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THE IMPACT OF MILITARY AND REﬂATED CIVILIAN
SUPPLY AND SERVICE ACTIVITIES ON THE ECONOMY

THURSDAY, APRIL 16, 1064

Concress oF THE UNITED STATES,
SuBcoMMITTEE ON DEFENSE PROCUREMENT
oF THE JoinT EconoMmic CoMMITTEE,
Washington, D.C.

The subcommittee met at 9 a.m., pursuant to call, in room 1202, Sen-
ate Office Building, Senator Paul H. Douglas (chairman of the sub-
committee) presiding.

Present: Senators Douglas, Javits, and Miller; Representatives
Griffiths, Curtis, and Widnall.

Also present: James W. Knowles, executive director; Ray Ward,
economic consultant; and Hamilton D. Gewehr, administrative clerk.

Chairman Dovcras. The subcommittee will come to order.

The Subcommittee on Defense Procurement is resuming hearin
today on the subject of “The Impact of Military and Related Civilian
Supply and Service Activities on the Economy.”

The impact of supply and service activities is very great indeed when
we consider that the net value of military procurement actions in the
U'nited States alone from fiscal years 1951 through 1963 has been
$305,543 billion. The allocation >f such sums means economic life or
death to the areas involved. Likewise, the allocation of shipping,
storing, and the other support activities is of great economic impor-
tance to the industries and communities involved. The disposal of
$5 to $10 billion in surplus property is also big business. The how,
when, where, and who of each of these activities which involves mil-
lions and éven billions of dollars is very important indeed.

But the impact of the Government’s procurement and related ac-
tions on the economy cannot be measured alone in terms of percentage
points. Certainly 8.5 percent of the gross national product for fiscal
year 1963 represents a large amount—$48.3 billion. But the fact that
the Government’s activities are, to a large extent, superimposed upon
the economy may give them a triggering or detonating effect much
beyond the percentage points involved.

or example, when the Government went into the market for quan-
tities of coffee and duly announced its intent to do so, the market had
a tendency to go up. The same with the purchase of abaca which was
controlled by a few importers.

When the Government decides to buy or sell any material that is
considered to be in short or critical supply and announces its intent to
do so,a chain reaction is set in play.

As an example, the Government decided to procure annually some
80 to 90 million pounds of nickel for the stockpile. This amount,
though a fraction of our annual use, was enough to create a shortage
or give the belief there was a shortage with the resultant black and
gray markets of a few years ago.

1
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Our stockpiling of tin, and many other items, triggers and convulses
the industries involved. The converse is true when disposals or even
notices of intent to dispose are made. -

The subcommittee, as I have repeatedly stated, has not been con-
cerned with such military matters as size of forces, choice of weapons,
a;(lid general disarmament subjects which other committees are con-
sidering.

I might say that a prime consideration, as I wrote to Secretary-
designate McNamara in December of 1960, has been the scandalous
waste in our military and related civilian procurement and general
supply management programs which have so unnecessarily drained
the economic lifeblood thus depriving both military and civilian seg-
ments of essentialities.

My concern and that of Congressman Curtis and other members
of the subcommittee has not been of the “johnny come lately” nature
but we have urged, for more than a decade, many of the improve-
ments which are being placed in effect by the great Secretary of
Defense, Robert S. McNamara. ,

We have believed that the defense agencies grew to disorganized
and unmanageable proportions, that waste became rampant within
and among them. So we have sought to get the optimum of stand-
ardization in organization, procedures, forms, items, and so forth. I
stress “optimum” with the realization that standardization on the
lowest denominator may be ruinous, but this is no excuse for wanton
proliferation.

We have sought to compile a list of common activities—not that
there is such guplication in each as to require centralization or
standardization, but that there may be possibilities for improvement.

We stated in our report of July 1963 that the first step in arriving
at solutions is to identify the problem area. This may be in error, as
the first step toward improvement is the desire to improve. I know
that this is abundantly so with Secretary McNamara, l%eoreta,ry Mor-
ris, and the others in the DOD whom we have had before this sub-
committee. )

We had considerable discussion last year as to the necessity for the
Government to do many activities by force account—that is, by it-
self—when the tremendous facilities of private industry, properly
regulated, could produce, and distribute for the Government while
paying taxes needed to support the legitimate activities of the Gov-
ernment. There are certain things that the Government must do that
cannot be performed by others or done so well by others. This rep-
resents solid wood on the economic tree. =

There are other activities of a fungus nature; that is, they are large,
spongy, and morbid—and not of the solid wood variety.

Then there is the parasitic growth that lives on its host and eventu-
.ally kills it and dies in so doing.

We have been concerned about the erosion of the tax structure by the
almost innumerable Federal activities in the three classes I have men-
tioned which cost over $100 billion a year and which have contributed
to a national debt of $311 billion.

So we have urged the development of an aggressive program with
policy guidance from the Executive Office, a systematic review of
existing commercial-type activities, a thorough preventive screening
of planned activities of this nature and a place where the business-
man may take his problems for a fair and judicial review in the light
of established policy.
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I understand that the Budget Bureau witnesses will tell us of the
promised action in this area and that there are a number of industry
people who wish to make statements or place them in the record.

Our first witness this morning is the Honorable Robert S. Mec-
Namara, Secretary of Defense. Let me congratulate you, Mr. Secre-
tary, on the great job you have done in your short tenure in office.
I am sure you will achieve the cost reduction goals you have set.
Such savings could not have come at a more appropriate time. I am
also happy_that President Johnson supports your program SO en-
thusiastically.

T want to express my appreciation to you, Mr. Secretary, for coming
before us to testify. I think you have made an extraordinary recor
of progress in the Defense Department. We have had the privilege
of consulting with you from time to time. I want to commend you
for the very fine work that you have done.

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

Secretary McNanara. Thank you, Mr. Chairman.

I have a brief statement which, 1f it suits your purpose, I would
like to read to you, reporting upon the progress of our epartment’s
cost reduction program.

I very much appreciate your invitation to appear here today for
that purpose. Your personal interest and the interest of your com-
mittee and the continued support for our efforts to improve the
economy and efficiency of the Defense Department is welcomed by all
of us in the Department.

As has been the case in the past, the report of your committee issued
in July, last year, on the “Impact of Military Supply and Service
Activities on the Economy,” contained many stimulating and useful
recommendations. . Some of these we have already adopted in one
form or another.*

Last year in my appearance before this committee, I presented a
comprehensive statement covering the entire spectrum of our logistics
activities and the basic concepts and principles underlying the Depart-
ment’s cost reduction program, and therefore today, rather than re-
view the whole program, I would like to restrict myself to a view of
the pro%ress we have achieved since I last reported to you.

I will place special reference on certain matters on which the com-
mittee itself has expressed a preliminary or particular interest, leav-
ing most of the time allotted to the principal logistics officers in several
services and the defense supply agencies.

That, I think, is quite fitting, for while the top management in the
Department can plan the program, can establish objectives, can pre-
scribe the organization and procedures and can follow up on the exe-
cution of it, in the final analysis, the success of the effort will depend
on the skill and the understanding and 'the support of the logistics
managers who must actually carry it out.

Indeed, I think that a program of this type can succeed only if four
basic principles are adhered to. First, it must be vigorously supported
by the entire management of the Defense Establishment, starting with
the Secretary of I%efense and going down to the lowest managerial
level, and appropriate organizational arrangements must be made to
insure adequate supervision of that program.

—_—
1 See ‘“Report, 1963.”
32-669—64——2
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And second, firm, clearly defined goals must be set for each level
of logistics management, and the objectives, methods, and procedures
of the program must be clearly explained to the people who have to
achieve those goals.

Third, there must be a uniform and effective system of progress
reﬁorting throughout the Defense Establishment to insure adequate
fo owu{) on performance,

Finally, both the goals and the result must be thoroughly audited
by an in({ependent group to assure that 'the savings which are reported
being bona fide and can be properly substantiated.

Now the cost reduction program currently in effect in the Depart-
ment has been developed with these principles in mind. Firm, time-
phased goals have now been established for 25 distinct logistics man-
agement areas, and these are grouped under the three major headings
that we referred to last year, “Buying Only What We Need,” “Buy-
ing at the Lowest Sound Price,” and “Reducing the Operating Cost
Wherever Possible.”

These Department of Defense goals are the aggregates of the indi-
vidual goals established for the three military services and the de-
fense agencies. The service goals are then further subdivided down
to the lowest level of logistics management, so that all of our key
logistics managers know exactly what is expected of them.

Within my own office, Mr. Morris, who is here with me today and
who is the Assistant Secretary of Defense for Installations and
Logistics, has been made directly responsible for the effective operation
of the program throughout the Department, and Mr. Hitch, who is
our Assistant Secretary of Defense (Comptroller), has been given re-
sponsibility for the review, the examination and the validation of all
goals and savings reported under the program.

The service Secretaries and the Agency heads have been made re-
sponsible for the accomplishment of these goals. And they are re-
quired to personally review and approve the reports of progress.
Within each of the militar% departments and the Defense Supply
Agency a senior official has been given specific responsibility for the
day-to-day administration of the program.

And finally, full-time auditors have been assigned to monitor the
program throughout the Department. Definitions of valid savings
have been made more precise, and questionable items have been elim-
inated. Duplications of reported savings have been ferreted out and
documentation supporting such savings have been greatly improved.

Chairman Dougras. In other words, your statements of savings are
very conservative, are carefully based.

g:ecretary McNamara. I believe so. We are makinf every effort
to avoid a numbers game here. We do not want to fool ourselves,
and we do not want to fool the American people.

And thus the policy, objectives, organization, and procedures re-
quired to make t%(i)s program a reality rather than a promise have
been firmly established. Although some problems still remain to
be solved, I believe it is fair to say that the cost reduction program
1SNOW a going concern in every respect.

Last year, when I appeared before the committee, I told you we
had set for ourselves a cost reduction goal of about $3.4 biilion in
recurring annual savings, and that was about $400 million more than
the goal that I had reported to President Kennedy 9 months earlier.



SUPPLY AND SERVICE ACTIVITIES 5

I am hap%y to report to you today that this goal has now been
raised to $4 billion a year, and that is shown on the attached table,
if you care to refer to it for a moment.

(The table referred to follows 3

Department of Defense cost reduction program
{Dollars in millions}

Annual savings by fiscal

Estimated savings to be {v;ar 1067 from actions

realized in—1 itiated fiscal year 1962]
through—1

Fiscal | Fiscal | Fiscal | Fiscal | Fiscal | Fiscal
year | year | year | year | year | year
1063 | 19642 | 10653 | 1963 1964 1985

A. Buyln%only what we need:
1. Refining requirements calculations:

(a) Major items of equipment. ... $90 $203 $373 | #8106 $266 $320
(b) Initial spares provisioning _— 163 133 134 167 144 158
(c) Secondary items. _ —- 481 670 607 481 620 564
(d) Technical manuals._ JESIN) DO PRUSIFRI PR, 6 14 14

ée Production base faci! - . 35 13 19 36 17 16

) Technical data and reports...c--cao-focuceam- 2 4 23 47

9. Increased use of excess inventory in leu of
new procurement:

(@) Equipment and supplies........... 16{ 284 394

(6) Idle production equipmen 7 13
(c) Excess contractor inventory..cc----- 18 1 1 18 20 20
3. Eliminating “gold plating’’ (value engineer-
3 72 14 15 72 118 145
4. Inventory item reduction____.oooooooeno- N B 43 48 34
Total, buying only what we need. _..___. 860 | 1,142 | 1,168 | 1,003 | 1,559 1,722
B. Buying at the lowest sound price:
1. Shift from noncompetitive to competitive
procurement:
Total percent competitive 4. ....cooee (770 V] PSS, F— 37.1)] (38.4) (39.9)
Total amount of savings - $237 $176 $216 $237 $304 $375
2. Shift from CPFF to fixed or incentive price:
Total percent CPFF& _____ - ] .0 el (12.3)
Total amount of S8VINgS. - oeoocooomcenf-mmemmnn|-mmnmmen $436 $436 $573 $668
3. Breakout for direct purchase. ..o ccoemuca|omoomonn|ommenooo]-eommean]orm oo o $11 $24
Total, buying at lowest sound price..--.. $237 $176 $652 $673 $888 1 $1,067
C. Reducing operating costs:
1. Terminating unnecessary operations__.....- $123 $310 $359 $336 $488 $600
2. Consolidated and standard operations:
(a) DSA operating expense saving%_.___ 31 38 53 31 39 54
(b) Departmental operating expense
BAVINES. coecec oo mem o mmmmmaee e e s 7 20 1 4“4 101
3. Increasing efficiency of operations:
(a) DCA and communication systems
SAVIDES. e immmrmm e mmmo oo 80 119 49 83 129 66
(b) Improved transportation and traffic
mANAgement. . oocaeocmsnmmmneacon 24 12 12 24 23 24
(¢) Improved equipment maintenance
mar S+ L (R 28 109 108 101 289
(d) Improved noncombat vehicle man-
YT 1475 11 P 2 12 12 3 12 24
(¢) Reduced use of contract technicians_f....--.- ) | I I 20 27
(f) Improved military housing manage-
MeNt_ oo eeoiceememmommmmnnnn 6 8 8 [} 12 25
(¢) Improved real property mansage-
MmeNt. o cceeacecccmmomemeeemmnan= 23 3 9 23 34 88
(h) Reduced cost of packaging. ..o f-—eeeee- 1 ) U PO 7 7
Tota), reducing operating costs.... 289 545 641 613 099 | 1,265
Total Program..oecomcccemmmmenn- 1,386 1,863 | 2,461 | 72,379 | 73,446 74,044

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

1 Reflected in the budget.

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

¢ Fiscal year 1961 was 32.9 percent; total annual conversion from sole source by end of fiscal year 1965
of $1,500,000,000—savings are 25 percent per dollar converted.

& For the first 9 months of fiscal year 1861, CPFF was 38 percent; a reduction of $6,700,000,000 {s required
to reduce that percentage to 12.3 percent; savings are 10 percent per dollar conve: .

s Excludes DSA inventory drawdown witho' t replacen:ent of $276,000,000 in fiscal years 1962-63; $1563,-
000,000 in fiscal year 1964; and $83,000,000 in fiscal year 1965, 3 total of §512,000,000.

T'Gosls reported to Congress ‘‘as estimated Jan. 15, 1963 were: Fiscal year 1983, $1,894,000,000; fiscal
year 1964, $2,689,000,000; fiscal year 1965, $3,444,000,000.
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Secretary McNamara. The $4 billion goal is on the last line of the.
last column on the page. You will notice there are six columns on
that page, in two sets of three. The first three columns show for fiscal
years 1963, 1964, and 1965 the estimated savings that we will actually
realize in those years, and those savings have been incorporated in the
budget submitted to Congress for fiscal years 1964 and 1965,

The remaining three columns show the savings that will be realized
from the decisions made and the actions taken in those 8 fiseal years,
1963, 1964, and 1965, and these savings will be fully realized in the
amounts indicated by fiscal year 1967.

There are, of courss, certain actions we take in the current fiscal year
1964 which will provide some savings in 1964, but will not realize the
full annual rate of saving for 1or 2 years.

In the case of a base closing, for example, which is staggered over.a
series of years, the ultimate savings may not be realized for 24 or 36
months, and that is the basic difference between those two sets of
columns.

You will also notice that the table is divided into three sections,.
showing three major categories of our cost-reduction program: “Buy-
ing Only What We Need,” “Buying at the Lowest Sound Price,” and
“Reducing Operating Costs.” I will have comments on those later.

Senator MirLer. I would like to ask a question on the last three
columns of the table.

Secretary McNamara. Yes. .

Senator MiLLer. Is there any companion table which would give
us an indication of the impact on the current year’s spending ?

Secretary McNamara. Yes.

Senator Mmer. Of say, action taken in 1963. How that would
affect 1965 %

Secretary MoNamara. Yes. The third column which is labeled
“1965” shows the actual amount that we took out of the fiscal 1965
bu(éget, $2,461 million in total, as a result of all of the actions taken
to date.

Fiscal 1962, 1968, and 1964 have yielded the budgeted savings of
$2.4 billion for the fiscal 1965 budget.

Now if you wish, we could break that $2.4 billion down by the
point of origin. I would be quite happy to do so.

Senator MmuLer. No. If you carry that on to 1966 and 1967, when
we got to 1967 would that total amount to the $4 billion—the $4 billion
shown in the last column ?

Secretary McNamara, Yes, sir; it would.

Senator MirLer. Thank you.

Secretary McNamara. The estimated savings actually realized in
fiscal year 1963 totaled almost $1.4 billion, and as you have seen, sav-
ings of almost $1.9 billion have been reflected in the budget for the cur-
rent fiscal year—fiscal year 1964. And we are able to identify and
reflect a total of almost $214 billion in cost reduction savings in the
budget submitted for fiscal year 1965.

The cost reduction actions initiated through the end of fiscal 1963
are expected to produce recurring annual savings of almost $2.4 bil-
lion when they are completed.

Progress during the first 6 months of the fiscal year 1964 has been
very encouraging, and we are confident that the actions taken through-
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out the end of this year will raise the level of savings to $3.4 billion,
which is a long way toward our goal of $4 billion per year.

Now turning for a few minutes to these three basic areas, deali
first with the category of actions that we catalog under the title “Buy-
ing Only What We Need,” we are already well along in meeting our
1964 target for this major category of cost reduction actions.

In some areas, it is apparent that we will exceed our goals for the
year, although there may be one or two areas in which we will have
some difficulty. Refining requirements calculations for major items of
equipment for initial spares and for secondary items constitutes the
largest part of the savings potential in this category.

General Colglazier, who is here this morning, will discuss the calcu-
lation of end-item requirements in the Army, and General Gerrity will
-do the same for the Air Force. These are management areas in which
we have made substantial advances during the past year.

Now turning to the second category of actions, those related to “Buy-
ing at the Lowest Sound Price,” we continue to make progress in
-shifting from noncompetitive to competitive procurement.

During the first half of fiscal year 1964, the rate achieved was 37.4
percent of total procurement dollars, and that compares with 36.9
percent for the same period last year and 82.9 percent for fiscal 1961,
-as you can see in the accompanying chart.

(The chart referred to followﬁ

CONTRACTS AWARDED ON BASIS OF COMPETITION
AS A PERCENT OF TOTAL CONTRACT AWARDS

40% — 39.9
GOALS ’,—’
38%|— _——738.4
36,9 37.1| e="37.4
”
36%——— 35.6 g
34%[—
32.9
38—
T J ) ) i
OT T T T Al:
FY'61 '62 '63 '64 '65

Secretary McNamara. And while it will be difficult, we do expect
to meet our end of the year goal of 38.4 percent. As a matter of fact,
I received a report just before coming over here on the first 9 months
of the fiscal year ending March 31, and for that 9-month period, we
had 28.2 percent of our procurement placed competitively.

As I indicated to you last year, there are limitations on the percent-
age of our purchases which can be made on a competitive basis. Where
large engineering and tooling costs are involved, for example, and that
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is typically the case, as you know, in aircraft, missiles, and many other
complex weapons systems, it is unlikely that any new source could
compete successfully against the development contractor who had
already incurred these costs, and therefore we have no alternative but
to place the follow-on procurement contracts with that development
contractor and this removes those contracts from the competitive
category.

Nevertheless, we developed ways in which to expand the scope of
competitive procurement, for example, by “breaking out” components
or spare parts from the prime contract, so that these components or
spare parts could be procured through competitive procedures.

Senator Javirs. Mr. Chairman, may I ask one question that is
pertinent?

Chairman Doucras. Certainly.

Senator Javrrs. Mr. Secretary, would you give us an optimum fig-
ure of the objective which you are seeking? For instance, you gave us
$4 billion; now in respect of competitive procurement you are up to
38.4 percent.

Do you want to give us any optimum figure?

Secretary McNamara. Well, our current objective, which we be-
lieve, or did believe, represented the optimum, was 40 percent. That
would mean an increase from 33 percent in terms of competitive pro-
curement in fiscal 1961 to 40 percent by fiscal 1965. To do so, we will
have to shift about $1.6 billion worth of contracts each year, every
year, from noncompetitive to competitive buying.

1 think we can accomplish that objective. As a matter of fact,
later this year, we will reexamine these so-called optimum levels to
determine whether we can raise our objectives. I am very hopeful we
can do so in the case of the competitive procurement.

As I will mention in a minute, we feel we save about 25 cents on
every dollar shifted from noncompetitive to competitive procurement,
and hence an increase in that objective would yield substantial addi-
tional savings, if it proves possible.

Admiral Schoech, who is also here this morning, will discuss the
advanced procurement planning which is involved in this type of pro-
curement, which serves as a foundation for breaking out these com-
ponents on major systems, and will give you some specific examples
of such actions based on his experience in the Navy.

As I mentioned a moment ago, our present goal is to increase com-
petitive procurement to a level of about 40 percent compared to the
33 percent of fiscal 1961. And as I said, this requires a shifting of
about $114 billion per year from sole source or noncompetitive to com-

etitive buying, and there is this saving of about 25 cents on every dol-
ar shifted.

About one-third of our competitive procurement is handled through
the formal advertising procedure. Thus in the first 6 months of fiscal
year 1964, formally advertised contracts accounted for 13.2 percent of
our total contracts, and this is up from 11.9 percent in fiscal 1961, and
as would be expected, the Defense Supply Agency had the highest per-
centage of formally advertised contracts, about 42 percent ; the Army,
21 percent; the Navy, about 10 percent; and the Air Force about 3
percent.
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This reflects the extent of standardized, repetitive procurement for
which formal advertising is particularly suitable in each of these
agencies.

There are several reasons why formally advertised procurement ac-
counts for only about a third of our total competitive procurement.
First, there are certain categories for which we use procedures sub-
stantially the same as those for formal advertising, but which by law
can’t be termed formally advertised procurement, and these include
the categories of procurement shown in the table below.

Fiscal year 1964, first
6 months
Amount Percent
(millions)
Purchases under $2,500.__ $587.3 4.5
Set-aside—small business and labor surplus.. 585.9 4.4
Purchases restricted to sources outside United States.. oo cccmoomccaaao 334.6 2.5
Subsistence 314.0 2.4
Classifled purchases. 29.9 .2
Emergency purchases. _ . .o oo 47.4 .4
Total 1,800.1 14.4

They add to about 14 percent of our total procurement. The larg-
est of those categories, purchases under $2,500, includes literally mil-
lions of transactions each year. About 614 million, as a matter of
fact, in fiscal 1963. These are small purchases made by the thousands
by our military installations, usually from local suppliers, and nor-
mally on the basis of three or more quotations.

Were we to use the nationwide formal advertising procedures for
these millions of transactions, it is estimated our operating costs
would be increased substantially. As a matter of fact, one estimate
indicated the clerical cost alone to be on the order of $100 million per
year. Although the other categories listed in the table are also han-
dled on a specialized basis, competitive procedures are used.

The next largest category is “set-asides” for small business and
labor surplus areas. Here we applied competitive procedures, but
by law our mandate is to increase rather than to decrease such awards.

In addition, there are many procurements involving relatively com-
plex technical items, where it is possible to award the contract to the
lowest competitive bidder, but where the specifications are not suffi-
ciently precise to permit formal advertising.

In these cases, contracts can’t be awarded without extensive dis-
cussions and negotiations with the potential contractors on their indi-
vidual proposals in order to insure that all are bidding on a com-
parable basis.

We have developed a two-step advertising procedure for much of
this procurement, and we hope to extend its use in the future. Under
this procedure, bidders are first asked to submit proposals to meet spe-
cific performance criteria without regard to price. These proposals
are then examined by the Government engineers and buyers, and those
which meet the desired performance characteristics are approved.
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In the second step, bidders whose products have been approved then
present sealed bids, and the contract is awarded to the lowest bidder
under the formal advertising procedure.

In the last year, we have more than doubled the use of this particu-
lar technique, and we expect it will eventually displace much of our
negotiated competitive procurement.

As a matter of fact, I think through this procedure, we should be
able to add about 5 percentage points to the formally advertised pro-
curement, which should go far toward meeting the objectives this com-
mittee has emphasized over the years.

There will always be special cases where special circumstances, such
as the availability of facilities and unique design proposals, will con-
tinue to require further negotiation after the bids are in, even though
the award is made on the basis of the lowest price.

Chairman Doucras. Mr. Secretary, would you permit me to ask a
question at this point ?

Secretary McNamara. Surely.

NEED FOR ACCURATE ENGINEERING DRAWINGS

Chairman Doucras. We have a number of reports here from the
Comptroller General, and in these reports, he seems to take the position
that one difficulty in getting competitive bidding and being forced to
resort, to some form of negotiated procurement is a lack of adequate,
accurate engineering drawings.

Have you had a chance to review those studies?

Secretary McNamara. Yes; I have. As a matter of fact, every
Comptroller General’s audit report bearing on Defense Department
activity is reviewed by Mr. Hitch, my Assistant Secretary and Comp-
troller. We prepare a written reply to that, and the written reply
isapproved by either Mr. Vance, my deputy secretary or myself.

COMPTROLLER’S REPORTS VALUABLE TO DOD-—PROGRESS BEING MADE

We have found the Comptroller General’s audit reports very valuable
in their bringing to our attention deficiencies in the Department.

Now with specific reference to this point you make, it was first
brought to my attention by a newspaper article which summarized a
GAO report about 2 or 3 years ago, related to electronics contracts,
that starting at that time, we issued instructions that require the serv-
ices to obtain engineering drawings at the earliest possible date. We
have greatly accelerated the availability of such drawings, and this
permits either formal advertising for subsequent buys, or at the very
least, competitive procurement for such buys, so while I think the
charge made may still be applicable, we have made much progress in
the last 215 years in expediting the availability of such drawings.

Chairman Doucras. I know you have done a great deal. I have
here some 10 GAO reports,! dealing with the inadequacy of engineer-
ing drawings including a contract with Westinghouse for a million

1 GAO reports:

B-146035 dated Dec. 31, 1963 B-146734 dated June 25, 1963
B-133398 dated Sept. 17, 1963 B-146748 dated June 31, 1963
(Navy) B-133396 dated Sept. 18, 1961,
B-133058 dated Sept. 11, 1963 B-133346 dated Jan. 10, 1961
B-133396 dated June 28, 1963 B-133263 dated Jan. 29, 1960

(Army)
B-133396 dated June 28, 1963 (Alr
Force)
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dollars unnecessary costs resulting from noncompetitive procurement
of aeronautical spare part replacements, another deals with increased
cost resulting from failure to secure price competitively from manu-
facturer, another deals with other aeronautical replacements of spare
parts within the Army, still another deals with aeronautical competi-
tive procurement, aeronautical replacement of spare parts within the
Air Force, this one with military gas turbine engines, a contract with
United Aircraft, this involves certain uneconomical procurements,
certain aircraft parts buying by the Department of the Navy, and
so forth.
RELIABILITY OF REPORTS

T know that you have a tremendous burden of work. I wondered if
you would be willing to state whether you think the criticisms of the
Comptroller General in these cases, 1f you remember them, were
approximately accurate.

ecretary McNamara. Yes; T believe so, Mr. Chairman. I think
that most of those, if I recall them correctly, referred to procurements
that were made back in 1961 or earlier.

Chairman Doucras. I think thatistrue.

INCREASE IN COMPETITIVE BIDDING

Secretary McNamara. And it is from that base, you see, that we
have made such progress, and we were able to increase the volume of
contracts placed competitively since that time by about $900 million
per year; $900 million of buying per year has been shifted from non-
competitive to competitive, and the greatest tool that we have used
in achieving that shift has been the expediting or acceleration of the
development of engineering drawings and specifications permitting
competitive bidding where 1t was not possible before, because of the
lack of specifications as a basis for involving more than one company
in the contractual process.

DRAWINGS XKEY TO COMPETITIVE BIDDING

Representative Curris. Yes; and in fact, the Secretary has now
brought out what I wanted to emphasize. You do feel that
this is the key factor in moving, shifting.

Secretary McNamara. Oh, very definitely so.

COMPETITIVE BIDDING BETWEEN PRIME AND SUBCONTRACTOR

Representative Curris. Could I ask one question just on that?
I am sorry to be a little late here. ,

When you gave us the charts on noncompetitive and competitive
procurement, did that figure include that which you were able to
do through the subcontracting by the primes? Much of your prime
contracting would be negotiated, and yet there is a great deal that
can be done of—

TREMENDOUS ADDITIONAL POTENTIAL

Secretary McNamara. No; this does not. That is an entirely addi-
tional field of activity that we are moving into now, encouraging
our prime contractors to procure competitively from their subcon-
tractors, items previously procured from a sole source and without
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competition, and there is a tremendous additional potential for
savings in that area.

Representative Curris. And again, your engineering drawings and
specs become very vital.

Secretary McNamara. Yes.

Representative Curris. Thank you.

BUYING AT LOWEST PRICE

Secretary McNamara. If I may proceed, I turn now to “Buying at
the lowest price by shifting from cost-plus to fixed-price or incentive
contracts.”

Progress in shiftin% from cost-plus-fixed-fee to fixed-price or in-
centive-type contracts has greatly exceeded our expectation.

In the first 6 months of fiscal year 1964, cost-plus contracts
accounted for only 12 percent of the total, and that compares with
38 percent in the first 9 months of fiscal year 1961.

In other words, we have cut the volume of cost-plus contracts in
relation to other contracts by about 65 percent in that period of time,

Even if the second half of fiscal 1964 is not as good as the first
half, we expect the full-year results to better consi erably our goal
of 19 percent, and you can see the precipitate drop in cost-plus
contracts on the chart.

(The chart referred to follows:)

COST PLUS FIXED FEE CONTRACTS AS A
PERCENT OF TOTAL CONTRACTS AWARDS
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Secretary McNamara. This is a significant achievement. As I
said, in the short space of less than 3 years, cost-plus contracts as
a ratio of total contract awards has been reduced by more than two-
thirds. Except for exploratory research and study contracts, cost-
Plus contracting is the least desirable method of Government pro-
curement, this %ecause it provides the least incentive for economy
and superior performance. :
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This fact has long been recognized, both in the Congress and in
the Defense Department, but 1t has taken a determined effort to
reverse the trend.

While it is admittedly difficult to document the savings achieved
by this shift away from cost-plus contracts, analysis by our auditors
shows that the saving is at least 10 percent on each dollar shifted,
and most probably considerably more than that.

These savings, however, are actually realized over a period of
years as the work under the contract is accomplished, and therefore,
we have reflected in the table a 2-year lag between the initiation of
the action and the realization of the saving, and thus the $436
million in annual savings from actions initiated through fiscal 1963
are shown as realized in fiscal year 1965, and they have been reflected
in the budget for that year.

BREAKOUT FOR DIRECT PURCHASE

The third area in this category, entitled “Breakout for Direct Pur-
chase” has just been established as a separate project, and no results
on accomplishments are available as yet.

This heading refers to the technique of identifying components
of end items, design of which has become stabilized and which can
be purchased without a degradation of quality directly from the
producer instead of from the prime contractor, and thus eliminates
the middleman costs.

Senator Javirs. Mr. Chairman, before the Secretary leaves this
whole category, could I ask him just one question ?

Chairman Doucras. Certainly.

“RUY AMERICAN” POLICY

Senator Javirs. I notice no reference to the “Buy American”
policy, what you have done about that, and how it affects the savings,
or balance of payments, or anything else.

Secretary McNamara. I can comment on_that for you. It is a
negative factor in terms of cost reduction. We actually are paying
a premium in order to save foreign exchange costs. The gross for-
eign exchange costs of our military deployments, worldwide, were
running $3 billion per year in fiscal 1961. Against that gross foreign
exchange cost of $3 billion was an offset of about $300 million repre-
senting sales of U.S.-produced military goods and services, and
therefore, there was a net foreign exchange cost in fiscal 1961 of our
military operations worldwide of $2.7 billion.

b'lIII'l 1963, fiscal 1963, that had been cut by a billion dollars to $1.7
illion.

The cut reflected two types of actions. One category represented
actions to cut expenditures of foreign exchange, and the other cate-

ory represented actions to increase the sale of U.S.-produced mil-
itary goods and services, thereby gaining foreign exchange.

The net of the two categories of actions caused the reduction of a
billion dollars in foreign exchange costs, thereby favorably affecting
our balance of payments.

Now one of the actions that we took to reduce the expenditures of
foreign exchange was the shift of procurement from foreign sources
to U.S. sources. I have forgotten the exact volume. I would think
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we shifted on the order of $220 million, probably, of procurement
from foreign sources to U.S. sources. We paid premiums as high as
50 percent in order to shift that procurement, but interestingly
enough, when we actually came to the point of seeking U.S. sources
for such procurement, recognizing we were able to or willing to pay

remiums of up to 50 percent, In some cases, we found ways of

uying the item in the United States at an actual saving of absolute
cost compared to its cost abroad.

One of the most notable examples of that is the saving associated
with procuring housing materials in this country in prefabricated
form and shipping them abroad for erection on the site. The fiscal
1963 budget, II) believe, included $43 million for construction of hous-
ing abroad for military personnel, with a foreign exchange cost of
$38 million of the $43 million. We shifted that procurement from
foreign sources to U.S. sources, saved $32 million of the $38 million
of foreign exchange, and actually saved in total about $4 million by
using prefabricated housing instead of on-site construction.

Now that is a_unique situation. Rarely do we have a net budget
saving associated Wigh the shift of procurement, but on balance, we
have saved a billion dollars in foreign exchange in part by shifting
procurement.

Senator Javirs. Well, Mr. Secretary, of course we also bought
abroad for use in the United States. Do you have any idea as to
what this revised policy, both of buying abroad for use in the United
States and buying in the United States for use abroad, has cost us
in premiums and dollars in 1963¢

Secretary McNamara. My recollection is that during fiscal year
1963 it has not exceeded $25 million.

Senator Javrrs. Thank you very much.

Secretary McNamara. Even though in certain cases we have gone
as high as a 50-percent premium.

Senator Javits. Do you recommend the continuance of the policy?

Secretary McNamara. I do indeed, sir.

Senator Javirs. Thank you.

REDUCED OPERATING COSTS

Secretary McNamara. Now if I may turn to a third category of
actions, those lumped together under the heading of “Reduced Oper-
ating Costs.” Good results are also being achieved in this area. For
example, since I last appeared before this committee, considerable
pro%)ress has been made in terminating unnecessary operations, clos-
Ing bases and installations which we do not need, and you see in the
table presented here the status of our base closings as of December 31,
1962, and as of December 31,1963,

Closing actions announced
as of—

Dee. 31, 1962 | Dec. 31, 1963

Number of locations. 330 480
Real estate rel d acres.. 274,000 845, 600
Acquisition cost. . billion $1.9 $2.9
Personnel to be released 44,023 71,551
Industrisl plants with commereial potential made available for sale.........| 45 59
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The number of actions had increased from 330 at the end of 1962
to 480 at the end of 1963. The number of acres of land released to
the private economy from Government military operations increased
from 274,000 at the end of 1962 to 650,000, approximately, at the end
of 1963. They had an acquisition cost of $3 billion. The number
of jobs eliminated and personnel released increased from 45,000 at
the end of 1962 to 71,000 at the end of 1963. The number of industrial
plants formerly devoted to military production and under Government
ownership and now available for commercial usage increased from
45 to 59, and a figure that is not shown but of course is the most im-
portant item of all is that the annual savings resulting from termina-
tion of these unnecessary operations rose from $270 million at the end
of 1962 to $484 million at the end of 1963.

Senator MrLLer. Mr. Chairman, I wonder if the Secretary would
have some figures showing the openings, also, not to detract from the
savings, but to give us a picture of how much of this would be offset
by new requirements.

Secretary McNamara. Surely.

None of these actions involved offsetting openings. Any openings
would be disassociated from the cost reduction program, and entirely
a function of additional military forces required for some particular
area of our security.

No new military bases were opened in 1963. However, during that
year, it was necessary to expand some existing military bases in order
to accommodate increases in missions and weapons, such as the Minute-
man missile which is being installed at existing SAC bases. To pro-
vide the land necessary to accommodate these increases in missions
and weapons, it was necessary during 1963 to purchase 6,142 acres of
additional land at a cost of $1,110,132.

Rti,lpre%sentative Curtrs. Mr. Chairman, would the gentleman yield
on that?®

Do you think your net would still be a phasing-out?

Secretary McNamara. Oh, yes.

Representative Curris. Good.

QUESTIONS ON BASE CLOSINGS

Senator Javits. Mr. Secretary, I would like to lay thres questions
before you, and I think you can answer them very briefly, but they
are critically important. My State is one of the biggest in the Union,
perhaps it still 1s the biggest, we are having a lot of trouble in this
very Department, and 1 will tell you why, and I am not going to
bore fgrou about the details of Rome or a particular installation—that
is a fight we are having with your Department; we will carry it on,
and you will too, I am sure—but there are three points I would like
to lay before you:

One, we find that there is no basic source in your Department which
is the central agency to review closing as to their overall equity, either
on military or community grounds. You go around, the various
people that are in charge, 1t might be the Secretary of that particular
service, but I respectfully submit to you that this is so serious on a
community level that you ought to have some high level review person
or agency that is you, not one of your Secretaries for Air or the other,
people want the final decision from you, one.
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Two, there is no clearly articulated policy as to what the community
is to do, who it is to go to, who it 1s to work with or how it is to
get help in a central way. Tt is not enough to send them to ARA or
the six agencies in the Government. You fellows are closing up, you
are an enormous industrial complex, and like any other responsible
industrial complex, you ought to have a responsibility for what’s
going to happen in that vacuum. You can’t just let the debris lay
on the ground.

And third, there is not enough advance notice in a frank and hon-
orable way as to what’s going to happen to people’s jobs, livelihoods,
and homes.

Now the Brooklyn Naval Shipyard, for example, is in a state of
complete doubt and uncertainty. It may not be justified, but there
does not seem to be any hard policy to which the people seem to be
able to tie. 4

Now as I say, I am not going to bedevil you, about, you know, the
naval shipyard, or Rome, or one particular installation or the other.
I do not think that would be fair to you in this kind of a hearing,
but I do lay those three questions of policy before you, from our

oint of view. They are very serious in our community, and I think,
ooked at in toto in the Defense effort make for tugging and hauling
that make your jobs and ours very much more difficult.

Thank you. .

ANSWERS TO QUESTIONS ON BASE CLOSINGS

Secretary MoNamara. Let me comment on each of the three. With-
out implying that there are no problems here, I think there are answers
to the points you have made.

First, as to the basic source or central point to review closings in
the Department, Mr. Morris, the Assistant Secretary in charge of
installation and logistics, reviews every one of these personally. He
is that central source, and in addition, every one of the actions I
personally review. There have been 479 to date. I have a list of
them here, and every one of those, I have personally examined and
determined that we are justified in the action we are taking.

Now perhaps we have not explained our action as fully and com-
pletely and convincingly as we should have. I think we have been
deficient in that sense, and we should be able to do better in the future.
Part of the problem in the past has been that the studies underlying
Eléese decisions have not been as well organized as they might have

en.

I think we are making progress in correcting that.

Now secondly, as to a central point to which the community leaders
may go to determine what action can be taken to soften the impact
of the decision, here we have established an office known as the Office
of Economic Adjustment. It reports to Mr. Morris, and that is the
central point in the Defense Department to which a community can

0, can turn for help, and that Office is responsible, then, for mobiliz-
ing the other departments of the Government, particularly those in
the Labor Department and elsewhere, to provide help to the com-
munity.

Thisyis still a small effort. We began it and established this depart-
ment 2 years ago. We can do far more than we have, and we Wilf.)



SUPPLY AND SERVICE ACTIVITIES 17

The third point you make of inadequate advance notice is perhaps
the most difficult one to meet. In the case of the Brooklyn Navy
Yard, for example, it is but one of a series of 11 publicly owned Navy
yards. There is no question in my mind but what we have excess
capacity in those yards. I believe we will find it in the public interest
to close one or more of the yards. I do not know which yard should
be closed. It is absolutely impossible for us to carry out a study as
complex as this study is without public knowledge of the fact that we
are working on it. It will extend over a period of several months, and
during that period of time, there is bound to be uncertainty as to the
ultimate result.

I do not know of any way to avoid that.

However, I want to emphasize that when we reach a conclusion,
the action from that conclusion will be spread over a period of years,
in order to provide time for the individuals and the communities
affected to adjust themselves to that action, and moreover, it has been
our policy, and we hope we will be able to continue that policy, to
offer a job opportunity to every individual whose job is terminated.

Now by these actions, I think we are taking every possible oppor-
tunity to soften the impact of our decisions upon the individuals and
communities affected.

HEARING BEFORE FINAL DECISION

Senator Javrrs. Mr. Secretary, I would like to make just two points
with you, one a suggestion and the other a request.

I think you will find your community acceptance much better if
the community had a feeling that before the decision was nailed down,
they had a chance to be heard. That is one of the very big complaints,
that you are all set, it is finished, it is done; no matter what they say,
their doom is sealed.

SPECIAL FUNDS TO MANAGE AND COORDINATE TRANSITION

Secondly, I strongly recommend to you that you come to the Con-
gress—I am only one Senator, but I think I speak the views of many,
and that you get some money for the purpose of helping communities
meet this shock. It is not enough that there are other agencies of
Government. You are the employer, and you are in the best position
to do this job, and I do not think that in fairness to yourself—you
would do it as president of your company, and you ought to do it as
the head of the Defense Department.

You ought to get the resources from us which are necessary to enable
you to manage and coordinate the transition and where there is a
breakdown, to help in it, and in a direct and practical way.

This is that serious, T assure you, and it will be a big contribution,
Mr. Secretary, to what I know you want to do, which is very laudable
and patriotic, but which when you get down to the cases of Joe Smith,
and Brooklyn, N.Y., or Rome, N.Y., is hurting like anything, espe-
cially as so many of these communities, either before or immediately
after the defense shutdown, become immediately very severely hit
areas from the point of view of local unemployment.

Secretary McNamara. I think the latter point is worthy of much
study. I do not know exactly how we can meet it. We have attempted
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to do so without special appropriations from the Congress. We have
utilized funds provided elsewhere in our budget to provide for pay-
ment of moving expenses, for example, for individuals for whom job
opportunities have been opened up elsewhere in the country.

RETRAINING PROGRAMS

We have utilized such expenses for retraining programs to retrain
the individual to acquire skills for which there are job openings, but
we have not as yet developed or proposed any programs to the Con-
gress for assisting the community itself in contrast to the individuals
employed in the Defense Establishment to adjust to the actions. Per-
haps we should. We will consider that.

Now on your first point, discussion with the community before ac-
tion, I think there is considerable merit to that. We are following that
})rogram now. As a matter of fact, Friday of this week, for example,

am going to visit the Boston Naval Yard and the naval yard in
Portsmouth, N.H., and this is part of a plan under which I will per-
sonally visit and discuss with the community leaders the situation
in each of the communities possessing a public naval yard.

I have already visited Mare Island, Calif., and San Francisco Naval
Yard, and I plan to complete visits to the other 11 before making a
final decision, and at those times of visit, I meet with the labor leaders
ililfvolvgd, the civic leaders involved, and the other community leaders
affected.

Senator Javits. Mr. Secretary, I just want to close, and I am so
grateful to my colleagues for indulging me, though I think this affects
us all so deeply that we are all deeply interested. I want to close by
saying that I do not think you are the kind of a man—I am not saying
Secretary—man who would want to show the record of a net saving
which does not have a deduction of trying to clear up this debris of a
most unfortunate and unhappy kind in many cases, and that is what
I commend to you.

Secretary McNamara. Surely, I think that is an entirely reasonable
point, but I want to emphasize that there are hidden costs associated
with the signs of omission here. In retrospect, I do not regret any
of the actions we have taken to achieve these cost reductions. I do
regret that we did not act more quickly on some, and I regret that we
have not been able to ferret out more, but having said that, I still
support the basic point you make, that we ought to look at the social
cost, the true national cost, which involves the cost of adjustment as
well as the immediate and detectable savings, and we try to do that
before we make a decision.

Senator Javrrs. Ithank the Chair.

Chairman Doueras. One comment I would like to make, Mr. Sec-
retary. In the case of Decatur, Ill., your Department was extraor-
dinarily helpful to the community. You closed down the Gov-
ernment installation employing a very large number of people. The
community was upset, but Mr. Stedman, who was then working with
you, worked very hard and we were able to get a large private com-
pany to occupy the building, and it employs now as many people who
were former employees. You did your very best to transfer Govern-
ment workers there to other installations, and the community has
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come out of it very well, and I do not think Mr. Stedman is still with
you, but when he was with you, he was extraordinarily effective in
doing just what the Senator from New York has said.

I want to pay tribute to you for that.

Now, I have been slightly critical of one or two of your decisions,
but not critical of you.

Senator Javrrs. Well, may I say, Mr. Secretary, before I leave that
subject, that at Rome, N.Y., I wish this had happened, too, because
this is one of the worst hit situations that I have ever encountered
anywhere in the country, and in my own State.

ECONOMIC ADJTUSTMENT OFFICE

Secretary McNamara. Mr. Chairman, Dr. Stedman was head of the
Economic Adjustment Office that I referred to a moment ago. We
have had many successes and some failures in applying the services
of that Office, and I must say Rome, N.Y., is a good illustration of a
failure. It takes two to make a success, and where we have had success,
we have had wholehearted cooperation from the local community
leaders. I must say we have not had that from Rome. We have had
nothing but criticism, extended controversy and debate, and it is this
which makes it extremely difficult for us to help a community adjust.

I must be frank and tell you that even where we have complete
cooperation, we have also had failures, but we can’t possibly succeed
where our efforts are resisted by the local communities.

Senator Javirs. I will try to do something about that, I assure you,
and if that is the criterion, we will do our utmost to meet it.

COMMUNITY SELF-DISCIPLINE

Representative Corris. Mr. Chairman, I must not let this record
go this way. Tappreciate what the Senator from New York is empha-
sizing and your attitude. But I think there is a need for a little more
self-discipline in this country. We have to realize that what we are
after is the defense of the country as well as the defense of the dollar.
And I do not happen to feel that the purpose of the Congress is to
deter this basic movement that you are making, if it is sound. I hap-
pen to think it is sound, and I want to say that there are many Con-
gressmen who have applauded, and will applaud publicly, the moves
you are making, even though it affects their own district.

HAZARDS IN DEFENSE CONTRACTS

If T were to suggest any education, it would be more along the
lines of fostering understanding by communities of what happens
when they get a defense contract or a defense installation. They
work very hard, and they use their Senators and Congressmen to get
these things, but they should realize the transitory nature of defense
contracts, and of defense installations. They are buying problems at
the very time they are seeking these things.

I, frankly, am just a little bit nettled when the press focuses on
those who seem to cry out, but ignores those who defend your actions
in the Congress. There are many of us who defend what you are
doing, even though it affects our own communities, but it does not seem

32-669—64—3
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to get the publicity. I think the integrity of the Congress is involved
in this area as well.

I think you have done a very fine job under very, very difficult cir-
cumstances. This is not to detract from the very important points the
Senator from New York is making. I think you recognize them. We
do have these adjustments, I think, however, that there is a lack of
self-discipline on the part of our communities, and our community
leaders, who are so intent on getting these installations and contracts
in the first place. Then they are unwilling to accept the situation
when, because of the movement forward and technological advance-
ment, and so forth, in defense, there is no longer a need for the
facility or the contract.

Secretary McNamara. Well, I think we can make it easier for
those of you who are defending our actions to defend them if we fol-
low some of the suggestions Senator Javits made. He is absolutely
correct in implying that we have not as a Government program—and
itis not just in the last 3 years we have not done this; as a matter of fact,
we have done more in the last 3 years than ever before, I think—but
as a Government program, we have not adequately provided for soft-
ening the impact of these decisions on the communities, and we have
not either done what you have suggested, explained to people before-
hand what they are getting into when they take one of these actions.

OBSOLESCENCE IN DEFENSE

Representative Curtrs. Yes. Because this is getting to the heart of
what I feel this subcommittee is concerned with. T would like to take
time and ask one other question.

Would you agree with or comment on whether or not this increased
obsolescence in military procurement, military installations, and con-
tracts has accelerated greatly in recent years? Will this continue to
accelerate so that there will be more of this obsolescence, and greater
need for shift? I was very impressed. I had not realized you had
set up this Office of Economic Adjustment. That is, in my judgment,
hitting right at it. Does it send information ahead of time to these
communities to let them realize that when they get a contract or an
installation, they are buying some problems along with it? It is not
all a great thing.

In fact, the community might think, if they thought it through,
that “maybe we have to do this for the defense of our country,” and
take one of these big contracts knowing the problems that are going
to be created as it is phased out as a result of progress in our research
and development in military weapons, and so forth.

There is the problem of rate. I do not think we had as acute a
problem, say, 20 years ago. There was not such rapid movement and
change in weaponry systems that brings about these economic
consequences.

Secretary McNamara. Yes, I think that several factors have
changed. That the rate of change is faster, greater today, and also
when a change occurs, it is a change of greater magnitude, because
the item was very complex initially, it was very expensive, it was
bought in large quantities, and the complexity and the expense and
the large volume concentrated in a single community a very large
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roportion of the economic life of that community, and then com-
ining that factor of size with rapidity of change means a community
gets a tremendous jolt when we shift a buying pattern.

Now in recognition of that, we are taking our 5-year military force
structure and defense bud%et program and translating it as best we can
into the effect on particular communities. It will be another year,
probably, before we finish this, but after we complete this kind of
a study, and are in a position to maintain it, we should be able to fore-
cast 2, 3, or 4 years in advance the effects of changes in the Defense
Department budget on particular communities, and with that as a
tool, I think we can then do more to meet Senator Javits’ point of
working with the communities in advance of the time when they will
be hard hit by reduction in employment.

SERVING THE NATION’S INTERESTS

Senator Javrrs. Mr. Chairman, if I may just have 30 seconds, then
I would like to yield to Mrs. Griffiths,

Mr. Secretary, I think it would be most unfair to me to leave any
characterization that I am doing the customary caterwauling about
local installations, and I reject that. I won’t accept it, because it is not
true. But it is one thing to be courageous, as those men in uniform
behind you know, and it is another thing to be foolhardy. We do not

romote fellows who are just courageous. They also have to have a
ﬁead on their shoulders, and that is what I am talking about.

I want you to do the thing you are doing. You are doing the right
thing for the Nation. But%[ also want you to do it with the concept
of the human being and the human community which is involved, and
I say that if our Government can save $4 billion in this way, great,
but we also may have to spend a billion to save the $4 billion, and.
perhaps save more, because then we are saving the country, and that
1s what is critically important in looking at this thing in totality,.
and I have made my suggestions because I want to back you. I do-
not want my community heavily on my back unjustly. If it is on my
back unjustly, that is my job, but if it is on my back justly, then .
I must turn to you and say, “You help me to do something about it.” -

Secretary McNamara. I quite agree with what you have said, Sen- -
ator Javits.

IMPACT OF PRIME CONTRACTORS’ DECISIONS

Representative Grorrrras. Mr. Chairman.

Chairman Dovucras. Yes.

Representative Grrrrrras. Thank you. A feature that interests
me is not where you closed down the installation, but where for all
practical purposes a prime contractor closes down sites,

May I ask you what kind of review you have on that?

Secretary McNanmara. I am not certain I understand the case you
are referring to.

Representative Grirrrras. Well, I think the cases are in the thou-
sands, but I will glve you a specific case. A big, eastern prime, pur-
(t:)l;zitsmgt}flr(t);m a subdm I&y district an i%em that had never been ,made

ore, that was under the inspection of the . . ip-
ment put into my sub’s pla,nt;sl.)e Navy. There was eanp
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PRIMES VERSUS SUBS

They, themselves, developed the specifics and the Navy inspector
watched the whole thing. The prime came into the plant, observed
the entire operation, and when finally it was working perfectly, and it
had never been made before, although others had tried it, then the
Navy inspector said to my sub: “I’'m sorry, gentlemen. This is too
exotic an item for you. You are too small.”

They moved out the equipment. The Navy shut off the site, and the
prime 1s still making it, or making it someplace else.

One, they are using the specifications developed by my sub; two,
they are using one item on which the sub actually had a patent, but
since it is all secret, they do not even know how many of that particular
item the prime has made.

Now the prime broke the sub. They conned them into spending
$500,000 of their own money on the theory that they were going to
have the item forever. There is no recourse. This party can’t help.
They should have had someone tell them that this would not work.

DOD CONTROL OVER PRIMES

But what I want to know is, (1) are you positive that the prime
contractor is actually now supplying that item more cheaply and bet-
ter than my sub was making it? And (2) have you ever reviewed any
of the impact of this type of loss upon a community? This firm
employed about 300 people. They now employ three.

é)ecretary McNaara. I would be quite happy to look into that
particular case. It sounds to me, based on the facts as you have out-
lined them, as though the subcontractor has a cause for legal action
against the prime. If the facts are as outlined.

Representative Grirritas. Mr. Secretary, I sent this to your office
twice, and it has come back every time, ‘“There is no legal cause of
action,” one, and there is nothing they can do about it.

What I want to know is, how many more of these subs have to be
broken? Because it happens—you can listen to any Congressman in
this whole Congress, and you will hear one of these examples.

Secretary McNamara. Well, I think that each case has to be looked
at on its merits. I am not familiar with the one you are speaking of.
I do not know the names of the contractors involved, but I will be
quite happy to look at it. This is one area we have had very little
difficulty, to the best of my knowledge. This is the first time I have
heard of a complaint of prime contractor mistreating a subcontractor.
We have our contracting officers in the plants and the prime con-
tractors that pay considerable attention to the prime contractor’s
subcontracting pattern, because we are anxious to see the primes apply
a subcontracting pattern that is one which spreads the business as
wide as possible, while at the same time assuring adequate quality at
the lowest price, and we are paying more and more attention to the
subcontracting practices of the prime, and I have had no such in-
stances called to my attention heretofore.

Representative GrirrrTas. What kind of a review do you have over
the contracting officers to make sure they are doing, they are investi-
gating the subcontractors?
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Secretary McNanara. Each of the services reviews the work of its
contracting officers, and Mr. Morris’ office does the same thing for
me. Our review, however, as a matter of fact, has been directed pri-
marily at the question one of the other members raised earlier: Are
we applying competitive practices in subcontracting to the extent wo
should and can? Heretofore our review has not developed cases of
mistreatment of subs by primes. I would be quite happy to have the
details of the case you mentioned, examine that, and determine whether
it is typical or a unique situation.

Representative Grrrrrras. It is typical. I sat on another com-
mittee where we reviewed these cases one by one; one after another.
And I found this quite frequently done. I am interested in knowing
whether, when these contracts are moved from one sub to another,
whether you are really positive that the prime is getting a better price ¢

Secretary McNanara. Yes.

Representative GrrrrrTas. You are?

Scretary McNamara. Yes.

Representative Grirrrras. Although in fact, if the prime paid a
higher price, it increases his profit rate, does it not ?

ecretary McNamara. No.

Representative GrirriTas. Why not?

Secretary McNamara. Because in moving toward, as we have, in-
centive contracts and fixed-price contracts, if the cost of the subcon-
tracts is increased, the prime contractor’s profit goes down. And this
is one of the reasons why I very much doubt that prime contractors as
a practice are mistreating subcontractors and moving business from
low-cost to high-cost contractors. I find that very diécult, to believe.

Representative Grrrrrras. I do not suggest that. I only ask if you
are positive it does not occur. In renegotiation, as a matter of fact,
once you set it up on a company basis, is this not largely a cost plus a
percentage of cost ?

Secretary McNamara. Oh, definitely not; definitely not.

Representative Grrrrrras. Why do you think it is not ?

Secretary McNamara. Because we are moving, as I have said, from
cost-plus contracts, which were at a level of 88 percent of our contracts,
are now at a level of about 12 or 13, to price incentive and fixed-price
contracts.

RENEGOTIATION BOARD’S ROLE

Representative Grrrrrras. But you go in, do you not, the Renego-
tiation Board goes in and checks the costs, does it not, and permits them
a percentage o% costs as profit?

Secretary McNamara. Noj; the Renegotiation Board, of course, acts
only on the total profit of the corporation.

Representative GRIFFITHS. Yes.

Secretary McNaarara. It has nothing to do with the negotiation of
the price on a particular contract.

Representative GrrrriTas. Not at all.  But it checks the costs on all
of them, all of their business, and gives them a percentage of costs for
all practical purposes, as profit, does it not ?

ecretary McNanrara. No, I think we may be talking about two
different things. The Renegotiation Board itself is a Board
which
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Representative Grrrrrras. It appears before our committee, Mr.
Secretary.

Secretary McNamara. Pardon me?

Representative Grirrrras. It appears before our committee. It
apgears before the Ways and Means Committee.

ecretary McNamara. Well, it has nothing whatsoever to do with
the price on a particular contract.

Rgpresentative GrrrrrTas. No, but it checks what you made after-
ward.

Secretary McNamara. Only in terms of total business.

Representative Grrrrrras. It considers the cost, does it not ?

Secretary McNamara. It considers profits.

. Representative Grorrrras. And the cost. The profits are in rela-
tion to the costs, are they not ¢

Secretary McNamara. Well, it considers the profits in relation to
the total volume of business and the degree of risk and the contribution
made by the contractor, but it is not a part of the contracting process,
and has no effect whatsoever on prices we pay or the forms of contracts
that we utilize,

Representative Grrrrrras. Well, just as a matter of inquiry, and
strictly off from this, this type of renegotiation works in favor of a
bl%, multlplel\frime as opposed to small manufacturers, does it not ?

ecretary McNamara. When you say this type of renegotiation ?

Representative Grrerrrms. Yes, where you negotiate on a company-
wide basis,

Secretary McNamara. No, I donot believe so.

Representative Grirrrras. Well, if I were making 12 items and on 1
‘of them, I lost, and on 11, I made a profit, I would be in a considerably
better position than one small contractor who made 1 item, would I
not?

Secretary McNamara. Well, we have a policy in the Department of
avoiding what we call “buyingin.” Thisis a practice that any private
or public buyer must guard against. A company may choose or try
to Euy into a business by proposing a price less than an efficient pro-
ducer could produce the item for and obtain a reasonable profit, and
we have a written policy that states we will seek to avoid placing
business on that basis, and therefore I do not believe that a small con-
tractor is penalized in any way versus a large contractor by the fixed-
price or price incentive contracts which we are sponsoring.

Representative Grrrrrras. I draw your attention to this little book
which we have prepared,® which shows time after time that the prime
contractors estimate a price way beyond that contract price that they
had with their subs. Yet your purchasers were unable to figure it out.

Secretary McNamara. I am sorry, I could not hear what you were
saying.

Representative GrirriTas. I draw your attention to this little book
prepared by our staff, which shows that on one occasion after another,
the prime contractors had fixed-price contracts, they had already
agreed upon price with the subs. They then, in asking your con-
tracting officer for a price, overestimated the price they were going to
pli\.y subs, and your contracting officers were not competent to figure
that out.

1 See staff report, 1964, pp. 72-150.
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Secretary McNamara. Our contracting officers were what?

Representative Grirrrras. Not competent to figure out if the prices
were right or wrong.

Secretary McNamara. Oh, surely, I think we all make mistakes,
and we place literally hundreds of thousands of contracts a year, and
T have no question in my mind but what upon occasion we establish a
price with a prime contractor which has as a component a cost, an
estimated cost, for the procurement of an item from a subcontractor
which estimated cost proves from hindsight to have been in error,
either high or low. No question about this happening. It happens
in private business and it happens in our business. But, on balance,
there is no doubt in my mind whatever but what incentive contracts
and fixed-price contractsare in the Government interest.

Representative Grrrrrras. I thank you for your answer, and I won't
take any more time. But I would like to reiterate that in my judg-
ment, one of the things for which we should look is whether or not
primes, in their purchasing policies, are not having a rather severe
Impact upon the economy, and if they are not willfully moving sub-
contracts from one area to another without any reason to assume that
they are getting a lower price.

Sjt,acretary McoNamara. We will be quite happy to look at that, and
I would be grateful if you would send to my personal attention the
case you mentioned.

Representative Grrrrrras. I will. Thisis for the third time. This
time I hope it gets to you.

i%ecretary McNamara. If you send it to my personal attention, it
will.

OFFICE OF ECONOMIC ADJUSTMENT—PURPOSE, PERSONNEL, PLANS

Senator Javrrs. Mr. Chairman, could we ask the Secretary to submit
a statement on the Division for Economic Adjustments of the De-
artment of Defense as to its personnel, what 1t is, and what plans
e has for us?
Secretary McNamara. Surely; I would be delighted to.
(Subsequently the Secretary submitted the following information :)

The Office of Economic Adjustment, under the Assistant Secretary of Defense
(Installations and Logistics), directs a continuing program designed to help
mitigate the effects of Defense program changes on communities, industries,
and individuals.

It undertakes to lend assistance when serious adverse impacts occur as a
result of base closures, reorganizations of Defense operations which result in
reductions in force, or changes in procurement programs.

Its role essentially is to provide advice, assistance, and guidance to aid a
community in its effort to develop alternative, non-Defense economic activities
to overcome the loss of Defense contracts or installations. It confers with com-
munity leaders, to define the impacts; to assist in assessing the goal, the assets,
and the opportunities for economic growth; and to stimulate the organization
of a concerted community plan and action program. It is able to bring the
guccessful experiences of other similarly affected communities to bear on the
solution of local problems.

It is a small organization consisting of the Director, two professional staff
assistants, and two secretaries. However, it operates by enlisting the advice
and assistance of all pertinent elements within the DOD and throughout the
Federal Government to help the community to overcome obstacles to its recovery.

Examples are: help in obtaining surplus DOD real or personal property to
further the community plan; help in finding the right Federal programs and
coordinating the efforts of responsible Federal, State, and local officials in
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making use of all applicable resources; organization of task forces of Federal
and State experts to assist in the initial development and subsequent implemen-
tation of community plans; organization of economic workshops; discussion of
community problems with the Select Advisory Committee for Defense (a commit-
tee chaired by the Department of Commerce and including, besides DOD, Labor,
Agriculture, DHEW, HHFA, Interior, SBA, and GSA), ete.

It develops and recommends changes in DOD policies and practices which
will facilitate economic adjustment without hindering the DOD mission.

It makes analyses of the economic structure of communities where DOD
procurement or operations have an important impact, and assesses the potential
effects of impending program changes.

It uses every opportunity to educate communities and industries to the im-
portance of diversification.

Basically, the Office acts as a catalytic agent; the success of any community
recovery from a Defense impact depends on the ingenuity, effort and determina-
tion of the community itself.

The Director serves with such committees as the President’s Committee on
the Economic Impact of Defense and Disarmament, the Defense Industry Ad-
visory Council, and the Interagency Policy Committee of the ARA.

Insofar as Rome, N.Y., is concerned, the Office has only recently begun its
work with the community. The assessment of the community leadership was
that a positive approach to recovery programs was not possible until March 19,
1964, in view of the feelings of the Rome-Utica area about the December 12,
1963, decision. Since that time, the Officé has done the following :

1. Appeared on March 19, 1964, before 100 community leaders in Rome to
explain the adjustment program. On March 20, 1964, talked to seven select com-
munity groups about what could be done to stimulate economic growth.

2. Requested the Air Force to assure that firms in the area qualified to per-
form repair work on equipment managed by ROAMA are given every opportunity
to compete for repair business.

3. Arranged for the Director of Economic Utilization to discuss the potentials
for defense procurement with Rome-Utica sources.

4. Began preliminary planning for a DOD procurement workshop for the
Rome-Utica area, subject to request for such assistance from the communities.

5. Arranged with HHFA to send a responsible official to Rome to discuss
the creation of a public transportation system, utilizing Federal funds available
for a demonstration project. A preliminary conference was held in Rome April
7, 1964. .

6. Upon request of the mayor, met with a select group on April 13 to present
in further detail the facts which made it necessary to transfer the ROAMA
mission. On the same day Air Force personnel officials assisted by a represent-
ative of the Office of Economic Adjustment delineated and reafirmed the DOD
reemployment commitments to the ROAMA employees and announced the phase-
out schedule. These actions were under the auspices of the Office of Economie
Adjustment as a means of helping the leadership to enlist support for the
recovery program.

7. Began analyses of Rome’s community plans for assessment and evaluation.

8. Began exploration of ways and means to capitalize on the historical herit-
age of the area (Fort Stanwix, Oriskany Canal).

9. Requested the Select Advisory Committee to examine all present and pro-
jected programs of their agencies for application to the Rome-Utica area.

10. Began development of complete plan of action for discussion with local
leadership.

The leadership of the community is enthusiastic about this approach but is
under no illusion that overnight successes are guaranteed. The Office of Eco-
nomic Adjustment has cautioned that the program is for the long pull and has
committed itself to help the commuvuity help itself until recovery is complete.

Senator Javirs. Thank you.

AGENCY TO HANDLE ECONOMIC IMPACT PROBLEMS

~ Senator MiLier. Mr. Chairman, before leaving this point, I think
that something ought to be brought out. A lot of what Congressman
Curtis had to say, and a lot of what Senator Javits had to say.is per-
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tinent, and I expect that we are going to have more serious problems
than we have already had with respect to the closing of some of these
installations, but what bothers me 1s why you—and I say that, realiz-
ing that you are the last person in the world to shun responsii)ility—
but why should the Secretary of Defense, once he has had a military
decision made that there is no requirement for a base, have to be
subjected to all of these other considerations?

It seems to me that this is something that ought to go into the hands
of, well, as of now, perhaps, the President himself, but perhaps we
need some other kind of an agency or a board to make a decision
regarding the final closing, taking into account the Secretary of De-
fense’s own recommendation that it be closed because there is no mili-
tary requirement, but I find it a little difficult to understand why the
Secretary of Defense, once the military services or a military service
has advised you that there is no longer any military requirement for
an installation, why he should have to go into all of these other con-
siderations, community effects, and the like. Granted that they should
be gone into, but why should the Secretary of Defense have to do
this? Why should this not be done at some other level, or by some
group of individuals, rather than yourself ?

I would like to get your comments on that?

Secretary MoNamara. Well, I think that one answer is that if we
refuse the responsibility for developing of Government plan in rela-
tion to particular action, we are almost certainly going to defer the
action, and for that reason, I am quite willing to assume the responsi-
bility in the Department of Defense to plan a move, a closing of an
installation in such a way as to take account of the effect on the com-
munity, mobilize the other resources of the Government to minimize
the adverse effects of such an action, and direct the entire program,
because I believe by concentrating that responsibility in the Depart-
ment of Defense, we will be able to act more promptly in achieving
the reduction in cost which is our ultimate goal.

Senator MrLLer. Well, Mr. Secretary, I know you are quite willing
to assume that responsibility, but put yourself in the place of the
community leaders, let us say of Rome, who come to the Defense
Department for consideration, realizing that the decision has already
been made by one of the military services that there is no longer a
military requirement for this installation. Automatically, they are
going to wonder whether or not they are going to have a truly fair
hearing in the Defense Department.

It seems to me that while I know you are doing the best you can
under the present setup, that some consideration ought to be given to
establishing some other agency or level for making a final decision on
this point.  Granted that it may be a decision that will be delayed,
still, there are other factors which are involved here, which as time
goes on, could be even more serious than what we have already ex-
perienced in the case of some of the shipyards and some of the other
nstallations.

I do not know whether there have been any studies on this point or
not, but I would like to suggest to you that I for one think 1t is un-
fortunate that the Secretary of Defense has to get into all of these
other considerations, which I have a feeling belong at a higher level.
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CABINET COMMITTEE ON PRODUCTION SHIFTS

Secretary McNamara. The President, as you know, has established
a board of Cabinet officers to examine the effect on our economy of
shifts in production, whether it be caused by a Defense Department
decision or, for that matter, by a shift in the private sector of our
economy, and this group is presently at work, and I hope will be able
to develop certain policies and guidelines which all of us can follow in
the detailed decisions relating to a particular community.,

Senator MmLER. Are there any memorandums or publications on
this particular——

Secretary McNamara. Yes, there is the order establishing it, and I
will be quite happy to see that you receive a copy of it.

Senator Mmrer. I appreciate it. I wonder if we might have it
placed in the record, too, Mr. Chairman.

Representative Grirrrras (presiding). Is there objection?

Then without objection, it will be placed in the record.

(The press release follows:)

OFFICE OF THE WHITE HOUSE PRESS SECEETARY,
THE WHITE HOUSE,
December 21, 1968.

The President today announced the formation of a high-level Government com-
mittee to coordinate the work of Federal agencies in appraising the economie
impacts of disarmament and changes in defense spending. It will be chaired by
a member of the Council of Economiec Advisers and will replace an informal group
that began work on this problem last spring. The President noted that changes
in the composition or total level of defense spending can significantly affect jobs
and incomes in particular communities or in the Nation as a whole.

He stated: “I am confident that our economy can adjust to changes in defense
spending or arms reduction that may occur. Our experiences after World War
II and the Korean conflict prove that. But the Nation as a whole and the com-
munities with heavy concentrations of defense industry deserve assurance that
any changes will be made with as little dislocation as possible. This Committee’s
work will contribute to the process of smooth and speedy changeover when such
changes occur.”

The President asked to be kept personally informed of the results of the Com-
mittee’s work. His memorandum establishing the Committee is attached.
Memorandum for:

Hon. Robert S. McNamara, Secretary of Defense.

Hon. Luther H. Hodges, Secretary of Commerce.

Hon. W, Willard Wirtz, Secretary of Labor.

Hon. Glenn T, Seaborg, Chairman, Atomic Energy Commission.

Hon. James E. Webb, Administrator, National Aeronautics and Space
Administration.

Hon. William C. Foster, Director, U.S. Arms Control and Disarmament
Agency.

Hon. Edward McDermott, Director, Office of Emergency Planning.

Hon. Kermit Gordon, Director, Bureau of the Budget.

Hon. Walter W. Heller, Chairman, Council of Economic Advisers.

Subject: Formation of a Committee on the Economic Impact of Defense and

Disarmament.

As you are aware, on July 10, Chairman Heller organized an informal com-
mittee to review and coordinate the work of Federal agencies relating to the
economic impact of defense and disarmament. Based on the preliminary work
of this informal committee, it seems desirable that it be given a more formal
and permanent status.

I am therefore requesting you to designate a senior official in your department
or agency to serve on this Committee on a continuing basis. A member of the
Council of Economic Advisers will serve as Chairman of this Committee.

The Committee will be responsible for the review and coordination of activities
in the various departments and agencies designed to improve our understanding
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of the economic impact of defense expenditures and of changes either in the
composition or in the total level of such expenditures.

- Federal outlays for defense are of such magnitude that they inevitably have
major economic significance. In certain regions of the Nation and in certain
communities they provide a significant share of total employment and income.
It is therefore important that we improve our knowledge of the economic impacts
of such spending, so that appropriate actions can be taken—in cooperation with
State and local governments, private industry, and labor—to minimize potential
disturbances which may arise from changes in the level and pattern of defense
outlays.

I know that your agencies have already initiated a number of activities which
will improve our ability to assess the economic consequences of the defense
program. I do not expect this Committee to undertake studies of its own, but
rather to evaluate and to coordinate these existing efforts, and, if it seems
desirable, to recommend additional studies, subject, of course, to appropriate
review and authorization through established channels.

The Committee may wish to add representatives from other Federal agencies,
and it is hereby authorized to do so.

As work in this area produces results of interest to the Congress and the
general public, they should be made available in appropriate form.

This is an important subject, and I wish to be kept personally informed as your
work progresses.

LY¥NDON B. JOHNSON.

Senator Javirs. Madam Chairman, may I state, before I leave to
answer a quorum call, I think you have got to do it, I think it is neces-
sary. You are the employer. I think, in the best interests, you must
do 1t.

Representative GriFriTES. Proceed.

STUDY OF DEFENSE-OPERATED INDUSTRIAL COMPLEX

Secretary McNamara. We were talking about the actions taken to
eliminate surplus installations or reduce excessive installations. Cur-
rently, we are studying intensively the Defense-operated industrial
complex. This includes Army arsenals, naval ordnance plants, naval
shipyards, aircraft maintenance and overhaul facilities, and so forth.
These are major activities employing tens of thousands of military and
civilian personnel.

INSTALLATIONS SURVEY BOARD

To insure continuing top management attention to this effort, an
Installations Survey Board, chaired by Assistant Secretary Morris,
is meeting regularly, and I hope to be able to announce further cost
savings in this area in the months ahead.

ONE HUNDRED MILLION DOLLAR ANNUAL “OPERATING EXPENSE SBAVINGS”
GOAL

A new category of cost reduction effort, “Department operating
expense savings” has recently been established with an annual savings
goal of $100 million. This project encompasses the simplification and
standardization of our mass paperwork procedures, and the sound
utilization of computers to mechanize those procedures.

PURCHASE OF ADP EQUIPMENT

For example, this year, out of current savings, we are purchasinﬁ
$200 million worth of automatic data processing equipment for whic:
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we have been paying annual rentals in excess of $60 million. After
the purchase cost has been amortized over the next 3 years, these
rentals will accrue as annual savings during the remaining life of the
equipment.

CONSOLIDATED COMMON SUPPORT

In the area of consolidating common support functions, continued
progress has been made during the past year. General McNamara,
who is head of the Defense Supply Agency, will give you a progress
report on that Agency and discuss the latest development in Depart-
ment of Defense and General Services Administration. The Defense
Supply Agency’s performance has far exceeded our original estimates
of 1ts potential for improved service at lower costs.

PROJECT 60—CONTRACT ADMINISTRATION

Another noteworthy consolidation effort, which is known as Project
60, is designed to achieve uniform contract administration policies
and proceggres for such things as checking production progress,
inspection and acceptance of materiel, evaluation of contractor’s
ability to perform under Government contracts, reviewing and pay-
ing contractor’s bills, on-the-spot analysis of cost proposals, and so
forth, and a pilot test to determine how to consolidate contract
administration as a common support service to both the Department
of Defense and the National Aeronautics and Space Administration
will begin next week in a five-State area, centered in Philadelphia.

Today there are over 150 of such field offices employing about 20,000
people. Through the establishment of consolidated field offices, we
anticipate to save about 1,800 persons, and annual savings of approxi-
mately $1 million.

In summary, Madam Chairman, we have just passed the halfway
mark in the 5-year cost reduction effort which was launched in fiscal
year 1962. Our progress to date has been rapid and we have already
nitiated actions which will achieve still greater savings in the future.

COST REDUCTION BY DEFENSE CONTRACTORS

One of the most promising is the intensification of cost reduction
efforts by defense contractors who spend more than 55 cents out of
each defense dollar. Last December, President Johnson and I wrote
personally to the 7,500 largest defense contractors, calling on each of
them to accelerate, expand, and intensify their efforts to cut the costs
of defense procurement.! The response has been most gratifying.

Although I cannot forecast the ultimate level of additional savings
which will result, I can assure you that it will be substantial and will
assist us in exceeding the present goal of $4 billion per year.

Thank you, again, Madam Chairman, for the opportunity to appear
before the committee.

COMMERCIAL BID PRACTICE

Representative Grirrrras. Thank you very much, Mr. Secretary,
and I would like to ask you some questions.

1 See staff report, 1964, p. 54.
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1 would like to ask you if it is customary in commercial practices
for a concern to deal on a competitive-bid basis with subs.

Secretary McNamara. The short answer is “Yes.” You say the
competitive-bid basis, the bid is not normally a formally advertised
bid, but it is a competitive procurement. As’a matter of fact, I think
that is the best commercial practice.

Representative Grirrrras. Do they not also have another means of
checking? Don’t commercial purchasers have a pretty good idea of
what the cost is going to be, the price is going to be, before they
request ?

ecretary McNamara. Some do. Most donot. It 1s quite common
in the auto industry, for example, but it is not as common in many
other industries. .

Representative Grirrrras. On an item that has been purchased for
many years, would they not have anidea?

Secretary McNamara. Oh, yes.

UNIT PRICE INFORMATION

Representative Grirrrras. What efforts are made in the Defense De-
artment to make sure that you have a history of the prices that have
een paid for items? Even our subcontracted items? Do we have

any such history or not?

gecretary McNamara. No, the Defense Department itself does not
maintain price records on subcontracted items, but we expect our con-
tractors, our prime contractors, to do so. The Department, in the past,
has not paid the attention that I believe it should have to competitive
buying of prime items. It is to that that we have devoted our at-
tention the past 2 to 3 years, and you have seen the results as I presented
them here this morning. We have increased the percentage of our
prime contracts placed under competitive procurement practices.

Now, we are devoting the same effort to directing our primes to
shift from noncompetitive to competitive subcontracting, and we are
beginning to make considerable progress there. As part of that, they
will, of course, have to maintain detailed records of prices of subcon-
tracted items.

Representative Grirrrras. Why don’t you maintain detailed records
of such items?

Secretary McNamara. Well, it would be an absolutely impossible
recordkeeping task. There are literally millions and millions and mil-
lions of such items procured. There is no reason at all for the Defense
Department to maintain the records, but there is need for the prime
contractors to be prepared to place subcontracted items under com-
petitive conditions.

Represent Grrrrrras. Would it not be of great value to your
purchaser to know the prices, the subcontracting prices?

Secretary McNamara. But the prime contractor is in the best po-
sition to have maintained those records.

ITEM INVENTORIES

Representative Grrrrrras. Don’t you have records that show inven-
tories of items, parts?
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Secretary McNamara. Parts possessed by the Government, yes.

Representative Grirrrras. y don’t you have the price punched
on those cards that you paid for those particular items?

Secretary McNamara. Well, we have prices that we pay for——

Representative Grrrrrras. Sets of spare parts?

Secretary McNamara. Yes, we have prices paid for our parts.

Rf,p;'esentative Grrrrrras. Why don’t you have them priced sepa-
rately ¢

Secretary McNamara. Well, we have price records of all of our
Spare parts.

Representative Grirrrras. Separately !

Secretary McNamara. Oh, yes. But these are parts which we pro-
-cure ourselves. When we are talking about subcontractors I was using
‘the phrase to apply to parts procured by a prime contractor, and not
directly by the Government.

Representative Grirrrras. Well, then, if you procure spare parts for
a jet plane, and you procure them in a lot, you purchase them from a
prime contractor, or you purchase them from many contractors?

Secretary McNamara. Well, we would call that a prime contract
or purchase in the sense that we buy directly from the coml[:any. I
use the word “subcontractor” to mean that the part is purchased by
another private company and then sold to us.

COST RECORD OF PARTS

Representative Grivrrras. But do you have records of how much
you paid each time for the parts?

Secretary McNamara. Yes.

Representative Grirrrras. But not the compilation of parts within
that particular item. Is that correct?

Secretary McNamara. Yes,'that is correct. We have records of the
price we pay for what we buy.

Representative GrrrrrTas. In those instances where you have both
sets of spare parts for a truck, you buy them through the automotive
companies, do you not?

Secretary McNamara, We may or may not. Before you were able
to come in, I commented upon what we call our “breakout” program,
which is a program designed to shift procurement from a prime con-
tractor buying through a subcontractor to procurement by the Gov-
ernment directly of the item involved. By this means, we have man-
aged to substantially reduce the price of the item, and when we buy
in that way, we have records of the prices we pay.

Representative Grirrrras. I think it would ge the greatest saving
ever 1nstituted if you bought some of these parts angrif you really
maintained the prices on the parts, and if your contracting officers ac-
tually knew the prices paid between one department and another,
and paid through the years for the item.

Secretary McNamara. Oh, they do. Where we buy it, that informa-
tion is available to them.

Representative Grrrrrras. Thank you very much. Do you have
some questions, Congressman Curtis?

Representative Curris. Mr. Secretary, I want to commend your
overall statement and report of progress in this area. I wantto pick up
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a few particulars that are on my mind, and then get to a couple of
generals.
Secretary McNamara. Surely.

PROJECT 60 SAVINGS

Representative Curtis. 1 have heard about this Project 60, and it
strikes me as being a very important movement forward in this area.
You regard it as of some significance?

Secretary MoNamara. Oh, I do, indeed. I think that not only are
we going to have a savings of roughly $19 million a year to the De-
partment, but I believe that our contractors will find it much easier
to do business with the Government as a result.

TRAINING OF CONTRACT EXPEDITERS

Representative Curtis. Let me ask this: Is part of this the idea of
getting these officers and other personnel—because some of them, per-
haps most of them are civilians, but some would be military oﬂzwers,
would they not ¢

Secretary McNamara. Yes.

Representative Cortis (continuing). Of training them? There are
a few signs that this has developed, and it exists in the civilian sector
in expediters, or whatever we call this process of following a contract
through. Do you contemplate a more formalized training program
for these people?

Secretary McNamara. Yes. The services, plus Mr. Morris in the
last 2 years, have initiated such programs, and we can do far more than
we have, in the future.

Representative Curtis. It almost would seem, too, that you could
gain esprit de corps by upgrading this kind of difficult work. It is
somewhat of an art, acting between the Government and the contractor.
You are checking production, progress, contract policies, inspections
of material, et cetera. Well, I will follow that with some interest.

INCREASING THE TAX BASE—FEDERAL AND LOCAL

Now, I would like to point up something you did not mention—and
I can well understand why you would not. In closing out these in-
stallations I am impressed with the amounts of real estate released,
which is a plus factor in returning an operation to the tax base.

Secretary McNamara. Yes.

Representative Curris. This is building up our tax base, not just
the Federal tax base on income, but probably even more important,
the local tax base, which is founded upon real estate taxation.

Secretary MoNaMmara. It is very, very important in that respect.

Representative Curris. I hope we can continue this movement with
emphasis on this Office of Economic Adjustment.

AFFIRMATIVE ASPECTS OF BASE CLOSINGS

In my colloquy after Senator Javits’ inquiries, I want to be sure that
1 was giving it the right balance. I was not in disagreement, with Sen-
ator Javits’ statements and approach, which I feel is very important,
too. But I was disturbed because so much publicity has been given
to the objections that have been registered, not only by Congressmen
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and Senators, but by people around the country. This is understand-
able when a military installation is closed down, but I felt that we
were losing sight of the affirmative aspects of it. Also, I was afraid
that the press and the general public were getting the impression that
the Congress, as a whole, was not in accord with what you are doing.
It is my judgment that we are in accord. I have spoken out, and
others have spoken out, but most of the Congressmen and Senators
have been fairly silent. Those who have spoken out, of course, are
speaking in regard to specific installations that are being closed down,
and I think that it needed that balance. That is why I spoke up today,
but I hope that this will continue along the lines of beefing up these
adjustment aspects of the program.

UNFAIR CRITICISM OF SECRETARY

My general comments are these: There has been some criticism of
this policy that you have been ‘pursuing as Secretary of Defense.
Strangely, one of the criticisms has been along the line that you were
trying to establish an empire in the Department of Defense. If you
were %uilding an empire, you would not be moving from negotiated
bids to competitive bids, because, actually, on the competitive bids you
lose the control of who 1s going to get the bid. Certainly, if a person
were building up an empire, negotiated bids would be the way to
proceed.
: SHIFT FROM DSA TO GSA

Secondly, and this is something we are going to get into with the
other witnesses. I am very pleased with this shift from DSA, the
Defense Supply Agency, to the GSA. And I hope the testimony
will bring out that this shift is continuing. I know your relationships
in this kind of shift are very good, but again, the Defense Department,
if it were building an empire, would not be cooperating in shifting over
to the General Services Administration these big items of procurement
for general use.

GSA BUYS $1 BILLION ANNUALLY FOR DEFENSE

Secretary McNamara. You are quite right. We have shifted from
buying about $550 million per year from éeneral Services to utilizing
them to buy about a billion dollars per year of our equipment. I must
say they are doing an excellent job for us, and I would be delighted
to have them do more as they and we can negotiate it.

GSA’S DEFENSE ROLE IN MOBILIZATION

Representative Curris. I don’t know why this should not be on the
record. I was talking with Mr. Boutin the other day, and he sup-
plied an ingredient that I felt had been missing in this relationship,
which was that in the event of mobilization, in this area, GSA should
immediately be under the dominance of the Defense Department. I
think you have a priority with them under this setup now, but cer-
tainly in the event of mobilization, just as we shift the Coast Guard
from the Treasury Department to Defense, it would seem to me that
this might be an ingredient that would help in this further movement
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and reliance whenever we can on the civilian sector of the govern-
mental structures.

Secretary McNanmara. I have absolutely no doubt in my mind but
what both today and under mobilization conditions they would serve
us well.

CLOSING OF INSTALLATIONS ANTIEMPIRE BUILDING

Representative Curris. Now, the final point is—and this has been
emphasized—if there were this kind of empire building you certainly
would not be moving as you are in closing out of installations. Mr.
Secretary, I feel that you are doing a very fine job under very difficult
circumstances in this area. The progress report you have given us, I
think, is a good one. We are going to continue to follow it.

From the other witnesses, I will bring out some specifications that I
am concerned about. The main thing that we will get from General
McNamara is a discussion of the further consolidation of interservice
activities.

APPLICATION OF OUTSIDE SUGGESTIONS

. Secretary McNamara. Surely, the other witnesses will be very
happy to comment on that. I very much appreciate your compli-
ments. I should emphasize what I referred to earlier, that many of
these ideas that we have applied have come from records of this
committee, from the reports of the Hoover Commission, and from
the General Accounting Office reports, as well as the investigations
of other congressional committees. We made a very thorough analy-
sis of all of the suggestions by these various bodies over a period of
years. The Hoover Commission reports were particularly helpful
to us. I don’t mean to say we agreed with everything that everyone
suggested, but we did, in a sense, steal from these reports these ideas,
and have simply been putting them into practice.

Representative Curris. You are very kind.

Secretary McNamara. We are very grateful, particularly to this
committee, for its extensive analysis of the Defense Department’s
operations, and its suggestions for improving them.

Representative Corris. Thank you, sir.

Chairman Doucras. We want to thank you very much, Mr. Secre-
tary. I know you have many things to do and unless there is some-
thing further you wish to say, you may be excused.

Secretary McNamara. No, sir; there is nothing further I wish to
say.
Chairman Douceras. I want to commend you in general. You have
been very forthright in what you are doing, very efficient, and I think
the discussion has been helpful.

Good luck.

Secretary McNaumara. Thank you.

Representative Wm~aLL. May I ask a question ?

Chairman Dougras. Oh, yes, Congressman Widnall. We have
kept him here an hour and a half, we have got five more witnesses
before noon, but I know that you have not had a chance.

POOLING OF ENGINEERS

Representative Wipvavrr. I just want to ask one question.
Mr. Secretary, I think you have made a very illuminating state-
ment. I would like to ask a question about the pool of engineers
32-669—64——4
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that I hear about every once in a while. Do you think that there is
any truth to the allegations that are made that a number of the big
companies have sort of confiscated the top engineering talent to the
point where they pool the engineers, and those costs are making much
higher costs to Government procurement? I know smaller companies
have spoken to me about their inability to obtain engineers, when
many of the large companies that are involved in Government pro-
curement are not anywhere near obtaining utilization of the ones
they have on the payroll, and yet they are all cost factors, when it
comes to Government procurement.

Secretary McNamara. You may be referring to a rather recent
Wall Street Journal article which stated that one of the effects of the
shift in the Defense Department’s procurement practices from cost-
plus contracts to incentive or fixed-price contracts was the reduction
in the number of engineers on the payrolls of defense contractors.
The Wall Street Journal went on to say that when the contractors
had been selling to the Government under the terms of cost-plus con-
tracts, they had maintained men on their payrolls in excess of those
required for the immediate contract, with the hope that a future
contract would be made possible by the existence of those engineers.

I think it was more illustrative of the shift in attitude of manage-
ment, whether it is functioning under fixed-price or price-incentive
contracts, as contrasted to cost-plus-fixed-fee contracts. I really don’t
believe that there has been any substantial withdrawal of engineers
from the market by defense contractors, particularly not by large
defense contractors. I do believe, however, that there was very little
incentive for the Defense Department and very little incentive for
the defense contractor to minimize costs when we were operating under
such a high percentage of cost-plus-fixed-fee contracts.

Representative WinnarrL. Well, the allegation was also made that
in connection with this, they were bidding against each other for the
talent, and running up the salaries of the people in the pool.

Secretary McNamara. I think there was some merit to that. I don’t
believe it was a conscious practice. I think it was simply a function
of demand and supply, partially as a result of our shift in contracting

ractice, partially as a result of the shift in the type of things we are

uying. Thereisnow an easing of the market for engineers. %ou may
have noticed an article within the last 2 days in the New York Times
pointing this out.

Representative Wm~arLL. That’s all.

Thank you very much,

Chairman Doucras. Thank l?Ifou very much, Mr. Secretary.

Secretary McNamara. Thank you, sir.

Chairman Doueras. We expect Senator Beall to be here to testify
shortly, but until he does appear, I wonder if General Colglazier,
Admiral Schoech, and General Gerrity, would now come forward.

General Colglazier.

STATEMENT OF LT. GEN. R. W. COLGLAZIER, JR., DEPUTY CHIEF
OF STAFF FOR LOGISTICS, DEPARTMENT OF THE ARMY

General Corerazier. Yes, sir; Mr. Chairman. I have a prepared
statement, Mr. Chairman, which takes 17 minutes. Would you like
me to read it ? :

)
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Chairman Doucras. We will consider that as part of the record.
Then would you be willing to speak off the cuff, summarizing?

General CoLgraziEr. Allright, sir.

(The statement of Lt. Gen. R. W. Colglazier, Jr., follows:)

STATEMENT OF GEN. R. W. COLGLAZIER, JB.,, DEPUTY CHIEF OF STAFF FOR LOGISTICS,
DEPARTMENT OF THE ARMY

Mr. Chairman and members of the committee, I will present the Army’s
cost reduction program (chart No. 1) with particular emphasis on our efforts
to improve requirements calculations in order to meet the objective of “buying
only what we need.”

The Army has implemented the Department of Defense cost reduction program
as a mater of highest priority. Top level emphasis has been given to the program
by the Secretary of the Army, Assistant Secretary for Installations and Logistics,
the Army Chief of Staff, Headquarters Department of the Army Staff and
major field commanders.

A comprehensive orientation program (chart No. 2) for all Army personnel
both military and civilian has also been conducted. Our underlying philosophy
has been simply that if the maximum number of personnel become sympathetic
with the need, aware of the opportunities and familiar with the methodology,
then cost reduction will indeed become everybody’s business.

As a permanent long-range means of indoctrination, all Army-service schools
have included cost reduction in their curriculum.

Special emphasis is placed on this subject at the Army Logistics Management
Center—which helps to train our logisticians and at the Army Management
Engineering Training Agency where the technigues of management improvement
are taught.

At this time I would like to mention our accomplishments to date.

ACCOMPLISHMENTS

The Army exceeded its fiscal year 1963 goal by 50 percent, reporting validated
savings of $678 million against a goal of $459 million (chart No. 3). In the
area of buying only what we need, the accomplishment was $338 million and
the goal $254 million.

Reports for the first half of fiscal year 1964 (chart No. 4) show that we have
achieved savings in the amount of $441 million or 54 percent of our annual
goal of $818 million. We are encouraged with this progress and are confident
of meeting our annual goal.

INITIAL FOOUS OF EFFORT

‘When the cost reduction program was first established, the Chief of Staff issued
instructions which caused the DA headquarters staff to concentrate initially on
measures aimed at refining our requirements.

CHART 1

THE

COST REDUCTION
PROGRAM
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CHART 2

SECRETARY OF FILM CLIP (MESSAGE
DEFENSE PRESS FROM SECRETARY
CONFERENCE FILM OF THE ARMY)

ORIENTATION

AR 1.20 DA LETTERS AND NEWS RELEASES

PUBLICITY

TROOP INFORMATION ARMY SUGGESTION
_AND EDUCATION PROGRAM

This is the “bellwether area” of the Army cost reduction program ; and since
a large portion of the Army dollar is spent in the development and procurement
of materiel, it is vital that we buy only what we really need to achieve balanced
readiness.

To this end the Chief of Staff enunciated the principles set forth in this chart
(chart No. 5).

CHART 3
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CHART 4

PROGRESS—~FIRST HALF FY 64
{MILLION DOLLARS)

ANNUAL GOAL 1007 3818

54% OF GOAL
HALF YEAR ‘\ R ACHIEVEMENT S441

QBJECTIVE $409 B!

P

He established a specific program to review materiel development and pro-
curement procedures to assure that these principles were carried out on a
continuing basis.

The Materiel Requirements Review Committee, composed of the Deputies or
Assistant Chiefs for Logistics, Force Development, and Research and Develop-
ment, was designated as the agency to develop an outline plan for this program,
provide guidance, review reports of progress, and direct input into the cost
reduction program.

A complete review of materiel development, procurement, and allocation pro-
cedures in the light of these principles was directed.

This included a reappraisal of all research and development projects and
tasks, the PEMA 5-year procurement list, authorization documents, and the
Army materiel plan—including operational projects, replacement factors, and
maintenance float requirements.

Significant actions completed to date as the result of this review are shown
on the next few charts.

The tables of organization and equipment of all ROAD Divisions were re-
viewed in the light of the Chief of Staff principles to insure that unit equip-
ment authorizations included only those items that were absolutely essential,
that authorizations for these items were kept to an absolute minimum, and that
unnecessary frills and goldplating were avoided. (Chart No. 6.)

As a result of this review, requirements for a number of major items in the
infantry, armored, mechanized, and airborne divisions were significantly reduced
prior to final approval of the ROAD tables of organization.

Total reductions amounted to about $136.6 million, based on a 22-division
force.

Items reduced included radio sets, tanks, trucks, armored personnel carriers,
airplanes, radar surveillance systems, artillery pieces, and other equipment.

I wish to emphasize that these reductions were not made at a sacrifice of the
Army’s operational or combat capability.

‘Another of the actions taken under the direction of the Chief of Staff was
the review of the Army materiel plan. (Chart No.7.)

Commodity teams were formed to study all aspects of replacement and
maintenance float factors and their application in the computation of require-
ments.
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CHaRT §

CHIEF OF STAFF PRINCIPLES FOR
DEVELOPMENT AND PROCUREMENT OF MATERIEL

The bulk of ovailable funds will be spent on items providing real strides
torward in terms of combat effectiveness with emphasis on mobility,
firepower ond communications. No substential sums of money will be

spent for relatively smoll increases in terms of combat effectiveness.

Only that equipment required for the performance of our missions
and only in absolutely necessary amounts will be incduded in
allowance authorizations.

Unnecessary technical features, over refinement and excessive
durability must be eliminated. Only those features and characteristics
contributing directly to operotional capabilities should survive the
developmental process. Incorporation of '"mice to have'' but
non-essentiol features must be precluded.

* The costsof new items and modificotions to existing items must be

carefully weighed against the expected improvements in operational

capability. Marginal improvements in the name of modernization
must be eliminated.

CHART 6
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CHART T

OMPLISHMENTS

REDUCTION 1N 9 PROJECTS CANCELLED ANNUAL REQUIREMENTS
EQUIPMENT 16 REDUCED REDUCED - COST
REQUIREMENTS 66,000 TONS REDUCED AVOIDANCE OF
OF $304 MILLION IN USAREUR WITH APPROXIMATELY
: VALUE OF $38 MILLION $35 MILLION YEARLY

Discrepancies were found in some of the factors on which requirements were
computed, therefore requirements calculations were not completely accurate,
and sometimes resulted in an overstatement of requirements.

Identified discrepancies have been corrected.

For example, it was discovered that the latest available experience data did
not support the factors being used in computing peacetime replacement require-
ments for aireraft.

By applying revised factors, the Army materiel program will reflect a reduc-
tion in forecast peacetime losses in excess of $176 million over the next 6 fiscal
years.

Total savings including those aircraft savings expected to be realized from
this initial review will amount to $304 million.

Because we do not budget or fund for all our requirements in any one fiscal
year, the full budgetary impact of these reductions will be spread over several
years, and, in accordance with the DOD cost reduction reporting instructions,
will be picked up on cost reduction reports in the “buy out year.”

Follow-on studies of replacement and maintenance float factors have been
directed utilizing the research services of the Army Logistics Management Cen-
ter at Fort Lee.

As further refinements in the factors are made and reflected in the Army
materiel program, additional cost reduction savings will be realized.

Another task group studied requirements generated by operational projects;
that is, supplies authorized over and above normal allowances to support Army
logistical, operational and contingency plans. (Chart No. 7.)

Major commands were also directed to conduct special reviews with a view
to reducing their requirements to 4 minimum.

To date, 9 projects have been cancelled and 16 reduced.

Requirements for field fortification equipment, firefizhting equipment, camou-
flage material, mobilization reserve aerial delivery equipment, and many other
gelected items of equipment and ammunition have been reduced or deleted.

Most impressive were the reductions made within U.8. Army, Europe, amount-
ing to approximately $38 million.

Continental Army Command conducted a comprehensive review of ammuni-
tion allowances for training with the objective of reducing the allowances with-
out affecting the combat readiness of the Army. (Chart No.7.)

Total allowance reductions in the amount of $35 million annually are expected
from this review.
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As these savings are reflected in the Army material program, cost reductions
will be picked up during the “buy out” years.

Allowances for ammunition considered to be the “bread and butter” of train-
ing for combat units were retained and in some cases increased where considered
necessary.

Substantial reductions, however, were made in those allowances where combat
proficiency would not be adversely affected.

For example, it was determined that familiarization training in the use of the
106-millimeter recoilless rifle was adequate for heavy weapons infantry trainees
during their initial training instead of the qualification firing previously pre-
scribed.

This decision resulted in the reduction of from 12 to 2 rounds of 106-millimeter
ammunition per trainee.

This will result in an annual cost avoidance of some $9.9 million.

Combat Developments Command was directed to review all qualitative mate-
riel requirements (QMR’s) and small development requirements (SDR’s) for
essentiality in the light of the Chief of Staff principles.

In turn, the Chief of Research and Development reviewed all R. & D. projects
and tasks to assure that they related to approved requirements and objectives.

As a result of these two reviews, 41 projects and tasks with a program value
over the next 6 years of $23.8 million were canceled.

As an example, almost a million dollars had been programed over the next
5 years for the development of a mechanical foxhole digger. (Chart No. 8.)
Such an item has long been the dream of every foot soldier.

However, after taking a hard look at this project, its cost and marginal
advantages in the light of the Chief of Staff guidance, it was determined that
R. & D. effort should not be initiated on this project in order that available
funds might be used for more urgent projects and tasks.

While the Army has completed the actions I have discussed, we have not been
able to reflect all the savings in our cost reduction reports.

I have mentioned the primary reason for this—that is, reductions in PEMA
items cannot be reported until the “buy out year.”

Another reason is that savings resulting from allowance reductions will not
be validated by the Army Audit Agency until they have been reflected in
revised materiel requirements and in subsequent reductions in purchases.

CHART 8
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Nevertheless, I have reported these actions as I believe you are interested
in all of the things the Army is doing to achieve savings— and not just the
ones which have been reflected in cost reduction reports.

Now I would like to mention some of the actions which are currently in
progress.

In addition to the review of the formal tables of organization for tactical
units, the Army staff is now engaged in a review of the equipment allowances
for schools, training centers, arsenals, post headquarters, and similar type, non-
tactical organizations. (Chart No.9.)

These have not had the same attention and serutiny in the past as have the
tables of organization and equipment; yet, a lot of money is involved and pros-
pects for savings are good.

A one-time review of all tables of allowances and special letters of authoriza-
tion by DA and major commands was directed to be completed by June of this
year. (ChartNo.9.)

Initial results indicate that the DA review has deleted items from proposed
revision to tables of allowances in the amount of $7.5 million and major com-
mands have eliminated another $1.9 million.

Reports from a number of major commands are still to be received so that
these figures should increase substantially.

Another important project (chart No. 9) now underway is the review by a
special DA committee of all the various authorization documents for personnel
and equipment and their use in Army programing.

This review includes both tables of equipment and tables of allowance as well
as the numerous other authorization documents also in use in the Army, such
as EML’s (equipment modification lists), DA reorganization letters, organiza-
tion and equipment guides, and others.

Reports of the committee’s work indicate that substantial savings can be
expected.

These will be realized through standardizing the system for computing re-
quirement, streamlining the control of equipment requirements in all Army agen-
cies, centralizing approval authority, and reducing the number of authorization
documents. A need for improvement has been pointed up in each of these areas
by the study.

CHART 9
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I have already mentioned the follow-on studies of the replacement and main-
tenance float factors shown on this chart. (Chart No. 9.) Target completion
date is August 1964.

In addition to the actions shown on these charts, the work of the Materiel
Requirements Review Committee is continuing.

The committee is currently reviewing a second round of reports from Army
staff agencies and major commands as part of the Chief of Staff’s program for
review of materiel development and procurement procedures.

This review will be completed this month and substantial input for the cost
reduction program is expected to result.

In the Interests of reducing procurement and operating costs, Secretary Vance
directed that a QMR be developed for a new quarter-ton truck, to replace the
M151 which has become complex and expensive due to the addition of marginal
refinements. (Chart No. 10.)

Although the cost of the military jeep has been lowered from $3,547 to less than
$2,500 through competitive procurement and multiyear buying, the Army is in-
vestigating the design and production of a less costly vehicle which will meet its
needs.

As the Secretary pointed out, the quarter-ton truck is a high-density vehicle,
and since so many men are concerned with its operation and maintenance, we
would gain significantly if we were able to trim it to “sheer useful functionalism.”

A QMR has been developed and approved for a quarter-ton truck to meet the
characteristics desired. Target cost is under $2,000. Action has been taken to
solicit proposals from industry on the basis of the QMR.

At the same time, a detailed operational requirement/cost effectiveness study
has been directed to provide a basis for a more thorough evaluation of the char-
acteristics which are essential in replacement vehicles for the present military
vehicles.

A study is also underway of the total, wheeled, vehicle requirements of the
Army in the field. (Chart No. 11.)

One of the objectives of this study is to determine to what extent commercial
and quasi-military vehicles can be used to replace the more costly military
vehicles. Recommendations on the basis of these studies will be made to the
Secretary of the Army in May.

CHART 10
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CHART 11

DETERMINE MAXIMUM USE OF
CIVILIAN AND QUASI-MILITARY TYPE VEHICLES

PROGRESS: STUDY UNDERWAY
COMPLETION DATE: MAY 1964

Gentlemen, I have outlined some of the ways in which the Army has imple-
mented the cost reduction program and some of the actions which will have
future benefits.

We got off to a good start in fiscal year 1963 by exceeding our goal by 50
percent. We are well on our way to our goal of $818 million for this year.

(Chart No. 12.) On the strength of our past performance and the interest
and efforts that are being expended by all Army personnel to generate savings,
we are confident that the Army will do its full share in assuring the success
of thig most important program.

This concludes my briefing. Are there any questions?

ARMY’S COST REDUCTION PROGRAM

General CorcrLazier. The purpose of my presentation is to sum-
marize the Army’s cost reduction program, with particular emphasis
on our program to improve the calculation of materiel requirements;
in other words, under Mr. McNamara’s program, “buying only what
we need.” Primarily, this program has been implemented at all
echelons of the Army, beginning with the Secretary. Our emphasis
has been to make this a project for all of our personnel. We have
done so through a number of means.

With respect to our accomplishments to date, as Mr. McNamara
stated with respect to the Department of Defense, in fiscal 1963, the
Army exceeded its goal by 50 percent, accomplishing $678 million
against a goal of $459 million. In the area of my particular interest,
buying only what we need, we accomplished $338 million against a
goal o% $254 million.

So far, in fiscal 1964, we have accomplished 54 percent of the annual
6031, and we anticipate that we will meet our total goal for the year.

ur initial focus of effort was in the computation of end item require-
ments; the “Bellwether area,” susceptible to major savings. The
basis for this was the Chief of Staff’s policy, which I have shown on
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chart No. 5. Essentially the attempt here is to apply our funds in
those areas where you obtain the maximum combat effectiveness for
the dollar. Our requirements documents should contain only the
minimum requirements for the performance of the mission, and in all
respects, measure the criteria against cost, in other words, cost effec-
tiveness.

These particular principles were looked into by all elements of the
staff. The research and development people who initiate the action
which ultimately leads to procurement were involved.

A review project, including all levels of the organization, started
with the ROAD divisions. %'ou may recall, sir, that the Army re-
cently reorganized its divisions under the ROAD concept, and essen-
tially here, the effort has been before final approval of the tables of
organization and equipment, to see if we complied with the principles;
in other words, allocating only the minimum required for the job.

This paid off. We were able to reduce a number of major items,
including radios, tanks, and trucks. I want to make a particular point
that these reductions were not made at a sacrifice of the Army’s opera-
tional or combat capability. The operational people were the ones
who actually eliminated these items oo
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From there, we have gone into the matter of replacement factors.
We have actually reviewed all types of allocations. To give you an
example, in connection with our peacetime replacement factors for
aircraft, we found that the inventory control points were not taking
advantage of the experience information which they have had on
peacetime use, and the net result was that there was an overestimate
within the materiel program. In this one area alone, we anticipate
that by reducing to actual experience, we will be able to save over a
hundred million dollars over the next 5 years.

Because we do not budget for all of our requirements in any one
year, we actually don’t take advantage of this in our own cost reduc-
tlon reporting, until such time as the buyout year for the program.
‘We are making follow-on studies of replacement factors, also of
maintenance floats and other items which enter into the calculations.

Another task group—and this is particularly important—reviewed
Operational Projects. These are requirements that grow out of stra-
tegic and contingency plans as opposed to the normal requirements
of a unit. They include bridges, field fortification equipment and
other items of this nature. We were able to cancel 9 projects and 16
were reduced. In connection with these studies, to show that all
echelons of the Army are interested, the U.S. Army in Europe saved
$38 million in this area alone.

We then looked into the matter of ammunition for training. This
is a large continuing annual requirement. The continental Army
Command reviewed this. Based on their review, we anticipate $35
million annual savings. These savings will be reflected in our ma-
teriel program and picked up ultimately in our cost reduction
program.

Now, I want to make a point with respect to ammunition for train-
ing, since it has such an impact on our capabilities. The reductions
that were made were completely acceptable to the training people.
Although in some cases, we actually increased allowances the net
result was an overall reduction. I have included one or two examples,
Mr. Chairman, in my statement, that point this out.

I mentioned the research and development effort to conform alon
with Chief of Staff’s principles of not designing and developing ang
then having to procure something that was not a real advance. We
looked at the entire area, and 41 projects with a program value of
$23.8 million over the next 6 years were canceled.

As a matter of interest in this area, one of the things that the in-
fantryman has always looked forward to is a mechanical foxhole
digger, but this review, among other things, canceled this project.
‘We just did not feel that it would work out, and certainly, we had
other uses for the funds that were of higher worth and priority.

‘While we have completed a number of these areas, I want to assure
the committee that our work in this entire program, in line with the
Chief of Staff’s principles, has not terminated with what we have
accomplished to date. We are setting this program up as a continuing
effort, in order that we can take full advantage of all possible savings
that might accrue.

As the Secretary mentioned, the Army Audit Agency audits all of
our reports to insure that the savings are actual, and that we have
documentation to prove our points.
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Now, I would like to mention just a few actions that are currently
in progress. I spoke of the review of tables of organization and
equipment, which are the formal allocation documents for tactical
units; the units that most people think of, the divisions, regiments,
and battalions. But there are also a series of allocation documents
which have to do with posts, camps, and stations, training installa-
tions, and organizations of that kind, and we moved in on this area
with our review. One of the reasons that we feel this is a very fruit-
ful area is because these tables of allowances have not received,
frankly, the same scrutiny that tables of organizations and equipment
have in the past.

Now, in addition to making the review of the particular documents
in effect, the Chief of Staff %m,s directed that we look at the whole
allocation system; the documentation which permits materiel to be
in the system, and upon which our requirements are based. We expect
that this will make for considerable saving, because in addition to
the two allocation documents I have mentioned, the tables of orga-
nization and equipment and tables of allowances, we have such things
as DA reorganization letters, organization and equipment guides, and
equipment modification lists. The object of this particular review is
to see that all these are brought under control.

This matter of maintenance float and replacement factors will be
a continuing concern, for several reasons: One, of course, as new
items are introduced into the system, we have to set these in order
to make our computations. We are going to continue our review of
the basic calculations. This will become a comprehensive review with
task forces going out from the Department to the inventory control

oints.

P In the interest of reducing the cost of some of our equipment, in
addition to the procurement methods which Mr. McNamara has dis-
cussed, we have gone into the matter of the military requirements, so-
called QMR’s, which establish the type of equipment we want the
designers to develop for us. The jeep was a prime example, although
we reduced the cost materially through competitive buying. It is
our considered judgment that we still have some “nice to have” re-
quirements in our specifications, and that by looking at this, and re-
ducing it to sheer functionalism, we will be able to get it under $2,000,
against about $2,500 it now costs.

This project, incidentally, was one started on by Mr. Vance when
he was IS:)ecretary of the Army, and in which he has had a continuing
interest.

What we learn here, we hope to apply it to other types of trucks,
as well as other general-purpose vehicles. Also, while we are taking
a look at military characteristics of these high-density items, we are
also going to look at the matter of application of commercial or quasi-
military specification vehicles, because obviously, these are much less
costly than military specification items.

ARMY’S GOAL $818 MILLION SAVINGS IN FISCAL YEAR 1964

I just want to leave with you the importance of this particular area
in the total cost reduction program, and the fact that because we have
everybody in the Army interested in the program, we feel that we will
make our goal of $818 million for the current year.
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Chairman Doucras. Thank you very much. Mrs. Griffiths?
Representative GrrrrrTHS. No, sir.
Chairman Doueras. Mr. Curtis?

“OPERATION GARBAGE PAIL”’

Representative Curtis. Yes, sir, I am very much interested in meth-
odology, particularly what I have referred to in the past as “Operation
Garbage Pail.” I want to see whether or not you utilize this method
of checking your supply system. How much surplus property did
you generate, say, in 1963, in relation to 1962 and 1961% What are
we realizing per dollar of cost on the sale of it.%

General CoLcLazrEr. Mr. Curtis, my memory on that—but I have
not been in this field for some time—is that the surplus generations,
that is, the actual excessing, has been a diminishing number the last
2 or 3years. Inthe Army,it hasdropped from

Repréesentative ‘Cuortis. Could you supply those figures for the
record

General CorcrLazier. Yes, I will be happy to.

(The material referred to follows:)

.(a¢) During the years 1961 through 1963, the Army generated and disposed of
the following amounts of surplus (millions of dollars) :

Fiscal year | Fiscal year | Fiscal year
1961 1962 1963

QGross generations $2, 744 $2,435 $2,783
QGross dispositions..._____ . 2, 880 2, 550 2,72
Utilized or transferred . (1,053) (1, 256) (1,308)
Expended to scrap. (1,134) 694) (878)
Sold.o o ceeanas (548) 484) (381)
Donated (105) (78) (78)
Abandoned or destroyed 226; 527) 252)
Other. 14, 11) 15)

(b) The amounts (millions of dollars) realized through the sale of surplus
for these years were:

Fiscal year | Fiscal year | Fiscal year
1962 1963

1961
Inventory value of property .. 8 $484 $381
8old (other than scraEl) - $45.4 $41.3 $20
Proceeds (percent of inventory value) 8.3 8.6 7.6
Proceeds from sale of scrap and waste $22 $19 $18
Total realized $67.4 $60. 3 $47.0

(¢) The Army program analysts are responsible for periodic review of all
programs to insure that procurement of new equipment does not exceed the
requirements for the force structure as established by the Secretary of Defense.
Specifically, the more important reviews are:

(1) An annual review of the Army materiel plan.—Representatives from the
Army staff as well as from the Army Materiel Command and their commodity
commands perform this review. During the review the total program for pro-
curement of new equipment over the next 5-year period is developed and/or
revised as required.

(2) Changes in force basis.—Changes in force basis or the early introduction
of new equipment can be proposed at any time. However, the impact is very
carefully weighed prior to any procurement action to insure that objectives are
not exceeded.
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(3) Internal reviews on President’s budget.—In the fall of the year when the
President’s budget is being prepared, the Army staff holds numerous internal
reviews to determine what readiness posture will develop as a result of the sub-
mission. Subsequent to this Army review, the budget is submitted to the Office
of the Secretary of Defense (OSD).

(4) Defense of budget submission.—The Secretary of Defense requires that the
Army defend the budget submission prior to consolidation with the other serv-
ices. Department of Defense and Bureau of the Budget analysts review the
budget on an item-by-item basis to determine the relationship of readiness in
terms of requirements, assets, and proposed requirements.

(5) Appropriation hearings.—During the appropriating hearings before the
Congress, the Army representatives are prepared to explain the Army require-
mepts on any or all items contained within the Army portion of the budget.

(6) Army justification to Secretary of Defense and DOD.—After the congres-
sional appropriations have been received in OSD, the Army again must justify
to the Secretary of Defense and the Bureau of the Budget on a line item basis the
need and justification for funds based on shortages and/or requirements. This
review is an updating of requirements that may have occurred since the budget
was presented to Congress.

(7) Justification for Chief of Staff.—The funds can and often are held up
pending additional information or justification. When the Army receives the
appropriation from OSD, the Chief of Staff (through DOSLOG) still may with-
hold funds if late information is received that may alter procurement.

(d) Notwithstanding the above procedures for reviewing planned procure-
ment once equipment is introduced into the Army supply system, it will ultimately
become surplus by reason of technological advances, changes in conduct of
warfare, obsolescence, or unserviceability.

(e) Materiel is not sold, donated, or scrapped until it has gone through a
prescribed screening and offering process to insure that it cannot be used to
satisfy unfilled needs. The identification and utilization of this available
materiel is of paramount concern to the Army. Four programs instituted
within the last year have intensified the utilization of materiel before it becomes
surplus. These are:

(1) Utilization by mechanized screening of assets versus requirements (Proj-
ect Plus).—The purpose of Project Plus is to achieve increased utilization of
releasable assets, with a reduction of effort on the part of commodity managers.
Each commodity manager, at least semi-annually, reviews the complete inventory
status of each item under his control in relationship to past, current, and future
requirements. Requirements are matched against available assets on the basis
of Federal stock numbers. In order to obtain maximum utilization, these
matches are made not only against the prime stock number requested by the
referring activity, but also against a record of interchangeable and substitutable
stock numbered items furnished by both the requiring and asset holding activi-
ties. During the period July 1963 through January 1964, Army, under Plus
procedures, hag accepted over $17 million worth of materiel and has furnished
to the central depository at Battle Creek, Mich., asset data on 182,000 items
valued at over $604 million with requirements on 116,000 items valued at over
$2 billion, including interchangeability and substitute data on over 41,000 items.

(2) Project Shakedown, an item techwical analysis of federally stock num-
bered items—The purpose of Project Shakedown is to provide more accurate
and comprehensive data on the identity and interchangeability characteristics
of items. This project enables the commodity manager to better know what
he has available. One of the significant reasons that more than one stock
number applies to the same item is lack of adequate technical data. Nine
Federal supply classes in the missile, aeronautical, and test equipment area are
presently covered under this project. All data are being assembled and reviewed
at one place called the “host activity.” Quality control procedures have been
established to insure a consistently high order of accuracy. The Army is re-
sponsible or ‘“host activity” for three of the classes. Results of Shakedown
have resulted in 9 percent duplicates, about 13 percent possible interchangeable
or substitutable items and about 60 percent of the stock numbers requiring
correction. The Secretary of Defense was recently furnished a study recom-
mending the further extension of Shakedown to other technical classes.

(3) Weapon systems materiel utilization program.—The purpose of this pro-
gram is to find other uses for components of phased-out weapons systems. In-
creased emphasis has been placed on using components of phased-out systems
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for valuable new uses. For instance, radar and other equipment are being
used in various operating and research programs. The results of certain trans-
actions effected by Army is transferring missile components internally and
to the other services for fiscal year 1963 and through January of fiscal year
1964 are as follows:

Total

‘Weapon system : utilization
Nike-Ajax missile $89, 222, 600
Corporal missile 2,487, 375
LaCrosse missile 2,209, 773-

The Army has reutilized over $27 million worth of the above materiel.

(4) Standard system for reporting materiel utilization.—A new standardized
system for reporting materiel utilization has been instituted by the Department
of Defense. This system not only assures consistency of reporting from the
lowest level, but will provide an auditable trail. In fiscal year 1963, the Army
used $344 million worth of materiel. The objective for fiscal years 1964 and
1965 is $409 million and $498 million respectively.

(f) The Army is currently reorganizing and streamlining its supply system by
elimination of intermediate management echelons. This reorganization, initiated
in December 1963, will result in a centralized-by-commodity system of inventory
management. It is anticipated that this change will result in a major step
forward in the improvement of materiel management within the Army.

Representative Currts. Again, I want to emphasize that I am
checking methodology. In the “garbage pail operation,” as I under-
stand it, the supply sergeants particularly those in charge of the mess,
would look in the garbage pail to see how efficiently they were utilizing
the subsistence that they procured. In the same way, I think by
looking at your surplus lists, you can gain some insight into where the
system might have been going awry, or where improvement could be
made.

Do you recommend this technique?

General Corcrazier. Yes, Mr. Curtis; I could not agree with you
more as to the effectiveness of the “garbage pail” method of inspection
of messes.

Representative Courtis. It will apply elsewhere with the knowledge
and assumption you are always going to generate excesses. A lot of
it is obsolescence. A lot of things that are going to be in your surplus
lists would be suppliable, certainly if we don’t use the Monday morn-
ing quarterbacking technique. If we put ourselves in the position of
the original procurement, even though it did generate a surplus, many
of the things in there would point to something that had gone awry,
and might even point to a basic error in the system.

General Corerazrer. Actually, we are looking at it in the depart-
mental logistics staff from three points of view. The first is the type
of control of the items that you are buying could be the basic cause for
the excess in the first place. If this provides a reasonable stockage to
support weapons systems which became obsolete, this is one thing.

Representative Corris. On the other hand, if in providing for a
high-density system, you overbought, then this is entirely a different
matter.

General Corerazier. That is right.

Representative Curris. And then you look to see, well, why did this
come about? Why were so many electric barber shavers or hair clip-
pers procured? I remember that was one of the items in the list,and I
have gone screening through it. We are talking about a list for the
military that has been running around $8 or $9 billion a year.

32-669—64——5
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Now, that could be justified. On the other hand, going through
this—using this same re of speech—going through this garbage
pail, we found items in there that suggested that there was something
wrong with the system. Now, my question is solely directed to
whether or not this technique is consciously employed in your com-
mand in trying to check out the system itself.

General CoreLazrer. Yes; it is. Let me give you a specific ex-
ample, Mr. Curtis.

epresentatives Curtis. All right.

OVERPROVISIONING OF PARTS

General Corerzier. One of the things that contributes to excess is,
for our examination, overprovisioning of parts and components at
the time we make the end item buy.

One of the causes of overprovisioning has been the fact that as
we have gone along in production, we have made engineering changes,
product improvement which in effect obsoletes the parts which we
have bought. Having determined this particular cause, we have a
project working with Industry, where we hope to increase the amount
of material that the contractor has on his line, with the idea in mind
that he will support us more directly. We won’t buy so much stock
in support of the system until the item is more stabilized. The extra
amount that the contractor has can be programed into end items, after
we find that we no longer need to hold it for the purpose of the sup-
port of the system. I think thisis going to save some money.

Representative Currts. Yes, that 1s the point. This becomes in-
creasingly important, I think. When we have research and develop-
ment moving as rapidly as it is in new weapons systems, for example,
obsolescence is an increasing problem. I understand that some of
your missiles, that were actually accepted on the basis of design, never
were produced. This was probably wise because by the time they
would have reached that point, better ones had been designed. Now,
had you actually gone into production, of course, this would have
shown up in surplus lists.

Chairman Doucras. Mr. Widnall?

Representative WionarLr. No questions.

Chairman Doucras. Mr. Miller?

Senator MiLrer. No questions.

Chairman DoucLas. Senator Javits?

Senator Javrrs. Mr. Chairman, I have just come in. I have no
questions.

Chairman Doucras. All right. We want to congratulate you on
the progress of the Army. Iknow that this has not been easy. 1 want
to thank you.

General Corerazier. Thank you.

Chairman Doueras. Our next witness is Senator Beall.

We are very glad to have our distinguished colleague with us.

STATEMENT OF HON. J. GLENN BEALL, A U.S. SENATOR FROM THE
STATE OF MARYLAND

Senator BearL. Thank you, Mr. Chairman and members of the
committee.
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For over 40 years, the Procurement Information Center, as operated
by the Department of the Army and serving small, medium, and large
business alike, has considerably contributed to a broader and stiffer
competition on military procurements with resultant savings of hun-
dreds of thousands of dollars to the Government.

Strangely enough, the Small Business Administration which 20
months ago temporarily assumed the operation of this function has
set out to abolish this worthy function in the mistaken assumption
that the Commerce Business Daily, SBA’s 67 field offices, and regional
meetings with small business concerns are an adequate substitute.
This is entirely untrue.

Manufacturers of my own State, and I am informed from every
State of the Union, have vigorously registered their protest that the
invitations to bid, the bid tabulations and awards are not covered by
any for the foregoing media and that the information displayed at this
Center forms an indispensable and most essential tool in their daily
bidding on Government procurements.

While the size and the format of the Commerce Business Daily only
permits an abridged announcement of military invitations to bid in
excess of $10,000, does not carry important invitations of a larger
dollar volume with a closer opening date than 15 days, has no space
to carry bid tabulations whatsoever, and is limited to summary award
information of procurements of over $25,000, there is no duplication
anywhere of the valuable functions of this Center.

It is a physical impossibility, for instance, for a metal fabricati
manufacturer, of which there are over 260,000 in our country, to trave
to far distant points to learn details of a particular procurement and
upon opening of bids gain ready access to competitive bidding results.
Bidders’ mailing lists or defense clinics simply do not provide this
information.

Before any drastic action is taken, I strongly urge the Joint Eco-
nomic Committee to search out the truth and take appropriate steps
to assure the preservation of this source of information which has
amply proven its value over the period of years.

In conjunction herewith, I should like to request that a copy of a
letter of January 15, 1964, addressed to the President by Arndt & Day,
Washington, D.C., together with supporting memorandum of March
4, 1964, be made part of my testimony and included in the record.

(The letter referred to follows; see app. 1, pp. 267-286, for sup-
porting memorandum.)

ARNDT & Day,
Washington, D.C., January 15, 1964.
Hon. LYNDON BAINES JOHNSON,
Prestdent of the United States,

The White House,
Washington, D.O.

DEAR MR. PRESIDENT: Remarkable as your economy drive is, we are afraid that
in the process thereof grievous and irreparable errors can occur.

The precipitous closing of the Procurement Advisory Center, as intended by
the Small Business Adminstration, is a vivid demonstration thereof.

Ever since President Wilson inaugurated in 1919, in wise foresight, the Pro-
curement Information Center, then operated by the Department of the Army, this
Center has proven its worth through millions of dollars in savings to the taxpayer.

Briefly, here a manufacturer may gain knowledge of all Army, Navy, and Air
Force Invitations to bid and be able to inspect bid results from the official bid

-tabulations covering these invitations.
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This information is not readily accessible elsewhere, and a manufacturer
would have to employ a host of scouts to cover daily each defense installation
individually to obtain this knowledge.

The projected closing of this Center as of January 31, 1964, would mean that
thousands of invitations to bid would remain unknown to the manufacturers,
competition would be stifled with resultant higher prices to the Government and
the taxpayer.

The lack of information on competitive bid prices— no manufacturer can afford
to travel to Hawaii, Puerto Rico, Alaska, and other remotely located military
bases in this country—would further mean that on repeat bids a manufacturer,
ignorant of his competitor’s previous price, would be loath to reduce the amount
of his bid.

Thousands of dollars are each day saved by the Government by bidders under-
bidding each other. They can do this only knowing what their competitors
bid before.

Contracting officers susceptible, as all humans, to human frailties, aware of
their actions no longer being subject to public scrutiny at a focal point in Wash-
ington, may be less prone to awarding a contract to a deserving party, and all
kinds of skulduggery may be in store.

The abrupt and unilateral action of the projected closing of this Center was
announced without prior consultation with industry and the direct and bene-
ficiary users of this Center which, conservatively estimated, number 80,000
manufacturers.

Somehow, we feel it is our duty to call your attention to a grave error brought
on by misinformed deliberations, only to comply blindly with your request for
economy in Government, without realizing the ensuing waste of public funds
which such a move entails.

Since the Bureau of the Budget still seems to favor the continuous operation
of this governmental function, perhaps you may wish to hold up the closing of this
Center temporarily in order to afford industry and Government an opportunity
to work out a mutually salutary solution.

Sincerely,
ERrNST-THEODORE ARNDT.

Chairman Doueras. That will be done.

Senator Bearr. Thank you, Mr. Chairman.

Chairman Doueras. Thank you, Senator, very much. I understand
that the Budget Bureau is studying this problem and, as you suggest,
we will ask them for a report for the record. (See app. 1, p. 274.)

Thank you very much.

Senator Brarr. Thank you.

(Additional information, including questions by Senator Javits and
Congressman Curtis to Bureau of the Budget, and answers thereto,
pertaining to closing of Procurement Information Center, also
appearsin app. 1.)

airman Doucras. Now, Admiral Schoech, would you be kind
enough to proceed?

STATEMENT OF VICE ADM. WILLIAM A. SCHOECH, U.S. NAVY, CHIEF
OF NAVAL MATERIAL

Admiral ScmorcH. Mr. Chairman, at the request of your staff, I
will submit for the record my complete statement which normally
takes about 20 minutes. I will attempt to hit the highlights of that
at this moment, with your permission, sir.

Chairman Doucras. Yes, indeed. That will be very satisfactory.

(The complete statement referred to follows:)
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- STATEMENT BY VICE ADM. WILLIAM A. SCHOECH, U.S. NAvY, CHIEF OF NAVAL
MATERIAL

Mr. Chairman and members of the committee :

I. My subject today is Navy cost reduction. At the outset I want to make it
clear, however, that we harbor no thought of any kind of reduction—either in
quality or in quantity—which would weaken U.S. seapower or jeopardize our
capability to control the seas in armed conflict.

Our concern is first with the procurement of Navy “beans and bullets” of
high performance and reliability and second with acquiring these necessities in
an economical fashion.

ENERAY
MoTaRY
REHASES
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Before speaking to some specific cost reduction actions that we are taking let's
take a look at the size of the Navy’s procurement task.

II. In fiscal year 1963 we had $15.6 billion in available appropriations. Fifty-
four percent or $8.2 billion of this was spent under our procurement programs.
This expenditure involved 3,220,376 contract actions and in terms of dollars was
somewhat more than the cost of products bought by General Motors and over
six times that bought by United States Steel for a comparable period of time.

R

1I1. The $8.2 billion on the preceding chart includes four major programs—
aircraft, ships, guided missiles, and electronics. They represent 74 percent of all
Navy procurement dollars.

How we buy is in a large measure determined by what we buy. The type of
item, the complexity of its development and construction, and the urgency of our
need for it, are all factors which will affect the final decision to advertise or
negotiate, procure from a sole source, use the cost-plus-fixed-fee approach, fix a
firm price, ask for unlimited competitive bidding, or issue an incentive contract
which will reward superior performance.

IV. In addition to the effect on procurement methods, what we buy has organi-
zational implications.

The Navy has just undergone a reorganization which reflects the impact ot
highly complex modern weapons systems upon procurement management, As a
result of this reorganization, the Chief of Naval Material now has overall re-
sponsibility for the Navy’s material procurement operations. This chart shows
how we are now organized.

The command channel established by the reorganization clearly places upon
the Chief of Naval Material the prime responsibility for directing the cost re-
duction program in the Navy’s material procurement areas.

V. In the procurement field, the cost reduction program is concentrating in
these areas:

1. Increased price competition.

2. Decreased use of cost-plus-fixed-fee contracts.

3. Reduction of letter contracts.

4. Increased breakout of subsystems and components.

At this point I wish to tell you how we are approaching this task. First, the
Navy has developed a management tool which has already contributed to all four
of these cost reduction program areas.
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ADVANCE PROCUREMENT PLANNING

(APP)

A COORDINATED EFFORT
TO ACGHIEVE MORE EFFEGTIVE

& ECONOMICAL PROCUREMENT.

VI. We expect increasing benefits with further application of this tool—which
we call advance procurement planning, or APP.

The Secretary of Defense has stressed advanced planning by subscribing to the
philosophy that, “We must constantly challenge cases where performance and
delivery deadlines do not permit adequate advance preparation and force the
use of * * * noncompetitive procurement.”

This is exactly what advance procurement planning does. And it does much
more. It charts our course for 3 to 5 years ahead—a chart which projects a
long-term picture of where we are going, how we will get there, and how to get
there at least cost.

VII. The advance procumement plan consists of two sections. The first sec-
tion describes the requirement; identifies responsibilities; summarizes R, & D.
and previous procurement history; and cites the plans for data requirements,
competition, breakout, subcontracting, and the types of contracts to be used.
The second part sets forth the plan in terms of events and milestones.
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VII. This chart gives a simplified example of the second section of an advanced
procurement plan for a hypothetical air-to-ground missile. As you can see the
events on the left side of the chart are the steps necessary to bring the missile
from development to fleet use. The timing of these steps and the milestones for
their accomplishment are set forth, under the appropriate fiscal year, on the
chart. Notice that it can take several years—1964-67—before design and devel-
opment progresses to the point where price competition can be obtained. Such
advance planning permits us to make sure-footed decisions which will lead to
competition at the earliest feasible time.
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IX. Using the staff now assigned to him, the chief of naval material is able
to review and apply advance procurement planning to all negotiated procurements
valued at $300,000 in development or $1 million im production. This means that
about $3.8 billion—or 80 percent of the Navy’s noncompetitive dollars—will be
reviewed annually under advance procurement planning. As experience is gained
with review techniques, we expect to be able to expand application of advance
procurement planning.

X. Here is a concrete example of advance procurement planning. It involves
a transportable, automated Marine Corps tactical data system which is linked
to the Navy’s shipborne tactical data system. These systems collect, store, com-
pute, and display target and control information for aircraft, surface-to-air
missiles, and ships. Two years ago the Bureau of Ships, after applying advance
procurement planning to the Marine Corps system, identified five major sub-
systems which were considered suitable for planned breakout. By “breakout”
we mean dividing a weapon system into subsystems and components for purchase
from other than the prime contractor.

To date, three of the subsystems have been subjected to competitive contract-
ing, Savings are $11.9 million. An additional $3.8 million in savings is
anticipated.

XI. The first of the three subsystems chosen for breakout was a radio relay
terminal. This terminal provides tunable, microwave and diffraction, or tropo-
scatter communications. It is designed to provide full duplex multichannel voice,
data, or teletype communications over paths ranging from 1 to 100 nautical
miles.

The terminal was expected to cost about $190,000 if procured from the prime
contractor. TFollowing breakout and price competition, the lowest—and sue-
cessful-—bidder obtained a contract at an average unit price of $72,283.

As indicated, on the 88 relay terminals procured, savings of over $10 million
resulted.

X1II. When the second of three subsystems, a UHF ecommunications complex,
was subjected to competition, savings of $51,000 per unit were obtained. On the
basis of 20 units bought to date the savings amount to over $1 million.

XIII. Equipment for the ground-air data link in this tactical data system—
which provides communications between aireraft, tactical air operations centers,
and the tactical air control center—was also procured under a breakout contract,
the average unit price was $23,870. A total of 43 units was required. Total
savings were $586,090,
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RON-COMPETITIVE

PRICE $37.000
COMPETITIVE PRICE 23,370

13,630

QUANTITY - 43

SAVINGS $585,090

The two remaining subsystems are still undergoing test and evaluation.
When these two items are “broken out” we expect an additional saving of
$3,800,000.

XIV. The advance procurement planning technique works as well for a
smaller item as it does for major procurements. For instance, a relatively low
cost radio receiver.

In this case, by following the milestones set up in our advance procurement
planning we injected competition at an early stage. As you see, the resulting
savings were more than $800,000.

M%E@ RE(EW ﬁG §§§'

SELE SOBREE PRICE. § 2,458
BENPLITHVE PRICE . . 1,168
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The foregoing examples—which illustrate the application of advance pro-
curement planning to large as well as small procurements-—are specific cases in
which determined effort resulted in reduced costs.

XV. To gain a better appreciation of how total cost reduction efforts are
paying off, let’s look briefly at our progress under the other areas, of competition,
cost-plus-fixed-fee and letter contracts.

This chart shows how we are doing in price competition. As you may
note there has been significant improvement.

This area is receiving our most intensive efforts. Department of Defense
studies have shown that when price competition is introduced, savings of at
least 25 percent result. Under the Navy’s cost reduction program, increased
competition has resulted in audited, hard savings of $97 million for fiscal year
1963. We anticipate even larger dollar savings in fiscal year 1964.
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XVI. In our efforts to shift away from cost-plus-fixed-fee contracting we
are boring in on the problem in the following manner:

First, to sharply reduce the use of cost-plus-fixed-fee, firm, fixed-price and
incentive contracts are being emphasized. Here the contractor accepts profit or
loss responsibility, and consequently a greater amount of risk.

Second, we are employing project definition—which is preliminary engineer-
ing and contract management planning. This is but another part of advance
planning where we do the necessary homework before launching full scale into
a project. It is the purpose of project definition to force both our own people
and industry to carefully plan development of weapons systems. Under this
procedure competition is encouraged and the need for fixed-fee contracts is
reduced to & minimum.

XVII. This chart illustrates our progress in reducing the number of cost-
plus-fixed-fee contracts. The dotted line shows our goals. The solid line
shows actual accomplishments. The solid line also reveals that, at the midpoint
of this fiscal year, we were well under our goal, and that the trend in the number
of cost-plus-fixed-fee contracts is definitely downward. We have every expecta-
tion of meeting our goal of 15.1 percent for this fiscal year.

The Department of Defense estimates that there is a 10-percent reduction in
cost when cost-plus-fixed-fee contracting is eliminated. Using the Department
of Defense yardstick, a $65 million saving resulted.

XVIII. Letter contracts have always been a problem. At times they are a
necessary contractual instrument when the urgency of a requirement obviates the
use of normal procurement processes. However, letter contracts must be in-
itiated only under the most rigidly controlled circumstances and must be con-
verted at the earliest practicable time. Over the past year we have concentrated
our efforts in converting existing letter contracts and have established more
rigid control on their initiation. This area is a relatively recent addition to
the cost reduction program. Since July of 1963, as you may note, we have
reduced outstanding letter contracts by about half, both in terms of dollars
and total number of contracts.

XIX. Just to emphasize that we are not overlooking other means of reducing
procurement costs, I should like to tell you briefly about two other projects.

The first is contractor performance evaluation. This documental evaluation
is designed to provide future military source selection boards with good evidence
of the past performance of any particular company with respect to costs, delivery



SUPPLY AND SERVICE ACTIVITIES 65

i

and quality. The contractors cost reduction program is a part of this evaluation.
A present contractor who aspires to future Navy business is well aware that he
is being judged on (1) how wisely he has promised and (2) how well he has
actually performed. He can be expected to try very hard to earn a sound repu-
tation for rockbottom costs, prompt delivery and high quality. This chart shows
the flow of performance reports as they pass through the various review levels
into the central data bank.

XX. The application of improved contracting techniques to the large new
programs results in immediate and readily measurable dollar savings. No
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less important over the long cost reduction haul, however, is a constant attempt
to cut costs by eliminating paperwork in contract operations. Even a small
cut in paperwork here will pay dividends. As a case in point, the Navy has
developed and is beginning a pilot test for the Department of Defense of a
standard contract clause book. Contractors doing business with the Navy will
receive copies of this book. It will contain standard clauses employed in fixed
price supply contracts—which generally range from 15 to 50 pages in length.
Rather than to insert each full clause into each separate contract document,
contracts can merely make reference, by number, to the applicable clauses in the
clause book. This simple expedient will eliminate an average of 13 pages in each
copy of Navy fixed price supply contracts.
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XXI. A conservative estimate of resultant annual savings for the pilot test
alone is $360,000—the cost of 22,750,000 printed contract pages. This of course
does not include collateral savings in filing space, mailing, handling and the
like.

Before final adoption, the clause book will be expected to prove its efficiency
and economy by actual use during the coming year.

I think you will agree that we are making significant progress in building a
better Navy at less cost.

I can assure you that the Navy is deeply conscious of the pressing need to re-
duce costs—a need which has been emphasized by the President, by the Secre-
tary of Defense, by the Secretary of the Navy, and by this committee.

The Navy will continue to exercise the utmost thrift and frugality and will
endeavor to be an example of prudence and economy in all of its operations.

Admiral ScaoecH. I suspect this will take me 8 or 4 minutes,
I believe.

Chairman Doucras. Yes.

NAVY COST REDUCTION PROGRAM

Admiral ScaoecH. Mr. Chairman and members of the committee,
my subject today, as you know, is Navy cost reduction. At the out-
set, I want to make it clear, however, that we harbor no thought of any
kind of reduction—either in quality or in quantity—which would
weaken U.S. seapower or jeopardize our capability to control the seas
in armed conflict.

Our concern is first with the procurement of Navy “beans and bul-
lets” of high performance and reliability and second with acquiring
these necessities in an economical fashion.

I should like to tell you very briefly what the size of the Navy’s pro-
curement program is. In fiscal year 1963, we had $15.6 billion dollars
in available appropriations. Fifty-four percent, or $8.2 billion of this
was spent undl()er our procurement programs. This expenditure in-
volved 3,220,000 contract actions and, in terms of dollars, was some-

32-669—64——6
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what more than the cost of products bought by General Motors and
over six times that bought by the United States Steel Corp., for a com-
parable period of time.

The $8.2 billion includes four major programs—aircraft, guided
missiles, ships, and electronics. They represent 74 percent of all Navy
procurement dollars.

How we buy is in a large measure determined by what we buy. The
type of item, the complexity of its development and construction, and
the urgency of our need for it, all are factors which will affect the final
decision to advertise or negotiate, procure from a sole source, use the
cost-plus-fixed-fee approach, fix a firm price, ask for unlimited com-
petitive bidding, or issue an incentive contract which will reward su-
perior performance.

In the procurement field, the cost reduction program is concentrat-
ing in the following areas: Increased price competition, decreased use
of cost-plus-fixed-fee contracts, reduction of letter contracts, increased
breakout of subsystems and components, and at this point I would
like to tell you how we are approaching this task.

First, we have developed a management tool which has already con-
tributed to all four of these cost reduction areas, and the management
tool, Mr. Chairman, that I refer to is what we call advance procure-
ment planning. Mr. McNamara has stressed that advance procure-
ment planning by subscribing to the philosophy that :

We must constantly challenge cases where performance and delivery deadlines
do not permit adequate advance preparation and force the use of * * * noncom-
petitive procurement.

This is exactly what this plan which I mentioned, advance procure-
ment planning, does, and it does much more, actually. It charts our
course for 3 to 5 years ahead, a chart which projects a long-term pic-
ture of where we are going, how we get there, and how to get there at
least cost.

I think that it would probably take too much time for me to go into
the details of how we are coping with our noncompetitive procurement
problems, our cost-plus-fixed-fee, which are all included in my state-
ment, Madam Chairman (Representative Griffiths presiding), and, if
I may then, I would just like to conclude this abbreviated statement
with these words: that I can assure you that the Navy, along with
other services, is deeply conscious of the pressing need to reduce costs—
a need which has been emphasized by the President, by the Secretary of
Defense, by the Secretary of the Navy, and certainly by this committee.
And we will continue to exercise the utmost thriff and frugality, and
will endeavor to be an example of prudence and economy in all of its
operations.

Thank you.

Representative Grorrrrrs. Thank you very much. Were you pres-
ent when I questioned the Secretary ?

Admiral ScrorcH. Yes, I washere; and I, of course, will provide the
Secretary with the details on this. I am not personally acquainted with
the specific case that you mentioned.

NAVY CONTROL OVER PRIMES AND SUBS

Reprsentative Grrrrrras. May I ask, though, when a contract is

moved by the prime from one sub to another, what type of control do
you have overit?



SUPPLY AND SERVICE ACTIVITIES 69

Admiral ScuoecH. I don’t know that I can answer this question
simply. We get reports, as are required by the Armed Services Pro-
curement Regulations, regarding relationships between the primes
and the subs. I would like to supply this for the record, if I may—
exactly what we are required to do here.

Representative Grirrrras. Thank you very much. I would be very
pleased to have you supply it for the record. But may I ask you an-
other question? Under your procurement regulations, would it or
would 1t not be possible for a prime to switch subs because a Navy
inspector said that the sub was not adequate to make the item?

Admiral Scaoeca. Whether or not this is possible on his own au-
thority or not, Mrs. Griffiths, I am not sure. I will have to supply this
for the record. I would not think so, however.

Representative Grrrrrras. May I ask you, further, to supply for
the record if the inspector himself cannot make this determination
of decidi.n; that the sub is inadequate, to whom would he make
his report? And, finally, who would make the determination that
the prime could switch subs, or is it necessary for the Navy to be
contacted at all?

Admiral ScuorcH. I think, again, this question cannot be answered
simply. I think in the case of large subs, Madam Chairman, that
undoubtedly this decision would have to be reviewed at our Bureau
level, or perhaps at my level.

Representative GriFriTHs. A contracting officer, if he determined
that a sub were too expensive, could, if he had an adequate alternative,
suggest to a 2prime that he place his business elsewhere, could he not?
Or could he?

Admiral ScaoecH. I am sure he could suggest this.

Representative GrirriTas. Yes. Does he have any control to com-
pel it?

P Admiral Scmoecu. Again, Madam Chairman, I must check our
regulations on that. May I supply this for the record, please?

Representative GrirFiTas. Yes, I will be glad that you do. I really
feel that it is a very difficult field. I question that there are adequate
.controls in procurement regulations, or in inspections, or in any other
-part of purchase to determine these subs. But I suggest to you, and
to others, that this field is a sort of no man’s land, and that we ought
ito go a long way to make sure that if primes are breaking subs in this
.country, are putting people out of work in this country, or having a
tremendous impact upon the economy of an area, the Federal Gov-
'grnment with its purchasing power should not be an accessory to the
Tact.

(The information supplied follows:)

Q. When a contract is moved by a prime from one subcontractor to another,
-what control does the Navy have over such a move?

A. The basic responsibility for selection of subcontractors rests with the prime
.contractor. The Navy normally has no right to select new subcontractors, but
‘in certain cases, which vary with the type of contract and also the amount
‘involved, the kind of subcontracts and circumstances surrounding negotiation,
-the Navy has a negative right to refuse to consent to subcontracts.

In connection with fixed price contracts where adequate competition is in-
-volved, the responsibility for the subcontract structure is solely that of the

-prime contractor. The Navy does not exercise a positive or negative influence
iin these cases.
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In other types of contracts, the Government’s right to consent to subcontracts
is governed by contract clauses inserted in the contracts in accordance with
Armed Services Procurement Regulations 3-903, 7-203.8 and 7-402.8. (See ap-
plicable Armed Service Procurement Regulations following these questions and
answers.)

The Navy also influences the contractor’s actions with respect to subcontracts
by the inspection process, e.g., if the quality of a subcontractor’s item is not
adequate to pass inspection, rejection by the cognizant inspector may cause
the prime contractor to change subcontractors in order to obtain adequate qual-
ity to pass inspection.

Q. Under procurement regulations would it be possible for a prime contractor
to shift from one subcontractor to another as a result of a determination of a
Navy inspector?

A. If a Navy inspector determined that the quality of a subcontractor’s item
was not adequate to pass inspection, this determination could result in the
prime contractor shifting from one subcontractor to another in order to obtain
the necessary quality.

Where the current subcontract is not adequate, the consent of the Government
to subcontracts is required under one of the clauses submitted in reply to the
previous question, and the authority to grant such consent has been delegated
to the inspector, he could, and would be expected to, grant consent for the
issuance of a new, adequate subcontract.

Q. If the inspector himself cannot make this determination but he has decided
that the sub is inadequate, to whom would he make the report? Who would
make the determination that the prime could switch subs or would it be neces-
sary for the Navy to be contacted at all?

A. As previously indicated, the inspector can reject poor quality material
which may involve an inadequate sub. If as the result of material rejections the
prime contractor is technically in default, the inspector may recommend to the
contracting officer that the contract be terminated for default. In such instances,
the prime contractor may change subs in order to avoid a default.

Where Government consent to a new subcontract is required as indicated
above, if the authority to grant such consent is not delegated to the inspector,
the contracting officer would exercise such authority. Unless the consent of the
Government is required, the Navy need not be contacted.

Q. A contracting officer, if he determines that a sub were too expensive could, if
he had adequate alternative, suggest to a prime that he place his business else-
where—could he not? or could he? Does he have any control to compel it?

A. Yes, the contracting officer could suggest a less expensive sub.

As previously indicated, where adequate competition establishes reasonable
fixed prices, the Navy is only concerned that the contractor meets quality and
delivery requirements at the contract price. In such case, contract cost, which
determines the contractor’s profit or loss position, is the responsibility of the
contractor. .

Under contracts where costs are subject to the approval of the Government,
any costs finally determined to be unreasonable are disallowed. Where the Gov-
ernment’s consent to subcontracts is required, such consent would not be given
if the subcontract is considered too expensive. Price and competition obtained
are among the factors considered in the review of individual subcontracts as pro-
vided in ASPR 3-903.4.

Armed Services Procurement Regulations Relating to Preceding
Questions and Answers

SUBCONTRACTING POLICIES AND PROCEDURES—PROCUREMENT BY
NEGOTIATION

3-902.2 Price Adjustments.

(a) There may be cases where it is proper to agree that an item of signifi-
cant value will be “bought” even though it would usually be more economical to
have it “made,” or vice versa. For instance, the contractor may have a unique
capability for low-cost manufacture of a substantial component but his eapacity
may already be full during the period necessary for contract performance,
so the component must be subcontracted. Therefore. the agreed “make-or-
buy” program may specifically call for what would usually be the more costly
treatment of the items and consequent higher costs may be explicitly recog-
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nized in establishing the best obtainable contract price. Unforeseen changes in
the circumstances, however, may arise during contract performance and may
induce the contractor to propose changing the item from “buy” to ‘‘make”
(or vice versa). If such a change is made the element of the contract price
which was intended to compensate the contractor for the higher costs flowing
from the initial make-or-buy decision will instead constitute windfall profits to
the contrator and unwarranted costs to the Government.

(b) In procurements where the prospective contractor’s ‘“make-or-buy’” pro-
gram is reviewed pursuant to 3-902.1, if a situation of the kind described
in (a) above obtains, the clause set forth below shall be included in the contract
(unless it is a cost-reimbursement type contract) and any ‘“make-or-buy” items
of the kind described in (a) above shall be specifically designated in the Schedule
(or elsewhere in the contract) both as being either a “make” item or a ‘“buy”
item and as being subject to this clause.

PRICE ADJUSTMENT FOR MAKE-OR-BUY CHANGES (SEP. 1962)

This cause applies only to items that are designated elsewhere in this
contract as being “make” items or “buy” items subject to this clause. If the
Contractor desires to “make” any designated “buy” item or to “buy” any
designated “make” item, he will give written notice to the Contracting Officer
of the proposed change reasonably in advance and will include significant
and reasonably available cost and pricing data in sufficient detail to permit
evaluation of the proposed change. Promptly thereafter, if the Contractor
proceeds with the change, the Contractor and the Contracting Officer will
negotiate an equitable reduction in the contract price to reflect any decrease
in costs which should reasonably result from the change, and the contract
will be modified in writing accordingly. Failure to agree on an equitable
reduction shall be a dispute concerning a question of fact within the meaning
of the “Disputes” clause of this contract.

3-903 Review of Subcontracting and Contractor’s Purchasing Systems. Ex-
amination of the contractor’s purchasing system and plans for subcontracting,
review of proposed subcontract sources and prices in the light of the factors
indicated in 3-901, and discussions with contractor to bring about any adjust-
ments which may be needed to clear the way for formal subcontract approval,
should generally be accomplished as part of the negotiation of the prime
contract. - Any resulting purchasing system approvals may be granted before
the contract is executed.

3-903.1 Contract Clauses.

(a) The prescribed clauses, covering Government consent to subcontracts,
for cost-reimbursement type contracts are set out in 7-023.8 and 7-402.8.
Except where definite and final evaluation of the contractor’s subcontracting
is accomplished during negotiations, the following clause (unless modified in
sccordance with (b) or (c) below) shall be included in all fixed-price incentive
and fixed-price redeterminable contracts where—

(i) it is anticipated that one or more subcontracts may each exceed
$100,000 or such other figure as is to be included in (b) (ii) and (iii) of
the following clause in accordance with (c¢) below;

(ii) the work of the prime contractor, or of the plant or division of the
prime contractor which will perform the contract, is predominantly for
the Government; or

(iii) the estimated contract price is $1,000,000 or more.

One of the clauses set forth in 7-203.8, 7-402.8, or below, whichever is appro-
priate, shall be included in each letter contract. In the event a letter contract
ig superseded by a definitive firm fixed-price contract or fixed-price contract
with escalation, such clause shall be deleted at that time.

SUBCONTRACTS (NOYV. 1963)

(a) As used in this clause, the term ‘‘subcontract” includes purchase
orders.

(b) Except as provided in paragraph (d) below, the Contractor shall
notify the Contracting Officer reasonably in advance of entering into any
subcontract which— - )

(i) is on a cost-plus-a-fee, time and material, or 1abor-hour basis and
which would invéive an estimated amount in excess of $10,000 including
any fee; or

(ii) is proposed to exceed $100,000; or
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(iii) is one of a number of subcontracts under this contract with a
single subcontractor for the same or related supplies or services which,
in the aggregate, are expected to exceed $100,000.

. (lc)d The advance notification required by paragraph (b) above shall
include:

(i) a description of the supplies or services to be called for by the
subcontract ;

(ii) identification of the proposed subcontractor and an explanation
of why and how the proposed subcontractor was selected, including
the degree of competition obtained;

(iii) the proposed subcontract price, together with the Contractor’s.
cost or price analysis thereof;

(iv) the subcontractor’s current, complete, and accurate cost or pric--
ing data and Certificate of Current Cost or Pricing Data when such
data and certificate are required, by other provisions of this contract,
to be obtained from the subcontractor; and

(v) identification of the type of contract to be used.

(d) Advance notifications of subcontracts, as required by paragraph (b)
above, are not required for any subcontract (i) not on a cost-plus-a-fee, time:
and material, or labor-hour basis, if the Contracting Officer has in writing
approved the Contractor’s purchasing system and the subcontract is within
the limitations of such approval, or (ii) consented to in writing by the Con-
tracting Officer as a proposed subcontract prior to the execution of this
contract.

(e) The Contractor shall not, without the prior written consent of
the Contracting Officer, enter into any subcontract for which advance
notification to the Contracting Officer is required by this clause; provided
that, in his discretion, the Contracting Officer may ratify in writing any
subcontract and such ratification shall constitute the consent of the Con-
tracting Officer required by this paragraph.

(f) No consent by the Contracting Officer to any subcontract or any
provisions thereof or approval of the Contractor’s purchasing system shall
be construed to be a determination of the acceptability of any subcontraet
price or of any amount paid under any subcontract or to relieve the Con-
tractor of any responsibility for performing this contract, unless such:
approval or consent specifically provides otherwise.

(g) The Contractor agrees that no subcontract placed under this con--
tract shall provide for payment on a cost-plus-a-percentage-of-cost basis.

(b) The clause set forth in (a) above may be appropriately modified so as:
not to require advance notification of, or consent to, any subcontracts which
have been definitely and finally evaluated during negotiations. In this respect,.
the clause may limit advance notifications thereunder to one or more particular:
subcontracts or classes of subcontracts, or may, in individual cases, be tailored
to unusual or particular circumstances.

(¢) In paragraph (b) (ii) and (iii) of the clause set forth in (a) above, a
lower dollar amount may be inserted in lieu of $100,000 where it is determined
that closer surveillance of subcontracting is desirable because of the character
of the industry involved, the critical nature of work which will probably be
subcontracted, the absence of competition in placing the prime contract, un-
certainties as to the adequacy of the contractor’s purchasing system, or the
novelty of the supplies or services being procured. A higher dollar amount
than $100,000 may be inserted in paragraph (b) (ii) and (iii) of the clause when
the insertion of the higher amount is approved at a level higher than that of
the contracting officer, as prescribed by the Department concerned.

3-903.2 Consent to Subcontracts.

(a) The contracting officer’s consent to subcontracts required by the clause
set forth in 3-903.1 (for fixed-price redeterminable or fixed-price incentive con-
tracts) or the clause set forth in 7-203.8 or 7-402.8 (for cost-reimbursement
type contracts) shall be accorded by individual consent on subcontract-by-sub-
contract basis, However, where the contracting officer has approved the con-
tractor’s purchasing system, in whole or in part, such consent is not required
for subcontracts within the scope of such approval, except as to cost-reimburse-
ment type, time and materials, or labor-hour subcontracts, and in the case of
cost-reimbursement type prime contracts, subcontracts, which provide for the
fabrication, purchase, rental, installation, or other acquisition of any item of
industrial facilities.
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(b) The purposes of subcontract consent requirements are usually best
served if review and analysis of the contractor’s purchasing system and of his
proposed subcontracts are carried out in conjunction with negotiation of the
prime contract (and concurrently with any review of the contractor’s “make-
or-buy” program as required by 3-902). Although consent to subcontracts can-
not always be formally accomplished prior to execution of the prime contract
(since definitive subcontracts are not generally entered into until after execution
of the prime), the review, analysis, and discussion leading up to such formal
consents should, where feasible, be conducted during the negotiation process.

(c) Purchases by a contractor from General Services Administration supply
sources under a written authorization by the contracting officer (see 5-906)
shall be treated as having been made with the consent of the contracting officer
as required by the clause set forth in 7-204.28 or 7—403.23.

3-903.3 Approval of Purchasing Systems.

(a) Approval of a contractor’s purchasing system should be granted only
after a survey which includes review of such factors as:

(i) the degree of competition obtained by the contractor’s purchasing
methods;

(ii) the contractor’s pricing policies and techniques, when necessary,
including his methods of obtaining accurate, complete, and current cost
and pricing data;

(iii) the contractor’s method of evaluating subcontractors’ responsi-
bility (1-908) ;

(iv) the extent to which the purchasing system is consistent with any
contract requirements covering small business and labor surplus area
Cconecerns;

(v) the treatment accorded affiliates of the contractor or other con-
cerns having close working arrangements with the contractor;

(vi) the extent to which the contractor obtains assurance that his
principal subcontractors apply sound pricing practices and a satisfactory
purchasing system in dealing with lower-tier subcontractors; and

(vii) types of contracts used (Section III, Part 4).

(b) Approval of a contractor’s purchasing system may be unqualified or
may be limited. For example, the purchasing system may be approved except
for subcontracts in excess of a stated amount or except for subcontracts for
stated work which is of such critical nature that extraordinary Government
surveillance is called for. Where the approval is limited by reason of defi-
ciencies in the purchasing system, the contractor shall be notified of such defi-
ciencies and requested to correct them. In no case shall approval of the
contractor’s purchasing system waive the requirement for individual consent to
cost-reimbursement, time and materials, or labor-hour subcontracts. In the
case of cost-reimbursement type prime contracts, in addition to the foregoing,
approval of the contractor’s purchasing system shall not waive the requirements
for individual consent to subcontracts which provide for the fabrication, pur-
chase, rental, installation, or other acquisition of any item of industrial facilities.

(¢c) Upon approval of the contractor’s purchasing system (whether un-
qualified or limited), the contracting officer shall give the contractor written
notice thereof. The notice shall set forth any limitations on the approval
and shall state that the approval does not (i) relieve the prime contractor of
any of his obligations under any contract, (ii) restrict the Government from
subsequently withdrawing the approval in whole or in part, or (iii) cover any
unapproved material changes which the contractor may make in his purchasing
system.

(d) After approval of the contractor’s purchasing system, periodic ex-
amination of the contractor’s operations under such system shall be made to
determine whether any substantial changes in procedures, initiated by the
contractor or as a result of recommendations by the Government, have occurred,
as well as to evaluate the contractor’s performance under the purchasing system.

(e) Prior to conduct of a survey of the contractor’s purchasing system, the
contracting officer or responsible activity shall ascertain in accordance with
Departmental procedures whether other Department of Defense activities have
conducted surveys of the purchasing system. In this connection, pertinent
information relating to the most recent survey and the results thereof (including
any updating accomplished) shall be requested and shall be furnished expedi-
tiously by the activity performing such review. Maximum use will be made of
the past evaluation in order to prevent needless multiplicity of surveys.
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(f) In reviewing the contractor’s purchasing system, particular attention
should be paid te whether subeontracting is done competitively to the extent
practical. This involves not only the question whether a sufficient number of
sources is solicited, but also whether the contractor’s subcontracting procedures
provide all other elements of free and open competition, including adequate
descriptions in solicitations of any factors to be evaluated and the basis for
their evaluation, so that all offers may be evaluated on a common basis.

3-903.4 Review of Individual Subcontracts.

(a2) In reviewing or consenting to individual subcontracts, the contracting
cfficer should give appropriate consideration to the following :

(1) whether the decision to enter into the proposed subcontract is con-
sistent with the contractor’s approved “make-or-buy” program, if any
(see 3-902) ;

(ii) whether the proposed subcontract will require the use of Govern-
ment-furnished facilities;

(iii) the responsibility of the proposed subcontractor (1-906) ;

(iv) basis for selecting proposed subcontractor, including the degree of
competition obtained;

(v) cost or price analysis or price comparisons accomplished, with par-
ticular attention to whether cost or pricing data are accurate, complete, and
current (see 1-303 and 3-807.3) ;

(vi) extent of subcontract supervision;

(vii) types of contracts used (Section III, Part4);

(viii) estimated total extent of subcontracting, including procurement of
parts and materials; and

(ix) the extent to which the prime contractor obtains assurance of the
adequacy of the subcontractor’s purchasing system.

(b) In reviewing subcontracts, careful and thorough evaluation is particularly
necessary when:

(i) the prime contractor’s purchasing system or performance thereunder
are considered inadequate;

(ii) subcontracts are for items for which there is no competition or for
which the proposed prices appear unreasonable (see 3-807.10(b)) ;

(iii) close working arrangements or business or ownership affiliations
exist between the prime and the subcontractor which may preclude the free
use of competition or result in higher subcontract prices than would other-
wise be obtained ;

(iv) a subcontract is being proposed at a price less favorable than that
which has been given by the subcontractor to the Government, all other
factors such as manufacturing period and quantity being comparable; or

(v) a subcontract is to be placed on a cost-reimbursement, time and ma-
terial, labor-hour, fixed-price incentive, or fixed-price redeterminable basis.

Where subcontracts have been placed on a cost-reimbursement, time and mate-
rials, or labor-hour basis, contracting officers should be skeptical of approving
the repetitive or unduly protracted use of such types of subcontracts and should
follow the principles of 3-803(b).

3-903.5 Disputes Provisions in Subcontracts.

(a) Although consent by a contracting officer to a subcontract in and of itself
does not constitute agreement with the terms and conditions of the subcontract,
a contracting officer should not consent to a subcontract containing any clause
purporting to give the subcontractor a direct right to obtain a decision of the
contracting officer or a direct right of appeal to the Armed Services Board of
Contract Appeals. The Government is entitled to the management services of
the prime contractor in adjusting disputes between the prime contractor and his
subcontractors. Contracting officers should act only in disputes arising under the
prime contract, and then only with and through the prime contractor, even if a
subcontractor is affected by the dispute between the Government and the prime
contractor. Contracting officers should not participate in disputes between a
prime contractor and his subcontractors.

(b) A contracting officer should not, however, refuse consent to a subcontract,
particularly under a cost-reimbursement type contract, merely because it con-
tains a clause that allows the subcontractor, if he is affected by a dispute arising
under the prime contract, an indirect appeal to the Armed Services Board of
Contract Appeals (i) by asserting the prime contractor’s right to take such an
appeal, or (ii) by having the prime contractor prosecute such an appeal on be-
half of the subcontractor. Such a clause should not attempt to obligate the con-
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tracting officer or the Board to decide questions that do not rise between the
Government and the prime contractor, or that are not cognizable under the “Dis-
putes” clause of the prime contract, and should not attempt to obligate the con-
tracting officer to notify or deal directly with the subcontractor. Such a clause
may appropriately provide that the prime contractor and subcontractor will be
equally bound by the contracting officer’s or Board’s decision on a dispute.

(c) The prime contractor and his subcontractor may agree to arbitration to
settle disputes. The results of such arbitration and the cost resulting therefrom,
however, .are not binding on the contracting officer; they are subject to inde-
pendent review and approval under the prime contract. The contracting officer
should not consent to provisions in subcontracts purporting to make the results
of arbitration binding on the Government.

3-904 Additional Contract Clauses. Additional contract clauses with respect
to subcontracting with Small Business and Labor Surplus Area concerns are set
forth in Section VII.

CONTRACT CLAUSES—CLAUSES FOR COST-REIMBURSEMENT TYPE
, - SUPPLY CONTRACTS
7-203.8 S1Lbcontmct§.

SUBCONTRACTS (NOV. 1963)

(a)y The Contractor shall give advance notification to the Contracting
Officer of any proposed subcontract hereunder which (i) is on a cost, cost-
plus-a-fee, time and material, or labor-hour basis, or (ii) is on a fixed-price
basis exceeding in dollar amount either $25,000 or five percent (5%) of the
total estimated cost of this contract.

-(b) ‘In the case of a proposed subcontract which (i) is on a cost, cost-plus-
a-fee, time and material, or labor-hour basis and which would involve an esti-

-mated amount in excess of $10,000, including any fee; or (ii) is proposed to
exceed $100,000; or (iii) is one of a number of subcontracts under this
contract with a single subcontractor for the same or related supplies or
services which, in the aggregate are expected to exceed $100,000; the advance
notification required by (a) above shall include :

(1) a description of the supplies or services to be called for by the
subcontract;

(2) identification of the proposed subcontractor and an explanation
of why and how the proposed subcontractor was selected, including the
-degree of competition obtained;

. (3) the proposed subcontract price, together with the Contractor’s
‘ cost or price analysis thereof ;
(4) the subcontractor’s current, complete, and accurate cost or pricing
- data and Certificate of Current Cost or Pricing Data when such data
and certificate are required, by other provisions of this contract, to be
obtained from the subcontractor; and ’

(5) identification of the type of contract to be used.

(¢) The Contractor shall not, without the prior written consent of the
Contracting Officer, place any subcontract which (i) is on a cost or cost-
plus-a-fee basis, or (ii) is on a fixed-price basis exceeding in dollar amount
either $25,000 or five percent (5%) of the total estimated cost of this con-
tract, or (iii) provides for the fabrication, purchase, rental, installation or
other acquisition, of any item of industrial facilities, or of special tooling
having a value in excess of $1,000,-or (iv) is on a time and material or labor-
hour basis. ‘The Contracting Officer may, in his discretion, ratify in writing
any such subcontract; such action shall constitute the consent of the Con-
tracting Officer as required by this paragraph (¢). ’

(d) The Contractor agrees that no subcontract placed under this contract
shall provide for payment on a cost-plus-a-percentage-of-cost basis.

(e) The Contracting Officer may, in his discretion, specifically approve in
writing any of the provisions of a subcontract. . However, such approval or
the consent of the Contracting Officer obtained as require@d by this clause
shall not be construed to constitute a determination of the allowability of
any cost under this contract,- unless such approval specifically provides
that it constitutes a determination of the allowability of such cost.

(f) The Contractor shall give the Contracting Officer immediate notice
in writing of any action or suit.filed, and prompt notice of any claim made
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against the Contractor by any subcontractor or vendor which, in the opinion
of the Contractor, may result in litigation, related in any way to this con-
tract with respect to which the Contractor may be entitled to reimbursement
from the Government.

(g) Notwithstanding (c¢) above, the Contractor may enter into subcon-
tracts within (ii), or, if the subcontract is for special tooling, within (iii),
of (c¢) above, without the prior written comsent of the Contracting Officer
if the Contracting Officer has, in writing, approved the Contractor’s pur-
chasing system and the subcontract is within the limitations of such
approval.

(h) The Contractor shall (i) insert in each price redetermination or in-
centive price revision subcontract hereunder the substance of the “Limitation
on Payments” paragraph set forth in the appropriate clause prescribed by
paragraph 7-108 of the Armed Services Procurement Regulation, including
subparagraph (4) thereof, modified to omit mention of the'Government and
reflect the position of the Contractor as purchaser and of the subcontractor
-as vendor, and to omit that portion of subparagraph (8) thereof relating to
tax credits, and (ii) include in each cost-reimbursement type subcontract
hereunder a requirement that each price redetermination and incentive price
revision subcontract thereunder will contain the substance of the “Limitation
‘on Payments” provision, including subparagraph (4) thereof, modified as
outlined in (i) above.

(i) To facilitate small business participation in subcontracting under
this contract, the Contractor agrees to provide progress payments on the
fixed-price types of subcontracts of those subcontractors which are small
business concerns, in conformity with the standards for customary progress
payments stated in paragraphs 503 and 514 of Appendix B of the Armed
Services Procurement Regulation, as in effect on the date of this contract.
The Contractor further agrees that the need for such progress payments
will not be considered as a handicap or adverse factor in the award of
‘subcontracts.

CLAUSES FOR COST-REIMBURSEMENT TYPE RESEARCH AND
DEVELOPMENT CONTRACTS

(b) At any time during performance of this contract, but not later
than six (6) months (or such other time as may be provided in the Sched-
ule) after acceptance of all of the end items (other than designs, drawings,
-or reports) to be delivered under this contract, the Government may require
the Contractor to remedy by correction or replacement, as directed by the
‘Contracting Officer, any failure by the Contractor to comply with the
requirements of this contract. Any time devoted to such correction or
replacement shall not be included in the computation of the period of
time specified in the preceding sentence, except as provided in (d) below.
‘Except as otherwise provided in paragraph (c¢) below, the allowability of
the cost of any such replacement or correction shall be determined as pro-
vided in the clause of this contract entitled “Allowable Cost, Fixed Fee, and
Payment,” but no additional fee shall be payable with respect thereto. Cor-
rected articles shall not be tendered again for acceptance unless the former
tender and the requirement of correction ig disclosed. If the Contractor fails
to proceed with reasonable promptness to perform such replacement or
correction, the Government (i) may by contract or otherwise perform such
Teplacement or correction and charge to the Contractor any increased cost
-occasioned the Government thereby, or may reduce any fixed fee payable
under this contract (or require repayment of any fixed fee theretofore
paid) in such amount as may be equitable under the circumstances, or (ii)
in the case of articles not delivered, may require the delivery of such
-articles, and shall have the right to reduce any fixed fee payable under this
contract (or to require repayment of any fixed fee theretofore paid) in
such amount as may be equitable under the circumstances, or (iii) may
terminate this contract for default. Failure to agree to the amount of
any such increased cost to be charged to the Contractor or to such reduc-
tion in, or repayment of, the fixed fee shall be deemed to be a dispute
concerning a question of fact within the meaning of the clause of this
contract entitled “Disputes.”

(¢) Notwithstanding the provisions of paragraph (b) above. the Govern-
ment may at any time require the Contractor to remedy by correction or
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replacement, without cost to the Government, any failure by the Contractor
to comply with the requirements of this contract, if such failure is due to
fraud, lack of good faith or willful misconduct on the part of any of the
«Contractor’s directors or officers, or on the part of any of his managers,
:superintendents, or other equivalent reperesentatives, who has supervision
«or direction of (i) all or substantially all of the Contractor’s business, or
«(ii) all or substantially all of the Contractor’s operations at any one plant
or separate location in which this contract is being performed, or (iii) a
separate and complete major industrial operation in connection with the
performance of this contract. The Government may at any time also re-
quire the Contractor to remedy by correction or replacement, without cost
to the Government, any such failure caused by one or more individual em-
ployees selected or retained by the Contractor after any such supervisory
personnel has reasonable grounds to believe that any such employee is
lhabitually careless or otherwise unqualified.

(d) The provisions of paragraph (b) above shall apply to any corrected
-or replacement end item or component until six months after its acceptance.

(¢) The Contractor shall make his records of all inspection work avail-
:able to the Government during the performance of this contract and for such
‘longer period as may be specified in this contract.

(f) Except as provided in this clause and as may be provided in the
‘Schedule, the Contractor shall have no obligation or liability to correct or
Teplace articles which at the time of delivery are defective in material or
workmanship or otherwise not in conformity with the requirements of
-this contract.

(g) Except as otherwise provided in the Schedule, the Contractor’s ob-
1ligation to correct or replace Government-furnished property which is prop-
erty in the possession of or acquired directly by the Government and de-
livered or otherwise made available to the Contractor) shall be governed
by the provisions of the clause of this contract entitled “Government
Property.”

(2) In the foregoing clause, the words “Task Order” or other appropriate
-designation may be substituted for the word “Schedule,” as appropriate.

7-402.8 Subcontracts.

(a) Subject to the instructions set forth in (b) below, and except as pro-
vided in (c) below with respect to contracts without fee with educational and
monprofit institutions, insert the following clause.

SUBCONTRACTS (NOV. 1963)

(a) The Contractor shall give advance notification to the Contracting
Officer of any proposed subcontract hereunder which (i) is on a cost, cost-
plus-a-fee, time and material, or labor-hour basis, or (ii) is on a fixed-price
basis exceeding in dollar amount either $25,000 or five percent (5%) of
the total estimated cost of this contract.

(b) In the case of a proposed subcontract which (i) is on a cost, cost-
‘plus-a-fee, time and material, or labor-hour basis and which would involve
an estimated amount in excess of $10,000, including any fee; or (ii) is
‘proposed to exceed $100,000; or (iii) is one of a number of subcontracts
under this contract with a single subcontractor for the same or related
-supplies or services which, in the aggregate are expected to exceed $100,000;
ithe advance notification required by (a) above shall include :

(1) a description of the supplies or services to be called for by the
subcontract ;

(2) identification of the proposed subcontractor and an explanation
of why and how the proposed subcontractor was selected, including
the degree of competition obtained ;

(3) the proposed subcontract price, together with the Contractor’s
cost or price analysis thereof ;

(4) the subcontractor’s current, complete, and accurate cost or pric-
ing data and Certificate of Current Cost or Pricing Data when such
data and certificate are required, by other provisions of this contract,
to be obtained from the subcontractor ; and

(5) identification of the type of contract to be used.

(¢) The Contractor shall not, without the prior written consent of the
«Contracting Officer, place any subcontract which (1) is on a cost or cost-



78 ECONOMIC IMPACT OF FEDERAL

plus-a-fee basis, or (ii) is on a fixed-price basis exceeding in dollar amount
either $25,000 or five percent (5%) of the total estimated cost of this con-
tract, or (iii) provides for the fabrication, purchase, rental, installation,
or other acquisition, of any item of industrial facilities, or of special tooling
having a value in excess of $1,000, or (iv) is on a time and material or
labor-hour basis, or (v) has experimental, developmental, or research work
as one of its purposes. The Contracting Officer may, in his discretion, ratify
in writing any such subcontract; such action shall tonstitute the consent
of the Contracting Officer as required by this paragraph (c). )

(@) The Contractor agrees that no subcontract placed under this contract
shall provide for payment on a cost-plus-a-percentage-of-cost basis. ’

(e) The Contracting Officer may, in his discretion, specifically approve
in writing any of the provisions of a subcontract. - However, such approval
or the consent of the Contracting Officer obtained as required by this clause
shall not be construed to constitute a determination of the allowability of
any cost under this contract, unless such approval specifically provides
that it constitutes a determination of the.allowability of such cost. -

(f) The Contractor shall give the Contracting Officer immediate notice in
writing of any action or suit filed, and prompt notice of any claim made
against the Contractor by any subcontractor or vendor which, in the opinion
of the Contractor, may result in litigation, related in any way to this con-
tract with respect to which the Contractor may be entitled to reimbursément
from the Government. o

(g) Notwithstanding (c) above the Contractorimay enter into subcon-
tracts within (ii), or, if the subcontract is for special tooling, within/(iii),
of (c) above, without the prior written consent of the Contracting Officer if
the Contracting Officer has, in writing approved the Contractor’s purchasing
system and the subcontract is within the limitations of such approval. -

(h) The Contractor shall (i) insert in each price redetermination or in-
centive price revision subcontract hereunder the substance of the “Limita-
tion on Payments” paragraph set forth in the appropriate clause prescribed
by paragraph 7-108 of the Armed Services Procurement Regulation, includ-
ing subparagraph (4) thereof, modified to omit mention of the Government
and reflect the position of the Contractor as purchaser and of the subcon-
tractor as vendor, and to omit that portion of subparagraph (3) thereof
relating to tax credits, and (ii) include in each cost-reimbursement type
subcontract hereunder a requirement that each price redetermination and
incentive price revision subcontract thereunder will contain the substance
of the “Limitation on Payments” provision, including subparagraph (4)
thereof, modified as outlined in (i) above. B .

(i) To facilitate small business participation in subcontracting under this
contract, the Contractor agrees to provide progress payments on the fixed-
price types of subcontracts of those subcontractors which are small busi-
ness concerns, in conformity with the standards for customary progress pay-
ments stated in paragraphs 503 and 514 of Appendix E of the Armed Services
Procurement Regulation, as in effect on the date of this contract. The Con-
tractor further agrees that the need for such progress payments will not be
considered as a handicap or adverse factor in the award of subcontracts.

(b) In paragraph (a) of the foregoing clause, the percentage and amount set
forth therein may be revised downward only in accordance with Departmental
procedures. In paragraph (c) of the foregoing clause, the percentage and
amount set forth in (ii) thereof may be varied, the dollar amount set forth in
(iii) may be increased, and, in (i), (iv), and (v) thereof, dollar amounts not in
excess of $10,000 may be established below which the prior written consent of the
contracting officer need not be obtained, imr accordance with Departmental pro-
cedures.

- {¢) In contracts without fee with educational institutions. insert the following
paragraph in lieu of paragraph (c¢) of the clause set forth in. (a) above and
change (iii) in paragraph (g) to (iv). ’ .

(c¢) The Contractor shall not, without the prior written consent of the Con-
tracting Officer, place any subcontract which (i) is on a cost or cost-plus-a-
fixed-fee basis, or (ii) is on a fixed-price basis exceeding in dollar amount
either $25,000 or five percent (5%) of the total estimated cost of this contract,
or (iii) provides for the construction, purchase, rental, installation, or other
acquisition of nonseverable industrial facilities, or (iv) provides for the fabri-
cation, purchases, rental, installation, or other acquisition, of any item of
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either (A) severable industrial facilities having a value in excess of $1,000
or the amount, if any, specified in the Schedule or Task Order, whichever is
the lesser, or (B) special tooling having a value in excess of $1,000, or (v)
is on a time-material or labor-hour basis, or (vi) has experimental, develop-
. mental, or research work as one of its purposes. The Contracting Officer
may, in his discretion, ratify in writing any such subcontract; such action
shall constitute the consent of the Contracting Officer required by this para-
graph (c¢). (JUL. 1962)
In the foregoing paragraph (c), the percentage and amount set forth in (ii)
thereof may be varied and, in (i), (v), and (vi) thereof, dollar amounts not in
excess of $10,000 may be established below which the prior written consent of
the contracting officer need not be obtained, in accordance with Departmental
procedures. In (iv) thereof, the $1,000 limit may, in the discretion of the
eontracting officer, be decreased where it is determined to be in the interest
of the Government, in view of such circumstances of each particular contract,
as, for example, the nature of the contractor’s operations, previous experience
with the contractor on comparable procurements, the accounting and purchasing
systems of the contractor, accounting and supply systems of the procurement
activity, and the capability of the procuring activity to effect close surveil-
lance of the contractor’s purchasing and accounting practices. Also, in the
discretion of the contracting officer, the cumulative total of such acquisitions of
severable industrial facilities may be limited to a stated dollar amount or an
amount equal to a stated percentage of the estimated cost beyond which the con-
tractor will be required to obtain written consent of the contracting officer for
any additional acquisitions of such facilities. With respect to special tooling,
the $1,000 limit may be increased.
7-402.9 Utilization of Small Business Concerns. In accordance with the
requirements of 1-707.3(a), insert the clause set forth therein.
7-402.10 Termination. In accordance with the requirements of 8-702 and
8-704, insert the appropriate contract clause.
7-402.11 Disputes. In accordance with the instructions in 7-203.12, insert
the clause set forth in 7-103.12.
7402.12 Renegotiation. In accordance with the requirements of 7-103.18,
insert the appropriate contract clause set forth therein.
7-402.13 Buy American Act. In accordance with the requirements of 6-104.5,
insert the contract clause set forth therein.
7-402.14 Convict Labor. In accordance with the requirements of 12-202, insert
the contract clause set forth in 12-203.
7-402.15 Walsh-Healey Public Contracts Act. In accordance with the require-
ments of Section XII, Part 6, insert the contract clause set forth in 12-605.
7-402.16 Work Hours Act of 1962—Owvertime Compensation. In accordance
with the instructions of 12-303, insert the clause set forth therein.
7-402.17 Nondiscrimination in Employment. In accordance with the require-
ments of 12-802, insert the contract clause set forth therein.
7-402.18 Officials Not To Benecfit. Insert the contract clause set forth in
7-103.19.
7402.19 Covenant Against Contingent Fees. Insert the contract clause set
forth in 7-103.20.

Representative Grrrrrras. Do you have a question ?

STATUS OF BROOKLYN NAVY YARD

Senator Javrrs. I thank you, Madam Chairman.

I wanted to ask the admiral one word about this Brooklyn Navy
Yard. Isita fact that right now you have no forecast for the Brook-
lyn Navy Yard, really? The Secretary told us it was under study.
I just wanted to know from the point of view of the operating service
itself whether we could get any 1dea as to what is likely to happen in
that area. : :

STUDY BEING MADE OF ALL NAVY AND PRIVATE YARDS

Admiral ScuorcH. Senator Javits, I can of course confirm what
Secretary McNamara said regarding the study that we now have in
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progress regarding all of our Navy yards, and it is too early in this:
study to provide you or this committee any information that I believe-
would be valuable to you.

Senator Javirs. May I make a suggestion to you, also? I think we-
ought to know—and after you give us the factors, your forecast on
private shipyards as well—because that is also an important factor
to it.

Admiral ScmorcH. Yes, sir. As you, I think, already know, this.
study includes not only public yards, but private yards also.

NEED FOR LONG-RANGE CONVERSION PLANS

Senator Javits. The only other point I would like to suggest to you
is this: picking up my suggestion to the Secretary this morning in our
discussion, which I thought was very fruitful, consideration ought to
be given, at one and the same time when you consider these plans, to
long-range conversion plans as well. For example, my Subcommittee-
on Manpower of the Labor and Public Welfare Committee has just.
issued a report which indicates a very interesting experience in Japan
about the conversion of naval shipyards to other uses, manufacturing-
uses, as a matter of fact, of a most interesting character.

Senator Douglas’s observations about what happened at Decatur,.
I11., are very pertinent; also the possibility, which I would like to put
on the record and ask you to explore, of the establishment of local
community councils to deal in an organizational sense, a local com-
munity coordina,tingI council, with the counterpart in your activity-
in the community. In short, I hope very much that the Departments
will direct their attention in a very specialized way to what happens
after them.

I want very much to see the Brooklyn Navy Yard continued. We-
would be less than realistic, however, if in your study we did not
invite your attention to every phase of this very grave problem; and.
that is what I am doing.

Admiral SceoECcH. Thank you, Senator Javits.

Senator Javirs. Thank you, Madam Chairman.

Representative GrirFrTHS. Mr. Curtis will inquire.

PROJECT 60

Representative Corris. Admiral, are you participating in this Proj--
ect 60 that Secretary McNamara mentioned ?

Admiral ScaoEcH. Yes, sir.

Representative Cortis. How recently has this come about? Is this:
brand new, or have you had this in operation for a while ¢

PILOT STUDY IN PHILADELPHIA AREA

Admiral ScroEcH. No, sir. The studies with regard to Project 60-
have been going on now for more than a year. I think you are aware
that we have set up a pilot area in Philadelphia, and this is just now
starting ; and from this pilot operation we and the Secretary expect to-
get information that will guide us and him in how this will be set up-
throughout the United States.
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Representative Curris. I think this is one of the most significant
things that has happened in some time. I am sure you are going to
gain tremendous information and suggestions of how to beef up the
relationships in following contracts through.

IMPORTANCE OF ENGINEERING DRAWINGS

I have one other specific question. Senator Douglas called the at-
tention of Secretary McNamara to this factor of engineering draw-
ings and better written specifications. Does that assume any major
proportion in your program of advance procurement planning? Will
you comment on the si%ﬁﬁcance of this?

Admiral ScroecH. It certainly does. It is a major part of our
advance procurement planning. ~This matter of technical data has
been given major consideration not only at our service level, but also
by Secretary McNamara, and particularly by his Assistant Secre-
tary for Installations and Logistics, Mr. Tom Morris, who is in the
room today. He is coordinating this between us gentlemen that you
see here this morning in uniform. Actually, last gaturday we had a
3%-hour meeting on it to get coordinated. We are having a 3-day
meeting I believe in Aberdeen, Md., in about 2 or 8 weeks.

This gives you an idea, sir, of the emphasis that the Department of
Defense is placing upon this.

BREAKOUT PROGRAM DEPENDENT ON DRAWINGS

Representative Curris. In order to move through on the breakout
program, the essence of it is getting your drawings and specifica-
tions and paying attention to that area.

SURPLUS PROPERTY IN NAVY

I have another question. Do you keep lists of the surplus property
§ener%ted from year to year; and, if you do, what is the picture in the

a

Xydmiral ScroECH. Are you speaking of installations particularly,
or are you speaking of materials?

Representative %URTIS. I am talking about any thing, really. In
other words—as I questioned General Colglazier—I am concerned
about methodology, your technique of checking your own system, or
as I threw out the vulgar phrase, a garbage-pail operation.” I mean
the concept of looking to see what surplus is generated, with the knowl-
edge that of course you are going to generate surplus.

n the other hand, this is a very important method for finding
out—ringing the circuit, as it were—where your system might have
fallen down, or where it needs improvement. I am really concerned
a}‘tl)out whether you have formalized this as a method of constant
check.

Admiral Scrorcu. First, let me make a general statement, sir.

Representative Curtis. Yes.

Admiral ScuoEcH. That is, that we have the matter of efficient
utilization of installations and materials constantly under review.
Now, specifically, let me say that there is a very stringent annual re-
view of the area in which you are speaking; and this annual review
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is, of course, incident to the budget, because each one of these installa-
tions, each one of these systems that we are speaking of here, requires
money to operate every year, and we put it through a very fine screen
at our level, at the service level. ' :

It again goes through a fine screen at the Secretary of Defense level,
and at the Bureau of the Budget. And I-don’t have to tell you, sir,
what a fine screen it goes through here in the Congress.

PROCUREMENT PRACTICES AND SURPLUSES

Representative Curtis. Yes, but there are usually the original pro-
curement practices and the purchases. I am looking for a method of
checking back on what you have done. I am suggesting that one way
of doing it is, at a high level, looking over your surplus property lists.
I hasten to say this, of course. Part of this means a constant looking
at inventory in relation to it, because when we first started, I think in
1959, the military generated $8 billion in surpluses. However, we must
remember that was partly a drive to get the inventories down to a more
realistic level. But once that has been accomplished, then, of course
this becomes a checkpoint.

I don’t believe that the services are using this, frankly. I may just
not know what you are doing, but I have not seen indications that this
is used as a technique. Maybe it isn’ a good one. I think it is.

Admiral Scrorca. We think it is a good one, too; and I want to
agsure you that it is being used and, in my judgment, it is being used
very effectively. Before we ask for a budget item, we must naturally
review the inventory very carefully, and we have to substantiate the in-
ventory to our budgetary review levels, our own Secretary, of course,
and the Secretary of Defense’s level, too. And if we are over in our
inventory

Representative Curtris. I am not getting through, and I don’t usually
get through on this subject to witnesses. It makes me believe that this
1s not, being used as a methodology. I am not talking about your addi-
tional procurements. I am talking about, as I described it, the way a
mess sergeant looked in the garbage pail to see whether there was good
utilization, whether they were overbuying, or whether they were over-
using.

Ingother words, I am using some of the horrible examples that have
been publicized. For example, I have forgotten how many thousands
of electric hair clippers were excessed, but it was obvious somebody
hadn’t done a very good job of procuring in the beginning. My sug-
gestion would give a top officer in charge of this an opportunity to ring
the circuit, and find out what was wrong in the system. -

Sometimes it is just human error, which we are always going to have.
Sometimes, though, it shows up that we do not have very. good pro-
curement practices. That is what I am talking about, and I won’t
dwell on it further, except to again make the point that, hopefully, in
a routine operation, in your methodology, you would do this instead
of congressional committees coming along and pulling some of these
things out from time to time and getting a lot of undue publicity on
it. The examples sound exaggerated and it is unfair to pull them
out of context, but if you were using this as a checkpoint. I think’
you would find that a very neat way of constantly improving your.
system.
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Admiral ScaoecH. Without belaboring the point, I wouldn’t say at
all that our system is near perfect, nor perfect, naturally. However,
1 do think that we have a reasonably good system along the lines of
which you were speaking. It is my )uggment that we do. However,
we certainly have some mistakes once in a while. We find, I think,
most, of them ourselves; but quite frequently the committees of Con-
gress and the GAO find them, much to our embarrassment. But you
know what our program is to correct these deficiencies.

Representative Curtis. My overall comment is, lest anyone take
any criticism out of context, you people are doing a tremendous job
and it is a most difficult job, and my desire is only to try to improve
it if we can.

STANDARDIZATION OF SHOES—SAVINGS

Chairman Doucras. Admiral, I too think you are doing an excellent
job. I hope you will forgive me if I raise what may seem to you a
microscopic point, but one which has a certain degree of importance,
and that is the report as of December 19, 1963, of the General Ac-
counting Office stating that an unnecessary expense of $158,000 a
year was being incurred because the Navy was refusing to discontinue
using brown dress shoes and would not adopt the black dress shoe used
by the Army, Air Force, and Marine Corps. Has that criticism been
met ingthe 4 months since the General Accounting Office made this
report

Rdmiral ScuokcH. I believe, Mr. Chairman, that the shoes which
you speak of are being eliminated from our procurement lists, and
those who desire to wear them must go out and order and buy them
on their own.

Chairman Doucras. Buy them on their own?

Admiral Scuorca. Yes, sir.

Chairman Doucras. Then this economy is being effected

Admiral Scaorcua. Yes. |

Cha};rman Doucras. Do you agree that it will save about $158,000
ayear?

Admiral Sceorca. That is the information that we have. I assume,
Mr. Chairman, that those figures are approximately correct.

Chairman Doucras. Congratulations again. I am sure that step
must have been taken only after a very severe struggle.

Admiral Scuorcu.” Thank you, Mr. Chairman. :

Chairman Doucras. The next witness is Lieutenant General Gerrity,
Deputy Chief of Staff, Systems and Logistics.

STATEMENT OF LT. GEN. T. . GERRITY, U.S. AIR FORCE, DEPUTY
CHIEF OF STAFF, SYSTEMS AND LOGISTICS

. General Gerriry. Good morning, Mr. Chairman.
Chairman DougLas. I congratulate you on a very fine combat record.

COST REDUCTION PROGRAM—AIR FORCE

General Gerriry. Thank you, sir. Mr. Chairman, I understand
that you would like to just get a few highlights from me of the Air
Force, and, while I have a 30-minute statement, I will restrict myself
to the highlights.

1 See staff report, 1964, pp. 67 and 86.
32-669-—64——7
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SPARE PARTS MANAGEMENT

Our story here is basically one of the Air Force’s progress over
recent years in spares management and its impact on the cost reduction
program. Actually, as you know, we have a large organization. The
Air Force Logistics Command that manages our overall logistics
program has some nine air materiel areas and a specialized depot for
the storage and reclamation of aircraft. Over the years, we have
reduced the number of people in this operation from 212,000 in 1956
to some 148,000 as of now. In addition to that, we have reduced our
spares inventory value from about $1914 billion in 1950 to about $11.6
billion in 1963.

During this period we have been modernizing our logistics system
and making it a little less in depth, a little less in breadth, and more
responsive timewise to our demands worldwide. And, as you know,
we supply customers on a worldwide basis, including all of our Air
Force installations, the military assistance program for foreign coun-
tries, and many contractors who do our specialized repair for us. Our
total business runs on the order of 23 million requisitions a year, which
involve some 100 million accounting transactions. That doesn’t tell
you a great deal, except that it is a big business and it runs on a large-
scale basis.

We ship some 730,000 tons of material a year, which is down from
some 2 million tons a year in 1950. This is because we are again reduc-
ing the depth of support and using a more responsive system of ship-
ment of supplies worldwide. Incidentally, we use premium trans-
portation for some of our higher cost items. We find that for every
dollar we spend for premium transportation we save about $10 in
inventory investment.

In 1958 we had some $2314 billion in aircraft, missiles, communica-
tions, and electronic systems. These are the end items. That grew in
1964 to a level of $37 billion, or an increase of some 56 percent in
the value of our equipment inventory. The spares we use to support
that inventory started out in 1956 at about $914 billion and remained
relatively level through 1963. We hope to further reduce it to about
$8 billion in 1964.

6 0-PERCENT REDUCTION IN SPARE PARTS PROCUREMENT

In 1958 we were procuring spare parts, both initial and replenish-
ment, at the rate of approximately $2 billion & year to support our-
program. That has been reduced in 1964 to a level of $770 million, a
reduction of 60 percent, while at the same time the equipment in-
ventory value rose by 56 percent.

Representative Curtis. May I ask one question on that point ?

General Gerrrry. Yes, sir.

Representative Curris. Was this being somewhat supplemented by
fabrication of parts in your own command ¢

CAUSES OF EXCESSES

General Gerrrry. No, sir; it was not. We haven’t changed our
practices in that respect, but it was brought about through many man-
agement Improvements in our system, which I will speak about very
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briefly. Mr. Curtis, you mentioned earlier your interest in our bei
able to analyze and see the mistakes we made in the past whic
brought about long supply or excess, and we found through many
analyses we made that obviously excess occurs for many reasons.

PHASING-OUT OF END ITEMS

One is obvious, that as you phase an end item out of the inventory
the spare parts that are associated with that end item become excess.
As you know, we have done that. For example, we take a very critical
look at the spare parts that remain as a result of that to see if we can
use them for other purposes. For example, in the case of the B-47
and F-86, we are phasing those aircraft out of our inventory, and
have been for some time. As a result of that, some $400 million worth
of spare engines and installed engines became excess. We didn't
throw those on the junk pile or just sell them as surplus. We re-
claimed some $100 million of parts from those engines to use in our
repair lines for the remaining engines in the system. This was a2
saving of about 25 percent of the original engine costs. Interest-
ingly enough, some of those parts we reclaimed are beyond our cur-
rent operating year’s requirements, so they show up as long supply,
but we will eventually use them.

This is the sort of activity that we have underway to utilize excess or
long supply. Of course, long supply is created by many reasons, as I
said. A change in operations, such as a decision to fight in place with
the B-52’s and the KC-135’s, or, in other words, operate from their
{)ermanent bases instead of staging overseas, excessed some $75 mil-

ion worth of war reserve material that we had held inviolate for that
purpose.
MODIFICATION OF EQUIPMENT

A similar operational decision caused us to modify the B-52’s to
give them a low-level capability, a purpose for which they weren’t
originally designed. In the process of modifying them, we took out
some of the systems that were no longer useful, and they as well as their
spare parts became immediately excess to our needs. Here again we
tried to apply this materiel for other uses, and we did get some return.

INTERCHANGE PROGRAM

Incidentally, we have an interchange program now with the other
services. In 1963 we transferred out of our long supply invertory
to the Army and Navy some $135 million worth of supplies, and, we
saved some money in the Air Force by utilizing some of the long
supply of the Army and Navy in the amount of $65 million. So we
are working hard on this problem.

Of course, there is still some human error involved, but with the
greater precision of our modern system, I think we have made some
real strides.

INCREASED EFFECTIVENESS

_ I told you the story of our reduced spares dollars to support this
increased fleet, a 60-percent reduction in spares, while we had an
increase in fleet inventory value to some $37 billion, or 56 percent.
There’s another real punchline along with that : during the same 5-year
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period our combat readiness improved. In 1958 we had some 13 per-
cent of our aircraft deficient for spare parts. In the last 3 years we
have kept that figure below 5 percent, a substantially increased readi-
ness rate of our combat aircraft as well as our support aircraft.

IMPROVEMENT PROGRAM

I think the committee would be interested to know, just briefly, a
few of the things that we have done that have brought about this sub-
stantial reduction in spare requirements to support our combat inven-
tory. I will state briefly that it was accomplished by three major
actions.

AUTOMATIC DATA PROCESSING

First, over the years we have installed and improved automatic
data processing equipment at our major depots and at many of our
bases. Through that we have gotten a more responsive system of
finding out what our situation is on a real time basis, how many sup-
plies we have, how many are in repairable status, how many are at the
bases, and what our needs are for repair as well as for new procure-
ment. Along with this more responsive system permitted by auto-
matic data processing, we have made some real strides in improved
accuracy, which have enabled us to substantially reduce the depth of
support.

PERSONNEL TRAINING PROGRAM

As we were doing this, of course, we made our system of support
more complex. And we needed to improve the training of our people.
We have therefore had a very high-priority training program going
on for the last several years. For example, in 1963 we had some 800
graduates of middle management courses, varying from 6 weeks to a
2-year master’s degree course at civilian universities, get this level of
management training in order to cope with this new and complex
system. This year we expect to graduate some 1,400 people from these
various institutions. At the inventory manager level, where the real
job is done, we have some 3,500 people, who control our assets. These
people are about 85 percent ladies who have been in the business for
years. They are about GS-7 grade level, earn some $6,000 a year.
We have had a very intensified training program with these people to
upgrade them.

INDUSTRIAL ENGINEERING TECHNIQUES

. We have. used industrial engineering techniques to plot out their
job effort and their standards, and we have used PERT-type charts
to help them see clearly how to do the job. We have also made many
reviews at their desk, using top-level people.

For example, depot managers, major generals, have gone to the desk
of the inventory manager to look at some 20 items a week to see how
they are doing on their job. I can tell you that taking that amount of
interest, in these people at the working level has been a tremendous aid
in getting them to do their jobs in a much improved fashion.

We are spending about 100,000 hours of training each year to im-
prove our capability and training in this area. In addition to that,
where we spend money for additional supplies or for spare parts, we
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have increased the level of review to successively higher levels. Of
course, all the depot commanders get into their total picture and
review this situation on a monthly and even daily basis. Twice a year
my staff, as well as the staff of General Bradley at the Logistics Com-
mand, goes out and reviews 80 percent of the dollar value of items
that we procure. It is through this higher level review and the inter-
est thus demonstrated that we have been able to get more precise in
our judgments as to what we really need to buy. We have taken
some risks. We are risking on the low side.

HOPE TO SHORTEN PIPELINES

We are hoping that with the responsive system we have now, the
more accurate system, that we can shorten our pipelines and get along
with still less. We will make some mistakes doing it and we may have
to buy a little more and adjust upward where experience indicates that
is necessary.

I would like to give you one example of some of the improvement
that has been made over the years in the engine business, which is
really one of the high-value items we have in the Air Force. We have
some engines, J-57’s, used in the B-52, that cost about a quarter of a
million dollars apiece. Our initial spares estimate was for a 43-
percent spare requirement for 1,052 engines. As we gained more
experience through our actuarial system of measuring and controlling
the engines in the inventory, which we do by serial number, we reduced
our requirements and utilized some of the engines we had already
bought by installing them on new aircraft. We also terminated some
additional engine production and reduced the spares requirements to
15 percent.

We used that experience on our B-52H, which uses a turbofan
engine similar to that used by the airlines and reduced spare engines
required to a 13-percent level. Through this, reduced engine require-
ments saved some $166 million for that weapons system alone. It is
interesting to note, although we don’t have comparable systems be-
tween the airlines and the Air Force, that the airlines are buying spare
engines for their airplanes at the rate of about 25 percent. So we
have made some real gains here.

IMPROVED READINESS

Representative Curris. This was not at any sacrifice of combat
readiness?

General Gerrity. No, sir. As a matter of fact, we improved readi-
ness through improvement of our component, reliability, by reducing
overhauls, and periodic maintenance of our aircraft, and this is a part
of the effort that has brought about this decreased requirement for
spares.

For example, by decreasing the amount of periodic inspection and
the parts consumed because of that, we increased the number of air-
craft in the operational-ready inventory of SAC by some 45 B-52's and
some 31 additional KC-135’s. We used the man-year saving that we
gained to improve the total readiness of the force and make more air-
craft available on alert. With that effort we have come up from about
a third of the fleet that are standing alert to one-half right now. These
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are gains that we have made which have both improved our combat
readiness as well as reduced the supply support required, so that today,
Mr. Chairman, we have what I would call a modern, highly responsive
logistics system in the Air Force.

I don’t mean to say we are satisfied, but I think that we have im-
proved greatly over the years. Our emphasis is placed, first, on high
reliability of our systems and components, shortened pipelines for t%le
repair and transportation of items, improved maintenance practices
to reduce overhaul requirements and parts consumption, a high-speed
communications system throughout the world and a supply system it-
self which reacts quickly to the demand wherever it occurs in our
worldwide system.

Through these actions we are supporting our weapons with much
less depth of supply today. The result of this is more clearly drama-
tized when you look at what we are doing on some of our newer wea-
pons that are just coming into the inventory, where we are buying
spares in many cases at less than 50 percent of the rate at which we
were buying previously.

Sir, this sounds like a success story, but I want to assure you that,
while we are pleased with the progress that has been made, we are
looking for every opportunity we can find in our system to reduce the
dollars required for support. We know that within any given budget,
to the extent that we can lower the dollars required for support, we
can improve our capability to meet the critical modernization needs to
maintain this force ready not only now but in the future.

Thank you very much, Mr. Chairman.

(The complete statement follows:)

SPARES MANAGEMENT AND Co0ST REDUCTION

Mr. Chairman, members of the committee, the cost reduction effort in the Air
Force is a two-pronged program—reduce costs and inerease the combat effective-
ness of the force. I am pleased to report to you that spares management in the
Air Force has made consistent strides forward. This area of management has
provided the largest single contribution to the cost reduction program. In order
to give you an idea of the magnitude of this management effort I would like to
cover a few brief facts about our general organization and some vital statistics.

In the USAF there are nine general depots and an organization at Tucson,
Ariz., that stores and reclaims excess aircraft. These nine general depots pro-
cure, store, and issue spare parts and also provide the inservice engineering and
heavy maintenance for all the weapon systems of the Air Force.

Since 1958 we have eliminated five oversea depots and one U.S. unit from
this complex. As you are aware a recent decision eliminates the Rome Depot in
1967. There are 148,000 people assigned to these depots today and about 11
percent of these are military. The worldwide supply inventory which these
depots manage amounted to $11.6 billion at the end of fiscal year 1963. I will
address my remarks to the $9 billion technical portion of that inventory that
supports aircraft, missiles, and communications-electronics systems. The re-
mainder includes munitions, clothing, fuels, subsistence, and similar materiel,
much of which is controlled by an integrated manager outside the Air Force.

Depot customers are located throughout the free world and include all types
of Air Force organizations, commercial contractors doing specialized maintenance
for the Air Force, and allied governments supported under the mutual assistance
program.

These customers submit over 23 million requests per year for supplies and
spare parts creating close to 100 million accounting transactions. As our logistie
reaction capability has improved we have encouraged the use of priority
requisitions as a means of reducing both the range and depth of stocks at each
customer location. Expedited shipment has been substituted for worldwide
dispersal of stocks. Shipments to customers amounted to 730,000 tons in fiscal
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1963. Premium transportation is used for a portion of these shipments since
cost comparisons indicate that rapid movement of limited assets is far cheaper
than investment in large quantities of high-cost stocks.

The progress in spares management can be illustrated by a series of charts.
In this chart I have plotted the capital investment value of our combat and
support equipment. Included are all the aircraft, missiles and major
COMMELS system. As the capital investment has increased, about 56 percent
from 1938 to 1964, the complexity also has increased.

The value of the spare parts inventory required to support those sweapon
systems has remained relatively stable through the end of 1962, with a sizable
reduction at the end of 1963, and a further reduction projected for end 1964.
Of most importance is the significant reduction in annual spares procurement
programs required to replenish and maintain this inventory. From a level
just under $2 billion in fiscal year 1958, the fiscal year 1964 procurement pro-
gram is $770 million. I would like to reemphasize that the investment in combat
and support weapon systems increased 56 percent from 1958 to 1964 while our
supply support costs have been reduced by 60 percent. During this same interval
we have increased the combat capability of the fleet. In 1958 some 13 percent
of the aircraft were deficient for spare parts. For the last 3 years we have been
able to keep this rate below 5 percent.

The majority of the inventory of spares and the bulk of the annual spare
parts procurement program are associated with the aircraft program. Since
the aircraft portion of the program is in such preponderance, I will deal pri-
marily with aircraft spares management. However, the basic management
actions are equally applicable across all portions of the inventory.

Within the aircraft spares inventory it is also useful to look at the segmenta-
tion of that inventory: The portion required for operations, that which is
economically worthwhile to retain for future use, and finally the excess portions
are shown separately in this chart.

This segmentation is a dynamic and fluid condition and is affected by almost
every decision in either the operational or logistics field. The total of economic
retention and excess stock is called long supply. In the ecomomic retention
area are those stocks for which we can foresee a use in periods beyond the
operating year. These periods of future use are limited to 5 years, or the specific
aireraft program if it is less than 5 years. The exXcess segment includes those
items which are above the economic retention level and are generally applicable
to aircraft phasing out of the inventory.

Long supply results from either operational or logistic actions or a com-
bination of both. For example, with the operational decision to phase down
the F-86 and B—47 aircraft programs, the engines required for support of these
aircraft were reduced. We reclaimed $102 million in parts from excess engines
for a recovery rate of about 25 percent. Since we reclaimed spare parts that
would be required to support engine overhaul during the remainder of the air-
craft program, a portion of these assets show up as economic retention.

Operational decisions affect the modern weapon systems also. In the case
of the B-52 we modified the aircraft to provide a low-level combat capability
not originally designed into the aircraft. The replacement of certain aircraft
systems in this modification created long supply. Further, our war readiness
gtocks for the B-52 were converted to long supply by an operational decision
to “fight in place’” rather than deploy.

In the logistics area, we have taken concerted action to improve components
reliability and extend the service life of components about which I will have more
to say. Also, as I indicated earlier, faster logistics reaction has decreased the
depth and range of stocks required. These last two actions are, of course, the
result of doing a better job of logistics management. Items that do not wear out,
when bought under one criteria. become long supply when management can tighten
that criteria at a later date. More importantly, improved logistic management
reduces the requirement for operating budgets. I will point out by examples
this dual impact of logistic management improvements, but shall devote pri-
mary emphasis to the dramatic reduction in annual procurement of spare parts
in the face of an increased investment in combat systems.

Concentrated efforts have occurred at every segment of the spares manage-
ment function. These efforts ean be traced to three major programs. First, we
are utilizing the most modern automatic data processing equipment to handle
the millions of transactions. Second, we are improving the capability and skill
of our people at every level of the decisionmaking process. Finally, we have
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emphasized successively higher levels of review of those actions involving
expenditure of dollars and assets. I would like to devote a little time to each
of these programs.

Maximum utilization of data processing equipment has been a prime objective
of the Air Force. The millions of accounting transactions form the basis for
projecting future requirements. The Air Force pioneered in the use of mechani-
cal data processing in 1948. Progress has kept pace with computer technology.

By early 1963 all inventory control functions had been converted to the second
generation of high-speed, large-scale computers. .All depots were standardized
on the IBM 7080 equipment. Complete interchange of data is now possible.
Complementing the depot computer program, 97 major bases have been equipped
with various types of small-scale data processing equipment. We will install
standard computers at 145 of the largest bases during the next 18 months.
With today’s data processing equipment at both bases and depots linked by a
communications system, we have the capability to take action immediately on a
request for a spare part. We account centrally for assets at multiple locations
and ship from the point of storage nearest to the requesting activity., Logistic
reaction time is reduced. Possibly most important, the products of the com-
puter provide up-to-the-minute, concise information upon which a decision can
be made.

As the capability of the computers increased and the data being produced
covered every facet of the supply problem with current information, it became
increasingly important to insure that our personnel were educated and trained
to handle the information being produced. The basic action involved education
at all levels. In the middle management level, lieutenants, captains, majors, and
equivalent civilian grades, we have concentrated on formal education programs
by the Air Training Command and Air University. These courses vary from
6 weeks in specialized areas to 2 years at civilian institutions at the master’s
degree level. In fiscal 1963, 800 people graduated from these courses and in
fiscal year 1964 we expect 1,400 graduates.

The critical task in training is with the inventory manager as we term the
3,500 people who spend the money and control the assets. These inventory man-
agers are all civil service employees, generally GS-7, with an annual salary of
about $6,000. About 85 percent are female. The decisionmaking process of the
inventory manager has been carefully plotted by industrial engineers. The
trained middle management personnel have provided detailed on-the-job training
in these decision steps. We conduct an annual testing program that has become
increasingly demanding. During calendar 1963, 3,300 tests were administered
and only 2,250 people were able to meet our standards. Over 100,000 training
hours were used to increase the proficiency of those who didn’t meet our
standard.

Additionally, we have started a program which we refer to as “know your
item.” This is an effort to get the inventory manager, the maintenance tech-
nician, and the procurement specialist to become familiar with the functional
characteristics of the items. Even the engineers benefit from this rather basic
approach. We display the acutal items on a board and the people involved can
examine the article as well as look at drawings, specifications, and pictures.
This rather simple approach has already produced substantial savings in item
consolidation and substitution. This program and others enabled us to reduce
by 250,000 the number of items in the Air Force inventory during 1963.

Management control is insured by a series of progressively higher levels of
review of the spares management actions at the depots. At the working levels
we hold reviews of requirements projections, support effectiveness, and disposal
actions.

In these reviews, the inventory manager is again graded on her effectiveness
and knowledge. Further training is directed where required. Each depot com-
mander conducts his own personal review. As an example, each depot com-
mander personally reviews the requirements projections for 20 items per week.
He makes this review, not in his office, but at the desk of the inventory manager.
His personal efforts and interest have been invaluable in creating an atmosphere
of maximum support at minimum cost. Members of the logistics command staff,
together with my staff, conduct formal reviews of requirements computations at
least twice yearly at each depot. These reviews are chaired by a general officer
and include supply, maintenance, procurement, and engineering personnel. At
these reviews 80 percent of the dollar value of procurement actions intended
over the next 6 months are examined in detail. Finally, we have encouraged
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the review of our requirements computations by staff members of the Depart-
ment of Defense and Bureau of the Budget and have been pleased with the
assistance given by this level of review.

Since our inventory is so large, both in numbers of items and in dollar value,
I would like to cite a few examples of management actions within each of the
major and somewhat different segments.

In the aircraft engine area we have an inventory of almost $2 billion, yet we
expended in fiscal year 1963 only $36 million to buy new engines. New engines
are bought only to support the new aircraft entering the system and in quantities
that complement the scheduled delivery of aircraft. Every engine, both installed
and in the spares inventory, is accounted for by serial number. We term our
engine management system an actuarial one, in that we record all the life history
of each engine. Our actuarial system differs from that used by insurance com-
panies only to the extent that we never pay the policy benefit. We just overhaul
the engine and start it on another life cycle. Since many of these engines cost a
quarter of a million dollars, our first efforts with computers were in this area.
The data we have collected makes it possible to adjust life expectancy on a timely
basis, using more precise data. Engine information is updated daily and the
computer products are summarized for the engineers and maintenance technicians
as well as the supply manager.

1 would like to relate what we have been able to do with engines for the B-52.
In 1958, our best estimate for the J-57 Pratt & Whitney jet engine used on the
B-52 F and G was a requirement of 43 percent spare engines to those installed in
the aircraft, or 1,052 engines. As data became available and we were able to
project more accurate life expectancy, we diverted 457 of these engines for in-
stallation in production aircraft and terminated contracts for 271 engines.
Prior to final delivery of the B-52G, our spare engine requirement was 15 percent
of the installed engines. At $228,000 unit cost, this represented a difference of
$166 million. More significant is the fact that we took a calculated risk and
reduced the spare engine to installed engine factor to 13 percent for the final
model—the B-52H. The engine for the B-52H is, by the way, a turbofan jet
engine which is almost identical with that used by the airlines. Although our
systems of maintenance and operations are somewhat different, it is interesting
to note that the airlines buy 25 percent spare engines. We believe our engine
management system speaks for itself, It is the product of an integrated effort
of our engineers, maintenance technicians, transportation, and procurement
experts all working with the supply manager.

The recoverable spares constitute the major portion of the dollar value
of aircraft spares inventory, $4.6 billion at the end of fiscal year 1963. Since
these items can be repaired and used over and over again, we replaced only
a very small percentage during fiscal year 1963 with an expenditure of approxi-
mately $100 million. These are the items which contribute most of that long
supply. As a rule, they don’t wear out and any operational change, engineering
change, or logistic management improvement generally produces a reaction
that causes them to fall into long supply.

Our management problem with recoverables is essentially the same as with
engines. The range and quantity of these items makes it impossible to account
for them by serial number. We project the usage of each item against the
flying hours planned for the item. We collect historical data on the rate of
maintenance removals in the field and the reasons for removal. We also main-
tain data on the repairs made at field level and the complete overhauls required
at the depot level. All of this information, including future programs is intro-
duced into the data processing equipment to make a computation of require-
ments and to control distribution of the assets.

It is in this area that individual actions by item managers are of prime
importance. I would like to cite some examples of these management actions.
First, in trying to determine the gervice life of the combustion chamber for
the TF-33 turbofan engine, an item manager was researching data on the com-
bustion chamber for the J-57 engine for comparison purposes. She noticed a
striking similarity between the engineering drawings for the two engines and re-
quested some assistance from value engineering personnel assigned to her depot.
In fact, the chambers for the two engines were identical except for the swirl
guides which establish the airflow entering the chamber. By replacing the swirl
guide, combustion chambers on hand in long supply are being modified to meet
the TF-33 requirément. Modification is costing $40 per chamber versus $290 for &
new chamber. Since the wearout of these chambers is rather high, we estimate a
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cost avoidance of almost $4 million over the next 3 years. This action, of course,
returns to the operating portion of the inventory assets which were in the
economic retention portion.

A somewhat similar situation occurred in the vanes for the first-stage turbine
for another jet engine. These vanes come in nine different contours and are
installed by groups at time of overhaul. In analyzing total stock position on
all vanes, the inventory manager found he was in long supply on some contours
and in a buy position on others. He requested assistance from our value engi-
neers, and a hot-die process was developed to reshape the contour of the long
supply vanes. Cost of the process is $3.90 against the new procurement cost
of $28. Cost avoidance was $1.2 million. Again long-supply inventory was
transferred to meet operating requirements.

A word at this point about value engineering. The personnel assigned to
this function at each depot are qualified engineers with aeronautical-mechanical,
and industrial degrees, many at the master’s level. They work for the Director
of Procurement. They look at all ‘procurements of sizable dollar quantities.
Cost reductions from this effort during the first half of fiscal year 1964 were
$35 million or a rate of over a million dollars a week. )

The final major segment of the aircraft spares inventory involves the large
number of repair parts which are used in the overhaul and maintenance of the
expensive recoverable components and the engines. The inventory valuation is
only 20 percent of the total yet almost three-fourths of our annual expenditures
for spares occur in this area. In fiscal year 1963, slightly over $300 million were
expended in this area. We manage these items on a wholesale basis. TUsage is
not generally related to future flying hour programs but can be statistically re-
lated to past trends. Our computers are programed to utilize 4 years of historical
data to determine a daily issue rate. Using individual item production leadtime
and a safety level based on this production leadtime, we provide a weekly notice
on those items requiring a management decision on stockage. The computer
compares the economics of the cost to order with the cost to hold the item in the
inventory and computes the most economical investment in stock.

Since so many of our dollars are expended in this area, we do not rely solely
on a pure machine product. Although individual item savings are sometimes
small, in total they contribute significantly to that reduction in annual dollar
programs of 60 percent that I described earlier. Each inventory manager is en-
couraged to utilize ingenuity and inquisitiveness to save dollars. Our value en-
gineering program and our item familiarization program also enter into this
management area. As an example, we were able to utilize 2 common automotive
seal costing $2.97 in replacing a complex magnetic seal costing $56.47 for annual
savings of about $55,000.

One of the major factors in reducing spares requirements over the past several
years has been a critical examination of our maintenance practices. We refer to
this as the maintenance improvement program and base self-sufficiency. Our ob-
Jectives have been to increase component reliability, increase the amount of re-
pair done at the base or using level, and to decrease the mandatory inspection and
removal intervals on items installed on aircraft.

Our approach was to utilize the ingenuity of the airman, to give him a chal-
lenge—if you think you can repair it give it a try—and finally to record what he
is doing and give him help where he peeds it. Each unit repairs what its skill
and equipment will permit. And where skill and equipment are lacking, we try
to provide it. This program covers all segments of the spares inventory. For
example, jet engines for some of our older aircraft are being maintained in the
field with no depot overhaul scheduled. The key to the management and super-
vision of this worldwide decentralized program is the maintenance data collection
system which also uses electronic data processing.

As a result of this program we have been able to reduce the assets required to
support repair lines since more of the work is accomplished in the field. We have
reduced the transportation costs associated with interchange of reparable and
serviceable items between users and depots. And because we repair and return
many of the items to service at the point of use we have been able to reduce
serviceable stock levels. With many of our units now programed to “fight in
place” this program has materially increased our combat potential. It has also
reduced our need for inviolate stocks held solely to meet a wartime requirement.

You will recall that our investment in combat equipment has increased 56
percent to a level of $37 billion by the end of thig fiscal year. This translates
to a steadily increasing repair requirement. Obviously these increasing mainte-
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pance workloads would normally put greater pressures on our depot facilities
and tend to increase their manpower needs. Our improved maintenance and
base self-sufficiency programs serve to offset this trend by increasing the scope
and quantity of repair capability at base level. This bas allowed our depots to
meet the urgent and continuing maintenance workload generally within cur-
rent facility and manpower capability. There is a continuing need to modernize
the tooling and equipment in these facilities to meet the workload of today's
complex systems.

As I explained, our efforts have been maximum utilization of the field level
maintenance capability, and extension or deletion of mandatory inspection in-
tervals and emphasis on component reliability. As an example, this program
reduced the maintenance requirements on B-52/KC-135 fleet by 4,400 man-
years.

This reduced maintenance requirement equated to 45 additional B-52 and 31
KC-135 operationally available aircraft. By utilizing this additional mainte-
nance manpower, SAC was able to increase the number of aircraft on alert
status by a significant factor.

Another area worthy of mention is the standardization of logistic management
systemg throughout the Department of Defense. The Air Force, along with
the other services, is benefiting from the standardization program. As an exam-
ple, the interservice supply support program designed to exchange assets between
the departments has been of significant value both in reducing our requirements
for dollars and in reducing our excess stocks. In fiscal year 1963 we trans-
ferred $135 million in assets to the other services and received from them assets
worth $65 million. We are working actively with the other services and the
Defense Supply Agency to link our data systems even more closely and expand
this program further.

In summary, Mr. Chairman, today we have a modern highly responsive logis-
tic system. Our emphasis placed on (1) high reliability of our systems and
components; (2) shortened pipelines for repair and transportation; (3) im-
proved maintenance practices to reduce overhaul requirements and parts con-
sumption; (4) and a high speed communications system and supply system to
react quickly to demands in the United States and overseas. Through these
actions we are supporting our weapons with much less depth of supply. The
result is clearly evident in the reduced cost of support for our newer weapon
systems.

For example, the requirements for the various instruments for the F—4C came
to slightly over $20 million this year. Management decisions in anticipation of
improvements in supply, maintenance, and component reliability reduced this
by almost 50 percent. We believe that we can support the aircraft with this
reduced procurement.

A similar situation has occurred in the missile program. The guidance pack-
age for the MINUTEMAN costs $255,000. Initial computations showed a re-
quirement for 331 units or about $85 million for spares support. To reduce this
requirement we eliminated any serviceable stock level. Next we reduced the
repair cycle requirements. These 2 actions reduced the requirement to 157 units
based on 29 days' repair flowtime. We then took a further calculated risk and
have bought only 133 in anticipation of further improvement in reliability.
These reductions amount to $50 million in support.

In fiscal year 1963, the Air Force contributed over one-half of the total cost
reductions in the Department of Defense. We have made creditable progress
in the first half of fiscal year 1964 toward the achievement of the larger goal
for this year. Spares management savings are reflected in the 2 largest separate
segments of the 25 areas included in the cost reduction program.

Our cost reduction goals for fiscal year 1965 are just as ambitious as the
previous ones and our emphasis is being broadened beyond the materiel area
to cover every phase of Air Force activity. Our focus is on positive manage-
ment accomplishment to get more results from every dollar and improve combat
effectiveness.

In conclusion, spares management in the Air Force is an integrated logistics
effort. The complexity of modern combat weapon systems requires a great deal
more than a simple accounting record of asset transfers. The Air Force logistics
system is, in some respects, just as complex as the equipment which it is designed
to support. We regard logistics management as a highly skilled profession and
our approach is a professional one aimed at all facets of the problem.
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We emphasize tough management and a cost-conscious approach to decision-
making. We provide this management with the most modern equipment avail-
able to control the logistics system. We insist that the people working in the
logistics field be given the best training possible. The art of logistics manage-
ment is being refined by the Air Force to the point where it is approaching a
science of logistics.

We have a strong incentive to minimize our support costs. We realize that
within any given budget, this will increase our capability to meet the critical
need to modernize our combat forces.

Chairman Doucras. Thank you, General. T think you have done
an extremely fine job, a very difficult job in the newest of the services.
There are other factors and costs perhaps, but these are considered
foremost.

Mrs. Griffiths.

Representative GrrrrrTas. I would particularly like to commend
you on spare parts. I think this is one of the most difficult of all areas,
and I think you really are to be congratulated if you have reduced the
quantity of spare parts that you need for support. I also think that
you should consider raising the salaries of those women on inventory
and toa new grade level.

General Gerriry. Mrs. Griffiths, we would very much like to do this,
and we may well be able to as we raise the skilis of these people and
they are able to demonstrate performance. I would like to see them
rewarded. They are people that are on the firing line.

SUPPORT FROM DSA AND GSA

. Representative Grirrrras. With a GS-14 for 80 percent of them,
you might get a little start. I would like to ask you also what kind
of support you get from DSA and GSA.

. General Gerrrry. We are getting very excellent support from both
of those agencies.

USE OF SUBS BY PRIME CONTRACTOR

Representative Grrrrrrrs. And I would like to ask you, finally,
what percentage of your procurement is in the hands of the primes;
that is, you put 100 percent procurement in their hands and how much
of it do they subcontract? What percentage? Do you know? If
you don’t, will you supply it ?

General GerriTy. We are averaging on our major weapons about
50 percent subcontracting. We encourage subcontracting. We like
to see these major primes go to the specialized industry to get the jobs
done that they can do best. So at the outset, even before we contract,
we ask our contractors who are bidding to give us a make-buy break-
down of the system that they are proposing to sell to us, and we ap-
prove this make buy.

CONTROL OVER SUBS

Representative Grirrrras. How great is your control over the subs?
General Gerrrry. Well, it varies, Mrs. Griffiths. I1f you are on a
straight fixed-price contract we really have little control. We expect
the normal commercial pressures to require the contractor to do what
is best in good sound American practices to get the item built for the
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lowest cost. Where we have cost-type contracts, or cost-plus-incentive-
fee contracts, or other contracts of that type, we do exercise varying
degrees of additional control.

SWITCHING OF SUBS

Representative Grirrirus. If a prime switches subs, do you review
the reasons?

General Gerrity. Normally we do, on this latter type of contract.

Representative GrirriTas. And what have you found to be the
reasons?

General Gerrrry. There hasn’t been a great deal of this occur, but
sometimes a prime will become involved with a subcontractor that
just can’t perform. :

Representative Grirrrras. Is there anyone in your organization
who is authorized to tell a prime to switch subs? '

General GerriTy. No, no; this is basically the prime’s responsibil-
ity. He may have to have our approval in some circumstances, but
it is his responsibility to do the job. o T

Representative GrirriTas. 1 would like to make clear, Mr. Chatr-
man, that from this gentleman’s testimony it is obvious that 50 per-
cent of the impact of the purchasing of the Air Force is out of control
of the Air Force. In my judgment, we should at some point recom-
mend that there be greater concern with the subs. ‘

Thank you very much. ,

General Gerrrry. Mrs. Griffiths, if I may expand on that just a lit-
tle bit, I don’t mean to say that our subcontracting is completely out
of the Air Force control. As I say, we are interested in the contractors

oing to the specialized industry which can do the job best, so we are
Interested in the broad subcontract base. We are also interested and
have a great influence over making sure these contractors complete
those items, and we are showing greater interest in that, day by day,
so that we get true competitive subcontracting, so that we do have a
degree of control over 1t, and it is not completely outside the Air
Force. .

Representative Grirriras. I think you should have some sort of
control so that you are really confident of the reasons for the switch-
ing. I might say I have just come from a hearing to which I listened
and in which I did not participate, where the engineers permitted
an inspector to change a sub, literally to rewrite the specifications.
Now the effect was that there was a loss of some $2 or $3 million,
but that wasn’t the main effect. The danger to the lives of everyone
landing upon a particular runway was incredible; and I might say it
could have been the President of the United States, it could have been
a Cabinet member, it could have been the Chiefs of Staff.

It was exceedingly dangerous, and the thing that impressed me
was that there really wasn’t very much review over this man’s actions.
And I again point out from your own statement that 50 percent of the
impact of your purchasing is almost placed outside your control, so
that I think that it is a point that really should be considered.

General Gerrity. I certainly do think so, Mrs. Griffiths. It is a
Eoint, and of course I am not familiar with the specific case involved

ere. Thisisthe reason I say we don’t stand aside completely, but there
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is a fundamental involved here, that it is the prime contractor doing the
subcontracting. It is his responsibility, basically, and, while we con-
sult with him and at times intervene if the case warrants it, it is still
his basic responsibility to manage. If we took over the management
we might as well make the contract direct from the Air Force to the
subcontractor.

Representative GrrrriTas. General, I want to make myself clear.
The case I am worrying about is where you do review, how do you
review the intervention. In these instances I have given you, the
services did intervene.

General GerriTy. I am afraid I don’t know of that particular in-
stance, and I don’t think as a matter of practice we do anything like
that.

Representative Grirrrras. In the instance I gave the Secretary, in
this instance I have just given you, the service intervened and the re-
sult was disastrous.

Chairman Doucras. Mr. Curtis.

COMPETITIVE BIDS DEPENDENT ON ADEQUATE DRAWINGS AND SPECS

Representative Curtis. I think this probably emphasizes the impor-
tance of engineering drawings and specifications, where you are really
going to move, I hope, under a very balanced operation and try to
get components on an advertised basis. Although your prime may
have to be negotiated, you could still break out and have a lot of ad-
vertised bids. But the checkpoint, as I see it, is adequate engineering
drawings and specifications. Would you tend to agree with that,
General?

General Gerrity. Yes, sir. It is of prime importance, and we are
emphasizing that in our endeavor to get larger breakouts. And, of
course, along with that we must emphasize the qualifications of the
respective bidders.

PROJECT 60—CONTRACT ADMINISTRATION

Representative Curris. Which leads me to emphasize again what
I think is so meritorious a task, Project 60, that Secretary McNamara
mentioned. Iam reading from hisstatement:

Another noteworthy consolidation effort, known as Project 60 is designed to
achieve uniform contract administration policies and procedures for such fune-
tions as checking production progress, inspection and acceptance of materiel,
evaluation of contractors’ ability to perform under Government contracts, review-
ing and paying contractors’ bills, on-the-spot analysis of cost proposals, ete., ete.

And if, as I asked the Secretary, you are going ahead with it, is this
kind of training program that you have referred to in other areas in
your inventory? To me, that is the key of recognizing that this area
1s a profession. Maybe you could create a corps out of these people,
get an esprit de corps, but you must recognize that this is a very difficult
art and put the proper training, emphasis, and responsibility there.
I think this is the key area which we need to build up.

Incidentally, does the Air Force participate in Project 60 yet, or is
the testing still being done elsewhere? What have you done along
these lines?
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General Gerrrry. Well, the Air Force has participated with the
other services in this project from its very outset. As a matter of
fact, an Air Force man, Colonel Sowle, actually headed up the study
program, and we are now participating in the Philadelphia test and
we will participate further in the activities which will lead to the final
organization on a countrywide basis.

NEED FOR TRAINING

Representative Cortis. General, I hope I am not putting words in
Secretary McNamara’s mouth—X don’t think anyone really could—
but is there an emphasis on training? I hopethere is.

General GerriTy. It is certainly going to be a very important part
of the entire project.

Representative Currrs. I hope so.

General Gerrity. Your problem now is that each of the services has
somewhat different practices. In orderto get everybody together
to one standard policy and procedure, there must of necessity be some
fundamental traming done.

Representative Curris. Thank you.

Chairman Doucras. Mr. Miller?

Senator MiLLEr. General, I am personally acquainted with some of
the procedures the Air Force has been following for several years. I
just want to add my commendation to those of many others that the
Air Force has received for the programs that you people have been
putting into effect. I know that some of the Air Force programs
which turned out to be highly successful have been adopted by the
Defense Department for other services, and it is refreshing to me to see
that you have not been sitting on your laurels, but you are continuing
to go ahead and do the best job you possibly can.

T think that this has helped greatly in enabling the Secretary of
Defense to present the very fine picture that he gave the committee
earlier this morning.

General GerriTy. Thank you, sir.

REPORT ON FOLLOWUP OF GAO REPORTS

Chairman Doucras. General, our staff has prepared an index and
synopsis of the 120 reports which have been issued by the General
Accounting Office since we had our last meeting last year and the index
is contained between pages 55 and 71 of the staff report.*

I will ask that you be given a copy of this. Then the synopsis of
the reports follows on the following pages about 80 pages. 1 don’t
want to overburden you with paperwork, but since you probably
dealt with these in connection with the Assistant Secretary of Defense,
Mr. Morris, if it would not be too much trouble I wonder if you would
submit to the committee and for the record reports on what you have
done about criticisms and recommendations of index No. 9 given on
page 56, index No. 10, No. 12, index No. 16, index No. 17, index No. 18,
mdex No. 21, 43, 45, and then index No. 44 on page 61, index
No. 58 on page 63, index No. 66 on page 64, index No. 71 on page 64
that dealt with the Falcon missile, index No. 75, some two Capehart

@ See staff report, 1964.



98 ECONOMIC IMPACT OF FEDERAL

projects, index 83, page 66, index 85, page 66, spare parts purchases
from the Hughes Aircraft Co., index 92, page 67, index 94, page 115,
index 96 and index 97, and index 99 on page 68, indexes 103, 105, and
106 on page 69, and indexes 109, 112, and 114 on page 70.

Would that be too much trouble? I imagine you have made reports
on these for the Secretary of Defense.

General GerriTy. Yes,sir, we have. You would like to have a brief
of these things for the committee?

Chairman Doucras. Yes, as to what has actually been done in
dealing with these criticisms and recommendations. Would that be
satisfactory ?

General Gerriry. I will certainly be pleased to furnish that.

(The material subsequently furnished follows:)

DEPARTMENT OF THE AIR FORCE,
OFFICE OF THE SECRETARY,
Washington, May 16, 196}.
Hon. PauL H, DougLAS,
Chairman, Joint Economic Committee,
Congress of the United States.

Dear Mr. CHAIRMAN: During the hearings on the “Impact of Government
Procurement on the Economy,” held by your subcommitee on April 16, 1964,
you requested that General Gerrity provide for the record a statement on what
the Ajr Force has done with respect to specific GAO reports. These reports are
listed in appendix III of the joint committee print entitled “Background Mate-
rial on Economic Aspects of Military Procurement and Supply—1964.”

Actions taken by the Air Force concerning each of the reports are contained
in the attached summation. The cited numbers in the attachment correspond
with those set forth inthe committee print.

Your interest in Air Force matters is appreciated.

Sincerely,
PerrY M. HorsiNgToN I1,
Major General, U.8. Air Force,
Director, Legislative Liaigon.

(The first nine cases listed below all pertain to pricing problems under Air
Force contracts, have therefore been grouped, and are covered, by a consolidated
statement immediately following index No. 96.)

TITLE OF REPORT

Index No. 58. Report on unreasonably high prices paid for nickel cadmium air-
craft storage batteries under negotiated fixed-price contract
AF 01(601)-22629 with Sonotone Corp., Elmsford, N.Y., Depart-
ment of the Air Force.

Index No. 71. Excessive costs included in prices for Falcon missile components
purchased from Avco Corp., Crosley Division, Cincinnati, Ohio,
by Hughes Aircraft Co., Culver City, Calif., under a negotiated
contract, Department of the Air Force.

Index No. 85. Report on overpricing of spare parts purchased from Hughes Air-
craft Co., Culver City, Calif., under fixed-price incentive contract
AF 33(600)-38280.

Index No.10. Report on review of overpricing of target seeking systems for the
Bomarc missile under Department of the Air Force negotiated
contract AF 33(600)-38098 with the Boeing Co., Seattle, Wash.

Index No. 92. Report on overestimated costs included in prices negotiated for
modification of aircraft engine test stands under fixed-price
contracts with Space Corp., Dallas, Tex.

Index No. 109. Report on overpricing of B-58 aircraft bomber recording systems

by Melpar, Inc., Falls Church, Va., on fixed-price purchase
order 509 with General Dynamics Corp., Fort Worth, Tex.
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Index No. 16. Report on examination of rentals charged for equipment owned
and operated by Morrison-Knudsen Co., Inc., Boise, Idaho, a
subcontractor under Department of the Air Force prime con-
tract AF 33(600)-29717 with Western Electric Co., Inc.,, New
York, N.Y., in construction of the White Alice communication
system in Alaska.

Index No. 52. Report on the increased price for ballistics computers resulting
from excessive estimated material costs under Department of the
Air Force contract AF 09(003)-34097 with Servo-Mechanisms,
Inc., El Segundo, Calif.

Index No. 96. Report on pricing of selected spare parts for ARC-34 communica-

. tion equipment under Air Force fixed-price contracts negotiated

with the Magnavox Co., Fort Wayne, Ind.

The GAO found faulty pricing and recommended that an appropriate refund
be obtained in the above cases.

We agreed in principle with the GAO recommendation that a price adjustment
be sought. Regarding index case Nos. 58, 71, and 83, an appropriate price ad-
justment has been obtained.

Efforts are being made to obtain a price adjustment under index case Nos. 10,
92, and 109.

Under index case No. 16, both the prime contractor and subcontractor refused
to agree to a price adjustment and the case has been referred to the Justice
Department for action deemed appropriate by that agency.

Under index case No. 52, the Air Force exhausted every effort to obtain a
refund, but the contractor was adamant in his refusal. There being no evidence
on which to base legal proceedings, the Air Force efforts were restricted to
seeking a voluntary refund.

Index case No. 96 was referred to the Justice Department and a satisfactory
scttlement of $1,150,000 was obtained.

(The following two cases pertain to procurement procedural matters, and are
covered by a consolidated statement immediately following index No. 103.)

TITLE OF REPORT

Index No. 99. Report on Unnecessary Cost Incurred in the Procurement of
AN/ARN 21C TACAN Radio Components Through Failure To
Accept Option Offer.

Index No.103. Report on increased costs incurred for ammonium perchlorate
purchased during 1961 for solid-propellant missile motors, De-
partment of the Air Force.

In the above cases GAO alleged that procurement procedures were not adequate
and that further instructions be issued to the military departments.

Regarding case, index No. 99, the Air Force disagreed with the GAO findings
and conclusions and GAO was advised that our present policies and procedures
are adequate.

In case, index No. 103, GAO was advised that certain of its recommendations
regarding the exchange of information between Government agencies pertaining
to the prices being paid for commodities, were impracticable and would not
yield the desired results. GAO was informed that for future procurement of
ammonium perchlorate, buyers will be required to obtain certain data to pre-
clude excessive prices being paid.

TITLE OF REPORT

Index No. 17. Report on payment of insufficient rental by Curtiss-Wright Corp.,
Wright Aeronautical Division, Wood-Ridge, N.J., for commer-
cial use of Government-owned facilities furnished by the De-
partment of the Air Force.

GAO concluded that because of an unreasonable decision by the Armed Serv-
ices Board of Contract Appeals, rental paid by Curtiss-Wright was understated
and that a settlement agreement entered into between the Air Force and the
contractor bars the GAO from legal action,

GAO was informed that the decision of the Board is not considered unreason-
able and that the Air Force does not agree that enactment of the Wunderlich
Act has changed or expanded the traditional authority of the General Accounting
Office to review and audit the financial transactions of the Government. The
Air Force further stated that the Wunderlich Act has not curtailed the author-

32-669—64——38
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ity of contracting agencies to enter into agreements. The DOD agrees with the
Air Force that the Board’s decision was proper.

TITLE OF REPORT

Index No.9. Report on review of uneconomical utilization and premature dis-
posal of aircraft spark plugs by the Department of the Air Force.

GAO alleged ineffective utilization and disposition of aircraft spark plugs.

The Air Force concurred and has instituted improved methods of testing,
repairing and disposing of plugs. Although GAO made no recommendations in
its report, it was stated that the improved methods instituted by the Air Force
should result in more effective utilization of existing stocks and should reduce
future expenditures for such items.

TITLE OF REPORT

Index No. 12. Report on followup review of supply management of selected
radio communication sets within the Department of the Air
Force.

As a result of GAO draft report, the Air Force made a worldwide study of
so-called lost AN/TRC radio components, and accounted for $20 million of such
components. GAO acknowledged that Air Force took prompt action and made
$16 million of these components available to Army. GAO does not believe that
further expenditure of effort to locate lost assets is warranted. There were
no recommendations contained in the GAO draft report.

TITLE OF REPORT

Index No. 18. Report on review of the excessive cost of leasing compared with
buying certain electronic data processing equipment by the De-
partment of the Air Force.

GAO criticized the Air Force for failing to buy EDP machines at reduced prices
rather than continuing to lease.

Air Force continuously studies the merits of purchase or lease of EDP in
conformance with DOD policy. These reviews have resulted in Air Force pur-
chase of over $67 million of EDP systems during fiscal year 1964.

TITLE OF REPORT

Index No.21. Report on review of realinement of item management respon-
sibilities in the Air Force Logistics Command pursuant to imple-
mentation of the Federal cataloging program, Department of the
Air Force.

GAO alleged that between 1958 and 1962, management responsibilities for more
than 250,000 items in the Air Force supply system were transferred among
various item managers and installations in Air Force Logistiecs Command. That
because of lack of orderly procedures, $9 million of material was lost to manage-
ment control.

The Air Force concurred and has revised its written procedures, and has
installed mechanized systems throughout Air Force Logistics Command. This
enables correlation of program changes and item managers receive automatic
notification of significant program changes.

TITLE OF REPORT

Index No. 43. Report on followup review of noncompetitive procurement of aero-
nautical replacement spare parts in the Department of the Air
Force.

GAO alleged that the Air Force interpretation of the ASPR clauses regarding
marking of data by contractors was incorrect.

The Air Force disagreed and GAO was advised that Air Force policies and
procedures for determining proprietary items are not in error. The Air Force is
continuing to make strenuous efforts to increase our competitive posture for
procurement of spare parts. Cases were cited in support of the Air Force posi-
tion that current methods are more workable and economical.
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TITLE OF REPORT

Index No. 44. Report on uneconomical use of parts kits to support depot over-
haul activties in the Air Force Logistics Command, Department
of the Air Force.

GAO alleged that improvements needed to be made in the management of
repair and overhaul parts kits.

The Air Force concurs and has revised regulation AFLCR 6542, requiring
continuous and critical monitoring of this area. All kits involved in specific
criticism by GAO were reviewed and corrective revisions have been made.

TITLE OF REPORT

Index No. 66. Report on overstatement of needs and illegal use of commercial-
type vehicles by the Kanto Base Command, Japan, 6,100th Sup-
Wing, U.S. Air Force.

GAO alleged that periodic tests of the accuracy of Air Force data used to
justify need for pickup trucks on hand needed to be made.

The Air Force concurs and has made such review. Instructions have been
issued to all major Air Commands that unofficial use of Government-owned
vehicles on a reimbursable basis be discontinued.

TITLE OF REPORT

Index No. 75. Unnecessary costs incurred because of administrative negligence
and poor design in the construction of two Capehart housing
projects, Department of the Air Force.

GAO alleged that approximately $163,000 was or would be spent to correct
damage caused by administration negligence or poor design in connection with
construction of two Capehart projects by the Air Force at Myrtle Beach, S.C.,
and Chanute, I1l.

The Air Force denied the existence of negligence or poor design. The Depart-
ment of Defense agreed with the Air Force and so advised GAO.

TITLE OF REPORT

Index No. 83. Report on unnecessary procurement of office furniture for use in
the Pentagon.

GAO alleged that Air Force made unnecessary procurement of office furniture
for use in the Pentagon.

Air Force does not concur. The purchase of the unitized furniture has af-
forded more work area, better utilization of floorspace, has saved man-hours
by improving workflow and all directorates using the furniture have noted an
increase in efficiency.

TITLE OF REPORT

Index No. 94. Report on increased costs resulting from the procurement of spare
parts under contracts for related aeronautical equipment, De-
partment of the Air Force.

GAO alleged that the Air Force needed to improve its technigues for screen-
ing spare parts buys, so that where spare parts are required for initial support
of equipment of a type already in the supply system, procurement can be made
more economically directly from manufacturers or suppliers, instead of from
the equipment contractor.

As a result of the GAO draft report of April 1963, a training program was given
to selected personnel at all air materiel areas. Revisions have been made to
manuals, regulations, and operating procedures compatible with the GAO recom-
mendation.

TITLE OF REPORT

Index No. 97. Report on overbuying and unnecessary overhaul costs resulting
from failure of the Air Force to follow the Navy’s practice of
separating accessories from spare reciprocating aircraft engines.

GAOQ alleged that considerable savings would result if the Air Force adopted
th;ln Navy policy of removing accessories from spare aircraft reciprocating
engines.
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The Air Force provided a reply to DOD regarding the nude engine concept as
it applies to reciprocating engines. On March 21, 1964, DOD requested the Air
Force to reexamine the reciprocating engine situation under a format they pro-
vided. This study is being conducted by Air Force Logistics Command and is
to be completed in the current fiscal year.

TITLE OF REPORT

Index No. 105. Report on excessive stocks at selected bases of U.S. 5th Air Force
in Japan and Korea.

GAO alleged that excess stocks were on hand at certain 5th Air Force bases
and that an adequate system of surveillance of base level supply activities needed
to be initiated to assure that Air Force procedures result in efficient supply
management. )

The Air Force concurred and has taken steps resulting in transfer and re-
distribution of items valued in the millions. The Air Force has also revised pro-
cedures under Air Force Manual (AFM) 67-1, including improved reporting
techniques. .

TITLE OF REPORT

Index No. 106. Report on ineffective program planning and uneconomical utiliza-
tion of personnel assigned to the Air Force Reserve recovery
program.

GAO alleged that as a result of ineffective program planning by the Air Force,

a sizable portion of the reserve recovery squadrons will be of little value to

using commands in the event of an emergency.

The GAO recommendations are currently under consideration.

TITLE OF REPORT

Index No. 112. Report on the uneconomical replacement of vehicles by the U.S.
5th Air Force, Fuchu Air Station, Japan.

GAO alleged there was premature disposal and replacement of M-gseries ve-
hicles, and that procedures should be established to minimize the possibility of
subordinate commands issuing instructions not consistent with established AF
policy.

Air Force concurs that there was premature disposal of vehicles, but found that
there were mitigating circumstances. Management procedures have been estab-
lished to provide better controls over allowances, authorizations, and replacement
of vehicles. .

TITLE OF REPORT

Index No. 114. Report on:deficiencies in administration of Government quarters,
: messing facilities, and military leave at Dow Air Force Base,
Maine.’

GAO alleged deficiencies in the administration of Government quarters and in
accounting for leave chargeable to military personnel.

Action bas been taken to correct each discrepancy noted in the GAO report.
Close supervision is being maintained on issuance of certificates of nonavailabil-
ity of quarters and messes. Certifiactes of nonavailability of quarters are
reconciled daily with bed cards and related records to assure that erroneous
certificates are not issued.

COST REDUCTION PROGRAM—DSA

Chairman Doueras. Thank you very much, sir. Thank you for
your work. Now we are very glad to have General McNamara and
Vice Admiral Lyle from the Defense Supply Agency. General Mc-
Namara, I want to start off by congratulating you for what you have
done. You took over a very difficult situation and so far as I can tell,
you carried it off with great ability.and force and I think the whole
country owes you a debt.

We regret though that you are not going to continue, but you appar-
ently have your successor with you. I want.to congratulate you on
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your fine job and also congratulate your successor, Admiral Lyle, wish
him well, and say that if you equal the record of General McNamara
you will be doing extremely well.

Representative Curtts. Mr. Chairman, may I join in that? I feel
that very deeply and I certainly want to congratulate General McNa-
mara for what I regard as an extremely difficult job well done and I-
welcome the admiral into a still very, very difficult task.

Chairman Dovcras. You are going to have a hard time to fill Gen-
eral McNamara’s shoes, but I hope the shoes will be of the same color.

STATEMENT OF LT. GEN. A. T. McNAMARA, U.S. ARMY, DIRECTOR,
DEFENSE SUPPLY AGENCY ; ACCOMPANTIED BY VICE ADM. JOSEPH
M. LYLE, U.S. NAVY, DIRECTOR-DESIGNATE, DEFENSE SUPPLY
AGENCY

General McNamara. I have a choice, Mr. Chairman, dependent
upon your time limit, I have a 30-minute statement, or I have a 7-min-
ute summary I could highlight here.

Chairman Doucras. We will print your statement as prepared and
then if you will make a summary, we will appreciate it.

(The statement referred to follows:)

DEFENSE SUPPLY AGENCY PROGRESS REPORT TO SUBCOMMITTEE ON DEFENSE
PROCUREMENT OF THE JOINT EcoNoMIC COMMITTEE BY LT. GEN. A. T. McNA-
MARA, U.S. ARMY, APRIL 1964

Mr. Chairman and members of the committee, I regret to say that this will be
my last opportunity to appear before the Joint BEconomic Committee as the
Director of the Defense Supply Agency. 'This committee has long fostered and
encouraged the concept of integrated management of supplies and services within
the Department of Defense and the Federal Government. As you know, inte-
grated supply and service management is the purpose for which the Defense
Supply Agency was founded and its success is attributable in large measure to
the interest and assistance of this committee.

When I was informed by the Secretary of Defense that I would be privileged
to make a statement to you today, I reviewed the remarks made to this commit-
tee by Secretary Morris last year, and the information that we recenly furnished
your staff. In view of the availability of this information, I will confine my
remarks to those areas I believe to be of primary interest to the committee at
this time. (Seechartl.) These are:

(1) An overview of progress made in assuming assigned missions.
(2) Highlights of our service and supply operations.

(3) Management of procurement and utilization programs.

(4) Relationships with the General Services Administration.

The Defense Supply Agency was established upon the sound foundation laid
by the single-manager system, which was comprised of defensewide commodity
and service managers within the military departments and the Armed Forces
Supply Support Council and Center. The Council and the Center were charged
with policy coordination, systems development, and the administration of
defensewide programs. (See chart II.)

Initially we assumed operational control of eight commodity managers, one
service manager, and the defense programs administered by the Armed Forces
Supply Support Center, which included cataloging, standardization, surplus dis-
posal, materiel utilization, and coordinated procurement. Since then, we have
received a number of additional assignments. These were: electronic supplies,
chemical supplies, packaged petroleum, industrial plant equipment management,
the Defense Documentation Center, two military clothing factories, household
goods storage and movement, and Army Engineers supplies.

We are virtually operational for all assigned missions. The Defense Supply
Agency has now emerged as a major element of the defense logistics establish-
ment.
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The assumption of these missions was effected in accord with time-phased
plans. For example, when we begun operations on J anuary 1, 1962, we were re-
ceiving approximately 0.4 million requisitions per month ; today, we are averag-
ing more than 1.1 million requisitions per month. Nine out of ten of these
requisitions are met from material on hand. The number of centrally managed
items has shown an even sharper increase—from 87,000 in January 1962 to
almost 1.4 million (1,379,000) at the end of this fiscal year. (See chart II1.)

CHART 111
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We have been able to perform assigned missions with fewer people, fewer facili-
ties, a sharply curtailed number of storage locations and reduced inventory
investment. We are performing currently assigned missions with 5,300 fewer
civilian and military personnel than were identified with the performance of the
same missions within the military departments. It is expected that these person-
nel reductions will amount to 5,675 by June 30,1964. We have eliminated 29 activi-
ties (most of which were of relatively small size) within our Field Establishment.
I shall discuss the reduction in the number of storage locations in more detail
later. Finally, although we have capitalized a cumulative total stock fund
investment of $2.9 billion, this investment will have been drawn down to $2.4
billion by the end of fiscal year 1964, principally through sales without replenish-
ment of stocks in long supply. (See chart IV.)

The design of a single streamlined distribution system was one of the most
urgent problems confronting the Defense Supply Agency at the time of its activa-
tion. We began operation in January 1962 using the separate distribution
systems with a variety of procedures established by the separate commodity
managers. (SeechartV.) At that time, commodities assigned DSA were stored
in some 77 major distribution facilities dispersed among the military depart-
ments. In lieu of this, we have installed a distribution system indicated, which
is comprised of the following principal activities :

(1) Seven principal distribution depots, represented by triangles, stock-
ing a wide range of commodities.

(2) Four specialized support depots, the circles, designed to furnish
specialized support in specific areas of supply. In addition, we are stocking
a limited range of our commodities in 18 direct supply points for the Navy,
represented by squares, designed primarily to provide for the unique need
of large volume users such as shipyards and repair facilities.
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CHART 1V
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The design and geographic dispersion of the distribution system provides for
achieving two major objectives:

(1) A storage pattern based on the concept of positioning stocks close
to the concentrations of military posts and ports of embarkation in the
United States.

(2) Consolidation of all requisitioning procedures and stock control func-
tions in the defense supply centers.

While our principal depots typically receive, store, and issue a wide range of
commodities, the management of specific commodity groups is centralized at
single locations which we call our national inventory control points. These con-
trol points are located as indicated in the accompanying chart VI. Each of them
receives requisitions from authorized ordering agencies for commodities assigned
to it. Each is responsible for maintaining all wholesale inventory accounts, for
directing procurement, and for ordering the release of commodities from depots.
Bach is also responsible for such other related functions as cataloging, standard-
ization, and industrial preparedness planning applicable to the commodities it
manages. This, we believe, permits most effective control of total system
inventories, insures that demands will draw upon total available assets, and
maximizes responsiveness to emergency needs. (See chart VI.)
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One of the major but lesser known responsibilities of the Defense Supply
Agency is the design and maintenance of assigned defensewide standard logistics
systems. A uniform issue priority system, standard requisitioning and issue
procedures, and standard transportation and movement procedures are already
in being. (See chart VII.) Additional projects under development include:

(1) Specially tailored manuals for use by Defense contractors in the
implementation of these systems.

(2) Standard supply reporting and accounting procedures for use by all
Defense activities.

(3) Standard item characteristics coding to permit machine processing in
cataloging, provisioning screening, and interchangeability and substituta-
bility decisions.

(4) A rapid data routing and addressing center network to expedite
logistics data transmission.

(5) A standard system for measuring all elements of supply performance
for use by all supply managers within the Department of Defense.
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CHaRT VII
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As already noted, we started in January 1962 with the management of a rela-
tively small number of items in four commodity areas (clothing, medical, sub-
sistence, and general supplies). Our system has grown in less than 214 years
to include nearly 1,300,000 centrally managed items. The figure will rise to
almost 1.4 million items by June 30 of this year. Except for the introduction of
new items and the yet incomplete transfer of electronics materiel, the shift of
commodity management from the military departments has been for the most
part accomplished. The transfer has been made with virtually no disruption in
operations and with no loss in capability to respond to emergency demands. For
instance, following the recent earthquake in Alaska, DSA had medical materiel
moving within 2 hours after receipt of the initial request. The same capability
has been reflected in our around-the-clock response to such demands as those
stemming from the Cuban crisis, Vietnam operations, and joint military
exercises. (See chart VIIL.)

Despite this rapid growth in the number of items managed, significant savings
in operation costs and stock fund investment have been achieved. Also, DSA
screening has resulted in the decentralization to local management of 199,000
commercially available items, the elimination of 64,000 items from the system,
and the transfer of 44,000 items to the General Services Administration.

The Defense Supply Agency acts for the Secretary of Defense in the adminis-
tration of the Defense-wide cataloging and standardization programs. It is also
responsible as a commodity class manager for roughly one-half the total num-
ber of items in the Defense system. In both these capacities, we have been
vitally concerned with the rate at which new items have been entering the
supply system.

For the period 1958 through 1961 the number of active stock numbers in the
Defense catalog has been increasing at an average rate of over 150,000 items per
year. This rate of increase became even more pronounced during fiscal year
1962 when we experienced an increase from 3.8 million items in June 1961 to 4
million in June 1962—a net growth of approximately 200,000 items or an increase
of over 7% percent. Item reduction programs and emphasis upon preventing
the entry of unnecessary new items into the system in which both DSA and the
military services have participated appear to have succeeded in reversing the
trend. Between June 30, 1962, and February 29, 1964, a net reduction of 48,000
items occurred within the Department of Defense. While gratified by this reversal
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CHART VIIT
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in trend, we are by no means satisfied that we have this problem fully under
control. Therefore, additional emphasis and attention is still necessary to
reduce further the size of the Federal catalog by controlling the entry of unnec-
essary items. (See chart IX.)
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The Office of the Secretary of Defense has recently approved the establishment
of an item entry control office within the Defense Supply Agency. This office
will play an active role in developing and monitoring the performance of sys-
tems and programs and controlling the entry of new items in the Defense system.

Initial studies performed by this office confirm the findings of earlier and less
comprehensive studies made by the military services. At the present time, a
technical data base adequate for item entry control on a defensewide basis is
seriously lacking. A few areas have been identified where it appears that tech-
nical data is adequate to institute a test of improved procedures. For an ex-
ample, the Defense Electronics Supply Center has compiled and systematized
technical data on resistors for use in item reduction and item entry control.
About 81,000 items are introduced each year in this fast growing commodity
class and the file now contains approximately 185,000 active items. The Elec-
tronics Center has identified 70,000 of these for elimination ; 73,000 are awaiting
final decision; and the 42,000 remaining items have been selected for approval
by the military services as standard and preferred items. When approved, lists
of these items will be furnished to design and provisioning activities to encour-
age their selection in lieu of new items. These efforts are expected to reduce
the rate of entry of new resistor items by about 50 percent in a 2-year period.
While this sharp reduction appears to be feasible in this rapidly growing supply
class, other commodity areas may not produce similar results. A test program,
to include several additional classes at four other locations, and encompassing
commodities responsible for about 25 percent of total growth, is expected to pro-
vide data for future systems as well as a basis for measurement of results,
effectiveness, and potential. (See chart X.)

The Defense Supply Agency is also actively engaged, as an inventory manager,
in the simplification and elimination of items in commodity classes assigned to it
for management.

By the end of fiscal year 1964, we will have reviewed for essentiality over
25 percent of the iterns under our management. As a result of this review of
318,000 items, we will have standardized 205,000 and eliminated about 113,000
from the system.

While these results are encouraging, we believe our standardization program,
as well as our efforts to control the entry of new items into the system, will
become even more effective, as we acquire better technical and performance data
applicable to existing ite ms. (See chart XI.)
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CHART XI
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Reviews of recurring annual savings in operating costs furnish another meas-
ure of the soundness of the decision to establish DSA. The consolidations,
mergers, reduction of storage sites, and elimination of duplicate inventory
management activities have resulted in sizable savings. These savings of
$34.1, $41.5, and $56 million are based principally on reduced staffing and
maintenance costs, and other related savings such as reduced equipment rentals
resulting from consolidations and mergers. ¢See chart XII.)

CHART XII

Recurring operaTionAL SAVINGS

Millions of Dollars

6.0
e wm )
HEd Ol '.'f'.
T

M )

Kl — A

2]

=

TRNN W T
oA G T
stmyn W e




112 ECONOMIC IMPACT OF FEDERAL

In the analysis of these savings, it should be stressed that the total savings
shown represent hard savings. For the most part, they are associated with
specific reductions in personnel allowances for the military departments as
compared with the number of personnel transferred to the Defense Supply
Agency. If we can assume that these costs would continue to accrue each year
had DSA not been established, the cumulative cost to the taxpayer would
aggregate $131.6 million through fiscal year 1965. Even if these costs were
offset by the cumulative cost of $14.5 million attributable to the rehabilitation
of the new headquarters site and relocation of activities, a net saving of $117.1
million would have obtained.

The Defense Supply Agency’s role in the procurement field has also expanded
rapidly. In fiscal year 1964 we expect to procure about $3.1 billion worth of
materiel in comparison to the January 1962 rate of $2.3 billion. As indicated,
three commodities, food, clothing, and petroleum comprise more than 75 percent
of the total procurement program. The balance is divided among the remaining
six commodity groups.

To date, our current year procurements total approximately $2 billion, or
about two-thirds complete—right on target. (See chart XIIIL)

The Defense Supply Agency is continuing to broaden the base of procure-
ment through emphasizing the opportunities the DSA market offers to industry
and increasing the scope of competition for our contracts. In giving particular
attention to increased competition, awards to small business firms and labor
surplus areas have not been overlooked. In fact, on a comparative basis our
current competitive rate of 91.4 percent, together with a rate of 89.7 percent in
awards to small business and 24.3 percent labor surplus rate, represent small
increases over the already high achievements of fiscal year 1963. It should also
be remembered that the type of commodities managed by DSA lend themselves
to competitive procurement more readily than those managed by the military
services and, therefore, direct comparison with service performance should be
avoided. (Seechart X1IV.)

We are also making some progress in reducing procurement costs by the
elimination of unnecessary (goldplating) features of items we procure without
impairing their performance. This is accomplished through the formalized re-
view and inspection procedure of our value engineering program. The table
below presents examples of savings DSA has achieved through this program.
While individually small, the aggregate of these and similar savings becomes
quite significant when applied to a large number of commodities over a period of
time. (See chart XV.)

CHART XIII

FISCAL YEAR 1964 PROCUREMENT
PROGRAM TOTALS $3.057 BILLION

$1,965 MILLION OR 64.9% PROCURED

OTHER ¢ MIL
General  164.5
Electronics 118.5

Other $726.2 Industrial 1204
Construction 177.0

Automotive  18.9
Petrulzg%ﬂml Clothing $225.6 J Medical 1269




SUPPLY AND SERVICE ACTIVITIES 113

CHART XIV

PROCUREMENT
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CHART XV

EXAMPLES of vaLUE ENGINEERING SAVINGS ]

ODESCRIPTION OF REVISED PROCESS, SUBSTITUTION, OR REDESIGN SAVINGS

IDENTIFICATION TAGS: SUBSTITUTION OF CORAOSION

RESISTANT STEEL FOR MONEL METAL $'30 600
MIL-R-Il TYPE RESISTORS: MODIFICATION OF PACKAGIKG

SPECIFICATIONS $loo,ooo

U.S. FLAG: SUBSTITUTION OF SILX SCREEN PROCESS IN LIEU
OF APPLIQUE PROCESS $72 IOO

4 PHOTOGRAPHIC PAPER: MODIFICATION OF PACKAGING $6!,ooo

5 SCREWCAP CAN: REDESIGN OF THE CLOSURE $49’ooo
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Examples of value engineering savings

Description of revised process, substitution, or redesign: .
1. Identification tags: Substitution of corrosion-resistant steel for Saevings

Monel metal $130, 600
2. Mil-R-II type resistors: Modification of packaging specifica-

tions 100, 000
3. U.8. flag: Substitution of silk screen process in lieu of applique

process. 72,100
4. Photographic paper: Modification of packaging 61, 000
5. Screw cap can: Redesign of the closure 49, 000

The items shown in the chart are samples of DSA’s accomplishment in this
area. In each case, these savings represent actual reductions in the total costs
of fiscal year 1964 procurements. For example, the substitution of steel for
Monel metal reduced the costs of identification tags $15.60 per thousand and the
total cost of the order by $130,600. Similar savings will occur each time a pro-
curement of this nature is made. Total savings for this program aggregated
$2.1 million in fiscal year 1963 and are expected to exceed $3 million during fiscal
year 1964.

Important as it is to reduce the cost of items we procure, it is at least equally
important to reduce the need for procurement through improved utilization
of what we already have. DSA is charged with major responsibilities in this
area, both as the manager of stock funded inventories of assigned commodities
and as administrator of the total material utilization program for the Depart-
ment of Defense.

One of the major advantages of integrated management is that customer de-
mands are automatically matched against total Defense wholesale assets, thus
obviating the need for exchange of requirements and asset data among separate
managers of the same commodity. This opportunity has made it possible for us
to reduce total inventory investment through the sale, without replenishment, of
existing inventories. In this way, we drew down our inventory investment by
$38.5 million in fiscal year 1962. The drawdown in fiscal year 1963 was $265.6
million. We expect an added drawdown of $192 million in fiscal year 1964 ; and
an additional $144 million in fiscal year 1965 to reach a cumulative total exceed-
ing $640 million by the end of the latter year. (See chart XVI.) These reduc-
tions have resulted from—

(1) Improved wholesale requirements determinations which have per-
mitted reduced operating levels;

(2) Consolidation of total inventories which has permitted lower safety
levels; and

(3) Increased utilization of excess or long supply materiel in lieu of
new procurement, frequently through the substitution of available materiel
satisfactory to the users in lieu of materiel initially requested.

As administrator of the Defense materiel utilization program, the Defense
Supply Agency has sought to stimulate the interchange of of materiel among
all inventory managers within the Department of Defense. Its efforts have
been directed principally toward the identification of materiel in long supply
in the inventories of one or more services and matching it against procurement
needs elsewhere. Total redistribution within the Department of Defense has
risen an average of $90 million during each of the last 2 fiscal years. We
expect another increase this fiscal year of $100 million, raising the total to
an alltime high of nearly $1.3 billion. (See chart XVII.)

Two major programs have been given principal emphasis over the last 3
years. First, the “plus” program provides for a mechanized screening of service
requirements against releasable system assets and also employs service fur-
nished interchangeability and substitution data. Second, the weapon systems
phaseout program is designed to identify materiel used in complex weapon sys-
tems scheduled for phaseout which can be diverted to other use, thus reducing
expenditures for new materiel and new systems having similar basic com-
ponents. The weapons included in this program are listed in the following
table. The figures in the right-hand column, totaling $520 million, represent
the cumulative total value of materiel redistributed for these systems over the
past 3 years. (Seechart XVIII.)
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NONRECURRING INVENTORY SAVINGS
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CHART XVIII

DoD REUTILIZATION
OF PHASED-OUT WEAPON SYSTEMS MATERIEL

Savings in millions of doliars as of 29 Feb 64
° 16.0 miniion

64.0
20.0

154.3
88.8

W 101.9
- - 5.3

ACRC | 10.3
. *520.8 mittion

DOD reutilization of phaged-out weapon systems materiel
[Savings in millions of dollars as of Feb. 29, 1964]

Terrier (U.S. Marine Corps) 76.0
Nike-Ajax (U.S. Army) 64.0
Honest John (U.S. Marine Corps) 20.0
Thor (U.8. Air Force) 164.3
Jupiter (U.S. Air Force) 88.8
Skybolt (U.8. Air Force) 101.9
Corporal (U.S. Army) 5.6
Lacrosse (U.S. Army) 10.3

Total 520. 8

DSA recognizes the committee’s interest in arrangements for effective and
efficient supply management for all Federal Government agencies and its con-
current concern for the impact of Federal supply programs on the national
economy. In spite of the size and complexity of the problem, significant progress
is being made by close joint efforts between the Department of Defense and the
General Services Adminstration. Our basic objective is to fit together our sepa-
rate capabilities in a coordinated system which permits each, GSA and DSA,
to perform their respective missions with maximum benefit to the Government as
a whole. As indicated, GSA’s support of the Defense Department has more than
doubled during the 6-year period, fiscal year 1958-63. This represents a sig-
nificant rate of increase, but even this rate is being exceeded this year and we
expect GSA sales to DOD to reach a record high of $976 million in fiscal year
1964. (See chart XIX.)

The increase in sales during fiscal year 1964 resulted in part from the recent
transfer of management of handtools and paint and exemplified the increased
emphasis on the use the General Services Administration as a major source of
supply support for the Defense Department. This transfer of some 25,000 items
with inventories of $58 million was effected as a result of a joint study and,
though phased over a very short period of time, was accomplished with a mini-
mum of disruptions.
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CHART XIX

TREND IN GSA SALES TO DoD
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In recognition of the expanding use of the General Services Administration as
a source of supply for Defense users, the Office of the Secretary of Defense
recently assigned DSA the responsibility for monitoring Defense relationships
with GSA in the area of procurement and supply services. This extends beyond
assigned item responsibility and requires that we review and evaluate all defense
supply arrangements with GSA. The purpose is to give increased attention to
uniform policies and practices in this area, and make optimum use of General
Services Administration facilities consistent with military readiness require-
ments.

We are attempting to capitalize on this potential promptly. We are jointly,
with the General Services Administration, subjecting over 25,000 items to objec-
tive analysis in an effort to establish criteria for determining those items which,
because of military considerations, must be managed for the Department of
Defense by DSA and those items which can and should be managed by GSA.
These criteria, when tested and approved, will constitute a key portion of
what we hope to conclude as a general agreement on supply relationships. (See
chart XX.) This agreement by its provision is intended to:

(1) Clarify and stabilize the respective roles of GSA and DOD in overall
supply management matters—generally to retain within Defense the man-
agement of items principally or exclusively used in support of military
operations and to use the General Services Administration as a source of
supply for items widely used in support of the administrative housekeeping
and maintenance functions of Federal executive departments.

(2) Identify and study all commodity areas where Defense, through DSA,
may provide Government-wide support.

(3) Maximize cross utilization of facilities, capabilities, and services.

(4) Establish coordinating roles for the Defense Supply Agency and the
Federal Supply Service for Defense and civil agency support, respectively.

Both the General Services Administration and the Bureau of the Budget have
suggested the feasibility and desirability for the Defense Supply Agency to assume
support of all Federal agencies for selected items and commodities. While we
do not seek such assignments, we are ready to consider them if the best interests
of the Government are thereby clearly served. Areas such as subsistence, med-
ifcal, and electronics, where military usage constitutes an overwhelming pre-
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DoD

CHART XX

SUPPLY MANAGEMENT RELATIONSHIPS

Clarify respective roles

ldentify commodities for Government-
wide support

Cross-utilize facilities, capabilities

DSA coordinate for DoD - FS3/GSA
coordinate for civil agencies

ponderance of the Government-wide requirement, illustrate this potential. We
are now actively engaged with the General Services Administration and the
Veterans’' Administration in a priority study of subsistence supplies, and have
other commodities under consideration.

Mr. Chairman, this concludes my report on progress made by DSA in the areas
.1 believe to be of primary interest to this committee.

As you know, I am retiring after.36 years of service. Although my military
career has included many interesting and challenging assignments, I consider that
my service as the first Director of the Defense Supply Agency, with the exception
of combat duty, has been the highlight of my career. I greatly appreciate the
interest and support I have received from this committee.

General McNamara. Because of this limited time, Mr. Chairman,
and members of the committee, I propose confining my remarks to
highlights of the areas of DSA’s operations which I believe will be
of greatest interest to you.

T would like to mention that this is my last opportunity to appear
before this committee as a member of the Defense Department on
active duty and I wish to express my appreciation and the apprecia-
tion of my staff in the Defense Supply Agency for the generous as-
sistance and encouragement that has been extended to us.

I believe that the progress made by DSA in the improved manage-

ment of supplies and services is testimony to the soundness of the
‘concept of centralized management of common military supplies and
services that has been espoused by this committee.
:  Since DSA began operations in January of 1962 we have assumed
the management of some $2.9 billion worth of inventory stored at
77 locations, and within that time we have reduced our inventory
to a little less than $2.4 billion. Storage locations are continuously
being reduced to 29 locations.
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DSA RECEIVES 13 MILLION REQUISITIONS ANNUALLY

We are currently receiving over 13 million requisitions annually,
meeting 9 out of 10 of the requirements from material on hand, and
‘during fiscal year 1964 will procure material worth $3.1 billion, 91.4
‘percent competitively. These inventory reductions, and our solid
record of materiel availability are directly attributable to DSA’s cen-
ttralized supply and service management.

DSA SAVINGS

| Furthermore, they were accomplished with significant savings in
both money and people over the cost of performing the same missions
within the military departments. As of the end of February we
have eliminated 5,303 civilian and military spaces and we are achiev-
ing operating savings at an annual rate of $41.5 million. In addi-
tion, our one-time inventory savings to date exceed $400 million and
are expected to exceed $640 million by the end of fiscal year 1965.

SCOPE OF ROLE OF DSA

Initially we assumed operational control of eight commodity man-
agers, and one service manager, and the defense programs admin-
istered by the Armed Forces Supply Support Center, which included
cataloging, standardization, surplus disposal, materiel utilization,
and coordinated procurement.

Since then we have received a number of additional assignments.
These were: electronic supplies, chemical supplies, packaged petro-
leum, industrial plant equipment management, the Defense Documen-
tation Center, two military clothing factories, household goods
storage and movement, and Army engineering supplies.

We are virtually fully operational for all of the assigned missions
and DSA has emerged as a major element of the Defense logistics
establishment. The Agency acts for the Secretary of Defense in the
administration of Defense-wide cataloging and standardization pro-
grams and is also responsible as a commodity class manager for roughly
one-half of the total 3.9 million items in the Defense system catalog.

These assignments, together with our accomplishments in the ma-
teriel utilization, item entry control, and related cost reduction pro-
grams constitute the major portion of DSA’s current mission.

COORDINATION WITH GSA

The Defense Supply Agency recognizes the committee’s interest
in effective and efficient supply management for all Federal agencies
and its concern for the impact of Federal supply programs on the
national economy. Significant progress is being made by joint efforts
of the Department of Defense and the General Services Administration
to fit together our separate capabilities in a coordinated system, per-
mitting both GSA and DSA to perform their respective missions with
maximum benefits to the Government as a whole.

GSA support of the Defense Department has more than doubled
during the 6-year period, fiscal years 1958 through 1963. _This repre-
sents a significant rate of increase, but even this rate is being exceeded
this year and we expect GSA sales to DOD to reach a record high of
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$976 million in fiscal year 1964. The increase in sales during fiscal
year 1964 resulted in part from the recent transfer of management
of handtools and paint and exemplifies the increased emphasis on the
use of the General Services A dministration as a major source of supply
support for the Defense Department. This transfer of some 25,000
items with inventories of $58 million resulted from a joint study and
‘wag accomplished with a minimum of disruptions.

Recognizing the expanding use of the General Services Adminis-
tration as a source of supply for Defense users, the Office of the Sec-
retary of Defense recently made DSA responsible for monitoring
Defense relationships with GSA in the area of procurement and supply
services. This extends beyond assigned item responsibility and re-
qmi'le%r tShXt we review and evaluate all Defense Supply arrangements
wit .

SUPPORT FOR ALL FEDERAL AGENCIES

Moreover, both the General Services Administration and the Bureau
of the Budget have suggested the feasibility and desirability of De-
fense Supp%y Agency’s assumption of support of all Federal agencies
for selected items and commodities. While we do not seek such as-
signments, we are ready to consider them if the best interests of the
Government are thereby clearly served. Areas such as subsistence,
medical, and electronics, where military usage constitutes an over-
whelming preponderance of the Government-wide requirement, il-
lustrate this potential. 'We are now actively engaged with the General
Services Acﬁninistration and the Veterans’ Administration in a
priority study of subsistence supplies and we have other commodities
under consideration.

Mzr. Chairman, this concludes my abbreviated report on the Defense
Supply Agency in the areas that I believe to be of primary interest
to this committee. While the progress that DSA has made can, of
course, be attributed to many sources, I am convinced that the major
contributions stem from the gedication and the ingenuity of the people
made available to me by the military services.

As you know, I am retiring after 36 years of service and, although
my military career has included many interesting and challenging
assignments, I consider that my service as the first Director of the
Defense Supply Agency, with the exception of combat duty, has been
the highlight of my career. Thank you, sir.

Chairman DoueLas. Thank you, General. You have put the whole
country in your debt. As you are going out, do you have any recom-
mendations which you would like to ;]a%(e to this committee or to the
services in this field ?

General McNamara. Mr. Chairman, I am studying right now an ex-
%ression of final interest which I intend to submit to the Secretary of

efense prior to my departure from the Agency and really I am not
ready at this time to state specific views as to what additional assign-
ments the Defense Supply Agency can and ought to assume.

PROGRESS IN INTERSERVICE SUPPORT

Chairman Douceras. Have you been able to match requirements
against stocks and to effect interservice transfers rather than indi-
vidual purchases generally, that is, one service might be oversupplied
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and give an item to another service undersupplied? Are you able to
transfer between the services?

PROJECT PLUB

General MoNamara. With reference to Project Plus, the system
which matches materiel requirements and assets through improved ma-
teriel utilization, interchangeability, and substitution we are maki
marked progress with the services. I consider that Colonel Case has
done an exceptional job, and incidentally, I am pleased to find that
he is nominated as a brigadier general because of this fine work.

You will recall that he was formerly associated with this area of
DSA’s mission.

Chairman Doucras. He is in charge of the work at Battle Creek,
isn’t he?

MATCHING TOTAL ASSETS AGAINST NEEDS

General McNamara. Yes, sir, he is and is leaving a splendid record,
I might add. Colonel Case has shown that Project Plus provides
an opportunity for us to automatically match the long supply assets
against the requests of the services in these specified areas so that we
can give an exchange of data among the several separate inventory
managers and thus reduce or eliminate the procurement of items that
are already in the system.

Chairman Douaras. Is this an accomplishment, or an aspiration?

General McNamara. No, this has been effected, Mr. Chairman.
Actually some $1,157 million worth of materiel was utilized in 1963
and a target value of some $1.3 billion is expected during fiscal year
1964. Thisis a visible program.

Chairman Douveras. That is a magnificent performance. There is
only one other suggestion that I should like to make. I served for a
considerable period of time as adjutant of a combat division and we
handled of course the fitness reports. My memory is not perfect on
this, and probably in time of war it would not be appropriate, but I
wondered if in time of peace you could have a rating on the fitness re-
port as to the degree to which the officer in question tried to save money.

I think this would be a stimulus which would spread all through
the services because they would know that promotion would depend at
least to some degree, upon the ability to economize. I am not suggest-
ing this in time of war for people up on the frontlines. They have
other things to do.

But in time of peace and for men in the supply services, I think
this would be a good suggestion.

General McNaMaRra. %Would like to check the point for the record,
but I believe, Mr. Chairman, that Mr. McNamara already has this as
a point with all of the departments, on cost effectiveness of an in-
dividual. I think there is a rating on this.

) glllla,irman Doueras. There is now a rating on fitness reports? That
is fine.

General McNamara. I think this point has already been covered by
the Secretary, sir, in instructions.

Admiral Lyre. For several years all of the services have been tak-
ing cost effectiveness into account in their ratings.

hairman DoueLas. That is fine. Mr. Curtis?
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(The following related material was furnished for the record:)

Economy in management is a factor in the evaluation reports of all officers
of the Armed Forces. The U.S. Air Force, U.S. Navy, and U.S. Marine Corps
evaluation report forms require a specific rating to be marked on this feature.
The U.S. Army report reflects this consideration in the narrative comments.
DSA requires a specific evaluation of this factor for all assigned military officers.

ROLE OF DSA IN PROJECT 60

Representative Curtis. Yes. I wanted to ask one question on this
Project 60, General. How does your organization work in on that,
if at all?

General McNa»ara. We participated with the services on this. We
have areas of coverage, as you know, in the test area, Philadelphia.

Representative Curris. But this is a consolidation? You are not
directing it ?

General McNamara. No; I am not directing it. This is a test case
and is being operated under the guidance of the Department of De-
fense. General Stanwix-Hay has been selected from Army to conduct
the test.

Representative Curris. Is that merely a hope now, or is it in the
organizational chart?

eneral McNamara. The tests?

Representative Curtis. Yes. .

General McNamara. It starts within the next 2 weeks. I think
April 21 is the date that the test commences.

Representative Curris. Maybe I have become a little overenthusi-
astic about what Project 60 is and what it might be. But I don’t think
I could be overenthusiastic as to what could be accomplished if you
ever really developed a corps of—what would we call it?

They would be the inspectors, those who are following through these
contracts. In other words, it is still at the test stage and hasn’t been
put in as a permanent operation, but if it were, it would seem to me it
would fall under DSA.

General McNamara. I believe a conservative statement would be
that the management structure of the Defense Supply Agency could
be used to extend coverage in this field, but certainly the purpose of
the test hasn’t been fulfilled as yet and the final organization is not yet
determined so it might be presumptive for us to conclude without
knowledge of the test——

Representative Curtis. I am not trying to make a record, but just
to get a consideration for DSA to handle it. I am just a little bit sur-
prised that you are not. I mean actually I would have thought this
would have been the kind of thing that you would direct, but there
are many ways of doing things and it may come out all right.

In fact I am sure it is beneficial whatever the operation is. Let me
ask one other question. You heard my question in regard to the use
of the surplus lists in methodology and following and checking the
supply system. Would you comment on that?

eneral McNamara. Yes. For many years the same points have
been bothering me. We seem always to have a plateau in the value
of materiel compared to the return we receive when it is sold as surplus
property. Therefore when I started to administer this program I
thought a better approach would be to get greater utilization of
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items—before they are declared surplus. To that end we have made
some studies, Mr. Curtis, and actual steps have been taken to ac-
complish a degree of this type control. ) ) .

owever, I am sure you would be pleased to know in the Nike-Ajax
field alone, one of the services, covering thoroughly its competency to
put the equipment that was phasing out in the Nike-Ajax system to
other uses, utilized some $16 million worth of material. They then
contacted our agency and after a quick study it appeared to us that
expedited action in the other services could perhaps uncover uses for
more of these items and to that end we put one man on the items—he
was a retired Navy officer, I might add, with some distinct knowledge
of the item—and he alone was able to place some additional $15 million
to use right away within the services, thus canceling some time that
would have been in research and also some money that would have
been expended, although I have not been able to determine. the actual
dollars that were saved because of this screening.

The sum total of the utilization of materiel from this is already
over $64 million. We are out ahead of the closing of sites now, and
are aware of potential users for the type of things like radar and other
items that can be commonly used.

R. & D, AND OBSOLESCENCE

Representative Cortrs. I am convinced if we are lucky enough in
our research and development to keep moving forward this problem
of obsolescence is going to be increasingly one of the grave problems
that faces us. I read a book, so recently published that I can’t get a
copy of it here for interrogation, by Eli Ginsberg, who is head of the
manpower research study at Columbia University. It contains in a
little symposium some statements of experts in the field of defense
supply who bring very forcefully this increasing problem of obso-
lescence, which means the costs that go with that.

I regard the problems of the Office of Economic Adjustment, that
Secretary McNamara referred to, as part of this thing. But in the
process of getting at it, we gain some 1nsight as to how we can antici-
pate some of the problems that obsolescence is going to create and
minimize it to some degree. .

We have humans involved in this in a very great way, as Senator
Javits points out.

General McNamara. You put your finger on what we call the
weapons system materiel program and reutilization program, and this
is now totaled up, according to our figures, with action similar to the
Nike-Ajax that I mentioned before in the Terrier, the Honest John, the
Thor, the Jupiter, the Skybolt, the Corporal, and the LaCresse, some
$520.8 million of savings as shown in chart XVIII, p. 116.

This follows just what you are saying, Mr. Curtis, of getting out
ahead of our program, if we can, plotting the use of these systems that
are visibly phasing out. I think the services are doing a terrific job
on this. We merely administer in many cases, as you know.

ROLE OF JOINT ECONOMIC COMMITI‘EE

Representative Corris. This is one of the basic reasons I feel that
the Joint Economic Committee is properly in this area. The military
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procurement is very sizable in our total economy today. Furthermore,
we have this added ingredient of increased incidence of obsolescence,
which is really a test of the success of what we are doing.

I regard ogsolescence as one of the costs of real progress, but with
this situation I think we have to start to grapple a little better with
some of the problems we do create as a result of this.

Let me ask one final basic question. One of the difficulties we had
in the early stages of trying to create what is now the Defense Supply
Agency, was that the services drew attention to the responsiveness
to command, certainly in the military field of supply. I remember
General Eisenhower when he was at NATO referred to that as a
shibboleth in the sense that it was being used equally to avoid grap-
pling with the real problems, but it still was of basic importance.

Your reports indicate that in the moving over to GSA, to the ex-
tent that they have participated, this has created no problem.

The key question is though, with your experience in this field, in
the event of mobilization, where a response to the military command
becomes paramount, do you think that we should give thought to
possibly s}inftm GSA under the military during wartime, as we shift
the Coast Guar% from the Treasury Department over to Navy?

I realize this is a general question, but it will point to your experi-
ence in responsiveness to command of a civilian agency, as we have
in GSA.

General McNamara. I speak for myself only on this, as you know.
It seems to me that GSA, if you have reference to the oversea portion
of GSA, would, I believe, in the event of war have to surrender to
someone and it would be logical that we would take over in the combat
areas. By we I mean the military.

Representative Curris. That is right.

General McNamara. I think that the definition of what portion of
the military should control has to come from the Joint Chiefs of Staff
because there are problems other than the simple peacetime operating
control of supplies and services and in my area I would not know all
of the problems.

Representative Corris. Here is the reason I raiseit. I am sure that
there has been thought devoted to this, but as we continue to move
forward, I am very anxious to continue this trend toward relying more
heavily in peacetime on GSA wherever we can. In moving this way,
I would hope we would formalize our structure for mobilization or
war in this context.

FUTURE PLANS OF GBA AND DSA

General McNamara. We are, as you know, developing a_ definite
working arrangement between GSA and DSA on the items that each
will control and there is a letter to Secretary McNamara covering this
subject, that Mr. Boutin apparently discussed with you. (See staff
report, 1964, app. 5, p. 169.)

The reply I would expect would be visible shortly. I have not seen
any answer to such a letter.

Representative Corris. Thank you.

Chairman Douogras. Mr. Miller.

ELIMINATION OF INVENTORY ITEMS

Senator MiLLer. General McNamara, I have been very pleased with
the remarkable performance that DSA has made as shown in your
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report. I have not been too familiar with the results of the last year
or so and one of the things that had concerned me was the growing
volume of catalog items which you have referred to in your report.

In your formal report I find the statement above a review of 318,000
items, standardizing 205,000, and eliminating 113,000 from the sys-
tem. Do I infer from that that 113,000 items were eliminated from
the Federal catalog?

General McNamara. Yes, sir.

Senator Mm.Ler. What constitutes an active item in the catalog?

General McNamara. One that hasn’t been eliminated.

Senator Miurer. Must it be a standardized item ?

General McNamara. No; if it has been issued for use it would be
listed in the catalog. It would not necessarily have to be standardized.

Senator MmLLer. That is what I was getting at because it says we
will have standardized 205,000 items and eliminated 113,000 from the
system. That is why it wasn’t clear to me that the 113,000 non-
standardized items automatically went out of the catalog, because I
had understood that the catalog contained both standardized and non-
standardized items.

General McNamara. Yes, sir; however, the 113,000 items I had
reference to contained both standardized and nonstandardized items
which have been or are in the process of being eliminated from the
Defense catalog. With regard to your specific question concerning
nonstandardized items, they phase out of the catalog with the elimina-
tion of stock.

Senator MitLER. I see. Let us say there are 100 items in inventory
and there may be a request for one of these items every 3 years. That
still would be considered an active item to be left in the catalog.

General McNamara. Yes, sir; it could be. 'We would hope not to
have too many, of course, in inventory that would have a demand of
such low numbers as that, but it is true that it would be listed.

Senator MrLLER. I know you have problems with this and I know
you are trying to do something about them, but I am trying to just get
a little more information about how you. are going about it. How
long, for example, do you wait to see whether an item is going to be
called for or issued before it is dropped from the active category ?

General McNamara. Three years is the overall rule of thumb of no
activity.

PROGRAM OF ITEM REDUCTION

Senator MmiLER. I assume you have reviewed these items pretty
carefully. Do you have any particular target or objective regarding
the number of items that look like they are about on the way out for
deletion in the next year or two ?

General McNamara. No, sir; I couldn’t come up with a figure. We
have 1,300,000 line items that we handle ourselves, and there are 8.9
million defense items in the catalog, and you just have to claw at it
constantly so that you are moving them out as rapidly as you ean.

‘We have set some targets. In conjunction with the military services,
we hope to delete about 500,000 per year if we can, and it is a good solid
objective. While we have not reached this goal yet, it is a good carrot
for everybody to approach. This is our target, and it is a solid target.

Senator M1LLEr. I know you have made some real progress. It is
refreshing to note that the trend has been reversed, but back around
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1962 I know a good many of us were somewhat alarmed about the way
the trend had been going since 1958. Is there any possible benefit to
be derived by perhaps separating out from this concept of active those
items that are perhaps active in name only and for all practical pur-
poses are not active so that perhaps you may be able to hit this target
of 500,000 a little more readily ?

General McNamara. Qur terminal items are what you are describ-
ing, of course. Where we see the requirements for items are approach-
ing an end, we identify the items as “terminal”—the requirement is
terminating. However, I would be reluctant to delete an 1tem simply
because it had no activity for a specified period of time. Remember,
our mission is increased effectiveness and efficiency and we have to be
able to react to unexpected burnouts in electronics and wearouts in
other things. A precise period of time should not be the limiting
factor in retaining items in the system.

You must have replacements, for instance, for critical radar tubes
that may never fail, but you must have it. There is a great problem
ahead in the segregating of these items, but the truly measurable
thing is the advance that has been made in the cataloging area over
the many years that we have had this under study. You can now
see where we are going in this area, an orderly approach to the overall
problem is visible and it isn’t just hope any more.

You can see these results right out in front of you and this is a great
thing and a tribute to the many people who have been involved with
the constructive accomplishments in this program.

I am really pleased myself, and I say it without anything except
pride, in the people who are associated with the program. I am really
pleased to have been associated in name and deed with these people
who have accomplished this reduction you have seen in the last 214

ears.
v Senator MiLLEr. You have every reason to be. I was wondering
if there was anything that you have done that you could put your
finger on that caused this trend to be reversed starting after 19627

Is it possible that one of the keys is more technical people who can
give attention to this? T understand at one time, and I don’t remem-
ber what year, that DSA was hurting for adequate technical people
to work on this cataloging.

GAP IN TECHNICAL AND ENGINEERING CAPACITY

General McNamara. Again you put your finger on a subject that
T intend to discuss with Secretary McNamara before I leave. I do
feel there is a gap in technical and engineering competency of the
Defense Supply Agency and I intend to submit my views and my
final report to Mr. McNamara and I am sure he will be able to reason
with those comments.

Senator MitieEr. Perhaps I could get this indication from you.
Starting after 1962 or along about 1962, did you, DSA, take on more
and more technical people to work on this program? In other words,
if we started in 1958 and looked at this and saw the trend going up-
ward year after year until 1962 and then all of a sudden the trends
start to go down, would we be able to find possibly one answer to
that would be the fact that DSA increased its technical staff sub-
stantially to work on this starting around 1962?
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General McNamara. I think it is just the ability of the people that
are associated with the logistics center at Battle Creek. I think the in-
tensification of the efforts in scanning them had much to do with this.
I just don’t know any one thing that caused that turndown.

I was delighted to see it, I should add, that all of the services as
well as ourselves have been intensifying their efforts to achieve this
accelerated rate of performance. There are areas of course in the
technical and engineering end that I feel should be strengthened, both
at Battle Creek and also in other areas, but the details of which I
have to work out.

It is just my own sensing and feeling rather than anything else. I
can’t come out and answer your question explicitly, Mr. Miller, be-
cause it is such a broad area and you would have to really total up
pretty nearly every act that has taken place in Battle Creek and in
the wonderful efforts that the military services have made.

I just don’t have that strength administratively. Remember, I am
a lean and a hungry organization, according to Mr. McNamara.

(The following additional information was furnished for the

record.)
CONTROL OF ITEM GROWTH

From the time that the Department of Defense completed conversion of its
supply records to the Federal catalog system in December 1938, there was a
steady increase in the number of items managed in each successive reporting
period, through June 1962. This trend has been arrested in the last three report-
ing periods. Pressures to increase the number of items in the catalog arise
from the rapid advances in science and technology and the consequent introdue-
tion into the Defense inventory of weapons and equipment of progressively
greater complexity. The interruption of the rise in the number of Department
of Defense items registered in the Federal catalog is attributable to a decline
in new submissions and an increase in cancellations and deletions arising from
emphasis of the cost reduction program of the Department of Defense and, in
particular, to:

1. Programs which have had as their object the purging from the catalog
files of erroneous or redundant data.

2. Item simplification and standardization programs, which have had the
object of reducing the variety of items in the system.

3. Item entry control programs, which have the object of preventing the need-
less entry of new items into the system.

The programs which have had the most significant depressant effect on inven-
tory of items in the Federal catalog in recent years have been :

1. The accelerated item reduction program, completed on December 31, 1962,
which resulted in the elimination of 198,000 items.

2. An extensive Air Force project, known as Project MINT (Materiel Iden-
tification and New Item Control Techniques) eliminated 825,612 items from the
Air Force system and designated 68,000 additional items as limited standard.

3. Project Shakedown has been underway for more than 2 years. It relies
upon technical analysis to achieve maximum commonality, interchangeability,
and substitutability of technical items such as aircraft engine fuel system com-
ponents, guided missile components, aircraft ground servicing equipment, flight
instruments, and test instruments. As of December 31, 1963, of a total of 121,269
item identifications reviewed, 14,557, or 12 percent, had been designated for
elimination, and 42,699, or 35 percent, had been determined to have the possibility
of interchangeability and substitutability use. In addition to those mentioned
above, some more recently initiated projects promise to yield significant results:

1. On February 10, 1964, the Defense Logistics Services Center initiated an
expanded provisioning screening system. Participating in this system are all
Defense activities and the General Services Administration. The objective of
this program is to perform a mechanized part number to Federal stock number
validation service. The screening will reveal items that have already been as-
signed Federal stock numbers and thus avoid unnecessary procurement as well as
cataloging effort. Results to date indicate that of the items being submitted
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for screening, approximately 30 percent are being matched to existing Federal
stock numbers,

2. A number of actions have been initiated in the catalog program to assist
in the control of item growth of the Federal catalog. An intensive program to
improve the Federal item identification guides has been initiated. The guides
enumerate the item characteristics required for assignment of Federal stock
numbers. Data called for in current guides are not of sufficient depth and scope
to satisfy the needs of a number of logistics functions such as procurement,
standardization, and supply. Accordingly, action has been initiated to expand
‘the data elements. This expansion will extend the information available for
-the performance of a characteristic screening. An important aspect is the in-
clusion of technical guides and interchangeable and substitutable criteria.
‘These criteria will spell out preferred characteristics and establish the neces-
sary parameters to determine whether identical or substitutable items are
already in the system. Action also has been initiated to test the feasibility of
‘the mechanical performance of characteristics screening.

3. The Defense Supply Agency is pursuing an active program to check item
growth by elimination of items in the system through standardization actions
.and by increasing its capability to control the unnecessary entry of new items.
Fundamental to this program is the collection and organization of technical
data applicable to items already in the system and the acquisition of qualified
technical personnel to analyze this data for establishment of standard and pre-
ferred items and to evaluate proposed new items. Since January 1962, over
152,000 DSA items have been reviewed for essentiality and their standardization
status determined. Present plans call for completing this review over the next
4 years. This program is keyed to the acquisition of technical data and ade-
quate technical capability. In order to make maximum use of limited technical
talent, DSA has brought its engineers and technicians together in a technical
operations directorate at each of the commodity centers. The military services
have designated selected activities to furnish technical support to DSA centers,
when required.

4. A Defense Item Entry Control Office has been established and is studying
and evaluating all factors affecting the entry of new items, including programs
such as technical data management, provisioning, standardization, cataloging,
procurement, supply management, and utilization.

As an initial step, a pilot test program has been authorized for seven Federal
supply classes. Under this test, all items in these Federal supply classes pro-
posed for entry into DOD supply systems will be reviewed technically against
source data prior to the assignment of Federal stock numbers. The test will
provide data for decisions relative to current policies and procedures, time frames
for various functional areas, precise point(s) for the application of entry control
from the conceptual phase of R. & E. to the termination phase of disposal and
the extent of centralization and automation required for the optimum system.

Chairman Dovucras. Gentlemen, I want to thank all of you and
those who are associated with 1Zou on the magnificent record that you
have made. I remind you of the verse of Scripture, “Be not weary of
well-doing,” and I think my colleagues will agree that this committee
intends to assist and to work cooperatively.

I think we are committed to the idea of a general Department of
Defense Supply Agency which can handle common-use and non-
combat items and I think we should, everyone, be apprised of that fact.
Admiral, you are going to, as I say, step into the shoes of a very good
man. I also want to congratulate the supply officers of the services
for the fine work which they are doing.

There are two very modest men that I also want to thank who
always keep in the background, but who have been of tremendous help.
One of them is a man who sits at my left, Mr. Ward, who has been
working on this problem for many years and who, over the years, has
appeared under various aliases and disguises, but all of this in the
public interest. .

. The other is Assistant Secretary Morris who has been sitting out
in the audience very quietly. Mr. Morris has, I think, been perhaps
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the chief civilian stimulator of this movement inside the Department
of Defense. -

I am very frank to say I don’t think it could have been carried
through without him and without you, General, and without the
cooperation of the services. He is a man who seems to shun praise
and shun the limelight, but he also deserves our thanks which I wish
to accord to him.

V\ga will meet at 2:30 this afternoon. Thank you, gentlemen very
much. .

(Whereupon, at 12:40 p.m., the committee recessed, to reconvene at
2:30 p.m. the same day.)

AFTER RECESS

(Whereupon, the subcommittee reconvened at 2:30 p.m., Hon. Paul
H. Douglas, chairman of the Joint Committee, presiding.)

Chairman Doucras. The subcommittee will be in order.

We are very happy to welcome one of the great public servants
of this country, the Comptroller General. The country has been very
fortunate in having two successive Comptroller Generals to defend
tl;e public interest. We are very glad to have you, Mr. Campbell, this
afternoon.

STATEMENTS OF HON. JOSEPH CAMPBELL, COMPTROLLER GENERAL
OF THE UNITED STATES; WILLIAM A. NEWMAN, JR., DIRECTOR,
DEFENSE ACCOUNTING AND AUDITING DIVISION; ROBERT F.
KELLER, GENERAL COUNSEL; JAMES H. HAMMOND, J. KENNETH
FASICK, HAROLD H. RUBIN, ASSOCIATE DIRECTORS, DEFENSE
ACCOUNTING AND AUDITING DIVISION; EDWARD J. MAHONEY,
ASSOCIATE DIRECTOR, ACCOUNTING AND AUDITING POLICY
STAFF; STANLEY S. WARREN, ASSISTANT DIRECTOR, DEFENSE
ACCOUNTING AND AUDITING DIVISION; AND RALPH M. KEE,
SUPERVISORY ACCOUNTANT, DEFENSE ACCOUNTING AND AUDIT-
ING DIVISION, GENERAL ACCOUNTING OFFICE

Mr. CampELr. Mr. Chairman, at your request we appear before
you today to discuss some of the significant matters covered in our
reports issued since the time of your hearings of last year, particularly
those bearing upon opportunities for improvement in organization
and management in the areas of supply management and related
common services. '

Since appearing before your subcommittee last year we have issued
to the Congress more than 140 reports covering our reviews of Depart-
ment of Defense activities. Your staff has been furnished brief digests
of most of these reports, as well as copies of each report.

You will note that our reports this year point out weaknesses in the
administration of activities which, in many cases, are similar or almost
identical in nature to the weaknesses we discussed last year.

Chairman Doueras. Mr. Campbell, you see we have your reports
lined up here, and we have indexed and abstracted 120 of them and
placed them in our background report.!

1 See staff report, 1964, pp. 55-150.
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Mr. CameBerr. We have a copy of that report, Mr. Chairman.
Chairman Doucras. Yes.

DOD CAREFULLY CONSIDERS GAO REPORTS

Mr. Cameererr. This does not necessarily mean that the military
departments are not making any progress toward the correction of
these problems. On the contrary, the Department of Defense offi-
cials are giving careful consideration to the matters we bring to their
attention.

The military departments have taken a number of actions intended
to correct the particular situations our audit reports have disclosed.

TWO HUNDRED AND SIX MILLION DOLLARS IN SAVINGS—FISCAL YEAR 1963

Cash collections and other measurable realized or potential savings
in Department of Defense operations directly attributable to action
taken or planned on findings developed by the General Accounting
Office totaled an estimated $206 million during fiscal year 1963. This
record is a further indication of the interest of the Department of
Defense in improving its management policies and practices and in
curtailing expenses. However, the fact that our audits continue to dis-
close areas of weaknesses indicates the magnitude of the potential
areas for improvement in the underlying methods of management.

CONTINUING AREAS FOR IMPROVEMENT

Some of the areas we believe deserve special attention and improved
management follow:

R. & D., TEST, EXPERIMENTAL CONTRACTS

As to development and procurement of new types of equipment and
systems, in the fiscal year 1963, contract awards for experimental,
developmental, test and research work exceeded $6 billion or approxi-
mately 22 percent of the dollar volume of all military contract awards.
It is to be recognized that not all research, experimental and devel-
opmental work will be completely successful in terms of producing
better or more sophisticated weapons and equipment.

But it is important that the experimentation, development and test-
ing be accomplished before volume production is undertaken to pre-
vent the dissipation of resources on material that is unusable, requires
expensive modification or is no better than less costly material already
available.

TIHHREE HUNDRED AND SIXTY-SEVEN THOUSAND DOLLARS NEEDLESS COST
TO NAVY

In a report to the Congress in March 1963, we disclosed that the
Government incurred unnecessary costs of $367,000 because one of the
Bureaus of the Navy Department ordered a new type radar built to
operate in an overcrowded frequency band. The Bureau specified the
use of a frequency band without obtaining approval for its use from
the Director of Naval Communications as required by Navy instruc-
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tions. After production was completed the frequency band of these
radars had to be changed resulting in unnecessary costs.

Chairman Doucras. What was the Navy bureau which did this,
Mr. Campbell ?

Mr. Campperr. The Bureau of Weapons, Mr. Chairman.

ONE-MILLION-ONE-HUNDRED-THOUSAND-DOLLAR LOSS IN ANOTHER CASE

In another report we disclosed that the same Bureau of the Navy
Department incurred unnecessary costs of about $1,100,000 because a
new radar altimeter was designed and built to operate in an unauthor-
ized frequency band and the altimeters could not be used for
operational purposes. In this case the Bureau left the selection of a
frequency band to the discretion of the manufacturer. When develop-
ment of the altimeter was well underway, the Bureau requested au-
thority to use the frequency band selected by the manufacturer. The
Director, Naval Communications, informed the Bureau that the fre-
quency band for the low-altitude portion of the altimeter could not
be used on a permanent basis because it interfered with other elec-
tronic equipment which operated on that band. The change in fre-
quency band made it necessary to completely redesign the altimeter.

ARMY BUYS $2.9 MILLION OF UNSUITABLE INSTRUMENTS

Another of our reviews disclosed that the Army awarded five con-
tracts for a total of 59,776 radiation measuring instruments at a cost
of about $2.9 million even though it was aware, prior to the first pro-
duction contract and each succeeding contract, that the instruments
were not suitable for Army use. In addition, over $663,000 had been
expended to modify the instruments produced under the second and
third contracts, and we estimated that additional costs of about
$200,000 would be incurred to reimburse the contractors under the
fourth and fifth contracts for a temporary work stoppage until the
Army investigated technical difficulties and decided whether the in-
struments would be acceptable to using organizations.

At the time of issuance of our report the 10,800 radiation-measuring
instruments produced under the first contract had already been
scrapped, and the acceptability of any of the remaining instruments
was still questionable.

Chairman Dovueras. Is it true there was a loss of about $3.7 million
on these radiation-measuring instruments?

Mr. CampeeiL. That amount has been spent so far.

Chairman DoueLas. Some were salvaged?

Mr. CameeerLr. The first 10,800 radiometers costing $605,000 have
already been disposed of. There is still a question of acceptability of
the remaining items. So the loss may not be the entire $3.7 million.

Chairman Dovucras. What branch of the Army was responsible
for this?

ARMY ORDERS QUANTITIES OF DEFICIENT SYSTEMS

Mr. CaxppeLL. The Army Electronics Command.
In a report issued to the Congress in February 1964, we disclosed
that the Army spent about $300 million for the development and pro-

32-669—64——10
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duction of a missile system which has not met required performance
characteristics and has not improved the Armny’s capabilities. The
unsatisfactory characteristics of the weapon were known at the points
in time when the Army ordered successively increasing quantities of
equipment and missiles. Because of the deficiencies in the weapon
system the tactical units, to which the system was deployed, subse-
quently requested existing older weapons in lien of the new weapon.

Chairman DoucrLas. Who was responsible for this?

Mr. CamereLL. The Army Missile Command.

UNNECESSARY COSTS OF $7.4 MILLION—ARMY

In a report issued last month we disclosed that the Army incurred
unnecessary costs of about $7.4 million in the production of a new
trailer for transporting the Honest John Rocket when knowledge was
available that it had design limitations and did not represent an im-
provement over existing Honest John ground-handling equipment.
The trailer of the new design was a heavier trailer than the one cur-
rently in use, with a mounted rocket-loading device. It was intended
to replace two vehicles, a trailer and a wrecker.

The Army procured trailers of the new design at a cost of about
$10.4 million when a similar number of trailers of the type already in
use would have cost only about $3 million. The Army had sufficient
information available before production showing that the new trailer
would serve only as an expensive replacement for the trailer already
in use and that because of fundamental deficiencies in the design of
the new trailer the wrecker would continue to be required for rocket
handling.

Chairman Doueras. Who was responsible for this?

Mr. CameBeLL. That again was the Army Missile Command.

. lSh?airman Doucras. Have you located the officers who were respon-
sible

Mr. WarreN. Yes; we know who is responsible for this.

Chairman Douersas. Have you reported that to the Secretary of
Defense?

Mr. WargreN. Yes; we have reported this to the Secretary of De-
fense and to the Congress. However, the Department of the Army
is planning to produce new trailers and we have recommended in our
report, that the Secretary of the Army consider canceling these plans
and producing a similar quantity of the previous trailers instead.

NEED TO FIX PERSONAL RESPONSIBILITY

Mr. CampBerr. Volume production before adequate development
or testing of prototypes can and frequently does lead to unnecessary
expenditures of Government funds. We believe that personal re-
ggonsibility for surveillance of research and development programs

ould be more clearly fixed, and that controls for accumulating, con-
solidating, and evaluating testing results, performance data, and other
pertinent information bearing on the success of a research program
should be strengthened. Adequate tests and evaluations s}gould be
made of newly developed items prior to award of contracts for their
production unless the exigency of the situation demands concurrent
development and production. These cases should be relatively rare
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in peacetime. When development and concurrent production are un-
dertaken, careful consideration should be given to periodic tests re-
sults before allowing production to continue.

SECRETARY OF DEFENSE HAS INSTITUTED AN R. & D. PROGRAM

‘We understand the Secretary of Defense has instituted a program
to minimize waste and inefficiency in the research and development
program. The Secretalg recognized that in the past certain large-
scale weapons systems development and even production programs
had been undertaken before what was wanted was clearly defined,
and before it has been clearly determined that there existed a suitable
technological base on which to draw in developing a system.

Frequently, too little attention was given to how a proposed weapons
system would be used, what it would cost, and what it would add to
our military capability. Under the new program, the Department of
Defense follows the practice of inaugurating large system develop-
ment projects only after completion of a program definition phase.
In this phase there is no effort to establish rigorous specifications.
Contractors are encouraged to use initative and innovation in compet-
ing for different approaches to the problem. Only after evaluation
is made of the most promising approaches and the probable cost is
the decision made for a full-scale effort to develop the system.

The plan also contemplates the elimination of duplicate or parallel
development effort among two or more services. In a recent aircraft
procurement only the development phase has been placed under con-
tract. We understand the production contract will not be awarded
until the weapon system has been tested and found satisfactory and
economically feasible. We believe, in all cases of newly developed
items, it is essential that production be kept to a minimum until de-
velopment of a satisfactory item has been achieved.

STANDARDIZATION

We do not believe the defense standardization program has received
the emphasis and strong central direction it requires to achieve its
objectives or to realize the economies that could result from aggressive
direction by the Department of Defense.

THIRTY-FOUR AND ONE-HALF MILLION DOLLAR ANNUAL STANDARDIZATION
COST

The current annual cost of the standardization program is estimated
to be about $34.5 million. However, this amount does not include
the salaries and expenses of many military personnel assigned to ad-
ministering the program. Defense officials have stated that for every
1,000 items eliminated from the supply system, about $1 million a year
issaved in management expenses.

LOSS FROM LACK OF COORDINATION

‘We recently made a review of the item reduction phase of the De-
fense standardization program relating to electronic items. Our draft
report was sent to the Department of Defense for comment on April
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10,1964. Our examination, which was limited to certain item reduc-
tion projects initiated by the Army Signal Corps, disclosed that based
on the Department of Defense’s estimate of $1,000 per year to manage
a single item, unnecessary supply management costs approximating
$17 million are being incurred annually because of failure to effect
interdepartmental coordination.

LACK OF DECISION ON STANDARDS

Item reduction studies prepared under contract for the Army Elec-
tronics Materiel Support Agency at a cost of more than $650,000 were
forwarded during fiscal years 1959 and 1960 to the Navy and Air
Force for review and comment preparatory to eliminating the elec-
tronic items identified therein as nonstandard.

These studies, which took the form of proposed military supply
standards, reflected the Army’s consideration of 198,073 electronic
items. Of this total, 17,971 items were proposed as nonstandard and
were recommended for deletion from the supply system. However,
because of disagreements, procrastination, and general inactivity
among representatives of the three services, no decisions were reached
toremove these items from the supply system.

As of the date of our review, approximately 4 years after these
projects were forwarded for interservice coordination, practically
nothing had been accomplished toward eliminating the proposed non-
standard items from the military supply system. In fact, all of the
projects have now been formally canceled.” The Army did, however,
delete from the defensewide supply system about 1,000 of these items
for which they were the only user.

A similar pattern has been disclosed by our reports on standardiza-
tion of clothing items. We have submitted reports of the costly fail-
ures to standardize such items as shirts, trousers, work uniforms,
trouser pocket flaps, and dress shoes. In these cases standardization
had been under consideration for long periods of time. However, it
was only after our reports were submitted that action was taken to
standardize these items.

Representative GrirrrTas (presiding). May I interrupt, Mr. Camp-
bell? Have they actually standardized a good many items of this
clothing or not ¢

Mr. CampeerL. Have many of these items been standardized ?

Representative Grrrriras. Yes; have they now standardized them
for all services ¢

Mr. Cameeerr. They have not standardized all of them.

Mr. WarreN. We have been reviewing this, and they have standard-
ized many of the items. I believe we have given a lot of impetus to
this. When we came in, they were not standardizing on shoes, trou-
sers, shirts, and so forth.

h_Rgperesentative Grrrrrres. They had not standardized handker-
chiefs?

Mr. Warren. Handkerchiefs have been standardized.

SERVICES CONTROL STANDARDIZATION

Representative Grrrrrras. What percentage of the dollar volume
have they standardized ¢
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Mr. Warge~. I really could not tell you the exact amount of dollar
volume. There are still many items that still require standardization
actions. The difficulty is that if one service says it will not standardize,
the Department of Defense has not taken action to force the standard-
ization action. In other words, they have accepted answers from the
services as binding, and they do not force the standardization.

Representative %}RIFFITHS. Do they standardize with each other or
do they standardize also in comparison to commercial clothing?

Mr. Warrex. I would say both, to that. During a standardization
meeting, they would consider the 1tems they presently have and those
that are used commercially and try to come up with a product which
is most satisfactory. The difficulty is that if one service stands fast,
that is the end of the standardization.

NONSTANDARD CLOTHING ITEMS

Representative Grirrrras. Could you give us a list of the items, for
the record, on which standardization has failed in the matter of
clothing ?

Mr. WaRrreN. Yes.

Representative Grrrrrras. Thank you.

(The list furnished follows:)

Utility caps.

Man’s raincoat.

Woman’s raincoat.

Nurses’ uniforms.

Man’s field jacket.

Man’s flying coveralls.

Man’s sweat pants and shirts.

Heat protective coats and trousers.
Woman's scarfs.

Swim trunks.

Belt buckles and clips.

Combat boots.

Man’s cold-weather insulated boots.
Man’s high overshoes.

Combat vehicle crewman’s helmets.
Construction worker’s helmets.
Military police accouterment.

Representative Grirrrras. You may continue, Mr. Campbell.
UTILITY CAPS

Mr. Camepert. Other items equally susceptible to standardization
are still being considered by the Defense clothing and textile supply
center. For example, the Army, after the military services could not
agree on a common utility cap, developed its own cap using a design
significantly more expensive than that being used by the Navy and

arine Corps.

Further, while the Navy and Marine Corps have found their utility
cap to be acceptable over a period of years of use, the Army cap, based
on tests conducted by the Army and other services has several serious
drawbacks. The Army cap costs about $1.08 while the Navy and
Marine Corps caps cost about $0.67 and $0.57, respectively.
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STANDARDIZATION AUTHORITY IN SECRETARY OF DEFENSE

Representative Grirrrras. If I may interrupt you further, who has
the authority to make the final decision on whether or not they
standardize?

Mr. WarreN. The Secretary of Defense.

Representative Grrrrrras. Thank you.

BOOTS

Mr, CameperL. Despite standardization efforts of over 10 years by
the Department of Defense, the Army, and Marine Corps combat
boots still have separate types of closures. While this is the only
difference between the boots, it prevents the elimination of one of
the types of boots from the supply system. The Department of De-
fense had recognized that the Marine Corps had not adequately sup-
ported its position for a separate type of closure and has now requested
the Marine Corps to conduct tests.

STANDARDIZATION REPORT TO CONGRESS

The Department of Defense is required under the provisions of title
10, Uniteg States Code, section 2455 to submit to the Congress a semi-
annual progress report on standardization accomplishments. In addi-
tion to other matters, this report informs the Congress of the reduc-
tions in the number of sizes, and kinds, of general similar supply items.

OVERSTATEMENT OF ACCOMPLISHMENTS

We found that accomplishments have been grossly overstated in
these reports.

Representative Grrrrrras. How have they been overstated?

Mr. CamreeeLr. To what extent?

Representative Grrrrrras. Yes, and how have they overstated them ?

NATURE OF OVERSTATEMENT

Mr. Camererr. The overstatements occurred as a result of dupli-
cate and improper reporting and the inclusion of unilateral item
reductions which did not result in the elimination of the items from
the defensewide supply system. Most of these unilateral reductions
are reported as accomplishments again when another service subse-
quently eliminates the items from their departmental supply system.

As a result of the overstatement of supply standardization accom-
plishments, the semiannual reports to the Congress do not provide a
reliable basis for appraising program effectiveness.

COMPTROLLER GENERAL RECOMMENDS THAT DSA HAVE POWER OF DECISION

We believe, and have so stated to the Secretary of Defense that the
standardization activity of the Defense Sulpply Agency should be
given specific authority to make final supply standardization deci-
sions for all items in the military supply system when necessary be-
cause of interservice disputes.
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ADDITIONAL RECOMMENDATIONS

We recommended also that the Defense Supply Agency (1)
develop more adequately the policies and procedures necessary for
effective accomplishment of standardization projects; (2) establish
priorities and goals for timely achievement of item reductions; and
(3) maintain closer surveillance and exert positive control over work
progress.

Further, we believe there is a need for an improved reporting system
which would include clearly defined reporting objectives and which
would report to the Congress item reduction accomplishments only
when a supply item is removed from the defensewide supply system
as a result of the defense standardization program.

DEFENSE CONTRACTS

Too frequently we find contractor-Government relationships to be
substantially less than ideal. Where this is true, the Government has
wasted money through purchases at excessive prices, expenditures for
unnecessary frills, and purchases of defective supplies and inoperable
equipment.

NEED FOR HARD LOOK AT CONTRACT ADMINISTRATION

We believe the overall responsibility for this waste and inefficiency
must be assessed to both the Government administrators and the con-
tractors. Woe believe it is time for the Department of Defense to take
a hard look at the manner in which Government contract adminis-
trators and defense contractors are discharging their responsibilities.

COST REDUCTION POTENTIAL

This is an area in which we believe there is considerable room for
cost reduction in keeping with the President’s economy drive.

NEED FOR GREATER PERSONAL RESPONSIBILITY

Forty-six reviews of contract administration on which we reported
during the past 12 months continue to lead us to the conclusion that
both the contractors and the Government contract administrators
should assume a greater sense of personal responsibility.

GOVERNMENT SHOULD USE ITS OWN RESOURCES, DATA, AND STOCKS

Specifically, substantial savings could be realized in the procure-
ment of supplies and equipment if the Government made more exten-
sive use of its own procurement resources, including technical data
and drawings and stockpiles of supplies.

TWENTY-NINE BILLION DOLLAR DOD AWARDS, FISCAL YEAR 1963—12.7
PERCENT FORMAL ADVERTISING

As to need for greater use of technical drawings and data, in the
fiscal year 1963, the Department of Defense awarded over $29 billion
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worth of Government contracts and contract modifications. Of this
amount, $3.6 billion or 12.7 percent was awarded by formal advertising.
This compares with 12.6 percent in the fiscal year 1962.

DETAILED ENGINEERING DATA NEEDED TO IMPROVE COMPETITION

The military services have participated in a program of screening
proposed procurements for the purpose of reducing the number of
noncompetitive procurements. To the extent that increased competi-
tion has been achieved, in many cases it appears to have been accom-
plished by various means of describing the items, short of providing
detailed engineering data. Our reviews have found, however, that
when the only descriptive material available was manufacturer’s part
numbers, cataloging identification, or other fragmentary data, the
solicitations were noticeably less effective in terms of the number of
bidder responses.

TECHNICAL DATA PACKAGE

As we pointed out last year, one of the basic problems the services
have encountered in endeavoring to increase competitive procurement,
has been their inability to furnish a complete technical data package
for the purpose of informing prospective suppliers of what is required.
This is due to the fact that the military services have accepted data
and drawings marked with legends indicating a restriction on the
right of the Government to use the data inconsistent with the terms of
the contract.

Chairman Doucras (presiding). Mr. Campbell, I can’t quite under-
stand that sentence. What is the meaning of your statement?

Mr. Caseeerr. I would like to go on, Mr. Chairman, and I think
I will answer your question.

Chairman Doucras. Very well.

RESTRICTIVE CLAUSES IN CONTRACTS

Mr. CameeeLL. It is stipulated in the restrictive or “limited rights”
clauses of contracts that data identified as “proprietary” and delivered
under the contract may not be released outside the Government nor
disclosed or used for procurement or manufacturing purposes, with-
out the permission of the contractor, if each piece thereof is appro-
priately marked by the contractor with a prescribed legend.

CONTRACTOR DESIGNATES RESTRICTIVE PORTIONS

The legend provides a space for the contractor to identify the con-
tract number and stipulates that “only those portions thereof which are
marked (for example, by circling, underscoring, or otherwise) and
indicated as being subject to this legend” shall not be disclosed or used
by the Government for procurement or manufacturing purposes with-
out permission of the contractor.

CLAUSES INEFFECTIVELY ADMINISTERED

However, in actual practice the requirements of the clauses have not
been effectively administered. In many cases drawings are marked
with legends indicating a broad restriction on the whole drawing as
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opposed to a marking of some specific portion of the drawing that is
subject to protection of some legitimate proprietary right. In these
cases the military departments are reluctant to use the data until
thorough research has been made as to the Government’s actual right
to use all or a portion of the data.

GOVERNMENT DEPRIVED OF USE OF OWN DATA—RECOMMENDATIONS

As a result, the Government is being deprived of the use of a great
bulk of the data acquired and delivered under negotiated production
and supply contracts. We believe that firm measures should be taken
to avoid or substantially limit the acceptance of drawings and data
on which the Government’s right to use such drawings and data
are restricted. The contractors should also be required to submit
required data promptly or be subject to penalties.

NAVY LOST CAPABILITY TO USE GOVERNMENT DATA

In one of our reports (B-146734, dated June 25, 1963) we disclosed
that the Government gradually lost its capability to use technical data
for competitive procurement of replacement spare parts for gas tur-
bine engines developed at Government expense. When entering into
and administering follow-on production contracts, the Department of
the Navy failed to acquire unlimited rights to use current data which
gradually replaced the unrestricted data initially acquired.*

NAVY CONTRACTED TO PAY $1,010,000 ¥FOR GOVERNMENT'S DATA

In another case (B-146035, dated Dec. 31, 1963) we found that the
Navy contracted to pay a contractor $1,010,000 for a technical data
package although it had already acquired, under prior contracts, un-
limited rights to use all significant data included in the data package.

QUESTION OF FRAUD

Representative Grirriras. Where they paid the million dollars to
a contractor for the technical data package, although they had ac-
quired prior rights under a prior contract, as a matter of fact that
is fraud on the part of the contractor, isn’t it?

Mr. CampeeLn. Our legal department has been handling that, and
Mr. Keller can best describe what has happened.

Mr. KerLer. I would not say there was fraud in this particular
case. We did, when we developed the case completely, disallow the
entire payment under the contract, and the $1,010,000 has been col-
lected from the company.

Representative Grrrrrrms. If it is not fraud, if it is an honest
mistake, then are you saying that neither the Government nor the
contractor knows what it is doing ?

Mr. Kerier. In this particular case, the contract called for the fur-
nishing of technical data. When we got into it, the Navy took the
position that they were buying technical assistance.

1 See p. 10, supra. See staff report, 1964, pp. 59 and 97.
2 See p. 10, supra. See staff report, 1964, pp. 67 and 114.
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There was argument advanced, also, that the Government received
some technical data it was not entitled to receive under the prior
contracts. We were of the opinion that the Government had acquired
data rights under a series of contracts going back for a number of
years.

As I stated, the money has been collected back from the contractor.

RESPONSIBILITY FOR ACTION

Chairman Doucras. Had not the Government already paid for this
information, for the drawings, and for the directions?

Mr. Kerrer. That is correct, sir.

Chairman Doucras. And then it paid $1,010,000 again ?

Mr. Kerer. That is correct, Mr. Chairman.

Chairman Doueras. Who was responsible for this bright idea ?

Mr. Kerner. The contract was negotiated by the Department of the
Navy, the Bureau of Weapons, I believe.

NEED TO ESTABLISH AND PROTECT PUBLIC RIGHTS

Mr. CameeeLr. These cases illustrate the continuing need for the
military services to assure their capability to procure competitively
through the establishment and protection of their rights in data.

GOVERNMENT SHOULD DO MORE DIRECT PROCUREMENT

The Government should engage in more direct procurement. Often-
times, in the production of equipment, Government contract admin-
istrators will permit contractors to buy parts or subassemblies which
are either regularly stocked or are being bought concurrently by the
military departments. For various reasons, the Government is fre-
quently able to acquire this material at prices substantially lower than
prices offered by the suppliers to contractors producing the equip-
ment on which it is to be installed.

GOVERNMENT SHOULD FURNISH MATERIALS

In these cases we believe it would be prudent for the Government to
furnish the material to the contractors and thus reduce production
costs and contract prices.

In one report we disclosed that, although the military services were
buying and had the capability to furnish certain types of electronic
equipment for the modification of SA-16 aircraft, the modification
contractor was authorized by the Air Force contract administrators
to purchase the needed equipment.

CONTRACTOR PRICE 61 PERCENT OVER GOVERNMENT'S

The Air Force did not furnish the contractor with pertinent infor-
mation on past, current, and planned purchases of this equipment
by the military services. Prices obtained by the contractor were
about 61 percent higher than prices currently being obtained by
the Air Force and Navy for like equipment. The total additional
cost to the Government resulting from this price differential was
about $1,150,000.
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The Government frequently can obtain better prices through direct
purchases than do contractors purchasing for the Government. This
fact is borne out in our report on a review of increased costs result-
ing from the procurement of spare parts by the Air Force under con-
tracts for related aeronautical equipment, submitted to the Congress
in January 1964.

SPARE PARTS PURCHASES

Generally, when a new item of equipment is purchased, it is a prac-
tice to purchase from the equipment contractor a complete range of
spare parts to assure support of the equipment for an initial operat-
ing period, usually 1 year. Our report showed that the Govern-
ment has incurred unnecessary costs estimated at over $18 million
during the years 1959 through 1961. This was because the Air Force
purchased spare parts, costing over $50 million, under contracts for
related equipment, although the parts could have been purchased
under spare parts contracts, generally from other suppliers, for about
$32 million. These parts were of the type that had been purchased
previously by the Air Force, either under parts contracts or under
earlier equipment contracts, and additional parts needed could have
been obtained under parts contracts at substantially lower costs.

REASON FOR PRICE DISCREPANCIES

Chairman Doucras. Mr. Campbell, how do you account for the
fact that the Government can generally obtain better prices through
direct purchases than contractors purchasing for the Government ?

Mr. CampperL. My impression is that the Government is in a
better position to negotiate with the supplier directly. One reason
is the volume of purchases involved as against the smaller volume
for which the individual contractor would be forced to negotiate.

Chairman Dovucras. Secretary McNamara has, of course, reduced
the volume of cost-plus-fixed-fee contracts. But to the degree that
they still exist, this results, does it not, in a higher price paid by
principal contractors?

SOURCE PRICE VERSUS CONTRACTOR’S PRICE

Mr. Canmeperr. That is correct. I should also say, Mr. Chairman,
that in direct purchase, of course, you eliminate the markup which
the prime contractor would add to the source price.

Chairman Doucras. That is the point that Senator McClellan
made in dealing with one of the airplane companies.*

FAILOURE TO USE MILLIONS OF EXCESS ITEMS ON HAND

Mr. CamepeLL. With respect to excess stocks of Government-owned
supplies and their use in the procurement of end items of equipment,
one of the reports which was furnished for the consideration of this
subcommittee last year disclosed that the Navy had about $2.2 million
worth of excess spare parts and assemblies for F-8U-type aircraft
which could have been transferred to a contractor as Government-

18ee S. Rept. 970, 88th Cong., 24 sess., “Pyramiding of Profits and Costs in the
Shfal::gee :ﬁ)r&curement Program” ; report of Committee on Government Operations, U.8.
y L
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furnished material for use in production of new aircraft of the same
type.2

y?&s stated in our report submitted to the Congress in February
1963, the Navy had no established procedures for identifying such
excesses and arranging for their transfer and use in current produec-
tion of aircraft. We found that about $1.9 million worth of excess
spare parts and assemblies could have been used in aircraft production
during the fiscal years 1960, 1961, and 1962.

After we brought this matter to its attention, the Navy transferred
$893,000 worth of the excesses for use in production of aircraft ordered
in fiscal year 1962 and planned to transfer about $789,000 worth for
use in fiscal year 1963.

LARGE ECONOMIES POSSIBLE IN NAVY

We made a followup review of the Navy’s fiscal year 1963 plans
to use the excess spare parts and assemblies. We found that $294,000
worth of excess items were usable in the production of S-2-type air-
craft and a contractor had informed the Navy that it could use
$107,000 worth in the production of Navy orders. However, because
the Navy delayed so long in furnishing the excess items to the con-
tractor, production schedules would not permit it to await the transfer
of the parts and assemblies.

After we inquired into the matter, the Navy took action to determine
the quantities of excess items that could be made available for use
in the production of aircraft during fiscal years 1964 and 1965, and
planned to use $288,000 worth of the excesses. However, in the
meantime, an additional $298,000 worth of spare parts and assemblies
usable on S-2-type aircraft became excess to Navy needs, thereby in-
creasing the amount of the excesses from $294,000 to about $592,000.

ARMY FAILED TO USE EXCESSES

In another report we disclosed that the Army had incurred an
estimated $1.4 million of unnecessary costs in the production of Nike-
Hercules missiles through its failure to recognize the availability of
excess missile components and to provide these to the missile con-
tractor for use in production. These excess components were trans-
ponders which had been acquired for use as spares but, were no longer
needed for this purpose.

GAO ECONOMIES

Chairman Doueras. You will forgive me, Mr. Campbell, if I con-
stantly raise questions. Earlier, you modestly claim a savings which
you made here, included in the $206 million, or economies which you
said had been effected through your suggestions.

Mr. CamesrLL. These items would be in our report for fiscal year
196145. They are not in the $206 million amount which I mentioned
earlier.

GAO SAMPLING INDICATES SAVING POTENTIAL

Chairman DoucrLas. Presumably, and in fact, at Battle Creek,
they attempt to get a record of the stocks in all services and balance

2 See Comptroller General’'s Report B-146727, Feb. 15, 1963 ; synopsis in staff report
1963, p. 121,
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those against the requirements of all services and effect transfers.
Couldn’t the Battle Creek agency be used to accomplish a better bal-
ance of stock as against requirements?

Mr. Cameserrn. I think 1t could. Of course, Mr. Chairman, the
examples that I give here do not encompass very large figures. You
realize that we do not get into too many items. This is only an
indication, and you might have to multiply this by many times to
arrive at the real loss.

Chairman Doucras. I suppose Battle Creek uses computers. 1
should think that the use of computers would permit the surpluses and
deficits to be identified.

Mr. CameBELL. Yes, sir.

NEED FOR STRICTER CONTRACT ADMINISTRATION

As to other areas indicating need for better contract administration,
briefly, other areas in which our reports of the past 12 months indicate
a need for stricter contract administration by Government personnel
and recognition by contractors of their responsibility to provide the
Government with its requirements at minimum cost are illustrated by
the following examples:

CASES OF EXCESSIVE COSTS

1. In 15 reports we disclosed excessive prices, totaling about $12
million, were negotiated with prime contractors.

2. In eight reports we disclosed excessive prices negotiated by prime
contractors with subcontractors. In five cases excessive prices totaled
$2 million. In three cases the subcontractor’s profits ranged from 38
to 51 percent of production costs.

POSSIBLE REMEDIAL MEASURES

Representative Grrrrrras. May I ask you, Mr. Campbell, do you
have any suggestion for ways in which this could be stopped, the ex-
cessive charges of the subcontractor ?

Mr. CamppeLL. Mrs. Griffiths, there is no question but that thisis a
matter of contract administration, of capable conscientious adminis-
tration of the contract, running right through the prime contractor’s
operations down through the subcontractors.

AUTHORITY OF CONTRACTING OFFICERS

Representative Grarriras. How much control, in your judgment,
does the contracting officer exert over a subcontractor ¢

Mr. CameBeLL. My view is that the contracting officer has sufficient
authority to very carefully monitor subcontracts. This has been my
own experience both in and out of Government.

Representative Grirrrras. In fact, the contracting officer could, and
certainly is obligated, to check the item for the quality.

Mr. CampBeLL. Yes.

Representative Grorrrras. He should know whether or not it really
fills the specifications.

Mr, CampBELL. Yes.
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Representative Grirrrras. He should not be permitting the specifi-
cations to be changed for the benefit of an irresponsible subcontractor.
Mr. CampeeLL. That is an im};l);rtant part of his responsibilities.

Representative Grrrrrras. This is discipline he can obviously ex-
ercise?

Mr. CamppELL. Yes.

Representative Grrrrrras. It is less obvious that he can determine
the price the subcontractor charges.

r. CampeeELL. He may not be able to determine the price in the first
instance, but he is in a position to verify whether that price is reason-
ableornot. He has the assistance to do that.

Representative Grirrrres. What kind of control can he exert to
compel a prime to change subs on a price basis?

ME. CamrpBeLL. Generally, in the case of cost reimbursable, price re-
determinable, and incentive price supply contracts, the contracting
officer has the authority to approve or disapprove all subcontracts ex-
cept relatively small subcontracts involving a few thousand dollars.
Firm fixed price contracts and fixed price contracts with escalation
do not require such approval.

CONTINUED EXAMPLES OF EXCESSIVE COSTS

Mr. Cameerrr. Continuing with examples of need for stricter con-
tract administration:

3. Because the Army accepted defective items under two contracts
the Government lost $356,000.

4, The Air Force paid $2,600,000 too much because a prime contractor
did not exercise its contractual right to negotiate reduced rental rates
for use of a subcontractor’s equipment.

Representative GrrFriTHS. This to me, as well as 2, proves that poor
administration of these contracts really results in a prime contractor
simply running up the cost, because his profit is based on a percentage
of those costs. Why should he rush out and reduce the rent when, 1f
he is charged a higher rent, he is going to get a higher profit? Is
that true?

Mr. CamreBerL. That is usually true, yes.

Representative GroxFrrEs. Thank you.

Mr. CameseLL. (Continuing :)

5. Firm fixed prices excessive by about $5 million were negotiated
by the Navy for a ship that had been three-fourths completed before
the price was established.

6. Prices for a radar beacon were based on a commercial-type sales
catalog even though the contractor had never sold the beacon com-
mercially. A contract for $1,229,000 yielded a 94-percent profit for the
contractor.

Chairman Douceras. Who did that?

Mr. Rusin. Contracts of all three military services were involved.
The contractor indicated this beacon was a catalog item and therefore
cost data as to costs in producing the item was not made available to
the agencies involved.

Actually the item had never been sold commercially, and in our
opinion should not have been considered a catalog item.

I might mention that the changes in Public Law 87-653 which took
place subsequent to this action, we believe, have now controlled the
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practice inasmuch as they now require that the contractor can only
refuse to furnish cost data for those items which are actually com-
mercially cataloged items sold to the public in substantial quantities.

Representative Grirrrras. What was the unit price of the 1tems?

Mr. CampBELL. We can supply that.

Chairman Doueras. Could you identify the number of this report?

Mr. Cameerrn. The index number is 22, B146781—May 20, 1963,
Mr. Chairman.?

Mr. Ruein. The unit price is dependent on the quantity of items
produced. The price ranged from $9,810 per item to $7,000 per item.

Chairman Doucras. That was the ACF Electronics Division, ACF
Industries, Inc., of Paramus, N.J.

Mr. Newman. That is correct.

CONTRACTOR CHARGED ARMY $321,000 FOR $71,000 SURPLUS PARTS

Mr. Cameserr. The final item on the list is an instance where a
contractor charged to an Army repair contract $321,000 for parts
it purchased from a surplus parts dealer for $71,000.

Chaiman Douagras. Let me get this straight. Do I understand that
the surplus parts were sold to a surplus parts dealer?

Mr. CampBELL. Yes.

Chairman Doucras. Sold by the Military Establishment. Nobody
knows how much the dealer paid but probably appreciably less than
$71,000. The contractor bought these parts for $71,000 and then
charged them into the contract for $321,000, is that righté

Mr. Newmawn. That isright.

Chairman Doveras. Mr. Ward has a question.
anr.? ‘Warp. Were these parts sold by the ton originally, do you

ow

Mr. Wargen. No, they were sold by the lot, and the weight of a lot

may vary. ,
Mr. &MBELL. I may say, Mr. Ward, that this matter has been
referred to the Justice Department by us.

SUMMARY OF COST REDUCTION POSSIBILITIES

In summary, it would appear that substantial cost reductions can
be made by the Department of Defense in its procurement program
by giving greater consideration to increasing competition through
the use of complete technical data packages, direct Government pur-
chases, and by furnishing equipment, components, and subassemblies
to the end itemm manufacturer in lieu of allowing the contractor to
supply items at higher prices.

urther, we believe substantial cost reductions can be achieved by
tighter inspection controls and stricter contract administration in

general.
Representative GrirriTes. Back here where you were telling us
about the equipment that had been run off in hundreds of millions

dollars worth before they ever found a workable item, I think the Navy
did that some years ago with Tacan. I think they had spent almost
a billion dollars and never had a workable item. What kind of argu-
ment do you meet to justify such expenditures?

1 See staff report, 1964, pp. 58 and 96.
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Mr. Fasick. We have several reports in mind in connection with
this particular statement. Two of them we recently issued are Navy
reports—on the P6M aircraft—and the Big Dish, the antenna built
in West Virginia several years ago. The argument the Department
of Defense usually gives, that because of military exigencies it is re-
quired to research, develop, and produce at the same time.

I believe Secretary McNamara has indicated that in both of these
cases they could have possibly made decisions earlier to curtail these

rograms. The point we are making is that the evaluation should
ge made much earlier in a project and a decision made with respect
to the adequacies of the product before you go into production.

SAVINGS THROUGH PURCHASE OF AUTOMATIC DATA PROCESSING
EQUIPMENT

Mr. CamppeLL. With respect to automatic data processing equip-
ment, last year we reported that our studies of the procurement and
use of automatic data processing equipment showed that very sub-
stantial amounts of money.could be saved if the Federal Government
purchased more of its data processing equipment needs.

A cost comparison of 16 different models representing only 523 of
the approximately 1,000 systems installed or planned for installation
throughout the Government on a lease basis by June 30, 1963, indicated
possilﬁe savings of $148 million over a 5-year period if the equipment
were purchased rather than leased. For additional use of these 523
machines after 5 years, there would be further savings at the rate of
over $100 million annually.

Chairman DoucLas. Let us pause a moment, on those figures. What
you are saying is that if the Government purchased 5,000 automatic
data processing systems, or 523——

Mr. CamepeLL. Our cost comparison applied only to 523 of what
we understand to be a total of about 1,000 leased computers.

Chairman Doucras. Over a 5-year period the rentals would come
to $148 million more than the purchase price.

Mr. CampBELL. Yes, sir. We take into account interest on invest-
ment and any other proper charges.

Chairman Doueras. The machines would not wear out in 5 years?

Mr. CameBeLL. No, they should not.

Chairman Doucras. And every year thereafter that they were used
would be a saving of $100 million ?

Mr. CamreBeLL. Approximately, on these particular systems.

Chairman Doucras. This estimate included not merely the Mili-
tary Establishment, but civil departments as well

Mr. CampBELL. Yes, sir.

Chairman Doueras. Do you have figures as to the number in the mili-
tary degartments and the number in the civil agencies?

Mr. CameBeLL. 380 in the civil departments and about 620 in the
Defense area. All under leasing agreements.

ADP EQUIPMENT USED BY MILITARY CONTRACTORS

Chairman Doucras. I suppose that many, if not most, of the large
mlhtag contractors have these computers in their own establishments.
Mr. CameBeLL. Yes, sir.
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Chairman Doucras. Do you know if they buy them or do they rent
them?

Mr. CampeeLL. These figures 1 have mentioned exclude those sys-
tems which are in the Government contractors’ plants, but which are
wholly or almost wholly used for Government purposes.

Chairman Doucras. Then, I take it, that the Government really
pays for them.

Mr. CameBeLL. Yes, for all practical purposes.

Chairman Dovuaras. Do you know whether they are rented or pur-
chased ?

Mr. CameBELL. Generally rented.

Chairman Doucras. Generally rented ?

Mr. CampBeLL. Yes. There may have been some purchases. Un-
til recently this kind of equipment was almost entirely rented.

Chairman Doucras. So granted that the contractor may not know
whether he is going to hold the contract for more than a few years,
still wouldn’t there be savings in all probability if these were pur-
chased as well, rather than rented and then if the contract is given
up, the machines could be transferred ? :

GAO DOESN’T HAVE DATA ON CONTRACTOR-HELD ADP EQUIPMENT

Mr. Cameperr. Mr. Chairman, our view is that even though the
100 percent Government contractor, and there are many of those,
as you know, rent these machines, or even if they did not purchase
them, when they are through with them the Government would
very well have use of them in some area. In other words, some
other part of the Government may need them. This is a very funda-
mental problem. Of course, as to the number of machines in the
contractors’ plants, we have no idea. There must be many more than
there are in the Government. In each of our visits to the various con-
tractor’s offices and plants throughout the country, we make a special
review of the cost and use of such equipment.

TREMENDOUS DEVELOPMENT IN USE OF ADP EQUIPMENT

Chairman Doucras. Then it looks as though the potential savings
are hundreds of millions of dollars a year.

Mr. CameBeLr. The use of these machines in and out of Govern-
ment is growing like Topsy. It is a tremendous development. Our
figures are as of June 30, 1963; today it may be up by another 500
systems.

EXAMPLE OF ONE CONTRACTOR’S USE OF ADP EQUIPMENT

Mr. Wargren. In regard to Mr. Campbell’s statement about the
Government having subsequent use for machines that the contractor
finds it no longer needs, we have a very good example of that at the
Aerospace Division of the Martin-Marietta Co. at Orlando, Balti-
more, and Denver. It rented two 704’s from IBM that it used for
a couple of years, and then returned them to IBM.

At the very same time that the contractor returned these two ma-
chines to IBM, the Army started to rent two of the same type of
machines at the White Sands Missile Range. At the very same

32-669—64——11
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time after the Army returned one of the machines after using it for
over 2 years, the Navy went ahead and bought the same type of ma-
chine from IBM. Whereas the machine would have cost only $1.2
million, the Government so far has paid over $4.7 million to use
this one machine. We have completed our review at the Aerospace
Division of Martin and found that it does rent practically all of its
computers and works practically 100 percent for the Government.

We found that over a 5-year period the Government will lose $7.7
million, and over a 10-year period will lose $37 million because of
this practice of renting.

Mr. Camererr. This is one contractor.

Mr. Warren. This is just one contractor.

GOVERNMENT FURNISHED EQUIPMENT

Mr. CamreBeLL. The potential savings I cited previously covered
only the amount of equipment that is operated directly by the Fed-
eral Government. Our reviews since that time, in a number of Govern-
ment-contractor plants where automatic data processing equipment is
used, indicate possibilities for additional very significant savings if
the equipment 1s purchased by the Government and furnished to con-
tractors as Government-furnished equipment.

During the past 12 months, we have submitted to the Congress
13 additional reports on this subject covering individual instances of
identified actualpoor potential unnecessary costs of over $16 million..
About $5 million of this amount relates to unnecessary costs incurred.
or to be incurred over a 5-year period by the Department of Defense:
in managing its own equipment program and about $8 million relates:
to Defense contractor-leased equipment.

NEED FOR STATISTICAL DATA

In our opinion, up-to-date information on computer capacity
available and new requirements should be readily available on a
Government-wide basis as a means of preventing unnecessary acquisi-
tions of equipment and promoting the fullest utilization of equipment
already on hand.

For example, it is our general view that equipment no longer
required in one program can, in many cases, be used in other Federal
programs in lieu of new procurement of similar equipment by the
agencies requiring additional computing capacity.

Similarly, Government-owned equipment no longer needed by an
original using agency can be transferred to replace comparable equip-
ment that is being leased, thereby reducing leasing costs to the Gov-
ernment. Also, Government ownership of equipment used by many
Government contractors would provide a basis for interchange of
equipment between Government contractors and Government agencies:
to fill current needs of either Government contractors or Government
agencies as requirements for equipment change.

NEED FOR CENTRALIZED AND APPROPRIATE AUTHORITY

The kind of management needed to take full advantage of these
possibilities for economy in procurement and utilization of automatic
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data processing equipment can only be achieved if the responsibility

is centralized and appropriate authority provided to make such man-
agement effective.

DOUGLAS BILL, 8. 1577, $STH CONGRESS, 18T SESSION

We have noted, Mr. Chairman, that you introduced Senate bill 1577
as a positive step toward improved Government-wide coordination of
the management of automatic data processing equipment. We have
recommended to the chairman of the Government Operations Com-
mittee, U.S. Senate, that it be given favorable consideration.*

BROOKS BILL, H.R. 5171, 88TH CONGRESS, 18T SESSION

Also, as you know, HL.R. 5171 introduced by Congressman Jack
Brooks, chairman of the Government Activities Subcommittee, House
Committee on Government Operations, has already passed the House
of Representatives. This bill is also directed at improving Govern-
ment-wide management and administration of automatic data process-
in% equipment.

hairman Doucras. Let me say that Congressman Brooks intro-
duced his bill first. He should have the credit for initiating action
in this field. I do hope that we can get immediate action. His bill
has passed the House. I would be very glad to accept his bill if the
Senate would pass it. I hope we can get immediate action, but I
must say I have been somewhat discouraged by the lack of support
from quarters where I had hoped for support.

Without putting anybody on the spot, may I ask if there is a repre-
sentative of the Budget Bureau here this afternoon ¢

Chairman Doucras. I wonder if you would inform the Associate
Director of the Budget Bureau that I would like to ask questions about
this tomorrow on automatic data processing—pardon me, next Tues-
day—so that the Bureau can be prepared for questioning on this point.

Mr. Georee G. MurLins (Bureau of the Budget, Assistant Chief,
Office of Management and Organization). Senator, the letter you men-
tioned already states that this matter should be covered. (See p.150.)

Chairman Doucras. T hope there will be a reply.

SOME PROGRESS DURING PAST YEAR

Mr. CameeeLn. Mr. Chairman, in this connection, the Bureau of the
Budget, at the request of the House Post Office and Civil Service Com-
mittee, s, I understand, carryin%out a study of automatic data proc-
essing in the Government. The Bureau has also established an experi-
mental sharing exchange, a computer service center, at the National
Bureau of Standards here in Washington.

The Department of Defense has advised that it has identified equip-
ment costing $225 million that it estimated could be purchased with
economic advantage to the Government of $65.9 million a year, once
the break-even point is reached.

1 See “Report 1963,” pp. 48-50.
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DOD PURCHASED $200 MILLION IN ADP EQUIPMENT

By March 31, 1964, according to the Department of Defense, it had
completed the purchase of about $200 million of such equipment. So
you see we have made some progress in this initial move of about a
year ago.

NEED FOR COORDINATED FEDERAL PROGRAM

These actions by the executive branch indicate some awareness of
the significance of the data processing management problem in the
Government. However, we would like to emphasize our conviction
that until greater emphasis is placed on managing, leasing, and pro-
curement of this equipment from the standpoint of the coordinated
overall interests of the Federal Government, the degree of efficiency
and economy that is possible and that the Government’s financial
interests require, will not be achieved.

Chairman Doucras. I thought we had agreed, first, purchase; rather
than lease, of computer equipment; second, centralized management
so that machines could work nights or on 24-hour schedule and thus
serve more than one agency. That we could effect great economies.
Do you agree with that?

COMPTROLLER CAMPBELL HAS STRONG FEELINGS ON ADP PROGRAM

Mr. CamepeLr. I agree completely. I feel very strongly about this
problem. I think this development is just in its infancy in Govern-
ment. When you, a moment ago, referred to the means to control
supplies, these thousands and hundreds of thousands of items needed
in Government, the computer system is the only answer. We are just
scratching the surface in the use of these machines.

CHAIRMAN DOUGLAS’ LETTER OF MARCH 18, 1964, TO BOB

Chairman Doucras. I find that in my letter of March 18 to Director
Gordon of the Budget, that I did ask him to come prepared on the
subject of automatic data processing. I will ask the text of this letter
be included in the record at this point.

(The letter follows:)

MARCH 18, 1964.
Mr. KERMIT GORDON,
Director, Bureau of the Budget,
Washington, D.C.

Dear KErMIT : Reference is made to Mr. Staats’ letter of January 25, 1964, and
to mine of December 19, 1963, concerning hearings by the Defense Procurement
Subcommittee.

The hearings will be beld on April 16 and 21, 1964. You and your staff are
scheduled to appear on April 21 at 11 a.m. in room 1202 of the New Senate
Office Building.

Your testimony should cover the recommendations in our July 1963 report
which referred to the Bureau of the Budget.!

Also. of prime interest to the subcommittee is the development of a Federal
supply and services system as contemplated by the Federal Property and Admin-
istrative Services Act of 1949. Please give us full details on the progress and
plans regarding this matter. Other witnesses have been requested to testify on
the subject of purchase and rental of automatic data processing equipment and
we seek your views on this also.

1 Report, July 1963, pp. 1-19.
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Your ‘previous testimony indicated that a revision was imminent of Bulletin
60-2 regarding commercial-industrial activities of the Government. We are in-
terested in the new instructions and the overall progress being madé in the
program.

You may contact the consultant to the subcommittee, Mr. Ray Ward, on code
178, extension 8169 if additional information is needed. Please send 100 copies
of prepared statements to room G-133 of the New Senate Office Building at least
1 day before your appearance.

- Eaithfully yours,
PAaur H. DoucLaSs, Chairman.
(See app. 5, p. 367, for reports referred to in above letter.)
(Statement of Elmer B. Staats, Deputy Director of the Bureau of

the Budget, relating to above letter, begins on p. 218.)

. REPORT ON MILITARY COMMISSARY STORES

Mr. CameBeLL. Mr. Chairman, on the recommendation of your sub-
committee and after subsequent discussions with your subcommittee
staff, we have made a review of the criteria established by the Secretary
of Defense for the authorization of military commissary stores located
in the continental United States. Our report was submitted to you
today. We did not obtain comments from the Department of Defense
because sufficient time was not available before these hearings.

(See app. 4, p. 349, for report referred to.z

Since August 1953, the Secretary of Defense has been required by
law to authorize only those commissary stores in the United States for
which he certifies that items normally sold in commissary stores are
not. otherwise available to employees of the Department of Defense
at a reasonable distance and a reasonable price in satisfactory quality
and quantity.

STORES EXPANDED DESPITE STATUTORY REQUIREMENTS

In our review we found that although competitive food stores are
located near most military commissary stores in the United States,
commissary stores have continued in operation and increased in number
despite the statutory requirement that such stores be authorized only
if reasonable prices are not otherwise readily available. The author-
ization of commissary stores has continued each year because of the
criteria established by the Department of Defense which, in our opin-
ion, do not carry out tﬁe purpose of the law.

Under these criteria, for example, the prices at all commercial food
stores surveyed in the United States during recent years have been
found to be unreasonable. This is largely caused by the fact that the
method of measuring reasonable prices prescribed by the Department
of Defense utilizes an average markup for commissary merchandise
which is obsolete and significantly understated, and also fails to recog-
nize that the most reasonable prices are those that prevail under con-
ditions of full and free competition.

ILLOGICAL CRITERIA USED

In view of the strong competition among commercial grocery stores
and their resulting low profit margins, it is apparent that the criteria
are illogical. We estimate that under any realistic criteria more than
hslf of the commissary stores in the United States would be closed.
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CONGRESSIONAL INTENT TO HAVE COMMISSARIES IN REMOTE AREAS

Based on the congressional committee hearings leading to legislation
covering the authorization of commissary stores, we believe it was in-
tended that military personnel not be unduly inconvenienced or
charged unreasonable prices due to lack of competition. This would
tend to restrict commissary stores to remote locations.

However, despite the restrictions appearing in the anual appropria-
tion acts for the Department of Defense since 1953, no commissary
stores have been closed because of this law; instead, the number of
commissary stores has increased by about 38 percent.

LOSS OF ALMOST $150 MILLION ANNUALLY

Commissary stores sales prices exclude major operating expenses
such as pay and allowances to military and civilian personnel operat-
ing the stores or performing procurement, inspection, warehousing,
disbursing, accounting, and other functions for the stores. As ex-
plained in our report, we have estimated that the military commissary
stores system in the United States results in a loss to the Government
of almost $150 million a year. .

Chairman Doucras. $150 million a year?

Mr. CampeBerL. That is our estimate.

MILITARY PERSONNEL EMPLOYED

Chairman Doucras. How much military personnel is employed in
the commissaries as such, as distinguished from the PX’s?

Mr. RuBin. We have some information on that supplied to us by
the military. According to information furnished—this is within the
United States, now—there were a total of approximately 3,000.

Chairman Doucras. Military personnel.

Mr. Ruein. 121 officers—

Chairman Douaras. This is the equivalent of a regiment, then,
roughly a regiment.

THREE THOUSAND MILITARY AND EIGHT THOUSAND CIVI'LIANS EMPLOYED

Mr. Rusin. There were 121 officers, 2,927 enlisted men, or a little
more than 3,000 military. There were also a little over 8,000 civilians,
a total of over 11,000 employed in the commissary stores within the
United States, continental United States.

Chairman Doucras. The combat strength, then, of the military
could be increased by the equivalent of approximately a regiment if
these were discontinued.

Mr. NewmaN. Probably so.

Chairman Doucras. Congressman Kowalski found many thousands
of enlisted men serving as orderlies to officers, really servants to offi-
cers.

_ Mr. Camenerr. The justification advanced over the years by the mil-
itary departments for maintaining a widespread commissary store
system has been that the fringe benefit has become, as a practical mat-
ter, a part of the pay structure for military personnel and that, con-
sequently, the curtailment of the fringe benefit would represent a re-

&
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duction in remuneration and would adversely affect the morale of
military personnel. While commissary store privileges are available
to all military personnel, they obviously are not needed by the vast
number of military personnel fed in messhalls, and such personnel
would not be aﬁectecf by limitations on commissary store operations.

Chairman Doucras. In other words, there are very few, relatively
few, enlisted men who have the benefit of the commissaries. Isn’t that
true? At least enlisted men in the lower grades.

Mr. Rusin. Yes, I think that is true.

Chairman Doueras. Isn’t it true that the commissary is primarily
alw)ra.ﬂa,ble for officers who are not in bachelor quarters, and prob-
abl

Nyir. RusiN. We did not make a study of this point.

Chairman Doueras. And probably the three upper pay grades of
the noncommissioned officers?

Mr. Rusin. It is available to all, but our position is that those who
use the messhalls obviously do not need the commissary, and this would
be the great preponderance of the lower range.

Charrman Douaras. I am trying to amplify on this statement, that
the privates, the privates first class, corgorals, will be fed in the mess-
halls, some of the buck sergeants, but the three upper grades and the
officers not in bachelor quarters will be the ones who will utilize in the
main these services.

Mr. CameseLr. Well, I think that is a fair assumption, Mr. Chair-
man.

Chairman Doocras. What?

Mr. Cameperr. I think that is probably correct. We don’t have
the exact figures, however.

STORE CUSTOMERS

Mr. Ruein. I might say we have statistics on the number of cus-
gomers in the stores as to whether they are located on the base or off

ase.

Chairman Doueras. Would you give those ¢

Mr. RuBin. Yes, sir; of the number assigned to the base, there
were 229,000 living on base as against 601,000 living off base, who
were customers of the commissaries.

Chairman Doueras. Well, I guess enlisted men are marrying more,
would be more apt to marry more than in former days.

Representative Grrrrrras. Mr. Chairman, may I ask: What in gen-
eral are commissary stores supposed to provide these men with? The
essentials of life, or just exactly what? That is, I have been in some
commissaries that were providing some very exotic items at very low

rices.
P Mr. Rusin. They provide the usual grocery lines. Not neces-
sarily the bare essentials in grocery lines, but they are generally the
same items that you will find in a chain store, for example, in a
grocery.

Representative GrrrrriTHS. Oh, I see. Thank you very much. I
think I have had them confused with the PX.

PAY AND ALLOWANCES VERSUS FRINGE BENEFITS

Mr. CaseeeLL. In any event, Mr. Chairman, we believe that any
inadequacies of pay and allowances to military personnel should be
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brought to the attention of the Congress as a matter to be decided on
its merits, apart from this possible implication of a fringe benefit,
which involves the need of commissary stores.

Chairman Dougras. Well, as you are aware, we passed the military
pay increase, was it 2 years ago?

Representative Grurrrras. 1t was just this year.

Chairman Doueras. This past year, and it is complained that by
the removal of certain bonus payments which had previously existed,
that some have either lost or not received the full 14-percent increase.

I would favor clearing out those inadequacies, and rectifying the
situation, but I think that this matter should be very seriously
considered.

Now, when I asked you to make the study last year, I drew down
upon my head the denunciation of all the commissary officers in the
country. I found that they have a paper which circulates amongst
their personnel, and this paper nearly every month was filled with
denunciations of me, that I was trying to take away the hard-won
rights of the enlisted personnel, and the letters have poured in upon
me from military, naval, marine wives who view me, apparently, as
an enemy of their family budget.

I can say this: That there is a very strong lobby engaged in the
defense of these commissaries. I certainly want to accept your sug-
gestion that if there are weaknesses in the pay structure, these should
be cured.

But I must say, when I drive across the river and see this huge
commissary there, within striking distance of grocery and grocery
stores, and find this justified on the ground that prices in the city
of Washington are excessive, I am left somewhat cold. I don’t know
whether General Eisenhower had this in mind when he referred to
the military-industrial complex or not. I can well understand how
the Secretarv of Defense doesn’t wish to stir up the animals on this one.

It probably is very impolitic for a Member of the House or the
Senate to raise it, but I think there is a very real question of public
policy on this point.

Mr. Camepers. Well, Mr. Chairman, we are raising it.

Chairman Doueras. Good for you.

DISOBEDIENCE OF LAW

Representative Curris. Well, Mr Chairman, could I in this instance
express my agreement with you. I certainly agree with the statements
you have made, and as you know, on previous hearings, I have backed
up this need for moving into this area. The thing that distresses me
more than anything else is when Congress writes the laws, and when
we think we have made them clear, we find what in my judgment
amounts to a deliberate disobedience,

Now I don’t know what we do when this is the situation. I think
there is deliberate disobedience in this area, and if the Military Estab-
lishment does not understand the importance of obedience, even though
it might disagree with the conclusions that have been reached, there is
a forum in the Congress, both the House and the Senate, that is avail-
able to them to make their case. But they haven’t made it, and in the
process, it looks like they have distorted our concepts of any intelligent
accounting system or anything else. I don’t want to put you partic-
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ularly in a spot of agreeing or disagreeinf with my conclusions, but
doesn’t this appear to you to be a matter of disobedience?

COMPTROLLER GENERAL RECOMMENDS LEGISLATION

Mr. CaymeseLr. Well, Mr. Curtis, I am in complete agreement in that
connection, and in view of the ineffectiveness of the restriction now
contained in each annual appropriation law enacted since August 1953,
deterring the continued operation and growth of military stores and
in view of the fact that competitive commercial food stores are gen-
erally located reasonably close to most military installations in the
continental United States, we are suggesting that the Joint Economic
Committee consider recommending to the Congress the enactment of
legislation to establish precise conditions under which the operation of
military stores may be authorized. Also, to the extent that the oper-
ation of commissary stores may be authorized, the Congress may wish
to consider providing for selling prices to be set at the level of com-
petitive commercial retail prices in order to avoid inequities between
personnel at installations having commissary stores and personnel at
installations not having eommissary stores, and I think that more or
less answers your question.

LAWS VERSUS REGULATIONS

Representative Corris. Well, it would be a terrible thing if Con-
gress has to, because of an inability to have the Jaws as written obeyed,
both in spirit as well as the letter, get into the business of really
writing regulations. That is not good legislation for us to go beyond
writing general laws. We should set the general standards, and
hopefully, the agencies concerned would write the regulations around
them. I would very much dislike to see us get into that kind of detail.
‘We had better face up to what the real problem is.

Is the Military Establishment goin% to continue disobedience, or
are they going to start obeying the law? Or if they disagree with the
law, are they going to try to get it changed? Until we get it changed,
compliance 1s the answer.

Mr. Camepern. Well, Mr. Curtis, from our point of view, I think
that all we can do is to disclose a serious situation, and-

Representative Courris. That is all you can do. Incidentally, this
kind of thing could not go on if, when Congress calls attention to
these things, as we do in public hearings, the press would report this
to the people. This isn’t the only instance, I might say, where we are
up against what I regard as deliberate disobedience of the laws that
Congress has written.

TREND TOWARD IGNORING THE LAW

In fact, if there is a trend in these times, it seems to me it lies along
that line. The executive branch of the Government, in many, many
instances, has ignored the law. Your office, the General Account-
ing Office, has called attention to this and so have congressional com-
mittees in these various areas. But of course when the press doesn’t
report these things, there is no backing up of Congress, or those of
us in the Congress who are trying to do something in these areas, by
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the people. When this kind of operation continues, those who get
away with the disobedience become emboldened to do so.

I greatly fear the extent to which we are becoming a government of
men rather than of laws. If this kind of discipline goes out of our
system, we are really facing serious trouble ahead. In fact, I think
we are facing serious troubles, already, and this is only a symptom.

Representative Grirritas. May I ask a question ¢

Chairman Doueras. Yes, indeed.

RELATIVE COSTS FOR FAMILY OF FOUR

Representative Grrrrrras. May I ask, have you ever checked?
What would be the difference in feeding a family of four a minimum
diet from a commissary, I believe as Senator Douglas said, across the
river, or the closest supermarket? What would be the cost of this?

According to published statistics of the Department of Commerce,
a city worker’s family of four (man, wife and two children) with a
yearly budget of about $6,000 will spend about $1,800 for food and
beverages in order to maintain a “modest but adequate” (not a mini-
mum subsistence) level of living in a large city. The cost of purchas-
ing these items at a military commissary store would be about $1,400,
or a difference of about $400 per year.

USE OF MARKET BASKET APPROACH IN PRICING

Mr. RuBiN. I might mention the way this determination is made.
They use the market basket approach of the Department of Labor
in arriving at the prices in a commissary store as related to the prices
in the nearest commercial stores. However, in making this compari-
son, they are comparing the price of the merchandise, the delivered
merchandise without any additional costs at the commissary store,
with the sales price in the commercial grocery. If the difference is
more than 20 percent, they automatically assume that the prices are
therefore unreasonable in the commercial stores.

I might mention to you what their findings were in the Washington
area.

Representative Grirrrras. Good.

EIGHT COMMISSARIES IN WASHINGTON AREA

Mr. Rusin. There are eight commissary stores in the Washington
area, and the commercial prices were considered to be 85 percent, 88
percent, and 39 percent higher than the price in a commissary store,
and therefore more than the 20-percent differential.

THREE-PERCENT SURCHARGE

I might also mention that this 20-percent differential is not used
when they sell items in a commissary store. This price is only used
for comparison. The customers in a commissary store pay the mer-
chandise price plus a 3-percent surcharge. They do not pay this 20-
percent differential.

Representative Grrrrrras. But having discovered the 20-percent
differential, they can then charge them the cost of the item plus a 3-
percent increase. Isthat right?
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Mr. Rusin. That is right. The reason for the 20 percent differen-
tia]l is to determine whether or not a commissary store may be
operated.

Representative Grrrrrras. If it is unreasonable.

Mr. Rusin. If the differential is less than 20 percent, the military
may not operate one under their criteria.

VARIOUGS COSTS OMITTED IN PRICING

Representative Grirrrras. But there, as you say, in discovering the
differential, they do not include in a commissary the overhead.

Mr. Rusin. No.

Representative Grrrrrras. There is no rent included, no charges of
the services of collection.

Mr. Ruein. No charges.

Representative Grirrrras. Or any heat or any other such thing.

Mr. Rusin. It is the cost of the merchandise as delivered. The mer-
chandise invoice price.

Chairman Doucras. Do I understand that the prices are wholesale
price plus 3 percent ?

Representative Grirritas. Plus 8 percent.

Chairman Doueras. Who pays for the salaries of the enlisted men
and officers? The Government ?

Mr. NewmaN. You and I as taxpayers.

Chairman Doucras. Who pays the salaries of the civilian
employees ¢

Mr. Newman. The same people.

Chairman Doucras. Who furnishes the rent ?

Mr. Newman. The U.S. Government.

ChairmanDoueras. And we are talking simply about the commis-
saries in the United States.

Mr. Cameeern. Only commissaries in the United States. We are
not talking about overseas.

Chairman DouerLas. And you are not recommending closing com-
missaries in relatively isolated places, but simply in relatively popu-
lated places where there are competitive private stores?

Mr. CampBELL. Yes, Sir.

Representative Grrrrrras. I would like to ask you further: In
those instances where they found a 35-percent overcharge; that is, it is
35 percent higher than they considered the reasonable price, does that
mean that we are permitting them to buy from commissary $100
worth of groceries at $65¢ $65 plus 3, or $68?

Mr. Rupin. We were permitting them to pay $100 for merchandise
that they would be paying $135 for in a commercial store. It is $100
plus 3, a $3 surcharge.

lRepresen’cative Grirrrras. Well, that is quite a little increase in
salary.

Chairman Douaras. This is better than food stamps.

Representative GrirrrTus. Yes; it is.

TRANSPORTATION AND UTILITY COSTS ARE ADDED

Mr. CameeerL. Mr. Chairman, I should correct the record. In
addition to the cost of the merchandise, there is the cost of bringing
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it in and the utility charges, which are not too substantial. Other-
wise, all charges are borne by the Government.

TOTAL SALES INSIDE UNITED STATES ABOUT $730 MILLION

Chairman Doucras. Well, your report on commissaries (see p.
361) gives the total volume of sales inside the United States as
$729,782,000, or just short of $730 million, and this, probably at
ordinary retail, would cost probably close to a billion dollars.

Mr. Rusin. That isright, actually around $950 million.

Mr. CameBeLL. That is a good estimate;; yes.

Chairman DoucLas. And amounts therefore to at least not far from
$220 million.

Mr. NewmaN. Yes, sir.

Chairman Doucras. These are just rough estimates.

Representative Currrs. In other words, the $150 million loss at
which the commissaries are operating is not the complete figure, then,
as far as the costs.

Mr. Cameeerr. Noj our figure of the loss is the loss to the Govern-
ment.

Representative Curris. Thatisright. That is the actual additional
money we have to put in. But the salaries we are paying and other
costs are not computed.

Mr. RusIN. Yes; they are included in the $150 million.

Representative Curris. They are included in the $150 million?

Mr. Rusrn. $150 million basically represents the difference in price
between a commercial price in effect in a store and the price in the
commissary, less the amount that is charged in the form of a surcharge
to the customer.

Representative Curris. Yes; but not all items are included. When
you figure $150 million loss, you are not including all costs in it, or
are you?

. Mr. Cameeucr. They are generally included. T think you are try-
Ing to reconcile it with the $220 million.

Representative Curris. That is right.

Mr. CameBeLL. The difference between the $150 million loss and the
$220 million represents advertising, sales promotion, profit, and so
forth, that are not involved in commissary store operations.

Representative Corrzs. Could T ask a collateraf)question?

Chairman Douaras. Yes.

TAX BASE EROSION OF GOVERNMENT COMMERCIAL-TYPE OPERATIONS

Representative Curris. Mr. Campbell, the commissary situation is
one of these programs, a commercial-type operation of Government,
that we have been interested in for some time—roasting coffee, making
paint,and so forth. One of the points that I made is that, among other
things, the fact that Government in a multiplicity of businesses erodes
the tax base, and as the commissary situation shows here, it uses tax
money in so doing.

Now, I think this case history also points out that there is a tend-
ency, when Government agencies are in this, to j ustify their operations
on the basis of cost. But when we analyze the cost reports, they are
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deficient in that all costs, both direct and indirect, are not included.
This is the situation we have here.

DIFFICULT TO INCLUDE ALL COSTS

In fact, it is pretty difficult to include all costs, such as overhead,
building, other improvements, depreciation, retirement costs, plus in
lieu of taxes for sewers, streets, roads. Also, a reasonable profit would
have to be included, because in the private sector, you would have to
pay for capital, and some capital would be used here.

MICROWAVE SYSTEM OF RECLAMATION SERVICE

Now, the point I am getting to is that another situation has come
to my attention. The reclamation service plans to install a microwave
system for the North Platte-Missouri Basin project. Now evidently,
the telephone companies whose service areas are involved believe they
should supply the service, and the data which has been supplied to me
indicates the costs are about the same if taxes are not considered.

COST COMPARISONS—INCLUSION OF TAXES

Now I also understand the General Accounting Office has issued
two decisions which indicate that taxes need not be considered in mak-
ing these evaluations. (See p. 222.)

t worries me that that should not be considered, because I would
think certainly the local taxes which would cover the costs of wage,
fire protection, etc., are important.

In asking this question, I also want to bring this matter formally to
your attention. Possibly you already have studied this, but I would
like you, for the record, if the chairman approves, to reply to this
committee at some later date and give us your studies of this. Have
you been studying this?

Mr. CamrepeLL. I think that we may have considered it, Mr. Curtis.

Representative Curtis. It has, so it 1s in the process.

Mr. CameeerL. Is that correct?

SPECULATIVE NATURE OF TAXES IN BIDS

Mr. KeLier, I believe the case has been either submitted to us or
discussed with us, Mr. Curtis. Also, we have one or two decisions on
the question of including taxes in evaluation of bids and we have not
allowed such items to be included, because they are speculative; you
can’t tell how much tax is going to be paid an(f when, so we have ex-
cluded the consideration of taxes in evaluation of bids under the
competitive bid system.

Representative Curris. The main tax I am concerned about is the
local tax, which covers utilities, without which you can’t have a micro-
wave system or anything else. You can’t have a Government installa-
tion without the infrastructure—as they now call it—of communica-
tions, streets, police protection, and so on.

I would think that that would be a very important factor. Could
you review your judgment on this?

Mr. Keveer. We would be very glad to, Mr. Curtis, and will give
you or the committes a report.
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Representative Corris. Yes. In the material I have, it just seems
that instead of moving the Government out of some of these areas,
which I hope we will continue to do, the Reclamation Service is
moving in. Nevertheless I have been pleased with Secretary Me-
Namara’s reports on the military.

Mr. Keuier. We will be glad to give you a report.

Chairman Doueras. Thank you.

(The letter and report following were subsequently submitted.)

COMPTROLLER GENERAL OF THE UNITED STATES,
Washington, June 5, 1964.
B-151192.

Hon. PauL H. DoUGLAS,
Chairman, Subcommittee on Defense Procurement, Joint Economic Committee.

DEAR MR. CHAIRMAN : During the hearings of the Subcbommittee on Defense
Procurement of the Joint Economic Committee on April 16, 1964, Congressman
Curtis raised a question concerning the proposed procurement by the Bureau
of Reclamation of a microwave radio system for the North Platte-Missouri River
Basin project.

A similar proposed procurement was considered by this Office in 1963 on the
basis of a protest from the Mountain States Telephone & Telegraph Co. This
protest was the subject of our decision of May 17, 1963, B-151192, and a subse-
quent letter to the company of July 17, 1963. A copy of each is enclosed.

In neither the decision nor the letter was there a ruling on the question of
the inclusion of taxes as an evaluation factor in determining whether there
should be a Government-owned and operated system or whether the services
should be obtained commerciallly on a full-time service basis with company-
owned, operated, and maintained facilities.

‘We are also enclosing copies of our decisions B-150886, dated July 15, 1963,
and B-151628, dated September 16, 1963, in which we held, in effect, that in-
come tax benefits acceruing to the Government should not be considered in eval-
because to attempt to isolate such a factor, as it might apply to each individual
uating bids or proposals for the award of Government procurement contracts
because to attempt to isolate such a factor, as it might apply to each individual
bidder, would involve considerable speculation and would result, in most cases,
in confusion and uncertainty, and would place an unbearable, if not impossible,
administrative burden on Government procurement officials. These decisions,
however, involved competition between private concerns competing for Gov-
ernment business. They would not necessarily be applicable to a situation in-
volving competition between the Government and private enterprise.

We wish to point out that Bureau of the Budget Bulletin No. 60-2, dated
September 21, 1959, which sets forth the policy of the executive branch regard-
ing competition between the Government and private enterprise contains the
following provision:

“3.B. Costs. Continuation of Government operation on the ground that pro-
curement through commercial sources would involve higher costs may be justified
only if the costs are analyzed on a comparable basis and the differences are
found to be substantial and disproportionately large. In such cases, the costs
of both Government operation and private procurement must be fairly computed
and complete. The costs assigned to Government operation must cover all direct
and indirect outlays, such as pay and other allowances for personal services
and leave, contributions for retirement and disability, supplies, materials, trans-
portation, warehousing, utilities, maintenance, repairs, and similar factors.
Appraisal of elements not usually chargeable to current appropriations, such as
depreciation, interest on the Government’s investment, the cost of self-insurance
(even though it is unfunded), and exemption from Federal, State, and local
taxes must also be made to the extent necessary to put the costs on a comparable
basis. On the other hand, costs attributed to procurement from private sources
must be computed on an equally fair and complete basis. They should be truly
representative of the lowest price the Government would pay for the quantity
and quality needed, taking into account all applicable costs of the Government
for such procurement, and costs of handling and delivery.”

In our opinion the provisions of Bulletin No. 60-2 clearly require taxes to be
taken into consideration in determining Government operation versus commer-
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cial operation. However, as we held in the last paragraph of our decision of
May 17, 1963, the bulletin is one of policy and does not have the force and effect
of law. Therefore, the provisions of the bulletin are not mandatory for the
purposes of determining legal rights and responsibilities.

We have delayed furnishing a report to your committee pending a determina-
tion by the Bureau of Reclamation as to proposed procurement of the microwave
radio system for the North Platt-Missouri River Basin project. To date no
decision has been made by the Bureau. We understand that should the tax
question become a determining factor in evaluating the comparable costs between
Government and private ownership and operation it is probable that the question
will be brought to our attention for a ruling. If this is done we will, of course,
inform you of our decision in the matter.

A copy of this letter is being furnished to Congressman Curtis.

Sincerely yours,
JosEPH CAMPRELL,
Compiroller General of the United States.

COMPTROLLER GENERAL OF THE UNITED STATES,
Washington, May 17, 1963.
B-151192.

THE MOUNTAIN STATES TELEPHONE & TELEGRAPH Co.,
Care of Akolt, Shepherd & Dick,
Denver, Colo.

GENTLEMEN : Further reference is made to your letter of April 1, 1963, with
enclosures, and to your subsequent letters of April 16 and 30, 1963, protesting
the award of a contract to other than a commercial carrier under specifications
No. 5853, issued by the Bureau of Reclamation, Department of the Interior, for
a microwave radio system on the Colorado River storage project.

The record shows that, based on the requirement for a microwave communica-
tion system for the supervision and control of the Bureau’s power generating
and transmission facilities in the five-State area of Utah, Wyoming, Colorado,
Arizona, and New Mexico, the cited specifications invited bids for the construc-
tion of a microwave system which, after maintenance by the contractor for a
period of 1 year, would be Government owned and operated. Bidders were noti-
fied thereunder that alternate proposals were invited to furnish the required
microwave services on a full-time service basis with company owned, operated,
and maintained facilities. The specifications further provided that—

“The Government reserves the right to award a contract either to the lowest
acceptable bidder for the construction -of a Government-owned system under
these specifications or to negotiate a contract with the firm submitting the most
desirable proposal for the furnishing of a full-time service as best suits the inter-
ests of the Government.”

The evaluation factors for consideration in comparing service-type proposals
with the bids for a Government-owned system were set forth in paragraph 40.B
of the specifications, as amended.

The abstract of bids shows that of the seven bids received for construction of
a Government-owned microwave system, the low bid of $2,278,364 was submitted
by Stromberg-Carlson, a Division of General Dynamics Corp. Evaluation, on
the basis of the factors in paragraph 40.B of the specifications, of Stromberg-
Carlson’s bid and your service-type proposal by a task force of Bureau engineers
resulted in an estimated annual cost to the Bureau of $227,600, based on a 50-
year period, for a Government-owned system as compared to a corresponding
estimated annual cost to the Bureau of $405,800 for the same period under your
service-type proposal. Based on the indicated substantial savings which will
result from the construction of a Government owned and operated system, it is
administratively proposed to make award on that basis to the low bidder,
Stromberg-Carlson.

Two grounds are stated for your protest: (1) that award to other than a
common carrier would be contrary to section 303 of the Federal Property and
Administrative Services Act (41 U.S.C. 253) which requires that award under
advertised procurements be made to that responsible and responsive bidder
whose bid “will be most advantageous to the Government, price and other factors
considered,” and (2) that such an award would be contrary to Bureau of the
Budget Bulletin No. 60-2, which you claim has the force and effect of law by
virtue of 40 U.S.C. 486.
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Your first ground of protest is necessarily predicated on the assumption that
the Government is obligated to make award under specifications No. 5853 to the
bidder or proposer submitting the lowest price, regardless of whether that price
is for Government or private ownership and operation. We find no basis for
such such an assumption. The two methods of operation are mutually exclusive
alternates, and the specifications specifically reserve to the Government the
right to decide after the submission of bids and proposals which alternative
it will select. While it is true that paragraph 40.B of the specifications lists
the factors which will be considered by the Government in deciding whether to
select a Government or a privately operated system, it is clear that this infor-
mation was furnished only for the information of prospective contractors and
cannot operate to destroy the expressly reserved right of selection between the
two systems. Indeed, even if the entire specification were to be considered as
an advertised procurement, which its terms show it not to be because of the
provision for negotiation of a contract if the private operation alternative is
chosen, bids on one alternative could not properly be evaluated against bids on
the other, since this would violate one of the fundamental principles of adver-
tised competitive bidding; namely, that all bidders must bid on the same thing.
In such a situation, bidders would be competing only with other bidders on the
same alternative. See Attorney General ex rel. Cook v. Detroit, 26 Mich. 263,
96 ALR T714-716.

We now come to your second ground of protest, which is, in effect, that the
Government is required by reason of BOB Bulletin No. 60-2 to contract on the
basis of private ownership and operation. We may say that we find no support
for your contention that 40 U.S.C. 486, section 205 of the Federal Property and
Administrative Services Act, gives the bulletin the force and effect of law. How-
ever, even if this were so, the terms of the bulletin are not, as you impliedly
contend, mandatory in situations such as here involved. Paragraph 2 thereof
states it to be the general policy of the executive branch of the Government
to favor procurement of its needs from private enterprise. Thus, the propriety
of a determination by an executive agency as to whether services or products
should be obtained under contract with private enterprise or through the use of
Government-owned facilities is not a matter permitting of a ruling in terms of
legal rights and responsibilities. We therefore find no legal basis for objection
to the proposed administrative action, and we must decline to rule upon the
policy question involved, which we deem to be a matter for resolution within
the executive branch.

Very truly yours,
JosePE CAMPBELL,
Comptroller General of the United States.

COMPTROLLFR GENERAL OF THE UNITED STATES,
Washington, July 17, 1968S.
B-151192.
THE MOUNTAIN STATES TELEPHONE & TELEGRAPE CO.,
Care of Akott, Shepherd, & Dick, Esqs.,
Denver, Colo.

GENTLEMEN : Reference is made to the letter dated June 25, 1963, from J. H.
Shepherd, Esq., of your office, requesting clarification of our decision dated
May 17, 1963, concerning your protest and the protest by the Union Telephone Co.
against the award of a contract to other than a commercial carrier under speci-
fications No. DC-5853, issued by the Bureau of Reclamation, Department of the
Interior, for the construction of a multichannel microwave radio system to
serve the facilities of the Colorado River storage project.

It wag stated in your letter of June 25, 1963, that it is not your intention to
seek reconsideration of our decision but rather to bring to our attention certain
questions which it raises with respect to the future conduct of other Government
agencies which may be faced with similar requirements for procurement.

The procuring agencies of the Federal Government are likely to be faced
with the question whether purchase or lease of communication facilities best
serves the national interest on many occasions in the future. The agency in-
volved will have to resolve the issue on its merits as a legitimate exercise of
executive discretion, using the criteria of efficiency, economy, and public policy
on each such occasion. We agree with you that the decision of May 17, 1963,



SUPPLY AND SERVICE ACTIVITIES 163

should not be considered as “carte blanche” to executive agencies of the Govern-
ment for ignoring Bureau of the Budget Bulletin 60-2.

In your letter dated June 25, 1963, reference is made to a Department of
Interior news release dated May 22, 1963, issued by the Bureau of Reclamation
which states:

“An evaluation of the Stromberg-Carlson bid on a federally owned communi-
cations system determined that Federal ownership and operation would be the
most advantageous. The Comptroller General of the United States concurred
with the Bureau of Reclamation’s conclusions after a review made at the request
of the Mountain States Telephone & Telegraph Co., of Denver, Colo., which had
submitted a service offer.”

Any implication in the news release that the Comptroller General determined,
or concurred in a determination by Interior, that Federal ownership and opera-
tion would be more advantageous than service by a commercial carrier is
erroneous. Basically, the controversy in this case involved the policy question
whether the Government’s requirement for communications service could best be
met through a Government-owned or a privately operated system. In the
concluding paragraph of our decision of May 17, 1963, we declined to rule
upon such policy question, since, in our opinion, the matter is properly for
resolution within the executive branch of the Government. For the purpose of
our decision it was unnecessary for us to make any evaluation of the com-
parative cost of a Government-owned versus a privately operated system. We
did not go into the merits of the question as to which method of operation would
be cheaper, and we did not intend to imply by our decision that we had reached
any conclusion on this point.

Very truly yours,
JoseEPH CAMPBELL,
Comptroller General of the United States.

COMPTROLLER GENERAL OF THE UNITED STATES,
Washington, D.C., July 15, 1968.
B-150886.
BeeGs, LANE, DANIEL, MIDDLEBROOKS & GAINES,
Attorneys at Law,
Pensacola, Fla.
(Attention: Mr. Bert H. Lane.)

GENTLEMEN : We refer to your letter dated May 14, 1963, and to that of your
client, Gulf Power Co., dated February 19, 1963, concerning your client’s protest
against the award of a contract by the Department of the Air Force to Chocta-
whatchee Electric Cooperative, Inc. (Chelco), for electric power requirements
for the SPADAT radar site at Eglin Air Force Base, Fla., under request for
proposals—Electric Power Service, Project 496LY1.

The Department of the Air Force reports that the SPADAT radar site location
is such that Gulf Power and Chelco are both geographically located to serve the
site and that both firms are currently serving certain areas on the Eglin Air Force
Base reservation. Prior to issuing a request for proposals, the Florida State
Railroad Public Utilities Commission, Tallahassee, Fla., was contacted by the
Air Force to determine if service to the radar site area would be limited to a
specific firm by franchise. It was learned that territorial franchise did not exist
and the choice for the source of power would be that of the customer.

Due to advance publicity on the construction of the radar facilities, Chelco and
Gulf Power both expressed their desire to furnish the power requirements for the
site. The Air Force reports that there eXxisted no basis for selection of either
firm for negotiation of a contract on a single source basis and, therefore, a deter-
mination was made to request technical and cost proposals from both firms.

Technical and cost proposals were received from Chelco and Gulf Power on
November 14, 1962, and submitted to the Air Force civil engineers for review
and analysis. Due to the requirement for a high degree of reliability in power
supply for SPADAT, technical review of proposals was not completed until con-
tinued negotiation with both firms produced all possible information on capability
of each firm, as well as the most reasonable rate schedule each firm could offer.
The Air Force reports that a review of the proposals by Air Force engineering
personnel established that either firm had the capability to meet the requirements
of the Air Force. It was concluded that from the standpoint of overall costs to

32-669—64——12
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the Air Force, Chelco offered the most advantageous rate schedule. Award of the
contract was therefore made to Chelco on February 18, 1963.

Gulf Power’s letter of February 19, 1963, contends that the contract is contrary
to the best interests of the United States. Gulf Power points out that it is an
investor-owned electric utility serving customers in the 10 westernmost counties
in northwest Florida under the jurisdiction of, and subject to approval of, the
Florida Railroad and Public Utilities Commission, the Federal Power Commis-
sion and the Securities and Exchange Commission. On the other hand Chelco is
a rural electric cooperative organized under the laws of the State of Florida
solely “for the purpose of supplying electric energy and promoting and extending
the use thereof in rural areas,” and whose rates and charges are not regulated.

Gulf Power states that it has assumed the responsibility to supply, and has
supplied, the electric power requirements of the Eglin Air Force Base complex
since its inception in 1941. The SPADAT project requires service at 115 kilo-
volts and Gulf Power has operated a 115-kilovolt transmission system since 1926
and the Eglin complex is presently supplied by three such 115-kilovolt Gulf Power
Co. lines. It is pointed out that since Chelco does not now have any 115-kilovolt
facilities in northwest Florida, major additions to the cooperative system would
be required for them to serve the 4,000-kilovolt-amperes load of the SPADAT
project; that the nearest 115-kilovolt source available to Cheleo is the Alabama
Electric Cooperative in the vicinity of Opp, Ala.; and that the extension of 115
kilovolt lines from Opp to the project site plus the installation of diesel or other
type generating equipment of 4,000-kilovolt-amperes rating nearby, together with
a connecting 115-kilovolt line, are conservatively estimated to require funds in
the amount of approximately $1,150,000. In this connection, your letter of May
14 enclosed a news release by the Department of Agriculture dated April 30,
1963, which states that the Rural Electrification Administration has approved a
loan of $2,225,000 to Chelco to enable the cooperative to serve the SPADAT load
at Iiglin Air Force Base. You state that this loan will mature in 35 years and
will carry a 2-percent interest charge whereas the Government’s cost for these
funds will be 4 percent. You also enclose a computation sheet showing that
Cheleo will pay the United States $868,149 as interest on this loan over a 85-year
period and contend that the Government will pay its bondholders for use of this
money approximately twice this sum so that the certain net loss to the Govern-
ment over the period of the loan is almost $900,000. You state that the difference
annually between what the Air Force would pay Gulf Power for energy and what
it has agreed to pay Chelco is $39,000 and that the “cost of money” loss to the
Government in each of the first 5 years of the electric service contract is $44,500.

Gulf Power’s letter further states that although the tax component of ma-
terials and supplies ordinarily purchased by the Government would be difficult,
if not impossible, to determine, such is not the case in the purchase of electric
service from a regulated utility. It is alleged that the income tax component
of payments to a regulated utility for electric service can be readily and defi-
nitely determined. On the other hand, it is noted that no income tax payments
accrue to the Government from a rural electric cooperative. Gulf Power con-
tends that if it were awarded the contract the incremental tax payment
returned to the Government is conservatively calculated to be $43,500 per year.

In view of the above considerations, you contend that because the Air Force
did not take into account interest and income taxes in evaluating the proposals,
the award of the contract to Chelco did not result “to the best advantage of the
Government, price and other factors considered” as provided in paragraph
3-101 of the Armed Services Procurement Regulation (ASPR).

In addition to the above, you also contend that the award to Chelco is im-
proper because the Rural Electrification Administration acted beyond the au-
thority granted that agency under section 904, title 7, United States Code, in
making the loan, previously noted, to Chelco.

In support of your contention that the income tax benefits accruing to the
Government should have been considered in evaluating the proposals, you note
that paragraph 2407.5 ASPR which deals with formal advertising enumerates
certain “other factors to be considered” in evaluating bids and among them are
items of Federal, State, and local taxes. While none of the provisions of sec-
tion IIT of ASPR enumerates taxes as a factor to be considered in evaluating
quotations or proposals in procurements by negotiation, you say that it is rea-
sonable to conclude that taxes are just as appropriate a factor to consider in
negotiation as in procurement by formal advertising since the effect of taxes
paid by the prospective contractor to the Government is the same in either case.
Your letter goes on to state that:



SUPPLY AND SERVICE ACTIVITIES 165

“It can be argued convincingly that when a large 1oad is added to an already
going and efficiently operated electric utility company’s system, approximately
52 percent of the revenue from that load goes to Federal income taxes—that the
result is much the same as when 10 additional passengers board an already profit-
making bus. However, for the purpose of this showing we have elected to
pursue 4 much more conservative approach. '

“wThe Federal Power Commission consistently rules that a regulated electric
utility company is entitled to a 6-percent rate of return [there have been
instances recently where the Federal Power Commission has ordered investor-
owned private utility companies to increase their rates when negotiating new
contracts with electric cooperatives so that the utility company would be guar-
aneed a 6-percent rate of return]. When rate of return drops below 6 percent,
the utility company is entitled to adjust rates over its entire system to produce
such a rate of return from the system as a whole. Rate of return is related to in-
vestment in plant and facilities. Therefore, when this SPADAT load is added
to Gulf Power Co.'s system, it is inescapable that additional income taxes re-
sult. The income tax component of payments to a regulated utility for electric
service can be readily and definitely determined.”

In its report to us the Air Force notes that no provision is made in any
statute or regulation for eliminating the competitive advantages that coopera-
tives borrowing from the Rural Electrification Administration are given by
statute, nor are there any provisions for eliminating a tax advantage one
offeror may have over another. The Air Force believes that it would be imprac-
tical to try to eliminate such advantages. In this regard the Air Force states
that taxes paid by private companies are dependent upon profits and may vary
from time to time because of numerous factors. Interest paid by the Govern-
ment also varies from time to time, and is dependent on the type of borrowing
involved. To try to isolate these factors and give them a numerical value
would be quite difficult and would involve considerable speculation. In this
connection, the record discloses that at the time proposals were submitted Gulf
Power specifically pointed out the income tax benefits that would accrue to the
Government if awarded the contract whereas Chelco specifically called attention
to the fact that under its capital credits system of operation, receipts in excess
of expenditures are returned to the consumers. It is stated that cash returned
to Eglin Air Force Base on existing Chelco service contracts has been in excess
of 12 percent of the amount billed. However, the contracting officer concluded
that Gulf Power’s claim with respect to interest and taxes, as well as Chelco’s
position on returns through its capital credits system, represented intangible
factors not subject to proper evaluation. Evaluation was therefore limited to
comparison of rate schedules based on estimated consumption, plus a determina-
tion of capability to meet the requirement for service.

We believe that the contracting officer’s evaluation of proposals was proper
and that the award to Chelco was to the best advantage of the Government,
“price and other factors considered” within the meaning of section 2305(e),
title 10, United States Code.

Paragraph 2-407.5(e), ASPR, which deals with formal advertising, provides
as follows:

“g_407.5 Other Factors To Be Considered. The factors set forth in (a)
through (f) below, among others, may be considered in evaluating bids.

* * * » * x *

“(e) Federal, State, and Local taxes (see section XI).”

Section XI deals with excise taxes and the provisions contained therein are
designed to take care of contingencies as to the applicability of such taxes.
Excise taxes as distinguished from income taxes, are generally measured in
terms of a specified percentage of the sale price of the goods or services sold
and also, unlike income taxes, they are generally taken directly into account
by bidders when calculating their bids so that the price bid will usually include
an amount equal to the tax imposed. The constitutional uncertainty of a great
variety of State and local taxing statutes as applied to Government contractors
obviously poses the likelihood of large contingency factors in the pricing of
fixed-price type contracts. Uncertainty of increases in tax rates in those
procurements involving a long performance period and uncertainty as to the
imposition of new taxes also increases the tax-contingency factor in prices
offered on Government contracts. Section XI of ASPR provides procedures and
contract clauses to be included in invitations for bids and requests for proposals
which are designed to make certain, by way of price adjustments and escalation,
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that the Government will not be charged with excessive tax contingencies and
will not be required to assume the burden of inapplicable taxes. From these
considerations, it ig apparent that the Federal, State, and local taxes enumer-
ated in ASPR 2-407.5 as “other factors to be considered” were not meant to
embrace income taxes which are not usually taken directly into account by
bidders as a price component in computing tkeir bids.

While we recognize, as does the Department of the Air Force, the competitive
problem that Gulf Power has with respect to competition with cooperatives iike
Chelco, we must also recognize that the competitive advantages enjoyed by such
cooperatives are the result of tax and loan assistance legislation enacted by the
Congress. We are aware of no statute or regulation which provides for consid-
eration of possible income tax benefits or interests costs to the Government as
factors in selecting a contractor for award. If such factors were to be introduced
into the evaluation pbrocess, it would result, in the vast majority of cases, in
confusion and uncertainty and would place an unbearable, if not impossible, ad-
ministrative burden on procurement officials. In that connection, we expressly
held in B-137093, May 8, 1959, involving a negotiated contract, that income taxes
to be paid by a domestic firm if awarded a contract for construction of a dam
in Taiwan could not properly be taken into account in evaluation of proposals.

it was difficult to see how such a factor could be reduced to a sufficiently definite
form at the time of award to permit its consideration in evaluating bids or con-

pletion and that under a brogress-payment provision the Government would in-
cur additional cost by way of interest as a result of being required to pay a sum
of money sooner than it would otherwise be required to pay. The protestant fur-

cost into consideration in evaluating bids under the phrase “other factors” con-
tained in the invitation. In rejecting these contentions we stated :

“It is our opinion that, in the absence of €xpress provisions and specific cri-
teria set forth in the applicable invitation or regulations, the cost of additional

bayments as against a lump-sum payment upon final delivery, is too indefinite
and speculative to be made an evaluation factor and that for the administrative
office, in this instance, to have evaluated the bids on the basis of the bidder’s
election to take progress payments would not have been justified. As we hold in
33 Comp. Gen. 108 with regard to the element of prospective depreciation on auto-

authorized under the law.’

While we realize that 35 Comp. Gen. 282 involved a procurement accomplished
by formal advertising procedures, we perceive no reason why the rationale there
set forth is not equally applicable to procurement by negotiation, since the need
for definiteness and certainty in the evaluation process is Just as great in the
latter type of procurement as in the former.

Moreover, even if we were to assume, for the sake of argument, that income
tax benefits and interest costs to the Government can be ascertained in advance

ered, simply because of financial advantages granted to a particular type of busi-
ness entity by the Congress. There are many existing unequal competitive situa--
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tions of which the procurement laws take no notice. For example, procurement
procedures do not attempt to equalize the natural competitive advantage enjoyed
by a concern with respect to lower transportation costs resulting from close
proximity of a plant to the required delivery point of the goods being purchased
by the Government. Nor do these procedures attempt to equalize possible finan-
cial disadvantages with respect to income tax rates and tax treatment under
which private individuals doing business with the Government must operate as
opposed to the rates and treatment under which corporations operate. Such ex-
amples may be multipiled. If these factors, and factors of like nature, were to
be given weight in the bid evaluation process so as to equalize the competitive
position of bidders, that process would be fraught with speculation, confusion,
and suspicion. We believe that if indirect benefits to the Government, which in
most cases are incapable of advance and accurate measurement, are to be intro-
lduced into the evaluation process that result should be accomplished by legis-
ation.

As to whether the rural Electrification Administration (REA) in making a
loan to Chelco, acted beyond the authority granted it by section 4 of the Rural
Electrification Act of 1936, as amended (Rural Electrification Act), 7 U.S.C.
904, this section provides, in pertinent part, as follows :

“The Administrator is authorized and empowered, from the sums herein-
before authorized, to make loans for rural electrification to persons, corpora-
tions, States, Territories, and subdivisions and agencies thereof, municipalities,
peoples’ utility districts and cooperative, nonprofit, or limited-dividend asso-
ciations, organized under the laws of any State or Territory of the United States,
for the purpose of financing the construction and operation of generating plants,
electric transmission and distribution lines or systems for the furnishing of
electric energy to persons im rural areas who are not receiving central station
service. * * * . [Emphasis added.]

You contend, in effect, that the loan in question is in violation of the ‘“central
station service” limitation in section 4 because (1) Eglin Air Force Base is
receiving “central station service” from Gulf Power and (2) the loan is to finance
facilities which will be in competition with, or duplicate the facilities of, Gulf
Power. Your letter contans a number of excerpts from the legislative history
of the Rural Electrification Act in support of the proposition that the “central
station service” limitation is designed to prevent duplication of facilities and
competition with private utility companies.

The record discloses that the SPADAT radar site in question is to be located
on range 63, Eglin Air Force Base; that range 63 has no electric distribution
facilities and is approximately 4 miles from the reservation 12-kilovolt distri-
bution system; and that during the years 1957-61 Chelco served facilities on
this range but upon deactivation of the range and econtract termination,
distribution facilities were removed. The record further discloses that Chelco
has served the eastern part of Eglin Air Force Base (the SPADAT area) for
20 years and that the nearest 115-kilovolt Gulf Power lines are about 15 miles
from the SPADAT area. The record also discloses that Chelco’s existing 44-
kilovolt subtransmission system is incapable of handling the additional 7,500
kilovolt-ampere capacity required by the Air Force for the SPADAT site;
and that Gulf Power refused to negotiate or furnish Chelco an additional supply
of power to serve the SPADAT load.

It is clear from the foregoing that although both Chelco and Gulf Power serve
certain areas of Eglin Air Force Base, neither is now serving the area known as
range 63, the SPADAT radar site, that such site has no electric distribution
facilities and apparently is approximately 4 miles from the nearest dis-
tribution facilities and that these facilities are owned by Chelco. It is also
clear from the facts set forth about that Gulf Power would have to extend
its lines approximately 15 miles to serve the SPADAT radar site. Therefore, it
would not be unreasonable to conclude that range 63 of Eglin Air Force Base
is not receiving central station service.

In view of the foregoing, we would not hold that the use of REA loan funds
for the purposes of serving the SPADT radar site on range 63, Eglin Air
Force Base, would violate the “central station service” limitation provision
of the Rural Electrification Act of 1936, as amended.

Sincerely yours,
JosepH CAMPBELL,
Comptroller of the United States.
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COMPTROLLER GENERAL OF THE UNITED STATES,
Washington, September 16, 1963.
B-151628.
FLorIDA POWER CORP.,
8t. Petersburg, Fla.
(Attention : Mr. W. J. Clapp, president).

GENTLEMEN : Reference is made to your letter of May 21, 1963, and enclosures,
protesting against the proposed award of a contract to the city of Gainesville,
Fla., for the furnishing of electric power to the Veterans’ Administration hospital
located in Gainesville.

You state that during the course of your company’s submission of bids for
this project, you were told by the Veterans’ Administration that in evaluating
the bids of your company and the city of Gainesville for an award of the contract,
the overall Government policy is not to consider income tax payments in evaluat-
ing procurement costs. Your letter goes on to state that:

“We wish to point out to you in particular the fact that, in the Veterans’
Administration evaluation, they give credit and allowance to the city of Gaines-
ville for furnishing sewer, water, fire alarm connections, and parking lights. This
type of service the city, of course, under law, must extend to all citizens and
entities within the city and, therefore, as a matter of fact, it is no additional
benefit to the Federal Government but what the Federal Government would
receive if the contract were awarded to our company.

“Then please note that, at the end of their evaluation, they give no considera-
tion to the Federal income taxes which would be paid by our company upon the
revenue to be received from the hospital.

“Our company’s Federal income tax has averaged 17.19 percent on gross reve-
nue during the past five years. This percentage applied to the computed annual
electric service bill of $182,673.37 * * * results in a figure of $31,383.23. The net
annual cost of service from our company would therefore be $151,290.09 as against
a cost of $170,350.72 from the city of Gainesville.

“1t is our firm belief that, in fact and upon basic moral principles, there should
and could be no such Government policy of not giving consideration to income-
tax payments in evaluating procurement costs. It is upon this basis that we are
bringing this matter to your attention and by this letter requesting you to make
an appropriate investigation into this matter.”

The record before our Office indicates that negotiations for the subject contract
with both the city and your company first began in November 1961. Since that
time numerous proposals have been submitted on various bases by both your
company and the city but for our purposes we need not detail here the long
history of these negotiations. The Veterans’ Administration (VA) reports that
its objective was to obtain power for the project on a basis which would be most
advantageous to the Government but each time it attempted to close negotiations,
a new proposal was submitted by the other supplier. This resulted in the matter
being kept open long beyond the date when it should have been closed.” It is
further reported that on April 26, 1963 in order to resolve the problem expedi-
tiously and in fairness to all, the VA requested sealed proposals from the city
and your company. These proposals were received on May 14, 1963.

The following provisions, among others, were set forth in the request for
proposals:

“Your proposal may be on the basis of supplying power at either primary or
secondary voltage. If you elect to supply primary power, your proposal should
indicate the voltage you intend to furnish. If you elect to supply secondary
power, it should be delivered at a utilization voltage of 266/460 volts. You
should also provide voltage regulation as follows: fluctuation of secondary volt-
age not to exceed 3 percent plus or minus; and fluctuation of primary voltage
not to exceed 10 percent plus or minus.

* * * * * * *

“Provided the proposal made herein is accepted and a contract awarded
therefor, the following equipment and/or services will he provided at no cost to
the Government:

“(Itemize all services and all major equipment, and indicate location of equip-
ment. Include a sketch, by a one-line diagram, showing complete electrical
scheme for servicing the hospital.)

“Your proposal should be complete in all respects, including a statement of
any special services, equipment, facilities, and/or conditions which should be
given consideration in its evaluation. * * *”
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In a letter to our Office dated June 12, 1963, the VA reports that the city of
Gainesville offered to furnish without charge to the Government, the necessary
sewer, water, and fire alarm connections; to furnish, install, and maintain street
lighting on Archer Road along the front of its property; and to install a traffic
gignal at the main entrance. The VA states that since they would normally
expect to reimburse the city for the sewer, water, and fire alarm connections,
the estimated cost of these ($116,900) was included in evaluation of the city’s
proposal but the cost of the other items which were off the Government’s prop-
erty were not included. It is also stated that the city offered to provide approxi-
mately $25,000 worth of electrical equipment.

With regard to your proposal the VA reports that you offered to furnish and
maintain a complete transformer station and to install ducts which the Govern-
ment would otherwise have to provide, all at no expense to the Government.
The VA estimates the cost of these items as $147,500. You also offered to meter
the power on the secondary side and to absorb the transformer losses which
would amount to over $4,000 a year.

It is further reported that the city of Gainesville offered a flat 10-percent
discount on the charges given in its “large power electric rate schedule rate H”
whereas your proposal would add a small “billing adjustment” based on fuel
costs. The report then states that:

“After taking all of these various capital expenses and recurring costs into
account, it was the opinion of our engineers that the annual saving to the
Government by purchasing power from the city of Gainesville would be in excess
of $12,000 a year.”

The VA did not consider income tax payments that would be made by your
company if you received the contract in evaluating the proposals.

Subsequent to the submission of the above report, we requested additional in-
formation from the VA with respect to the formula used in the evaluation
of proposals. At the time of our request for the additional information we
raised certain questions concerning the propriety of including in the evalua-
tion process, the estimated cost of sewer, water, and fire alarm connections. By
letter dated August 21, 1963, the VA furnished us the following information :

“In reviewing the proposals received from the city of Gainesville and the
Florida Power Corp., we feel that the award to the city of Gainesville can be
justified without regard to the payment of Federal income taxes, or the furnish-
ing of unrelated services by the city, such as sewer, water, and fire alarm con-
nections.

“The basis for this contention is as follows:

Estimated annual costs:

City of Gainesville:
Annual charges $163, 184. 52
Maintenance of VA transformers, etc 2, 560. 00
Transformer losses 4,382.20
Total —— 170, 126. 72
Florida Power Corp.: Total annual charges_______________.. 182, 673. 37

Annual costto VA.:

City of Gainesville 170, 126. 72
Florida Power Corp 182, 673. 37
Difference 12, 546. 65

“Therefore, the estimated gross annual saving by purchasing electric power
from the city of Gainesville would be $12,546.65.

“Initial VA construction (replacement cost) :

“In order to take advantage of the city’s proposal, it would be necessary for
the Government to install transformers, switch gear, outside ducts and cable,
and other related equipment which would not be necessary if power were pur-
chased from the Florida Power Corp. The estimated cost of this construction
and equipment is $135,500. (Estimated total cost of $147,500 for equipment
less $12,000, the value of one transformer which would be provided by the
city.)

“Based on the quality of material and workmanship required for this in-
stallation, we believe it reasonable to expect this equipment to bhave a life
expectancy of at least 30 years, under ordinary operating conditions and with
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proper maintenance. Therefore, depreciation, or the replacement cost of all the
required equipment, including the transformer furnished by the city, would
be at the rate of about $4,920 per year.

Net annual costs (considering annual replacement cost) :

Florida Power Corp. $182, 673. 37
City of Gainesville:
Total cost $170, 126. 72
Replacement cost 4, 920. 00
—_—— 175,046.72
Difference 7, 626. 65

“As indicated above, the estimated net annual cost of electric power, if pur-
chased from the city of Gainesville, would be approximately $7,625 per year
less than if purchased from the Florida Power Corp.

“You will note that the above calculations, based on rates established by the
city of Gainesville and the Florida Power Corp., do not take into consideration
income taxes paid by the Florida Power Corp.; the nonrelated service connec-
tions or electric light standards to be provided by the city of Gainesville; nor
interest paid by the Government on the cost of initial construction and equip-
ment which it would have to provide. This is based on our interpretation of your
recent ruling in B-150886, July 15, 1963.”

In our decision of July 15, 1963 (B-150886), copy enclosed, we held that in-
come tax benefits accruing to the Government should not be considered in evalu-
ating proposals for award of Government contracts. For the reasons stated in
that decision we feel the VA’s action in this respect was proper. Moreover, on
the basis of the evaluation as set forth in its letter of August 21, as quoted
above, we think that an award of the proposed contract to the city of Gaines-
ville could not be questioned by our Office since it appears that the city has sub-
mitted the most advantageous proposal to the Government even disregarding the
benefit of the estimated cost of the nonrelated service connections which we
understand would be assessed by the city if not offered free of charge to the
Government.

Accordingly, your protest against the proposed award of a contract to the
ity of Gainesville is denied.

Very truly yours,
JosePH CAMPBELL,
Comptroller General of the United States.

There is one statement that I would like to have corrected.
On page 2 of your report on commissaries, the last paragraph, the
opening sentence begins as follows:

At your request— .
and since the letter is addressed to me, that presumably means me—

the findings in this report have not been submitted to officials of the Department
of Defense for comment.!

Now, I am not aware that I made any such request that they should
not submit this to the officials of the Department of Defense. I
wonder if we would have the record cleared on that point. I think
that may have grown out of the conversations which you had with
Mr. Ward, but we did not wish to have this kept back from the
Department of Defense.

Mr. Newma~. Mr. Chairman, in preparation of the report, there
was, I would say, a mistake on my part. The end of the sentence
should have had an added clause, stating :

Because sufficient time was not available before the scheduled hearings,
April 16.

Chairman Doucras. Yes. In other words, I was not trying to keep
this from the Department.

Mr. Newman. Iregret this happened.

Chairman Doucras. Oh, that is all right. I know how these things
happen. Justto havethe record correct, that’sall.

1 See p. 350.
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Now, since the Department of Defense has not seen this report, I
am not going to ask them to comment upon it at this time, but is there
anyone here representing the Department of Defense?

_General Bere (Brig. %en. William W. Berg, U.S. Air Force). Yes,
Sir.

Chairman Doveras. I wonder if you would be willing to go over
the report and to review it, have it reviewed, and to respond to this
committee so that your reply may be included in the printed hearings
along with the text of the report itself?

General Bera. I don’t see any reason why we can’t do that.

Chairman Doucras. Thank you very much, and I will ask unani-
mous consent that the report be printed in the hearings.

(Department of Defense review and response to GAO commissary
report referred to appears in app. 4, p. 363.)

Representative GRIFFITHS. é)ould I ask one other question ?

Chairman DoueLas. Yes.

Representative Grrrrrras. Could I ask you, is there a place in the
United States where there is a military establishment where they do
not have a commissary ?

Mr. CameBeLL. I don’t kmow.

Mr. Rusin. 1 don’t know of any. There may be. I don’t know.

Representative Grrrrrras. Well, if there is such a one, will you
sometime figure out what they are paying for groceries, as opposed
to others who have commissaries and restaurants ¢

Mr. Roupin. I should like to point out that even though there is no
commissary at the particular installation, the people who work there
are entitled to use any other commissary within any distance. For
example, there is no commissary at the Pentagon, which I think is
considered a military installation.

Representative Grirrrras. But there are six right around there.

Mr. Rusin. There are eight around the Washington area which
are used by everybody stationed in the Washington area.

Representative Grrrrrras. Thank you.

Thank you very much.

PRIORITIES IN IMPROVEMENTS

Chairman Doucras. Having said that I had no more questions,
I find that I do have more questions.

Mr. Campbell, during the past 4 years, you have given this com-
mittee around 300 reports dealing with the problems of military pro-
curement and handling of supplies. Now, from these reports, from
your experience, what would you say are the priority needs and ways
in which these activities could be improved ¢

GOVERNMENT-FURNISHED MATERIAL

Mr. CameBerr. Mr. Chairman, I would say that the area of defense
operations we believe most deserving of immediate consideration, and
one that can be undertaken even under the Department’s existing legal
authority, would be to increase substantially the amount of Govern-
ment-furnished material supplied contractors. This is a subject to
which I have referred today quite frequently. We think this should
have first priority.

Chairman Doucras. That is, the handling of contracts.



172 ECONOMIC IMPACT OF FEDERAL

DIRECT FURNISHING OF COMPONENTS AND USE OF EXCESSES

Mr. CampBeLL. Direct Government procurement of components and
assemblies and the utilization of excess stocks of spare parts and sup-
plies in the production of end items would greatly reduce the costs
of such items to the Government, narrow the %Zse on which the prime
contractors’ profits are calculated thereby bringing the profit base
more nearly in line with their contribution to the contract work, pro-
vide an opportunity for a wider diffusion of Government contract
work throughout the whole of the business community; I think this
is very important, to provide the Government with a source for direct
procurement of spare parts requirements, again at reduced cost. As
pointed out in my statement, in several of our reports and as is becom-
ing increasingly apparent from our work, opportunities for immediate
savings in this area are tremendous.

TITANIUM AND ALUMINTUM

The second area is related to this first, and that is covered, referred
to in a report released on Monday of this week.* We pointed out that
the Air Force is incurring millions of dollars of unnecessary cost for
the purchases of substantial quantities of titanium and aluminum, al-
though the Government already owns and is storing at considerable
cost ig?a.rge quantities of these materials which are surplus in its current
stockpile requirements.

Those two areas, I think, are of immediate concern.

Chairman Doueras. Very important. I hadn’t realized that the
Air Force was purchasing titanium and aluminum. The stockpiles
of these are huge, as I understand it.

Mr. CameeerL. And their purchases are huge.

IMPORTANCE OF ENGINEERING DRAWINGS

Representative Curtrs. Mr. Chairman, a question I wanted to ask
and had forgotten was brought up by your first answer to this business
-of direct procurement.

Mr. Campbell, you make this remark:

To the extent that increased competition has been achieved, in many cases it
appears to have been accomplished by various means of describing the items
short of providing detailed engineering data.

In this business of breakout, or whatever they want to call it, of
dealing directly with components, and so on, it seems to me the i:ey
item is engineering data, and frequently, engineering drawings and
their specifications. Am I in accord with your thinking?

Mr. CampBELL. Quite correct.

Representative Curtis. I was trying to make a point of that during
the interrogation this morning of Secretary McNamara, and there
seems to be agreement there, too. This is what seems to be lacking.

Chairman Douaras. Well, thank you very much, gentlemen.

Representative Grorrrras. Thank you.

(Whereupon, at 4:15 p.m., the subcommittee recessed.)

1B-125071, dated Apr. 13, 1964.



‘THE IMPACT OF MILITARY AND RELATED CIVILIAN
SUPPLY AND SERVICE ACTIVITIES ON THE ECONOMY

TUESDAY, APRIL 21, 1964

CoNGRESS OF THE UNITED STATES,
SUBCOMMITTEE ON DEFENSE PROCUREMENT
oF THE JoINT EcoNomic COMMITTEE,
Washington, D.C.

The subcommittes met at 10:15 a.m., pursuant to recess, in room
1202, New Senate Office Building, Senator Paul H. Douglas (chair-
-man of the subcommittee) presiding.

Present : Senator Douglas and Representative Curtis.

Also present: James W. Knowles, executive director; Ray Ward,
economic consultant; and Hamilton D. Gewehr, administrative clerk.

Chairman DoucLas. The subcommittee will be in order.

Our first witness today is Mr. Bernard Boutin, Administrator of
‘General Services Administration.

May I say, very briefly, Mr. Boutin has one of the toughest jobs
in Washington. In my judgment, he has made man economies and
many improvements, as I think his statement will show. However,
he is constantly put in the position of being charged with taking
something away from other agencies when he makes improvements,
and the people who are aﬁ'ecte(gi and who protest may be Cabinet offi-
cers who in the power structure of Washington rank above admin-
istrators.

The General Services Administrator, therefore, needs strong sup-
ggrt from Congress, and from the Executive Office. I remember that

r. McCormack, now Speaker, introduced a bill a few years ago to
make GSA a department. Perhaps that is again in order although
I do not promise to introduce such a bill.

In any event, we are very anxious to hear your statement.

Thank you very much, Mr. Boutin, for coming.

STATEMENT OF BERNARD L. BOUTIN, ADMINISTRATOR OF GEN-
ERAL SERVICES; ACCOMPANIED BY JOE E. MOODY, GENERAL
COUNSEL; ROBERT T. GRIFFIN, ASSISTANT ADMINISTRATOR;
AND WILLIAM P. TURPIN, ASSISTANT ADMINISTRATOR FOR
FINANCE AND ADMINISTRATION

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

Mr. Chairman and members of the subcommittee, it is a pleasure to
appear before you today as your subcommittee again considers the
economic aspects of military procurement and supply.

When I apgeared before you just 1 year ago, I reviewed the role of
the General Services Administration in relation to the military pro-
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curement and supply operations, and discussed some of the actions
which had been taken in coordination with DOD and other actions
which were then under consideration. The results of the actions in
terms of improved economy and efficiency in the conduct of Govern-
ment affairs were described in detail.

We have continued to make major advances during the past year in
the discharge of our many and varied responsibilities, in achieving
further economies and efficiencies through improvement of govern-
mentwide as well as our internal methods, systems, and procedures.
We have continued aggressive implementation of the full respon-
sibilities vested in GSA by the Property Act, related statutes, and
Presidential directives.

In my testimony last year, I dealt at length with the actions taken
by GSA during the prior 2 years covering our full range of respon-
sibilities to realize for the Government the full benefits in terms of
economy and efficiency enyisioned by the Congress upon enactment of
the Federal Property and Administrative Services Act of 1949, vesting
in GSA broad authority to act as the business management arm of the
executive branch.

I will not repeat a description of those actions today because I want
to concentrate my testimony on those areas of GSA. activities which
have a more direct impact on the economic aspects of military procure-
ment and supply.

However, I do want to inform the subcommittee that during this
past year we have made a thorough reevaluation and analysis of all
policies, methods, and procedures followed by GSA in carrying out
our statutory responsibilities. As a result of this reevaluation, such
of our policies, methods, and procedures as we determined to be
sound have been reaffirmed; those requiring revision have been im-
proved; emphasis has been redirected where necessary or desirable;
and our organizational structure has been adjusted as appropriated.

This searching self-analysis has helped us to concentrate our great-
est efforts where the potential for savings is the greatest, has enabled
us to lay down modern charters for the conduct of our many programs,
has provided a sound basis for planning our future operations, and
will materially enhance our capabilities to achieve economies and effi-
ciencies on a governmentwide basis.

ROLE OF GSA VIS-A-VIS DOD

As T said last year, improvement of our relationships with the

epartment of Defense has been one of my primary objectives since
I first came with the agency in January 1961. I am personally very
much gratified, therefore, to be able to report to you that, in my judg-
ment, these relationships are at an alltime high,and, I believe, on a
sound and continuing good basis.

With the outstanding cooperation of Assistant Secretary Morris and
his people, especially General McNamara, the Director of Defense
Supply Agency, and his very competent staff, much has been accom-
plished during the past year.

PAINT AND HANDTOOLS

The transfer of supply management responsibility for military
requirements for paint and handtools is an accomplished fact.
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May I say I don’t believe this would have been possible, certainly not,
within the time frame that it was accomplished, if it had not been for
the work of this committee. I think this has been a significant step
forward.

Chairman DoucLas. Thank you.

Mr. Bouriv. GSA assumed responsibility for supplying military
paint requirements as of October 1, 1963, and handtool requirements
January 1, 1964. The transition is progressing satisfactorily. We
believe that we can provide this supply support to DOD at a reduction
of some 200 man-years and an inventory reduction of approximately
$40 million. A

Chairman Doucras. That is 200 man-years a year?

Mr. Bourty. That is 200 man-years a year. Very substantial.

Chairman Doucras. 200 jobs?

Mr. Boutin. Yes; from 700 down to 500.

Chairman Douaras. What isthe average salary %

Mr. Bourin. The average salary, I would judge, would be in the
vicinity of $6,000 to $7,000.

Would that be about right ?

Mr. Moopy. Yes.

Chairman Doueras. Roughly, $1; to $114 million annual saving?

Mr. Bouriw. Yes, sir; annual saving.

PLANS FOR FULLY COORDINATED NATIONAL SUPPLY S8YSTEM

In addition, and of potentially far greater impact in terms of econ-
omy and efficiency, in Ime with your subcommittee’s recommendation.*
GSA and DSA working cooperatively together have developed a tenta-
tive plan governing the total supply management functions and rela-
tionships between the two agencies.

Essentially, the tentative plan contemplates a unified national sup-
ply system eliminating unnecessary overlapping and duplication be-
tween the civil and military agencies. The plan incorporates criteria
under which intelligent decisions can be made as to when it is necessary
to the national security for Defense Supply Agency to manage military
requirements for nonweapons related commercial-type supplies. The
tentative plan contemplates that DSA also will manage total Govern-
ment-wide requirements for selected items if such action can be shown
to produce overall economies without impairing DSA’s ability to serve
military needs in time of war. The principal commodities currentl
under consideration for Government-wide su ply support by DSA are
subsistence, both perishable and nonperishable, clothing and textiles,
medical, petroleum, and electronics. The tentative plan contemplates
that General Services Administration will support civil and military
users of commercial-type items not requiring DSA management for
military users determined under the criteria embodied in the plan.2

Where Government-wide supply management responsibility cannot
be exclusively assigned either to DSA or GSA, the plan provides for
the fullest cooperation between the two agencies. The plan also pro-
vides for maximum cross-utilization of facilities, capabilities, and
services where such action will promote Government-wide supply man-

! See “Report, 1960,” pp. XII, 59, and “Report, 1963,” pp. 4-5, 48.
2 Tor text see staff report, 1964, app. 5, p. 169.
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agement economy and efficiency. The plan includes an understanding
that GSA’s total supply management capabilities will be available to
DOD in times of national emergency and that GSA will honor the
defense priority system in peacetime.

I migﬁt say at this point, Mr. Chairman, that the agreement I sub-
mitted to the Department of Defense for their concurrence provided
that in time of national emergency that the full authority of the Ad-
ministrator of GSA would be subservient to the direction of the Secre-
tary of Defense. This would be true not only in the point I have just
made on supply but in surplus property, utilization, rehabilitation, the
whole public buildings area, (fefense materials, and that entire pro-
gram, our record services and all the know-how we have there. In
other words, our total capability would be available to the Defense
Establishment to meet a national emergency.

Chairman DoueLas. Very good.

Mr. BoutiN. Implementation of the plan would be a step of major
importance presaging the most significant era in a long history of
efforts to eliminate overlapping and duplication in the procurement
and supply of commercial-type items required by Federal agencies.

Since the plan is of such major importance, 1t must be thoroughly
tested before implementation. We are well underway with such a
joint DSA/GSA test. During the test, the criteria stated in the
tentative plan will be applied against some 100,000 items carefully
selected to provide a meaningful test, not only as to the workability of
the criteria embodied in the tentative plan, but of the entire plan,
itself. Current plans call for completion of the test by July 1 of this
year. If, as we expect, the tentative plan proves to be a sound basis
for the assignment of supply management responsibility between DSA
and GSA, we would expect to proceed promptly thereafter with its
full implementation on a progressive, orderly basis, leading eventually
to supply management assignments between the two agencies covering
the entire Government’s requirements for commercial-type items.

ECONOMIES FROM A FEDERAL SUPPLY SYSTEM

_ Chairman Doueras. Mr. Boutin, have you been able to make a tenta-
tive estimate as to the probable economies that would be effected if and
when this agreement is carried out ¢

Mr. Boutiw. I could pinpoint, Mr. Chairman, the exact or even an
approximate estimate of economies. It would be my judgment that.
in the total concept of a national supply system with the civil agen-
cies other than GSA completely out of the common-use items, with
Defense, subject to their agreement serving civilian as well as mili-
tary needs in the items in particular that I have cited, that we are
probably talking between $50 and $100 million a year at a very mini-
mum, plus reductions in stock fund requirements for all of these
agencies, warehouse costs, and so forth, economies could be many times
that. We could be talking conservatively as much as $400 or $500
million, taking in the whole picture.

ANNUAL BAVINGS OF $50 TO $100 MILLION POSSIBLE

Chairman Doueras. That is with a reduction in inventories and the
annual savings for 1 year?
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Mr. Boutin. I would say that we are talking reoccurring annual
savings of between $50 to $75 to $100 million.

LARGE INVENTORY SAVING

Chairman Doucras. And an initial saving in inventory or probably
several hundred million dollars?

Mr. Boutin. I would say conservatively, sir.

Chairman Doueras. That is a marvelous achievement.

Has Defense finally agreed to this?

TEST TO BE COMPLETED BY JULY 1, 1964

Mr. Boutin. This is what we are testing right now with the test
to be completed as of the 1st of July. The degree of cooperation has
been excellent all the way. We have also been working, Mr. Chair-
man, with the civilian agencies. We have had joint discussions with
the Bureau of the Budget, DSA, with VA, and NASA ; GSA and the
Bureau of the Budget have had discussions with the Post Office.

‘We have had discussions with FAA. T think that the atmosphere
is such right now and the attitude is such that we can with confidence
feel that t%xis is going to work out.

Chairman Dovueras. That is a marvelous achievement. You and
your staff deserve a great deal of credit.

You know the press and, very frequently, congressional committees,
point out the weaknesses of administrations and this is part of our
job. We are not always as alert in giving praise where it 1s due.

I think you have made an extraordinary record, Mr. Boutin, and
your staff, and the cooperation which the other agencies have given
both under President Kennedy and now under President Johnson has
really been above and beyond praise. I feel more encouraged in this
matter than I have felt for many years.

INTEGRATION OF CIVIL AGENCY SUPPLY FUNCTIONS

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

GSA has actively pursued integration of civil agency supply func-
tions into the national supply system. Negotiations toward this end
have been conducted with Veterans’ Administration, Post Office De-
partment, Federal Aviation Agency, National Aeronautics and Space
Administration, and State Department. These negotiations have
been closely coordinated with the%%ureau of the Budget.

VETERANS’ ADMINISTRATION

With respect to the Veterans’ Administration, a joint GSA-VA
study of distribution of nonperishable subsistence was completed in
September of 1963 which showed that substantial economies would
result from integration of the distribution of total civil agencies’
nonperishable subsistence requirements into a single distribution sys-
tem. Transfer of nonperishable subsistence procurement and/or dis-
tribution from VA to DSA under the national system plan will impact
the cost to VA of procuring and distributing other commodities re-
quired by them. Therefore, and consistent with the national system
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plan, the entire problem of managing VA’s supply requirements must
be considered as a whole.

At the request of the Bureau of the Budget, DSA, in coordination
with GSA, 1s studying the economic feasibility of assuming supply
management responsibility for VA requirements for perishable and
nonperishable subsistence. We plan to expand this study as soon as
possible to other civil agency requirements for subsistence and to all
civil agency requirements for other commodities which the national
system plan contemplates will be assigned to DSA for Government-
wide supply support. We are confident this study will show that
DSA support of civil agency requirements for these commodities will
produce substantial economies; studies and discussions looking toward
the foregoing actions are currently in progress between VA, DSA,
GSA, and the Bureau of the Budget.

BOB POSITION ON FEDERAL PLAN

Chairman Doueras. By the way, has the Bureau of the Budget ap-
proved this agreement with the Defense Department?

Mr. Bourin. The agreement with the Defense Department has been
coordinated with the Bureau of the Budget and the Bureau of the
Budget is in accord with this study that is being made.

Chairman Douaras. I am speaking of the agreement which you have
alreaédy made with the Department of Defense. Have they approved
that

Mr. BouTiN. The only agreement we made with the Department of
Defense is to investigate the philosophy of the national supply system
which we have advocated, and all of these various studies that are
going on currently looking toward a July 1 resolution. That part
they have agreed to. The Bureau of the Budget, however, has not
given us either a yes or no answer pending the outcome of these studies
on what their attitude is going to be once the determination is made.

Chairman Doucras. They will have to make a decision by the 1st
of July; will they not?

Mr. Boutin. They would have to indicate concurrence or nonconcur-
rence if they wish to have their voice heard in this. Of course, this
opens up a very difficult area for us, Mr. Chairman, that we might
discuss a bit.

Under the Property Act, the laws vest in GSA and the Adminis-
trator of GSA, the full responsibility and authority to make determi-
nations as to the supply and procurement systems that shall be in use
by the civil side of the Federal establishment. It also has some direct
application as far as defense is concerned.

BOB PLAYS IMPORTANT ROLE ON TRANSFER OF PERSONNEL AND FUNDS

There is nothing in the law which says the Administrator shall go
to the Bureau of the Budget for their concurrence or lack of con-
currence. We have done this simply because the Bureau is the de-
termining authority on transfer of personnel and funds in the absence
of an action by Congress, itself.

ACTION PENDING ON POST OFFICE

So, we have attempted to coordinate very closely with them. Of
course, a case in point that I will deal with later on in the statement
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is the Post Office Department, where, as far as the Administrator is
concerned, he has already determined that the Post Office Department
should be out of the supply and procurement business and this should
be absorbed by GSA. This has been pending in the Bureau of the
Budget for some time and is currently under consideration by the
Bureau as of this moment. But, actually, the decision, itself, 1s the
Administrator’s.

ADMINISTRATOR’S AUTHORITY UNDER BASIC ACT

Chairman Doueras. As I read section 201 of the basic act, you are
correct. For the purposes of the record, I will ask to have inserted
at this place section 201 (a) so that the statutory authority for your
actions may be made clear.

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

(Insert referred to follows:)

TITLE II—PROPERTY MANAGEMENT

PROCUREMENT, WAREHOUSING, AND RELATED ACTIVITIES

SEc. 201. (a) The Administrator shall, in respect of executive agencies, and
to the extent that he determines that so doing is advantageous fo the Government
in terms of economy, efliciency, or service, and with due regard to the program
activities of the agencies concerned—

(1) prescribe policies and methods of procurement and supply of per-
sonal property and nonpersonal services, including related functions such
as contracting, inspection, storage, issue, property identification and clas-
sification, transportation and traffic management, management of public
utility services, and repairing and converting; and

(2) operate, and after consultation with the executive agencies affected,
consolidate, take over, or arrange for the operation by any executive agency
of warehouses, supply centers, repair shops, fuel yards, and other similar
facilities; and

(3) procure and supply personal property and nonpersonal services for
the use of executive agencies in the proper discharge of their responsibilities,
and perform functions related to procurement and supply such as those
mentioned above in subparagraph (1) : Provided, That contracts for public
utility services may be made for periods not exceeding ten years; and

(4) with respect to transportation and other public utility services for
the use of executive agencies, represent such agencies in negotiations with
carriers and other public utilities and in proceedings involving carriers or
other public utilities before Federal and State regulatory bodies;

Provided, That the Secretary of Defense may from time to time, and unless
the President shall otherwise direct, exempt the National Military Establishment
from action taken or which may be taken by the Administrator under clauses
(1), (2), (3), and (4) above whenever he determines such exemption to be in
the best interests of national security.

POST OFFICE DEPARTMENT

Mr. BouTiN. A September 1963 proposal by GSA, based upon an
extended study of the supply management operations of the Post Office
Department, to absorb into the national supply system the supply
management functions of the Post Office lgepartment is presently
pending before the Bureau of the Budget.

Our studies showed that integration of the Post Office supply man-
agement system, including both their four supply centers and seven
capital equipment warehouses, into the GSA system would achieve
economies equaling at least $500,000 annually plus savings attributable
to inventory reductions approximating $2 million.

32-669—64——13
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FEDERAL AVIATION AGENCY

Substantial progress already has been made in the integration of
the Federal Aviation Agency supply management function into the
national system. FAA no longer stocks in its Oklahoma City depot
items carried in GSA depot stocks. FAA warehouse and transship-
ment operations in Seattle have been closed and GSA is now directly
supporting FAA in Alaska. FAA requirements in Hawaii and the
Pacific area are now being directly supported by GSA and the FAA
depot functions in Honolulu have been eliminated. All items in the
F supply system have been cataloged in the Federal catalog sys-
tem. Use of Fedstrip was adopted by FAA on April 1,1964. Dis-
cussions are now underway for assumption by DSpA of supply sup-
port to FAA for electronics.

NATIONAL AERONAUTICS AND SPACE AGENCY

We are in the preliminary stages of discussions with National Aero-
nautics and Space Agency. We expect that a mutually satisfactory
supply management arrangement will be worked out with NASA
covering Cape Kennedy, Goddard Space Flight Center, Houston, and
other NASA locations, under which NASA requirements for non-
program related commercial-type items will be supported in the na-
tional system.

DEPARTMENT OF STATE

Supply support arrangements with the Department of State, on a
worldwide basis, are progressing satisfactorily. We operate a self-
service store in the State Department building in Washington, D.C.
Foreign Service posts now are obtaining automotive and other stock
items from the GSA system.

I feel, by the way, tiat there is much more we can do, Mr. Chairman,
in the way of supply support for the State Department and we are
currently internally discussing this at GSA. We assisted in the estab-
lishment of a regional supply center at Lagos, Nigeria, and are con-
ferring with the State Department on the solution of supply prob-
lems in Germany, France, and England.

Although economies cannot be accurately evaluated until full agree-
ment is reached on the tentative plan for a fully coordinated national
supply system and some progress has been made toward its imple-
mentation, we believe that 1t will prove to be one of the most significant
developments in history in achieving economy and efficiency in the
overall Government supply management field.

PROCUREMENT FOR OVERSEA USE—REDUCTION OF GOLD OUTFLOW

We are continuing to work closely with the military agencies in
their efforts to reduce outflow of gold by channeling procurement to
U.S. sources. Our customer sales center at Sembach Air Force Base
in Germany was established to acquaint oversea activities with the
many items available through the GSA supply system and which are
produced in the United States, and has significantly aided in return-
ing procurement to stateside.

Under the Army’s new supply system, entitled “The Army Supply
and Maintenance System (TASAMS), GSA started receiving requisi-
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tions directly from Army oversea commands effective February 1,
1964. To assist Army oversea requisitioners in ordering their require-
ments for stock and nonstock items from GSA stateside by punched
card milstrip format via transceiver facilities, our punched card iden-
tification of such items has been expanded from 2,000 to 30,000 items
and made available to major oversea Army commands. Some 8,000
of these items heretofore had usually been obtained from oversea
sources.

With the cooperation of the Department of the Air Force, we have
established a supply center at Hickam Air Force Base, Honolulu,
Hawaii. The center provides supply requirements to the whole Fed-
eral establishment in Hawail. Many repetitive items are carried in
stock at the center for immediate issuance, and the length of the sup-
ply line for other items has been substantially reduced.

When the center becomes fully operational, it is expected that the
annual volume will approximate $2.2 million. The center can further
serve as an emergency depot for the commercial-type supply needs
of the Air Force, State Department, AID, and other civil agencies in
the entire Pacific theater of operations.

A GSA supply service specialist stationed in Tokyo provides day-
to-day assistance to the many Federal activities in the Far East by
helping them to obtain quick, efficient, and economical supply support.

CATALOGING AND STANDARDIZATION

The GSA and the DOD have cooperated in the development and
operation of the Federal catalog system since its inception. To assure
continuation of this cooperative effort, to assure that all items in the
supply systems of both military and civil agencies are cataloged in
the same system under the same name, description, and stock number,
and to achieve the major economies that can be realized through
effective utilization of a single catalog system and fully integrated
standardization programs on a Government-wide basis, a proposed new
agreement has been developed and is now under consideration by DOD
and GSA.

The proposed agreement defines respective GSA and DOD respon-
sibilities for development of policies and procedures, and mainte-
nance and operation of the catalog system. It provides for continued
DOD operation and maintenance of the Federal catalog system cen-
tral files for all Government agencies and for GSA representation of
civil agency interest. The agreement provides for development and
maintenance of military and Federal specifications and standards on a
fully cooperative basis by DOD and GSA to prevent duplication
between systems and to assure maximum utilization of respective
technical resources. The agreement also provides for Federal (Gov-
ernment-wide) specifications or standards where there is civil or civil
and military agency interest and for military specifications or stand-
ards where items are of military interest only. We expect that the
proposed new agreement will be finalized in the near future.

In fact, I would hope, Mr. Chairman, that within the next 10 days
this will be finalized and be an accomplished fact.

! Proposed agreement not available at time this publication went to press.
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Achievement of Government-wide uniformity in names, descriptions,
and stock numbers used in supply operations through completion of
civil agency cataloging programs will foster standardization, promote
greater integration of military and civil agency supply support, and
will facilitate supply management decisions on a (Government-wide
basis.

OIVILIAN CATALOGING TO BE COMPLETED IN FISCAL 1965

As of December 31, 1963, 615,000 items used by civil agencies had
been cataloged in the Federal catalog system. Based upon a com-
plete survey during the latter part of fiscal year 1963, we have pro-
gramed completion of cataloging of the remaining civil agency items
1n fiscal year 1965. (See p. 220.) -

As a result of a joint DOD/GSA review during the period March
1963 to January 1964, of 82,000 items for the purpose of reducing the
variety of supply items actually stocked to meet the needs of defense
and civil agencies, 53,000, or 63.5 percent, were determined to be
nonstandard and designated for discontinuation as stocks are ex-
hausted.

DISCONTINUANCE OF NONSTANDARD ITEMS

Chairman Doucras. This is very interesting. You are going to ex-
haust the existing stocks and discontinue the buying and classification
of those items?

Mr. Bourin. That is correct, sir.

PROSPECTS FOR LARGE SAVINGS

Chairman Doueras. This will effect tremendous savings, will it not ?

Mr. Bourin. It will effect tremendous savings and actually reflect
just a beginning of what the real possibilities are here. This is not
only a problem between the services of the Defense Department, itself;
it follows the whole gamut of Federal responsibility and involves
every single agency.

Once we can reduce these items to a bare minimum with firm iden-
tifications and develop sufficient standards and specifications to get
away from the name brand or equal and to get into a posture where
we can bid competitively, we are going to save a fantastic amount of
money.

Thix; item simplification review will be continued in order to
reduce to the absolute minimum the total number of items in the
Government’s supply systems.

STRATEGIC AND CRITICAL MATERIALS STOCKPILING PROGRAM

Achievement of certain national defense goals through GSA’s man-
agement of the strategic and critical materials stockpiling programs
is another example of DOD/GSA cooperative relationships vital to
the economy of the Nation. Stockpile inventories of 97 materials
bulking some 51.7 million tons as of December 31, 1963, have an acquisi-
tion value of $8.6 billion. GSA’s management of these inventories is
carefully planned so as to assure the orderly flow of materials in or out
of these inventories without disrupting normal markets and prices.
Inventories of excess materials are presently valued at $4.1 billion.
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Sales since July 1, 1959, through December 31, 1963, total $482.2
million.
Our sales, by the way, Mr. Chairman, forecast for 1965 are $188
million.
DISPOSAL OF EXCESS STOCKPILE MATERIAL

Chairman Doucras. I was just going to comment that in four and
a half years you were able to dispose of about 12 percent of the excess
stocks.

Mr. Boutin. Yes, sir.

Chairman Dowcras. At this rate, it would require 33 years to get
rid of the excess stocks.

Mr. Bourin. We have accelerated our disposal substantially, Mr.
Chairman. In fiscal 1964, our estimate is $158 million. Fiscal 1963
was only $110 million; fiscal 1965, $188 million.

I am lobbying a little bit, perhaps, but I certainly hope for the
success of the bill* that has been proposed by Senator Symington,
which would give us opportunities for substantial economies by com-
mingling the stockpiles. It really makes no good economic sense to
maintain them as separate entities as we must do now, and it would
also give us the flexibility of disposals that would not only mean
greater income to the Federal Government and accelerate at least
to a moderate extent, a disposal program, but we could dispose of
items as they are needed by industry.

Right now, as you know, Mr. Chairman, there is a bill pending
before the Congress on the disposal of cadmium which is in tremendous
short supply. Factories are going to be closing unless we can make
this available. The price has gone out of sight. If we had the
flexibility provided for in the Symington bill, we could be disposing
of cadmium very quickly and meeting the market needs of American
industry and preserving American jobs.

Chairman Doucras. What is it that prevents you from doing it ?

Mr. Boutin. The current law covering the national stockpile re-
quires the 6-month waiting period from the date we publish a disposal
plan in the Federal Register before we can sell unless this is waived
by Congress, and we have to have the consent of the full Congress.
Under the Symington bill, we would have only a 60-day waiting period
and need only the consent of the Committees on Armed Services. It
would give us much greater flexibility.

The Executive Stockpile Committee established by President Ken-
nedy in 1962, of which I was a member, made an intensive review of
principles and policies which should guide our program for the stock-
Kliling of strategic materials and the relationship of stockpiling to the

ation’s defense strategy. The Committee’s 14 recommendations rela-
tive to disposal of excess stockpile materials, including recommenda-
tions for development of long-term disposal programs, were approved
by the President on January 30, 1963.

Under the long-range disposal policy established by the late Presi-
dent Kennedy, and new legislation hopefully to result from the hear-
ings on stockpiling lg a subcommittee of the Senate Armed Services
Committee, future disposals of excess stockpile materials will be
accelerated.

1 8. 2272, 88th Cong,, 2d sess.



184 ECONOMIC IMPACT OF FEDERAL

GSA is represented on the Interdepartmental Disposal Committee,
established by OEP in line with the Executive Stockpile Committee’s
recommendations, to advise OEP on programs and problems relating
to the disposal of excess stockpile materials, including preliminary in-
vestigations of all aspects of the proposed disposal of excess materials,
recommendations of factors and criteria for inclusion in disposal plans
for each surplus material, and other considerations dealing with the
development of long-range disposal plans. This Committee currently
is developing recommendations for broad guidelines to be followed by
GSA in drawing up long-range disposal programs. GSA discharges
an important role in the functions of the Interdepartmental Disposal
Commititee in chairing a subcommittee responsible for selecting specific
criteria to be applied in development of long-range disposal plans for
each commodity; identifying and reviewing data on production, con-
sumption, markets, et cetera, required for making determinations
regarding proposed disposal programs; and making recommendations
to the Committee regarding disposal programs for each commodity.

GSA also is represented on the Interdepartmental Materials Ad-
visory Committee responsible for advising OEP on policies, plans,
programs, and problems relating to defense materials including stock-
piling of strategic and critical materials; content, status, rate of prog-
ress, and completion dates of defense materials programs; changes in
program emphasis necessary to meet major problems and objectives;
and new programs that may be required to improve the supply of
defense materials.

Our program for emphasizing Government use of excess stockpile
materials expanded such use to $21.7 million in fiscal year 1963 and
is estimated to reach $28.3 million for the current fiscal year. Use
of stockpile excesses by DOD, one of the major using agencies, is ex-
pected to approximate $6.5 million this year. Use and disposals of
excess stockpile materials have a substantial favorable impact on our
balance of payments since most of the materials are produced pri-
marily or entirely outside the United States. It is estimated that
disposals in fiscal year 1963 avoided approximately $88.5 in gold
outflow and that disposals during the current fiscal year will avoid
$122.4 million in gold outflow.

Utilization of the production of our Government-owned Turtle
Mountain jewel bearing plant at Rolla, N. Dak,, is a prime example
of DOD/GSA cooperation. DOD regulations require DOD con-
tractors to obtain their jewel bearing requirements for new produc-
tion from this plant. About 45 percent of current production is so
used.

This policy is being expanded to a Government-wide basis under
regulations to be issued by GSA in the near future. Small quantities
are sold for non-Government contractor use. The balance of the pro-
duction goes into the national stockpile. When present plant mod-
ernization and expansion is completed, this plant will be capable of
providing all defense emergency jewel bearing requirements not avail-
able from stockpile reserves.

In line with our continuing program to maintain our stockpile in-
ventories at the least cost consistent with security considerations, we
continue to store our materials in Government-owned space to the
maximum extent possible. Since July 1962, we have moved out of
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7 commercial warehouses and partially evacuated 11 others at a sav-
ings of $346,000 annually in commercial storage costs. ‘We plan to
evacuate all closed commercial storage locations by the close of fiscal
year 1965 except for six warehouses containing cordage fibers for
which we will have a continuing requirement under a recent deter-
mination and for which no suitable Government-owned storage space
is available. We jointly occupy existing military operated depots,
and use facilities declared excess by the military where feasible. Out
of a total of 21.8 million square feet of closed storage space occupied,
6.2 million square feet of closed storage space are presently occupied
at military depots.

Chairman Doucras. Mr. Boutin, see if I understand this.

You have not been compelled to build additional warehouses or
storage space.

Mr. BouriN. Not a single one, Mr. Chairman.

Chairman DoucLas. What you have done is merely contract the
existing amount of storage space, moving out of commercially owned
space which you leased under rental and moving into either other
GSA warehouses or into unused military warehouses, is that right?

Mr. Bourt~. That is correct, Mr. Chairman.

Chairman Dougras. That is a fine achievement.

Mr. Boutin. We have been able to do it at a very substantial sav-
ings. We have not projected in this statement the total savings for
this move through fiscal 1965 when we will be out of all but six. But
it would be about double, if my memory serves me correctly, of the
figure we have cited here for the accomplishments to date.

Under cross-servicing agreements with the military, much of the
space we occupy is standby space in the case of a national emergency.
We are paying the services about 25 cents a square foot which is a lot
less than we have to pay commercially. This space would have to be
retained ordinarily, anyway.

NATIONAL INDUSTRIAL EQUIPMENT RESERVE

GSA also provides support to DOD through the operation of the
national industrial equipment reserve (NIER) which provides a
nucleus of over 9,400 machine tools costing $90.1 million for expansion
of essential defense industries. Tools in the reserve are stored in four
depots maintained by GSA and in various military depots under
GSA/DOD cross-servicing arrangements. These reserves not only
provide a reserve of general purpose machine tools for expansion of
defense industries in an emergency, but through the school loan pro-
gram, many of them also are being used for training purposes in voca-
tional and technical schools, thus helping to assure that necessary
skills will be available to utilize the tools. ~Approximately 2,200 tools
were on loan to schools as of December 31, 1963, and we expect that
such loans will cover at least 3,000 tools in the next year.

This includes a great many of the small high schools that would not
have the funds in their manual arts programs to acquire tools like this.

Chairman Doucras. These are tools such as lathes, punch presses,
and drills?

Mr. Boutin. That is right, sir.

In the retraining program, I can mention a case in my own State
of New Hampshire, I understand that those who are taking this re-
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training program have not had a single dropout on this prosgra,m.
The tools that they are using located at the Burlington High School
come from this program, serving a very, very great need.

CIVIL DEFENSE

GSA supports the Department of Defense and the Department of
Health, Education, and Welfare in the operation of civil defense de-
pots and in providing other services in the stockpiling of engineering,
radiological, chemical, biological, fallout shelter supplies and equip-
ment, and supplies and equipment for prepositioned hospitals. As of
December 31, 1963, inventories valued at $216.9 million under these
programs were stored at 56 locations operated by GSA.

COMMUNICATIONS

The principal recent change in relationships between GSA and
DOD in communications, public utilities, and transportation, was
marked by the late President Kennedy’s memorandum of August 21,
1963 (28 F.R. 9413), establishing the National Communications Sys-
tem (NCS), under which the GSA Federal Telecommunications Sys-
tem (FTS) is an operating component and participating agency.

Se0. 110. There is hereby authorized to be established on the books of the
Treasury, a Federal telecommunications fund, which shall be available without
fiscal year limitation for expenses, including personal services, other costs, and
the procurement by lease or purchase of equipment and operating facilities (in-
cluding cryptographic devices) necessary for the operation of a Federal Telecom-
munications System, to provide local and long-distance voice, teletype, data,
facsimile, and other communication services. There are authorized to be appro-
priated to said fund such sums as may be required which, together with the
value, a5 determined by the Administrator, of supplies and equipment from
time to time transferred to the Administrator under authority of section
205(f), less any liabilities assumed, shall constitute the capital of the fund:
Provided, That said fund shall be credited with (1) advances and reimburse-
ments from available appropriations and funds of any agency (including the
General Services Administration, organization, or persons for telecommunica-
tion services rendered and facilities made available thereto, at rates determined
by the Administrator to approximate the costs thereof met by the fund (includ-
ing depreciation of equipment, provision for acerued leave, and where appro-
priate, for terminal liability charges and for amortization of installation costs,
but excluding, in the determination of rates prior to the fisecal year 1966, such
direct operating expenses as may be directly appropriated for, which expenses
may be charged to the fund and covered by advances or reimbursements from
such direct appropriations), and (2) refunds or recoveries resulting from op-
erations of the fund, including the net proceeds of disposal of excess or surplus
personal property and receipts from carriers and others for loss of or damage
to property: Provided further, That following the close of each fiscal year
any net income, after making provision for prior year losses, if any, shall be
transferred to the Treasury of the United States as miscellaneous receipts (Pub-
lic Law 87-847).

The Secretary of Defense, as NCS Executive Agent, is responsible
for recommending, for Presidential approval, plans and designs for
NCS and its operation. The Secretary of Defense designated the
Director of Defense Communications Agency as Manager, NCS,
with responsibilities for developing the planning recommendations.
including short- and long-term plans for development of the National
Communications System through its operating components. GSA
has a resident representative in the Office of the NCS Manager for co-
ordination at that level.
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The GSA Federal Telecommunications System (FTS) consists of a
voice system using common-carrier facilities of independent and Bell
Telephone companies, and a record (data and teletype) system pro-
vided by Western Union. The system provides both private line
automatic dialing and circuit switching facilities, and message switch-
ing for record and data traffic, thereby greatly improving services
and reducing costs to the Federal Government.

The voice portion of FTS will link together more than 355 cities
on July 6, 1964. The records portion (known as Advanced Records
System or ARS) of the FTé) is composed of automated message
switching centers and a circuit switching network which will connect
1,600 stations in about 600 cities on a phased basis between January
and May 1965.

The contract for the ARS was awarded to Western Union on Janu-
ary 27, 1964. Proposals received in response to our request for quo-
tations were carefully evaluated under criteria related directly to the
specifications which were developed for evaluation purposes before
the request for proposals was released.

All proposals were evaluated within established maximum point
scores; each proposal was fully analyzed; all alternative award possi-
bilities were considered ; and the award as made was considered in the
best interest of the Government, price and other factors considered.
The Government’s cost of record transmission under the new contract
will approximate $7.5 million annually, about $1 million less than the
annual cost under the current system. As implemented, the system
will have about 400 million annual word capability which can be ex-
panded by 250 percent at a cost increase of only about 25 percent.

The FTS system provides facilities for emergency communications,
and has survivability features such as diversity of circuit routings,
automatic alternate circuitry, bypassing of target areas, hardened
switching facilities, redundant switching capabilities, end-to-end
encryption—

Chairman Doucras. That is a new word, Mr. Boutin; “Encryp-
tion.” What does that mean?

Mr. Bourin. Cryptographic equipment, security equipment.

Chairman Doucras. Isthat in the new dictionary?

Mr. Bourin. Probably in the new GSA dictionary. I don’t know
whether Webster recognizes it or not.

Priority and preemption capabilities, and automatic direct dial-
ing between subscribers for communications privacy.

The joint, GSA and DOD group located at Scott Field, 1ll., to pro-
cure Telpak and Compak intercity communications circuits from
A.T. & T. Co. and Western Union, on which I reported last year, con-
tinues as a highly satisfactory cooperative function. Current sav-
ings for the Government as a whole from this joint procurement are
at the rate of $4.7 million per annum.

That figure is now antiquated. The newest figure for the system
which is just a year old shows a total savings thus far of $6.2 million.

Chairman Doucras. These are actual savings, not merely projected
savings.

Mr. Bourin. These are actual savings.

Chairman Dougras. Very good.
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Mr. BouTtin. Actually, our projected savings for the full FTS sys-
tem including the advanced record system, Mr. Chairman, when fully
implemented, July 1, 1965, will be in the neighborhood of $23 million
a year with the service very, very substantially better than it has been.

PROCEEDINGS BEFORE FEDERAL AND STATE REGULATORY BODIES

In proceedin%s involving transportation, communications, and other
public utilities before regulatory bodies, representation of the Govern-
ment as a large consumer is conducted by GSA, unless DOD has the
sole or predominant interest, in the particular proceeding, in which
event GSA delegates authority to DOD to represent its own interest
as well as the interests of other executive agencies of the Government.
The authority so delegated is exercised in accordance with policies and
procedures prescribed by GSA. At the close of fiscal year 1963, 57
cases were pending, 16 of which were delegated to DOD for handling.

Annual recurring savings to the Government resulting from repre-
sentation in the cases concluded during fiscal year 1963 are estimated
at $728,200. This activity is carried out on a continuing basis and
proceedings successfully concluded each year produce substantial
recurring Government-wide economies. These savings continue to
pyramid and further annual recurring savings accrue from successful
interventions in additional proceedings each year.

Total economies to the Government in transportation, communica-
tion, and other utility costs directly attributable to this representation
function by GSA are estimated to accumulate approximately $102.8
million from fiscal year 1957 to date.

INTERAGENCY MOTOR POOLS

During fiscal year 1963, GSA interagency motor pools furnished
vehicle support to 411 Department of Defense installations and offices
at a saving of $1.7 million. On a Government-wide basis, 75 motor
pools were in operation at the close of fiscal year 1963. Per-mile cost
averaged $0.074; average miles traveled per vehicle were 11,801 ; total
miles traveled was 293.4 million; fiscal year 1963 savings from motor
pool operations totaled $9.4 million.

I would like to point out here, Mr. Chairman, that there have been
a number of significant recent developments. The most recent has
been the agreement between GSA and NASA to supply their motor
vehicle requirements at Cape Kennedy. Ultimately, we anticipate we
will have 3,000 vehicles there that will largely replace leased vehicles
with Government-owned vehicles which is going to save a very, very
substantial amount of money.

Administrator Webb and his Assistant Administrator Young, and
some of his other people have been very, very cooperative. Al Seibert
at Cape Kennedy, also. This program will be expanded to other
NASA locations.

We anticipate that by 1970, instead of 75 motor pools which we had
at the close of last year, we will have approximately 162, and instead of
saving $9.4 million a year I anticipate that we are going to be saving
substantially in excess of $20 million a year.

I further believe that we can reduce continually our per-mile cost
so that we can get down in the neighborhood of 7 cents a mile, and this
is our goal.
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GOVERNMENT COST OF VEHICLES

Chairman Doucras. Do you buy these automobiles?

Mr. Bouriy. We buy them. They are Government owned.

Chairman Doucras. When you buy them, what price are you
charged? Are you charged the price to a wholesaler or a dealer, or
are you charged the retail price?

Mr. Bourmv. Our price 1s on an average $200 to $300 less than the
free on board Detroit price to the jobber. In other words, our average
cost for our vehicles, Mr. Chairman, runs about $1,496 for a regular
four-door sedan with directional signals, heater, defroster, and the
usual standard equipment.

Chairman Doucras. This is a big change because I remember go-
ing into this matter some 12 years ago and Porter Hardy in the House
conducted an investigation, too. He found, as I remember it, that
at that time the Government was paying virtually retail prices,
though it was buying in large quantities. It was not getting the
wholesale discount.

Mr. Boutin. I would say we are paying on an average $700 to
$800 under the retail price delivered for our cars. We are getting
top quality cars, Mr. Chairman.

Chairman Doucras. Is this true of trucks, too?

Mr. Boutin. This is true of trucks, too. We are paying a higher
price for trucks, although on pickup trucks we are paying less.

Chairman Doucras. What about spare parts?

Mr. Boutin. On spare parts, we are getting excellent prices right
across the board.

Chairman Doueras. You are not being forced to pay retail prices?

Mr. Bourin. Not anywhere near retail.

Chairman Doucras. Very good.

EXCESS AND SURPLUS PROPERTY, UTILIZATION OF CONTRACTOR INVENTORY

Mr. Bouri~y. A joint GSA-DOD program initiated in fiscal year
1962 for systematic utilization screening of unneeded items of con-
tractor inventory has exceeded expectations. Utilization achieved
rose from $42 million in 1962 to $76 million in 1963, and is running at
$130 million rate at the halfway point in 1964.

AUTOMATED EXCESS REPORTS

A new agreement was made with DOD early in fiscal year 1964
for GSA acceptance of excess DOD personal property reports in
ADPE tape form, instead of manually prepared reports. Prepara-
tions of both agencies are expected to be completed and the new sys-
tem in operation by June 1964.

REHABILITATION

In 1963, GSA placed increased emphasis on our program to achieve
for the Government economies availaﬁle through extending the useful
life of personal property through its repair and rehabilitation. The
acquisition cost of property rehabilitated under this program in-
creased from $21 million in 1962 to $22.9 million in 1963, and is ex-
pected to exceed $50 million in 1964. Much of this increase is at-
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tributable directly to cooperation by the military, implemented by
issuance of defense regulations (ASPR 5-702) requiring use of
GSA property rehabilitation services. Additionally, the Depart-
ment of the Army has issued a regulation (Con. Reg. 71503) which
requires elimination or consolidation of Army in-house facilities
a,n% use of GSA contracts as a primary source of supply.

INTEGRATED SURPLUS PERSONAL PROPERTY DISPOSAL

I reported last year that a joint DOD-GSA agreement to consol-
idate in GSA the function of selling DOD surplus personal property,
heretofore performed by DOD under a delegation of authority from
GSA, was then pending with the Bureau of the Budget for approval.
This proposal is still pending before and is under study by the Bureau
of the Budget.

Implementation of the agreement we believe would achieve cost
reduction, uniform Government sales methods, a single bidders’ list
for all Government sales, single responsibility for sales and sales
analysis, reduction in the number of sales management levels, and
elimination from DOD of a nonmission function.

SURPLUS DISPOSAL PROGRAM PENDING IN BUREAU OF THE BUDGET

Chairman Dovgeras. You reported last year it was pending with
the Bureau of the Budget. This year you report it is still pending.

Mr. Bourin. Yes, sir; we have had a number of talks with the
Bureau and I had hoped that we might have a determination prior
to coming before this committee, but it is still pending there.

LESSENING THE ADVERSE ECONOMIC IMPACT INCIDENT TO DEACTIVATION OF
DEFENSE INSTALLATIONS

Large high-cost industrial properties reported by DOD continue to
be the dominant type of real property reported excess by executive
agencies. These properties, many of which have limited potential for
further utilization, present special disposal problems both to GSA
and to the communities in which the properties are located.

These problems are being resolved by close coordination between
DOD and other interested agencies well in advance of deactivation,
and with the full cooperation of the communities affected, for the
purpose of lessening to the greatest possible extent the adverse eco-
nomic impact of changes use and ownership. Since the beginning of
calendar year 1961, 66 industrial-type properties have been sold to
user-buyers with an employment potential of 46,800 people, thereby
doing much to offset the adverse economic impact of 8overnment
closure of the installations.

GSA SMALL BUSINESS PROGRAM

General Services Administration is firmly committed to an energetic
Erogram to assure extensive participation in Government contracting
y qualified small business firms to stimulate our national economy.
In fiscal year 1963, the General Services Administration placed 40.5
percent of the dollar volume of its total prime contracts, or $328.9
million, with small business firms. In the first 6 months of fiscal year
1964, we have succeeded in increasing to 57.5 percent, or $210 million,
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the share of our contracts for property and services placed with small
business firms. ) .

Contract needs and techniques have been simplified to make it easier
for small businessmen to participate in our buying programs. Par-
ticular attention is given to adjustments in the size of lots and to the
modification of delivery terms to accommodate small business capabil-
ities. An aggressive small business set-aside program is also con-
ducted.

‘We have agreed with the Small Business Administration to set aside
for small businesses GSA construction, alteration, maintenance, and
repair services contracts of estimated value up to $500,000. Such con-
tracts of estimated value of more than $500,000 are considered for small
business set-aside on an individual basis.

Currently, GSA has about 5,000 commercial contracts for repair,
maintenance, and rehabilitation of a wide range of items from furni-
ture to electric motors, the majority of which are with commercial
small business firms.

Lotting in quantities small enough to attract small business partici-
pation, and allowing sufficient time to permit inspection of property
prior to bid closing date assures maximum participation of small busi-
ness firms in our surplus personal property disposal program.

Through our business service centers located in 11 key cities through-
out the United States we provide one-stop counseling service and
assistance to small businessmen—telling tgem how to do business
with the Government, what steps to take, what forms to use, and whom
to contact.

GOVERNMENT-WIDE PROCUREMENT REGULATIONS

Government-wide procurement policies and procedures, prescribed
by GSA under section 201 of the Federal Property and Administrative
Services Act of 1949, as amended, and published as the Federal Pro-
curement Regulations in title 41 of the Code of Federal Regulations,
together with subsidiary implementing regulations of the individual
agencies, comprise the Federal Procurement Regulations system ad-
ministered by GSA.

Our basic objective is to develop, promulgate, and maintain Gov-
ernment-wide, uniform purchasing and contracting policies, methods,
and procedures, including standard contract forms and contract
clauses, designed to eliminate inconsistencies between agency procure-
ment practices, minimize complexities and inequities in procurement
policies and procedures, and make all agency procurement regulations
more readily available to businessmen and others concerned.

In performing this mission, we fully utilize GSA’s broad procure-
ment exgerience and know-how and we closely coordinate our efforts
with industry and with all other procurement agencies, especially
the Department of Defense.

The Federal Procurements Regulations are recognized by the Comp-
troller General and industry as the controlling procurement authority.
It is purchased by over 600 industry subscribers.

FORMALLY ADVERTISED VERSUS NEGOTIATED PROCUREMENT

. Although competition is obtained to the mazimum extent practicable
In negotiated procurement, GSA continues to strive to increase the
proportion of 1ts contracting let under the time-honored, formally ad-
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vertised bid procedure in lieu of contracting on a ne otiated basis.
In 1963, 90.2 percent of GSA’s total procurement dollars, including
awards made to small business firms under small business restricted
advertising procedures, were expended under formal advertising
methods.

Chairman Doucras. Good work.

Mr. Bourin. Thank you, sir.

CENTRALIZED SERVICES

In furtherance of the President’s memorandum of January 28, 1964,
on reducing the costs of Government and in keeping with this sub-
committee’s recommendations we have intensified our efforts to con-
solidate or centralize common administrative support services for Fed-
eral agencies.

In addition to the Defense-oriented centralization actions previously
described, other recent specific actions include:

1. Thorough preplanning of the new Federal office building in Pitts-
burgh for consolidation of common services such as training rooms
and facilities, health rooms, mailrooms, conference rooms, printing
and duplicating facilities, communications facilities, and a retail sup-
ply store for common-use items. This effort will save the Government,
an estimated $278,000 annually. We intend to repeat the pattern in
every new Federal office building where feasible.

2."The consolidated common services program was discussed at
length during the March 2, 1964, meeting called by Civil Service Com-
mission Chairman John Macy to review progress of the Federal execu-
tive boards. We presented examples of potential economies and
actions being taken. All FEB Washington officials agreed to cooper-
at% and agreed that a top-level policy statement was needed on the
subject.

3. We are moving forward with feasibility studies to identify sav-
ings and economies available through establishment of centralized

rinting and duplicating facilities. Under this expanded program,
the first two plants will be established in Pittsburgh and Cincinnati.
Treasury, Agriculture, and other agencies have agreed to participate
on a “proof of performance” basis.

AUTOMATIC DATA PROCESSING

In your report last year, this subcommittee recommended that the
appropriate legislative committee conduct hearings on proposed legis-
lation grovidmg for Government-wide management by G§A of auto-
matic data-processing equipment and resources. GSA strongly en-
dorsed enactment of FLR. 5171 during hearings on the bill on May
98, 1963, before its sponsor, Congressman Jack Brooks, chairman,
Government Activities Subcommittee of the House Committes on
Government Operations. H.R. 5171 passed the House and is now
pending in the Senate. I understand that the Bureau of the Budget
is currently discussing with Congressman Brooks and the staff of the
Senate committee possible amendments to H.R. 5171 so that this bill
would have the full support of the executive branch. Also, Mr. Chair-
man, as you know, your bill S. 1577 which is similar to the House bill
is likewise pending in the Senate.
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REPORT ON ADP EQUIPMENT DUE ABOUT JULY 1, 1964

A further study of automatic data-processing equipment problems
is now being conducted by the Bureau of the Budget at the request of
the late President Kennedy. Our representatives are working with
the Presidential Study Group, and I am personally participating as a
member of the Advisory Committee to the group. We expect that a
final report will be available about July 1, 1964.

This is known as the Ramspeck Commuttee and I am sure you are all
familiar with it.

In the meantime, arrangements are being made to extend to other
areas the Philadelphia experiment in ADP sharing. The first ex-
tension will be effected in our Denver Federal Center. GSA. now
provides ADP services to several agencies around the country. In
the Washington area we are providing ADP support to 13 commis-
sions and boards and arrangements are being made to service the Mari-
time Commission and the Office of Emergency Planning before the end
of this fiscal year.

Regulations governing the utilization of excess Government-owned
ADP equipment have been prepared and we will have these regula-
tions published within a few days.

SECOND AND THIRD SHIFT USE OF ADP EQUIPMENT

Chairman Doucras. Mr. Boutin, does this mean you are able to
utilize some of the existing machines on a second or third shift?

Mr. Bourin. On the sharing program that is exactly what it means,
Mr. Chairman. Instead of an agency that has only a limited use going
out with their own program, they would come to an agency like aSA,
and we have been given the responsibility by the Bureau of the Budget
within the last 2 weeks to develop this system of sharing, where they
would come into us and we would, if possible, arrange to meet their
requirements on existing hardware used by the Government, as in the
case that I mentioned.

OWNERSHIP OF ADP EQUIPMENT

Chairman Doucras. Do you own this equipment yourself or do you
get other agencies to share their equipment with the other agency ?

Mr. Bourin. In the final stages it will be to see what we can bring
into our equipment until it is fully utilized and then we look at other
folks’ equipment. In fact, recently I tried to work out an arrange-
ment with the Air Force at our Hickam Field facility to utilize their
equipment.

Chairman Doucras. Are you utilizing your equipment on one shift?

Mr. Bourin. We are utilizing our equipment at GSA for the most
part three shifts and all of it at least two shifts.

Chairman Doucras. Very good.

Mr. Bourin. Actually we are up to the danger point of our equip-
ment. Weare up to an average of 19 to 20 hours.

Chairman Dougras. Very good.

CONCLUSION

Mr. Bourin. The foregoing matters illustrate beyond doubt that
GSA and DOD are working together as a team, effectively, in bring-
ing to the Government’s supply management and related activities
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the economy and efficiency envisioned by the Congress in enacting the
Federal Property and Administrative Services Act of 1949. Under
the cooperative arrangements with DOD as outlined in this statement
GSA significantly affects the way in which the Department of De-
fense spends over one-half of the Nation’s budget. The way is, in
reality, open for even greater future achievements by GSA toward
realization of economy and efficiency in Government.

NEED SUPPORT OF COMMITTEE

At this point may I say I hope we will continue to receive the inter-
est and support of this committee, because, believe me, we need it.

Although annual appropriations directly to GSA are relatively
small, the discharge o¥ our functions, affecting in some measure ex-
penditures by every Federal agency, has a major impact on the
Nation’s economy.

We believe that our record shows that GSA has materially assisted
the Department of Defense, civil agencies, and the entire Federal
establishment in stretching Federal dollars, thus measurably reducing
the cost of providing for the Nation’s defenses and transacting the
other business of the Government.

The significant scope of the impact of action by GSA. in reducing
Government-wide costs is dramatically illustrated by the following
selected illustrations, of which there are numerous others:

1. Our volume buying prices average nearly 20 percent less than
agencies would pay for the same supplies if they purchased their
individual requirements themselves. Bur $1,256 million procurement
program in 1963 reduced the Government’s bill for commercial-type
supplies by $228.6 million.

2. GSA operation of the Federal Telecommunications System, con-
solidation of switchboards, execution of areawide contracts, rate nego-
tiations, and representation before regulatory bodies reduced the Gov-
ernment’s cost of telephone and other utility services in 1963 by $18.6
million.

3. Each square foot reduction GSA is able to accomplish, in the
average per employee square foot of space occupied, produces an
annual savings to the Government in rental, maintenance, and opera-
tion cost approximating $1.5 million. During fiscal year 1963, we
succeeded in reducing the average per person occupancy from 150.3 to
146.8 square feet. This 314-square-foot reduction saved the Govern-
ment $5 million. GSA provides approximately 75 million square feet
of office space to Federal agencies. Our goal is to reduce the national
average per em{)loyee square foot occupancy to 137 square feet by 1970.
This action will reduce the Government’s cost of office space by nearly
$15 million annually.

4. When records are transferred from agency space to GSA records
centers, economies accrue in both space and equipment costs. For
example, the 735,000 cubic feet of records transferred to centers in
1963 released for reuse 61,500 filing cabinets, 8,000 transfer cases,
545,000 linear feet of shelving, 307,000 square feet of office space, and
168,000 square feet of storage space. The equipment released had a
replacement value of $3.6 million, compared with records center shelv-
in§ costs of $500,000, a savings ratio of 7 to 1. The value of the space
released for reuse totaled $1.1 million, compared with a records center
space value of $70,000, a savings ratio of 15to 1.
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5. GSA’s transfer during fiscal year 1963 of excess real and personal
property no longer needed by the acquiring agency to other agencies
for continued Federal utilization totaled $620.1 million (at acquisi-
tion cost) thereby avoiding expenditures by such agencies for pro-
curement of similar property.

6. GSA strongly advocates meeting long-term space requirements
through Government ownership of facilities required to house per-
manent and continuing Government activities rather than through
leasing such facilities, a policy shared with the General Accounting
Office.. In the absence of public buildings construction authorization
or appropriations in the 20-year period since World War IT, it was
necessary to accommodate Government space needs in leased quarters,
much of which is inadequate as well as more costly than Government-
owned facilities.

Since enactment of the Public Buildings Act of 1959, GSA has made
steady progress in implementing our established policy of Govern-
ment construction and ownership. To date, the Committees on Public
Works have authorized 291 new buildings with a maximum estimated
cost, of $1.57 billion, and extension, conversion, repair, and improve-
ment of 188 existing buildings with an estimated cost, of $320 million.
An average of about 5 million square feet of new building space will
be completed and occupied each year for the next 4 years which will
replace more costly leased space and obsolete Government-owned
buildings.

As an example is a look down the Mall to the Lincoln Memorial
where you see well over 800,000 square feet of World War II tempos

finally coming down.
GSA SAVINGS AROUT $5 BILLION SINCE 1949

Total savings and economies accruing to the Government as a
direct result of GSA operations aggregate, as of June 30, 1963, ap-
proximately $5 billion.

Chairman Doucras. Thisis the summary figure?

Mr. Bourin. This is the summary figure since the creation of the
agency in 1949.

Chairman Doueras. For what period ?

EXPECT ANOTHER $5 BILLION SAVINGS IN 4 YEARS

Mr. BouTin. From 1949 right up through June 30, 1963. It took
us roughly 14 years to save the Government $5 billion. If the plans
we have now materialize and we receive the support we hope that we
will, we will be able to report the second $5 billion, I am hoping,
within 4 years.

Chairman Doueras. I wonder if you would prepare for the record
a table similar to that which Secretary McNamara prepared showing
the economies, reductions in cost, during the current year which have
actually been effected.

First on fiscal 1963, then on fiscal 1964, then the projected econ-
omies which will be realized in 1965 by plans already in effect and
economies which you believe will be effected in 1967 if projected agree-
ments go through.

Mr. Bourin. I would be very happy to do that, Mr. Chairman.

(The following table was subsequently supplied.)

32-669—64——14
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Anticipated savings and economies accruing to the Government as a result of
GSA operations, fiscal years 1964, 1965, 1966, and 1967

[In millions of dollars]

Selected annual totals

1964

1985

1966

1967

1. S8avings through improvement of operating procedures and
techniques and increased productivity in supply, transpor-
tation, and communications operations:

(a) Savings from large volume buying of supplies and
materials for distribution through the GSA supply
system and FSS schedule purchasing by using
ABeNCIeS . — oo o emmmee

(6) Reduction in freight costs of GSA and other Govern-
ment agencies through consolidation of shipments,
negotiation of rates with carriers, etc

{¢) Reduction in public utilities and communi
costs through operation of the Federal Telecommu-
nications System, consolidation of switchboards,
execution of areawide contracts, negotiation and
representation before regulatory bodies, ete______._

2. Savings from more effective utilization of Government re-
sources and improvement of consolidated services:

{a) Reduction in costs of storing strategic materials in-
ventories through greater use of Government excess
facilities (primarily DOD), permitting cancellation
of commercial warehouse contracts_ .- ___._________

(b) Avoiding rental of office space by increased emphasis
on moving dead or inactive records to GSA records
centers to release substantital quantities of office
space for reuse. Also, filing equipment, steel
shelves, and transfer cases were put back into ac-
tive use, thus avoiding new procurement of simijar
TbeImS . e cecaaaen

(¢) Increased emphasis on better space utilization, to
conversion of warehouse and other special use space
to office space, and the conversion of excess military
and post office installations to office space, have
avoided the leasing of space to house the Federal
Establishment; also economies from the conversion
of manual operations by use of mechanical devices
for elevators, boilers, protection, and cleaning:

(1) Conversion of special use and excess space to
office SPACe - — - oL

(2) Conversion of manual operations by use of
mechanical devices ! ___._._.____________.____

(d)}’I‘he expansnon of the motor pool program (activated

1954) as compared with prepool operations by
agenmes continues to pay dividends to the Govern-
ment—annual savings. . ... ...

(¢) The transfer of excess personal and real property
among Federal agencies for reuse avoids expendi-
tures for procurement of similar items. The recent
establishment of the Utilization and Disposal
Service in GSA has brought together the know-
how which was previously dispersed within the
organization and has contributed to growth of the
program as well as actually realizing a better return
on sales:

(1) Utilization transfers (acquisition cost)..._._.
(2) Proceeds from sales of:
{a) Personal property.
(b) Real property_ ... ________.____
(3) Rehabilitation of personal property and
distribution of such property through the
GSA supply system (acquisition cost)_.._

3. Through constant attention to improving our organization,
making maximum use of automatic data processing tech-
niques, expansion of common services for use by other
agencies, and improvement of our operating procedures, we
have made savings which may be termed “administrative
improvements’’:

(a) Expansion of GSA printing plant operations for use
by other agencies in the field ______________________

(b) Automation of mass paperwork operations in ac-
counting, payrolling, billings, and collections. ... ..

{c) Economies resulting from audit of contractor opera-
tions and adoption of employee suggestions for
improvement of procedures. ... .. __.____

313

4.6

11.6

640.0
10.1
100.4

51.0

1.0

306.9

15.0

4.7

7.0
1.0

710.0

11.0
115.0

1.2

338.8

4.8

13.1

15.4

750.0
11.4
117.0

66.0

.1
1.2

1.3

366.7

16,1

84.3

4.8

16.5

790.0

11.7
115.0

1.4

1,144.8

1,314.6

1,411.0

1,492.5

! This new heading gives effect to savings accruing from this operation for the 1st time in 1964 and in

following years.
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TIMETABLE FOR PENDING ACTIONS

Chairman Dovucras. I think that would be ve(r:_?7 important. I will
ask just one question and then Congressman Curtis will have his
chance.

Tt is always the tendency of legislators to assume excessive impor-
tance and perhaps exaggerate their role in negotiations. I have the
feeling, however, that you perhaps would not have reached an agree-
ment between the General Services Administration and the Depart-
ment of Defense on paint and handtools if I had not been rather tough
and had insisted on a time limit by which you should reach an
agreement.

You may remember that it was a very heated session which we
had—at least heated on my part—and I think you were a perfect gen-
tleman throughout but I do not think that I was.*

Now I think that had a part in reaching an agreement. You do
not have to agree to that but this is my belief. May I ask this: Have
you set a time limit on which you should have agreements on these
other matters? You have July 1 for the Defense Department. Do
you have a decision from Post Office on any given date?

Mr. Bourin. No. On Post Office, that 1s pending over at the Bureau
of the Budget. I understand that the Director has discussed this with
the President, and I would expect that there would be a determination
made on that very soon.

4 Mr. Staats is going to testify today and he can give you a better
ate.

Chairman Dovueras. He will testify right after zfou. He is sitting
behind you. Have you got a time limit for the VA

Mr. Boumin. No, we have no time limit. That study has just
started, Mr. Chairman.

Chairman Dovcras. Have you a time limit for NASA %

Mr. Bourin. The NASA agreement is in tentative form right now
and that is way down the road. That is largely dependent on the
outcome of the DSA-GSA study to be completed by July 1.

Chairman Doueras. The Federal Aviation Agency ?

Mr. Bouriy. The Federal Aviation Agency is in agreement in
principle with what we are doing. They have already closed out
Seattle. They have already closed out Honolulu. They have already
changed their methods of supply at Oklahoma City on common-use
items.

Chairman Doucras. How about the State Department? That will
take some time.

_Mr. Bouriw. Part of that is implemented, part is not implemented,
sir.
PROGRAM IMPLEMENTATION TO TAKE 13 TO 2 YEARS

Chairman Douvcras. Can you give mea schedule? I know you can’t
df(i' this alone because this is at least a bilateral, possibly a multilateral
affair.

Mr. Bourin. I would hope, Mr. Chairman, that the study to be com-
pleted by July 1 will provide sufficient guidelines so that we can start
immediately with an implementation of the program that probably

1 See staff report, 1964, app. 5, pp. 169-177.
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would, because of its magnitude and the phaseout of stocks, be
stretched out over a period of 18 months to 2 years.

I think we are within 3 months of final determination or final de-
cision. I will be greatly disappointed if we deviate from that time
schedule.

Chairman Doueras. Mr. Ward has called my attention to the fact
that in the staff report, which we issued in April 1964, on page 160 we
do have a table somewhat similar to that which I requested of the sup-
plementary material which you are to file.!

Mr. Bourin. Very good, sir. Thank you.

Chairman Doueras. Mr. Curtis?

AGREEMENT AND ROLE OF BOB

Representative Cukris. On reaching the agreement, I would like to
understand more about the modus operandi. Would that require
going through the Bureau of the Budget? Does the Bureau of the
Budget act as the catalytic agent on most of these?

Mr. Bourin. Actually, because the Bureau of the Budget has the
final authority on transfer of funds, they would be in effect the final
authority. However, under the act itself the Administrator has the
sole authority to make determinations, subject to the direction of the
President. But he has been given the authority by Congress to make
the determinations on which is the most efficient and economical
method of supply and procurement for the Federal establishments.

Representative Curris. But in order for this committee to follow
these agreements, and particularly to set up these schedules, we would
be well to recognize on all of these—and this is just to get out what
the method of operating is—that the Bureau of the Budget is involved,
as they should be.

COMMITIEE NEEDS SCHEDULE OF ACTIONS

I hope we get this schedule. I hope when a representative of the
Bureau of the Budget testifies, we can go into a little more detail,
particularly why this one matter that you discussed last year is still
sitting in the Bureau of Budget.

BOB HOLDING SURPLUS DISPOSAL STUDY AND POST OFFICE SUPPLY
MANAGEMENT

Mr. BouTin, That is on the disposal of personal property.

Representative Curtis. Yes.

Mr. Boutin. The only other one that has been pending for any
length of time involves post office supply management. I might say,
if the committee is interested, that this has been almost a full-time
job for Roger Jones and some of the people on his staff reporting
directly to Mr. Staats and the Director. They have been in almost
daily contact, with us, with Defense, with VA, and other agencies.

Roger, because of the wide experience that he has had all through
the Federal Government, including long service in Defense, has been
of great assistance to us.

1 See staff report, 1964, p. 160.
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Representative Curtis. Mr. Chairman, Senator Javits can’t be here,
so could we have permission that he supply some written questions
for the record relating to the impact of the “Buy American” Act on
the cost of Federal procurement ?

Chairman Doueras. Yes, indeed.

Mr. Bourin. I would be happy to do it.

() See appendix 3, p. 297 et seq., for questions and answers referred
to.

DATA ON GSA PROCUREMENT

Representative Curtis. I would like to get the aggregate dollar
figures of the amounts handled now by GSA for procurement in recent
years to show the progress. Probably the important amount would be
vis-a-vis the Department of Defense.

Mr. Boutin. I think I could be a little helpful there. We will
supply all of this for the record. In fiscal 1963, our total procure-
ment was $1.250 billion in round figures. In fiscal 1964, it is expected
to be $1.4 billion. In fiscal 1965, we are projecting approximately
$1.550 billion.

Representative Curris. Would these figures essentially mean a shift
from Defense Department procurement, or are they limited to the
Defense Department?

Mr. BouTin. Noj; they are not limited to the Defense Department.
This is overall. OQur total business in Federal procurement, projected
for 1965, is 70 percent, with the Department of Defense, 30 percent
with the civilian agencies. This NASA agreement, Congressman,
could considerably offset this ratio because of the tremendously large
NASA program.

Representative Curtis. In the figures you supply for the record
would you show the breakdown you have to help us to follow this

rogress.
P Mr. Bourin. I would be very happy to. (Se p. 200.)

ECONOMIES DEPENDENT ON OVERALL REDUCTIONS

Representative Cortis. Of course, this is not good unless concomi-
tantly the Department of Defense is showing a decline in these items.
There may be a total growth for other reasons in the De}idrtment of
Defense, but certainly if this is going to be meaningful, there should
be some indication of savings in the aggregate figure.

Mr. Boutin. I can assure the Congressman and the committes this
is so. Secretary McNamara would never agree to anything unless it
earmarked exactly what he was going to get in return.

TWO HUNDRED POSITIONS REDUCED BY HANDTOOL AND PAINT TRANSFER

A very good example of that is paint and handtools where a reduc-
tion in Defense of 700 positions resulted. We used 500 of those posi-
tions and 200 were completely wiped out.

Chairman Doucras. I think I should amplify the record on the
handtools and paint. Congressman Curtis was present at all of those



200 ECONOMIC IMPACT OF FEDERAL

meetings and was very valuable, and I want to say, like the Adminis-
trator, he was a gentleman in his conduct and I was the only one who
was not a gentleman.

Representative Cuortis. I want to say to the chairman you are very
kind and you have relieved my mind. = As I recall the occasion, I am
afraid that I erred on the side of possibly not being as polite as I
might.

I}\glr. Bourix. I remember that asa pretty good meeting.

GSA procurement in relation to DOD, fiscal years 1954 through 1963
[In billions of dollars]

GSA
Fiscal year DOD1!
Direct 2 FSS Total Percent of
schedule 3 DOD
1.9 0.8 0.3 1.1 9.2
15.5 1.0 .3 1.3 8.4
18.2 .7 .3 1.0 8.5
19.9 .7 .4 1.1 5.5
22.8 1.0 .4 1.4 6.1
23.9 .8 .3 1.3 5.4
22.5 .6 & 1.1 4.9
24.3 .7 .6 1.3 5.3
27.8 .8 .7 1.5 5.4
28.1 .8 .8 16 5.7

1 Composition is not known to GSA therefore data may not be comparable with GSA data.

2 Includes all procurement for property, repair and construction of buildings; excludes transportation and
public utilities services, items of $100 or less, activities outside the United States, and personal services.

2 Represents Government-wide purchases under FSS contracts.

Nore.—Figures for DOD (second column, above table) taken from
OSD table 6 which appears on page 8 of Joint Committee print
“Background Material on Economic Aspects of Military Procure-
ment and Supply—1964"; and is reprinted below.

TABLE 6.—Net value of military procurement actions in the United Stales and
possessions, fiscal years 1951-63

[In billions of dollars]

Net value Net value Net value
Fiscal year of military Fiscal year of military Fiscal year of military
procurement procurement procurement
actions actions actions

BRee
© 00 DO D
BNRR
W on

it b W 0
SEBRE
[3 N - S

Source: “ Military Prime Contract Awards and Subcontract Payments, July 1962-June 1963, Office of
the Secretary of Defense.
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SHIFTS PLANNED TO DOD

Representative Curris. Now on this same subject we have a two-way
street to some degree. You are planning on some shifts to DOD, as I
understand it.

Mr. Bourix. Yes, provided the Department of Defense, in their
evaluation of the study that is currently going on, agrees that it will
serve the civilian side of the Government as well as the military.

PLAN FOR SUBSISTENCE

For instance, in subsistence, perishable and nonperishable, the GSA
would get out of that business. The VA would not be in that business.
Public Health would not be in that business. Bureau of Indian Af-
fairs would not be in that business. We would all secure our require-
ments from one source, the Department of Defense.

ELECTRONICS, MEDICAL SUPPLIES, PETROLEUM SUPPLIES

The same is true concerning electronics, medical supplies, petroleum
supplies. Presently there could be anywhere up to five or six agencies
in exactly the same field in any number of different commodities.
This is what we are trying to prevent to purify the system.

DOD MANAGING CIVILIAN SUPPLY

Representative Curris. I certainly am in full accord with the con-
solidation, but I must confess that I am very disturbed about putting
a uniform on it. In fact, one of the reasons I was very happy with
the establishment of GSA and the further utilization of it—using the
same metaphor—was that we took the uniform off it. I do not see
the advantage in longrun training of military officers in procurement
for any of these items—food, electronics, medical, petroleum, or a lot
of others. This is a civilian operation. Military officers should be
trained, in my judgment, in military science.

I worry very much about the consolidation in the military sector
for another reason. In the military sector we must have personnel
systems based upon military justice for very good reasons. Again you
put the uniform on it, as it were, and you get inefficient administration
1n a civilian-type operation, as a result.

IS MILITARY SCIENCE INVOLVED?

I hope very much that there will be a reevaluation of this trend.
We had it in the paint and handtools sector, because the military
pointed out that they were the prime procurers. Indeed, they are on
a percentage basis. But does this lend itself to something that re-
quires military science? I submit it does not. Procurement of food
certainly does not. I am very disturbed about this.

It looks like we are getting back to what we had many years ago in
this long battle to bring about efficiency in the three different service
branches. Instead of a real consolidation we had a parceling out of
duties. For example, in petroleum inspection, the Air Force inspected
for the two other sister services in one section of the United States,
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while the Army and Navy each had their inspection service. Thus,
each one maintained its own empire.

This seems to be a question of balancing off, with GSA getting cer-
tain items; in order to preserve the empire, the military is going to
acquire some also. What possible reason is there for the military
taking over food, for example? Certainly they procure the bulk of
the food that is acquired by the Federal Government. But does this
lead to the best procurement system ?

STUDY INVOLVES 100,000 ITEMS

Mr. Bourin. Congressman, actually in our evaluation of all the
items I have only mentioned three or four. Actually, we are talking
about thousands. The pilot study alone involves 100,000. That is
just a beginning. We are talking of a total here of something in the
vicinity of 3 million items or between 2 and 3 million items that will
be very carefully evaluated. But taking food as an example, with the
quantities of food the Department of Defense buﬁs and with their
established plant for handling it, they can absorb the civilian agency
requirements and hardly feel it at all.

WHAT IS BEST PERMANENT SYSTEM ?

Representative Curtrs. I can understand that, but we are talking
about something that is permanent, I hope. Is it permanently ad-
vantageous to have military officers, trained in military science, opera-
ting under a personnel system that 1s based on military justice, handle
the procurement of food for the Government?

NEED FOR BASIC GUIDELINES

These are the kind of guidelines I would hope to have established
here. I recall one of the old studies of the Bonner committee, on
coffee. The Military Establishment was heavily in the business of not
%nly _ foa,sting coffee, but actually procuring green beans down in

razil,

The point I tried to make then was that a society of 180 million
drank about the same amount of coffee whether there were 10 million
in uniform and 170 million out or 3 million in uniform and 177 million
out. In other words, mobilization for military purposes simply re-
quired preemption from the military standpoint.

As long as the amount of coffee or food was available in the society,
it was simply a question of giving the military priority in time of war
and mobilization. But as far as running the system is concerned, you
certainlfy do not have to run it under an operation of saluting or the
Code of Military Justice. It is a very inefficient way of proceeding,
I would suggest.

A second Bonner committee study was on medical supplies; another
heavy counterpart in the civilian sector. Any study of the use by the
military of trained medical personnel makes me shudder. Again,
there is misuse of medical personnel. Does this lend itself to an opera-
tion under a military uniform and the Code of Military Justice?

I think what most concerns me are the guidelines being used pres-
ently to make these determinations on switching the consolidation of
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these back to DOD. Electronics will require a little more examination
because I can see that the tremendous research and development going
on here which must be militarily oriented and may be advantageous.
But the others, such as petroleum supply, are all predicated on the
same thing as the issue involving handtools and paint.

PREPONDERANCE OF BUYING NO REAL CRITERION

As you recall, the decision was that they were going to remain in
the military. Why? Because the militaxi bought the lion’s share of
the supplies. If we usethat asa criterion, the mihitary has been buying
the lion’s share of practically all of these supplies. That is no eri-
terion at all in m; jud%ment.

Mr. Bourin. Actually, Congressman, in making this study and put-
ting together this plan we have not gone—nor frankly do I feel quali-
fied to %egin to do it—into the philosophical development that you are
approaching here,

What we have done is to set up criteria for supply management
decisions by commodity lines on the basis of whether there is a military
requirement for management, because of their peculiar requirements
for items from the standpoint of supporting the Armed Forces, mili-
tary uses view and because of already existing DSA capability to
manage the item. The commercial-type items, under the terms of this
agreement, by and large will come to GSA, unless there is a bona fide
need in the strongest terms, for military management for military
users in support o% military operations.

PROCUREMENT OF FOOD FOR TROOPS

Representative Curtis. What is there about food that makes it
qualify? It is simply a question of getting the food that exists to
the troops. That does not mean they have to get into the business of
buying. You could carry this right on down. Some of the military
people I have talked to would like it this way. They would be raising
the wheat from which they make the bread.

What is the proper and efficient cutoff point where you utilize a
personnel system which operates under the Code of Military Justice
and the uniform? Where is your cutoff point? In this society we
have to make this decision on the basis of some intelligent guidelines.

NEED FOR FUNDAMENTAL CONCEPTS

We can disagree where those guidelines should be. I had hoped that
this movement going on between DOD and GSA. was based upon
some fundamental concepts. The more of it I see, the more I am
worried that it is one of these power politics plays. This was the case
when we tried to bring about the unification of the three services and
ended up, at least temporarily on some of the items like petroleum
inspection, in this parceling agreement where each one of the services
retained a little bit of an empire.

What is so special about food, for example, that would make you
goto ghe military instead of moving the way we did on handtools and
paint?
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/Mr. Bourtn. I think on both the question of subsistence, perishable

_4nd nonperishable, and the question of electronics, on the question of

. medical supplies, just to cite three of them, Congressman, we have a
situation where they have in existence, developed over a great many
years, more know-how than was represented in the rest of the Govern-
ment in performance of their own military mission for supplying
food to troops in the field.

ENOW-HOW

Representative Curtis. Let us stop there. That is what we are talk-
ing about. What kind of know-how was it? That is why we had the
hamburger hearings several years ago. That is why we had these
samples. Because it was not know-how. It wasnot an efficient system.
That is how we found they had a 2-year supply of green coffee beans
in the Navy alone.

When we started looking into it, we cut it back to just a 6 months’
supply, saving some $40 million. It is because this so-called know-
how is in question.

NEED TO CONSIDER LONG-RANGE POINT OF VIEW

T submit that in light of this, maybe we have not gained anything
over the years in trying to establish some criteria. Again the key is:
What kind of personnel] system is best suited to perform these func-
tions? I must say I am distressed on this point, and I hope we can
start thinking on this long-range point of view on whether paint and
handtools, clothing, food, or medical supplies, go to GSA or DOD.

THREE BASIC PROBLEMS

In other words, there are really three basic problems, as I see it.
One, when the Federal Government itself is going to remain in the
business, is it best handled through the military structure, or the civil-
ian sector, the GSA ?

Second, if it does remain in the military, should there be a consoli-
dation between the three services? I happen to feel in certain areas
there is an advantage to maintaining the integrity of the U.S. Navy,
of the U.S. Army, and of the Air Force. But in certain areas it looks
like consolidation is the solution.

Then, the third and very important problem that underlies all of it
is, should this be done out of the governmental sector itself, and should
it be procured by contract through the private sector?

These are the three areas that we have to resolve each time. I hope
by now we would begin to establish some basic guidelines upon which
we could render an intelligent decision.

ROLE OF SMALL BUSINESS

I have some other specifics to discuss. Let me go to one on small
business, because I am just a little bit concerned about this, too. This
1s, I think, a real difference of opinion between me and those who are
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administering the Small Business Administration. As it relates to
you, in my judgment, the way you move toward a better participa-
tion of small business in military or Government contracting is
through a further development of advertised bids—not the set-aside
principle.

SMALL BUSINESS AND ADVERTISED BIDDING

I worry about these set-asides where you arbitrarily disregard effi-
ciencies and simply say, “small business shall have this percentage.”
Our studies reveal that small business will get its share as advertised
bidding goes up. There is another factor, and I am pleased you have

emphasized it, which is the importance of getting out information and
the standardization of items. I commend you for that emphasis.

DRAWINGS AND SPECIFICATIONS

I would draw attention to a third factor which you do not mention
and was only mentioned to some degree but not emphasized by the
Secretary of Defense. That is the need for engineering drawings and
tight specifications, even on items like chairs or furniture.

Small business will likewise do pretty well when there is certainty
which can be brought about through engineering drawings and bet-
ter specifications.

Would you comment on that point? Would you tend to agree with
that analysis?

Mr. Bouriy. I would definitely, Congressman, and I would like to
comment on both of the points you made. On the small business por-
tion, this is exactly our experience. Actually, while we are up to
around 57 percent small business participation in our awards, our set-
aside program is only around 10 percent. The program that we have
is largely administered by Mr. Griffin and his people through our busi-
ness service centers.

We go out into the field and beat the bushes and we encourage
people to bid and encourage them to do business with the Government.
Some of these businesses are so small that they do not have a full-time
lawyer. So we will advise them how to fill out a form.

Representative Curris. My definition of a small business is one that
can’t afford to have its lobbyist in Washington. I think it is probably
the most accurate definition of small business we can get.

. Mr. Bourin. Concerning specifications, your point is well taken.
That is why we have put such emphasis on the development of new
specifications.

Mr. Ritter, who is in charge of our specification shop, has devoted
a tremendous amount of time to this. We found a couple of things.
No.1. It has opened up the bidding substantially. No. 2. It has
helped us to get away from the name brand or equal type of bid
invitation.

With good specifications—and these are developed with the full
knowledge and help of private industry itself—we get the industry
representatives in. Sometimes it will take as much as a year properly
to develop a specification. With this agreement we have with Defense
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there will be no more duplication in development of specifications. We
will be working hand and hand straight through.

I would like to go back a minute to the statement that the Congress-
man made before. I can assure you, and I would like to leave with you
a copy of the tentative agreement we have with DSA. on this whole
supply logistics problem, that no one is trying to create a kingdom
but rather, we are trying to destroy a lot of little ones,

(Agreement referred to appears on pp. 208-213.)

Mr. Bourin. While I acknowledge that we did not go into the
philosophical approach that the Congressman has discussed, we have
tried here to establish a basis for a decision as to which agency should
supply what item on a good sound basis for determining who can do
it most economically and most efficiently, recognizing the basic pro-
gram mission of both agencies.

We do not say that each decision made after July 1 is going to be,
in every sense, the best decision that could be made. This will come
only over a period of time. But our tentative agreement is a great
step forward, at least.

Representative Curris. Let me say lest there be any misunderstand-
ing, that I certainly am quite pleased with the progress report, Mr.
Boutin. T told you that privately, and I certainly would say publicly,
that there is movement forward. Certainly in the shift you will even
bring about a consolidation, which is very desirable.

I am raising a basic and perhaps philosophical theory, but it gets
down to the dollars and cents which we are talking about. There are
some questions that I would like to supply to you for the record, if you
could give us your answers on them. (See pp. 199 and 297.)

I did want to mention one other thing on small business. I was very
pleased with the report of the Secretary of Defense on the breakouts
where we can go directly to the subcontracting level, but we need to
do more. The prime contract in many instances has to be negotiated
with a large company. But properly handled, there can be some very
good subcontracting on an advertised basis or through the breakout
where you could directly procure the component under the contract.

I think you have been pursuing that course, have you not ¢

Mr. BouTiN. Yes, we have.

Representative Curtis. The other questions I think I will leave for
the record, with one comment. I am concerned about warehousing
where you said that you had gone on the basic principle of having -
the Fec%;ral Government actually own rather than rent.

Mr. Bourin. Yes, sir.

Representative Curtis. That may be well, but I would like to see
the cost accounting justifications for these things, particularly as to
whether we include it as a cost factor which I term “in lieu of local
taxes.” Local taxes provide the police, fire protection, streets, sewers,
and other services.

I have always felt that good: cost accounting should use that as a
factor when estimating whether it is better for the Government to
own or lease. I think sometimes it falls one way, sometimes the
other. But if we are proceeding in retaining Government or setting
a policy of Government to enter further, I think we must be very
careful with our cost accounting.
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I would presume that these judgments are being made on cost ac-
counting practices.

Mr. Bourin. Indeed that is true, Congressman. In fact, GSA has
acquired almost all of its warehousing facilities from excess declara-
tions from the Department of Defense, either by permit or direct
transfer, agency to agency. There are exceptions. We have a huge
new warehouse under construction right now in Denver, Colo., near-
ing completion, but there were no others available, either commercially
or by transfer from Government.

PAYMENTS IN LIEU OF TAXES

Representative CurTis. Let me ask as a test case: Do you have any-
thing in lieu of local taxes that is paid to the community when you
come in and take a hunk of land out of the tax base?

Mr. Bourv. No, we do not, except for the old Reconstruction Fi-
nance Corporation properties. For instance, in Kansas City, the
huge Westinghouse plant that we have converted to depot use, we
have 78 acres under one roof there. Because it was a Reconstruction
Finance Corporation property it is under the act that is reenacted
by the Congress about every 2 years. We do make a payment in
lieu of taxes.

Of all of the properties in our inventory including those that are
under lease to private industry, that we have something like four or
five on which we are making payments in lieu of taxes.

Representative Curtis. Thank you. I will supply the other
questions. (Seeapp. 1, p. 278.)

Mr. BouTin. Thank you, very much.

Chairman Dougras. Thank you very much, Mr. Boutin. I think
you and your administration have made an extraordinary record. I
am sure you will continue in your well-doing. We will try to assist
you in every way we can.

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

Note.—Subsequent to the hearing, committee staff requested GSA for a tabu-
lation showing the amount spent by GSA for cataloging civil agency items under
the Federal catalog system ; also requested was a copy of the agreement between
DOD/GSA on the test of the 100,000 line items of supply to determine the feasi-

bility and economic justification for the new supply concepts discussed by the
Administrator. The material supplied in response to these requests follows:

GSA expenditures for cataloging, 1950 through 1963

1950 $74, 910
1951 566, 607
1952 930, 169
1953

1954

1955

1956 217, 336
1957 425, 760
1958 538, 573
1959 557, 8390
1960 554, 578
1961 636, 332
1962 1, 430, 280

1963 1, 385, 109




208 ECONOMIC IMPACT OF FEDERAL

GSA Agreement with DOD on test of 100,000 line items of supply.

Revised by Data Design Team
and presented to Steering
Committee on 12 Feb 1964

PLAN OF ACTION TO BE FOLLOWED IN TESTING PROPOSELD
"AGREEMENT BETWEEN DOD AND GSA GOVERNING SUPPLY
MANAGEMENT RELATIONSHIPS"

BACKGROUND:

Following study jointly performed by representatives of DSA and
GS A, a proposed agreement between DOD and GSA has been developed.
The objectives of the agreement being to identify, clarify, and stabilize
the respective supply management roles of DSA and GSA. At the
direction of the Administrator of General Services and the Assistant
Secretary of Defense (Installations and Logistics), the proposed agree-~
ment will be subjected to a test to be performed jointly by representa~-
tives of the GSA and DSA.

SPECIFIC OBJECTIVES OF THE TEST ARE TO DETERMINE :

- Reliability and validity of criteria and principles embodied
in the proposed agreement as a basis for supply management assign~
ment determinations.

- Feasibllity of application of criteria.

- Overall impact of implementing the agreement,

- Methodology and techniques to be applied in the overall
analysis of integrated supply classes assigned to DSA.

- Requirement for refinement and/or modification of the
proposed agreement,

SCOPE OF TEST will involve the following Federal Supply Groups and

Classes:
Approximate
DscC FSG/FSC No. of Items
DGSC 5975 Electrical Hardware and Supplies 8, 000
6750 Photo Supplies 900
9330 Plastic, Prefabricated Materials 1, 050
9350 Refractories, Fire Surfacing Materials 250

81 Containers, Packaging, etc. 2,200
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Approximate

DSC FSG/FSC No. of Items
DISC 3110 Anti-Friction Bearings 13,500
5345 Discs, Stone, and Abrasives 700

5325 Fastening Devices 6,100

5340 Miscellaneous Hardware 46,700

DCSC 4210 Fire Fighting Equipment 2,360
48 Valves 6, 800

4710 Pipe and Tube 5, 100

4730 Fittings and Specialties 39, 300

NOTE: Items with less than $100 a year demand within the DOD will be
exciuded from test consideration,

APPROACH:
The test will be conducted in two major phases:
Phase ] {Data Design and Machine Processing)

Initial efforts will be to translate as many of the criteria as
is practicable to objective factors which are compatible with machine
acquisition and processing. Phase I will result in classification of test
iterns into three categories:

A, To be retained by DSA.

B, To be managed by GSA.

C. Those requiring further commodity analysis by the
designated Commodity Test Team,

Phase 1I (Commodity Analysis by Teams)

Efforts in Phase II will be directed toward commodity analysis by
three teams of those items which did not readily lend themselves to supply
management assignmert decisions when applied against the objective data
factors developed in Phase 1. This phase may also involve the validation
of decisions reached through machine processing in Phase I.

SEQUENCE OF ACTIONS:

Preliminary:
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- Desi gnate coordinators (completed).

- Designate Steering Group.

- Form Data Deaign Team composed of: (ECD 23 Jan 64)
1 DSAH

1 each DCSC, DGSC, DISC
1 Technical Advisor DLSC
4 GSA representatives

Phasge I:

- Orient Data Design Team with regard to proposed
agreement, test requirernents, and specific func-
tions to be performed. (ECD 28 Jan 64)

- Data Design Team develop specific data require-
ments, indicators and data sources to be utilized
in Phase I, Report to Steering Group and obtain
approval of approach. (ECD 5 Feb 64)

- Develop procedures and definitions for data applica-
tion by source agencies, procedures for data acquisi-
tion, processing, and application by Commodity Test

Teams, (ECD 14 Feb 64)
- Data Design Team report progress to parent
commands, {17-18 Feb 64)

- Data Design Team return to DSAH and write instructions
for Phase I analysis by Commodity Test Teams,
(19-20 Feb 64)

- DLSC airmalil "Initial Data Requirements'’ cards to
Centers and GSA. (24 Feb 64)

- Form and indoctrinate Commodity Test Teams.
(26-27 Feb 64)

- Letter to Services explaining test, (26 Feb 64)

- Centers receive "Initial Data Requirements' cards
and process, (26 Feb-4 Mar 64)
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- Brief Military Services on tasks required to
complete test, (2-6 Mar 64)
- Commodity Test Teams review "Initial Data

Requirements'" cards and report results to DSAH.
(5-10 Mar 64)

- Forward items remaining in test to Military
Services except FSC 3110 for which DISC will
perform the data accumulation. (13 Mar 64)

- Services receive and accumulate data, forwarding
classes as completed to DLSC after on-site review
by the Commodity Test Teams, as necessary,
(17 Mar-15 May 64)

- Commodity Test Teams visit Military Service
participants to check initial reaction and problems,
(18-26 Mar 64)

- Commodity Test Teams report to the Steering Group,
(27 Mar 64)

- Military Services complete final classes and forward
to DLSC for analysis run after Commodity Test Teams
have on-site validated product being forwarded to

DLSC, as necessary. (15 May 64)
- DLSC make analysis run and mail results to
Commeodity Test Teams in Centers. (18-21 May 64)

- Commodity Test Teams make Phase I analysis,
(25 May=-5 Jun 64)

- Commodity Test Teams report results of Phase I to
DSAH and establish scope of Phase 1I, Brief

Steering Group, (8-9 Jun 64)
- Document Phase II effort. (10 - 12 Jun 64)
- Phase II analysis (15 Jun-3 Jul 64)

32-669—64——15
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TASK GROUP COMPOSITION AND

ORGANIZATION

DSA

DSA_

DSA_

Steering Group
GSA.

3
Coordinators

GSA

1 1

Data Design ‘feam
GSA

4 4

GSC Commodity Test Teami DISC Commodity Test Team
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DCSC Commodity Test Tearn

1 DSA Team Administrator
GSA
DSA
GSA
DSA
GSA

b b b

DGSC

*Test Classes

Same

DISC

*Test Classes

#See ""Scope of Test" ~ Pagel,

for test classes,

Same

DCSC

%*Test Classes

TASK GROUP COMPOSITION AND FUNCTIONS

1. Steering Group: Will be composed of equal representation from DSA
and GSA with the composition to remain stable for the period of test.
Function of the Steering Group will be to give policy direction and inter=-
pretation, and through the Coordinators, to generally oversee the conduct
of the test. In addition, and upon evaluation of the findings of the test, to
incorporate such requirements and modifications into the proposed agree=
ment as the test may reveal to be necessary.



SUPPLY AND SERVICE ACTIVITIES 213

2. Coordinator: One person will be designated as Coordinator for each
Agency. Function of the Coordinator is to serve as intermediary between
the Commodity Test Teams and the Steering Group in the resolution of day-
to-day problems not requiring action by the Steering Group, Additionally,
to serve as a focal point for each Agency in the exchange of information,
status reporting, and general surveillance over progress in the conduct of
the test. In addition to duties indicated above, the DSA Coordinator will
function as liaison between the Test Teams, Military Services, and DSCs
and the GSA Coordinator in the acquisition of data and as otherwise re~
quired during the conduct of the test.

3. Commodity Test Teams: The test will be performed by three teams.
Team representation to be limited to three DSA and three GSA representa-
tives with one of the three DSA representatives to be designated as Team
Administrator. Changes to team composition will normally not be made
for the duration of the test and if made will require the prior agreement of
both agencies. Teams will be responsible for testing the classes as indi-
cated in 'Scope of Test" - Page 1. Function of the teams will be, through
application of the criteria included in the proposed agreement, to identify
which Federal Supply Groups, Classes, or items should be managed by DSA
GSA, or both. FEach team will be sub~divided into three elements. Each
element consisting of one GSA and one DSA representative will jointly re~-
view each item assigned to their sub-element for analysis., Since a major
purpose of the test is to identify potential problem areas, any conflict in
interpretation or opinion not immediately and mutually resolvable will be
held aside and presented in writing to the Steering Group through the
Coordinators, along with such other problems as may be identified during
the course of the test,

»

4. Team Administrator: In addition to functioning as a working member of
the team, the team administrator will function as the point of contact between
the team, DSCs, HQ DSA, and other Agencies as required in performance of
the test, Additionally, the Team Administrator is responsible for the avail-
ability of all tearmn members and their adherence to work schedules and for
reporting instances of violation or infraction. Conversely, the Team Ad-
ministrator will not serve as authority in the resolution of conflict nor in
interpretation of the agreement to be tested. Team Administrators will be
the focal point for referral of problems to the Coordinator,

/s/ R, L, Watson, for 27 Jan 64 (signed) January 23, 1964
W, J, GARVIN J. E. MOODY

Deputy Assistant Director, General Counsel

Plans, Programs, and Systems General Services Administration

{Programs and Management)

Chairman Doucras. Qur next witness is Mr. Elmer B. Staats,
Deputy Director of the Bureau of the Budget. Mr. Staats is a very
busy man. He has appeared before us on many occasions and has
always given us frank, honest, and valuable information. I would
regard him indeed as the very model of a civil servant.

‘We are very happy to have you with us once again.

STATEMENT OF ELMER B. STAATS, DEPUTY DIRECTOR OF THE
BUREAU OF THE BUDGET; ACCOMPANIED BY ROGER JONES,
SPECIAL ASSISTANT TO THE DIRECTOR ; GEORGE MULLINS, HEAD
OF SUPPLY MANAGEMENT BRANCH, OFFICE OF MANAGEMENT;
AND CLIFFORD J. MILLER, BUDGET EXAMINER, MILITARY
DIVISION ‘

Mr. Staars. Thank you, Mr. Chairman.
I have accompanying me this morning, Mr. Roger Jones, to my
right, Special Assistant to the Director. On my immediate left,
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George Mullins, who is head of our Supply Management Branch of
our Office of Management organization, and Mr. %liﬁ'ord Miller, of
our Military Division, who has been concerned with the Defense
Department.

I have a statement, Mr. Chairman, and with your permission I
should like to read it.

Chairman Doucras. You may proceed, Mr. Staats.

Mr. Staats. I appreciate this opportunity to review again, from
the point of view of the Bureau of the Budget, the progress bein
made to improve procurement and supply management and relate;
activities in executive agencies.

The Bureau of the Budget has a primary concern with the impact
of defense expenditures on the President’s budget. In 1960, when
this subcommittee held its first meeting, I included in my statement a
table showing the amount of expenditures for defense procurement
as related to other major categories of expenditures for defense.

T believe it will be useful again to review briefly a similar table,
which will permit comparison with current estimates.

(The table referred to follows:)

Summary of military expenditures

[In millions]
1960 esti- From Budget document
mate at January 1964
Expenditure category Actual, time of Actual,
1959 first hear- 1963
ings Estimate, | Estimate,
1964 1965

Military personnel__ o coeemoooaaoioo $11, 801 $11, 959 $13, 000 $14,180 $14, 660
Operation and maintenance. ............. 10,384 10,137 11,874 11,870 12,278
Procurement, total. . oiomeeeaeoan 14,410 13,943 16, 632 16,337 14,785
Alreraft. _ 7,658 6, 670 6,309 8, 554 5,712
Missiles. - 3,339 3, 500 3,817 3, 506 3,285
Ships. 1,493 1, 651 2, 522 2,280 2,114
Other_ el 1,921 2,121 3,983 3,097 3,674

Research, development, test, and evalua-
tion.__ 2,859 3,680 6,376 6,943 6, 580
Military construetion. - . ceooooomooiaaeo. 1,948 1,670 1,144 1,107 1,056
Family housing.__ 427 680 660
Civil Defense.__. N 203 150 150
Revolving and management funds........ —169 —444 ~1,401 —367 —169
Total, military functions. . ..o_c.._.. 41,233 40,945 48,252 50, 900 50, 000
Military assistance.. 1,721 1,400 1,200
Total 41,233 40, 945 49,973 52, 300 51, 200

Mr. Staats. I think the relevance of this table, Mr. Chairman, is
to show the dimension of the problem that we have in management of
procurement and supply in the Defense Department.

In 1960, when the subcommittee held its first hearings, we estimated
that total military expenditures would be about $41 billion for fiscal
years 1960 and 1961, or about the same as the actual expenditures for
fiscal year 1959. Actual expenditures for 1963 were almost $50 bil-
lion, nearly $9 billion more than in 1960.

The estimate for the fiscal year ending June 30, 1965, is $51.2 bil-
lion, or about $10 billion more than in 1960. In 1960, about one-third
of all military expenditures were for procurement and this propor-
tion generally has continued until in 1965 we estimate that procure-



SUPPLY AND SERVICE ACTIVITIES 215

ment will account for about 29 percent of total military expenditures.
More than one-fifth of all expenditures for procurement will be for
missiles, and two-fifths will be for aircraft.

Ezxpenditures for research, development, test, and evaluation have
continued to climb from the estimate of $3.7 billion in 1960 to $6.9
billion in fiscal year 1964, declining in the 1965 budget to $6.6 billion.

New weapons systems and increased defense capability will con-
tinue to be expensive. The figures demonstrate the necessity for the
sustained cost reduction effort which Secretary McNamara is carrying
on so effectively. A substantial portion of our staff is working on var-
lous aspects of a Government-wide cost reduction effort, including
manpower and productivity studies, investigation of opportunities for
simplifying work, streamlining of organization structures and de-
tailed analyses of budgetary requirements.

I shall turn now to matters which have been of direct concern to
this subcommittee—the improvement of defense procurement and re-
lated administrative and service activities.

The principal witnesses appearing before this subcommittee for
the Department of Defense, the General Services Administration, and
the General Accounting Office have described the various actions
being taken and some of the evidence that serious problems remain to
be solved.

I believe the subcommittee understands that the Bureau of the
Budget has played a part in getting some of these actions underway.
My statement is directed primarily to some of our current efforts and
to our general views concerning the priorities which should govern
future efforts.

I shall also comment concerning matters on which the chairman has
specifically requested our views, including development of a Federal
Supply and Services System, commercial-industrial activities of the
Government, and management of ADP systems.

SPECIAL EXAMINATIONS BY THE BUREAU OF THE BUDGET OF SELECTED
DEFENSE PROCUREMENT AND SUPPLY PROBLEM AREAS

As we examine budget estimates for the Department of Defense,
problem areas are identified which require intensive special studies.
These studies must be supported by adequate followup to assure that
budgetary results are accomplished. This work has been especially
productive during the past year.

Following are a few examples of such efforts:

EXAMINATION OF TANK AUTOMOTIVE SUPPLIES

Criticisms of inadequate management of tank automotive supplies,
as well as of unsatisfactory service and support to activities using
these supplies led to assignment of Bureau staff to work with the
Office of the Secretary of Defense and the Army to conduct an inten-
sive analysis of these problems.

Special attention was directed to management problems at the
Army Tank Automotive Center in Detroit and to related consumer
funding problems. Goals have not yet been accomplished but progress
to date 1s striking.
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For example, purchases of stock for the center in fiscal year 1964
are $80 million below the 1962 level but the percentage of requisitions
filled on time reached a new high in January 1964. Actual demand
from users of these supp}ies has increased but requisitions from de-
pots in Europe between September 1963, when this phase of the study
was completed, and January 1964, were $63.6 million below the vol-
ume for the same period a year ago.

In addition, the stock fund has been reduced ; uneconomical rebuild
operations have been discontinued; statistical data upon which ac-
tions are based have been improved and updated; training programs
have been instituted.

PROCUREMENT OF TECHNICAL COMPONENTS AND REPAIR PARTS

The Bureau’s work in this area consisted of factfinding and analysis
at inventory control points, command headquarters, and bases; and
development of statements and recommendations concerning prob-
lems identified.

Discussions were held with the Secretary of Defense and with re-
sponsible officials in the Air Force and Department of Defense. Air
Force procurement has been reduced $1.2 billion, or 60 percent, in
this area during the past 6 years, while the quality of supply support
has been improved. The Air Force agreed with results of this study
aéld has placed its recommendations into effect, as stated by General

errity.

The request in the 1965 budget for DOD-wide technical compo-
nents (other than those carried in stock funds) is $900 million below
the level actually appropriated for 1962. Stock fund sales during
fiscal year 1965 are forecast to be $848 million higher than sales in
1962 but stock fund purchases will increase only $185 million. The
dlﬁ(la:ence of $663 million of sales over purchases will be met from
stock.

Chairman Doueras. That is a very fine achievement.

IMPROVEMENT IN NAVY MATERIEL PROGRAMS

Mr. Staats. The recent reorganization in the Navy Department in-
volves an expanded role for the Chief of Materiel. The Bureau is
working closely with the Navy to assist in development of policies,
procedures, and organizations which will be needed. Initial emphasis
1s being placed on aeronautical materiel but the effort is to be ex-
panded to other categories of materiel.

This effort involves not only headquarters organizations of the
Navy, but also supply depots, inventory control points, overhaul and
repair facilities, shipyards, air stations, aircraft carriers, and so forth.

MANAGEMENT OF STOCK FUNDS

I believe the subcommittee will be interested especially in progress
which has been made to refine the criteria for use of stock funds and
to improve the management of the funds. As reported to you last
year, we participated in developing these criteria which may be sum-
marized as follows:

Items will not be carried in stock funds if they are—

Primary items (tanks, aircraft, and so forth).
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Insurance items (items have no predictable failure rate in nor-
mal usage but need is critical if failure occurs).

Directly related to safety of personnel (parachutes, life pre-
servers, and so forth).

Coded for repair at depots (engines, fuel controls, and so forth).

In stages of research and development (new weapons systems,
missile components).

Controlled locally at bases which are not otherwise provided
with stock fund controls.

Ttems will be carried in stock fund if none of the conditions listed
above apply.

As a result of application of these criteria, a considerable number
of items are being withdrawn from Army and Navy stock funds, al-
though the task will not be accomplished until late in 1965.

We continue to support the general principle of the stock fund as
a useful tool for managing and controlling supplies. Like any tool,
stock funds must be used properly and they are not substitutes for
good management.

‘We continue to find that excessive inventories which have been pur-
chased with appropriated funds are not revealed for corrective action
until they have been capitalized and subjected to the analyses which
can be applied more conveniently under stock fund systems.

The results have been as follows:

Millions

Stock fund inventories in 1949 $862.0
Additional inventories capitalized from 1949 to 1968 _ oo _ 15, 567. 4
Total 16, 429. 4
Inventory in stock funds as of June 30, 1963 6,527. 4
Overall reductions in inventories carried in stock funds 9,902.0

This table shows you I think fairly dramatically what has hap-
pened over the period since 1949.

Chairman Dovucras. Mr. Staats, as a matter of record, the great
growth of stock funds was primarily the child of Admiral McNelil,
was it not, who was a great exponent of stock funds?

Mr. Staats. I think that is an accurate statement. This period I
am talking about is when McNeil was comptroller.

IMPROVEMENT IN STOCK FUND OPERATIONS

Chairman Doucras. I want to congratulate you on that. I want to
say this was a very heavy battle that we had, too. The General Ac-
counting Office has criticized the stock funds for years and I personally
criticized the volume of stock funds which I thought in many cases
meant we would have to appropriate the money twice. First to ap-
propriate the money to get it in the stock fund and then appropriate
money to get, it out of the stock fund.

I must say we had a very hard battle. At one time I thought we
had lost out completely because the Defense Department held to this
concept of the stock fund very long. I am delighted we made this
progress. I had not realized it had been done. I want to congratulate
everybody.

ROLE OF GAO AND CONGRESSIONAL COMMITTEES

Again I want to say that I think this may indicate that the Gen-
eral Accounting Office under congressional control has a function in
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life and possibly congressional committees may have a function in
life, too.
Mr. Staats. I agree on both counts, Mr. Chairman,

AGREEMENT ON STOCK FUND CRITERIA

I might say I think the fact that we now have agreement on these
criteria is going to help us tremendously in the utilization of this stock
d

In 1968, just to show you what we did in that 1 year, we decreased
the stock fund by $326 million and the amount in 1964 in our present
judgment, will be even larger in total further reduction than 1963.

The next portion of my statement, Mr. Chairman, relates to govern-
mentwide procurement and supply problems. In addition to special
studies of gefense procurement problems and similar studies in other
agencies, the Bureau is concerned with problems which involve rela-
tionships between two or more agencies.

An example of this kind of effort is the orderly transfer of supply
management responsibility from the Defense Department to the Gen-
eral Services Administration for such common use items as paint and
handtools.

As other witnesses have stated, this particular problem has been
solved by a working agreement between the two principal agencies.
The subcommittee may be interested in a few other examples of such
effort by the Bureau.

TEST OF EXCESS PROPERTY UTILIZATION

In 1960, the Bureau completed a governmentwide study to deter-
mine whether Federal agencies were using available excess property
in lieu of new procurement.

A sample of items which had been available from excess was checked
with agencies’ procurement actions. The condition found was un-
satisfactory and several substantial changes were made; for example,
a change in the policy which required reimbursement from agencies
receiving excess property.

The volume of excess property being transferred among Federal
agencies is substantially higher than when our test was completed, in
spite of the fact that the volume of excess property available for trans-
fer has been reduced.

We believe further improvements may be possible. We have
launched a new test along lines similar to the 1960 test except that it
is somewhat broader in scope and is designed to provide information
on (1) whether excess property actually is being used as “the first
source of supply,” and (2) whether excess property is being trans-
ferred in excess of needs.

CONSOLIDATED PROCUREMENT OF SUBSISTENCE SUPPLIES

‘We have been concerned about the dispersion of responsibility for
procurement and distribution of nonperishable subsistence items for
many years. In 1958, we arranged for the Veterans’ Administration
to assume overall responsibility for procurement of nonperishable
subsistence supplies for all civilian agencies.
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Since that decision, the DSA has been established with one of its
components being the Defense Subsistence Supply Center. We have
asked the Secretary of Defense to conduct a stud% to determine wheth-
er responsibility for nonperishable subsistence procurement and dis-
tribution for all Federal agencies should be consolidated in DSA’s
Subsistence Supply Center. As other witnesses have stated, our re-
quest was accepted and the study is underway.

A recent development involves the possible integration of perish-
able subsistence supply support in major metropolitan areas. As set
forth below, the Government spends more money for perishable sub-
sistence than it does for nonperishable items; however, it is not feasible
to stock perishable items in depots.

Consequently, they are purchased locally by many Federal hospitals
and other users. We believe it may be much less costly for the Gov-
ernment to purchase these perishable items on some kind of consoli-
dated basis which will offer possibilities of lower prices, transportation
savings, and reduced administrative expenses.

At our request, the Defense Subsistence Supply Center is arranging
to conduct a test of consolidated procurement and distribution of per-
ishable subsistence items in two major metropolitan areas. One area
will be in Chicago, the location of the Defense Subsistence Supply
Center, and the other area to be tested probably will be in Washing-
ton, D.C. The savings cannot be determined at this time but the
potential may be judged from the following overall volume statistics:

Anmual volume

Nonperishable subsistence : ($n millions)

DOD $330

VA 12

GSA and others 4

Total 346
Perishable subsistence:

0D 500

VA 35

Others 5

Total 540

Total subsistence within scope of study 886

1 Estimated.

Chairman Doucras. These are for the two areas alone?

Mr. Staars. No, sir; this is for the total. I do not have the figure
for these two particular areas. I would try to get an estimate for you
if you wish.

CIVILIAN PORTION OF THE FEDERAL CATALOG

During the past year we have worked closely with cataloging spe-
cialists in GSA and in the principal civilian agencies in an effort to
develop a realistic schedule for completion of the catalog. We are
convinced that further efforts to improve supply management will de-
pend largely on whether the cataloging task can be completed
promptly. .

It 1s extremely difficult to determine the feasibility of proposals
for consolidation of supply responsibility, standardization of similar
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or identical items, and so forth, when many agencies are not using the
Federal catalog for a portion of their supplies.

There is a better understanding among all agencies of the problems
and procedures to be followed and the GSA has developed a plan for
completing the civilian portion of the catalog during fiscal year
1965. We believe this goal is attainable.

The examples described above will indicate the general nature of the
Bureau’s current effort to improve procurement and supply manage-
ment in the Government. T shall now turn to other matters on which
the subcommittee has requested specific comments.

These include (1) development of a Federal supply and services
system, (2) commercial-industrial activities of the Government, and
(3) management of ADP systems and purchase versus leasing of ADP
equipment.

A FEDERAL SUPPLY AND SERVICES SYSTEM

Since the subcommittee has heard testimony concerning the joint
efforts of the GSA and DSA for further integration of their supply
systems, I shall confine my comments to the work being done with
the civilian agencies. Most of the civilian agencies have been in-
tegrated fully into GSA’s programs. They are covered by GSA’s
regulations governing procurement and supply matters, utilization
of excess property, and so forth, and many of them are wholly de-
pendent upon GSA for their supply support.

A few agencies have continued to maintain their own supply sys-
tems, however, including the Veterans’ Administration, the Federal
Aviation Agency, the NASA, and the Post Office Department. We
have been concerned especially with the kinds of common-use supplies
which can be more economically managed on a centralized basis.

We believe the key to further progress in this area lies in the com-
pletion of the Federal catalog system for the civilian agencies. We
have worked with GSA and with all of the other principal agencies
concerned and a plan has been developed by the GSA for completion
of the catalog during the next fiscal year. This goal is difficult but
attainable. We are proceeding on the basis that the job will be done
on schedule. (Seep.182.)

The Federal Aviation Agency can rely on GSA for common-use
items since it has been engaged in a special cataloging project and has
been in the process of converting its system to use the Federal num-
bers.

Efforts involving the Veterans’ Administration have already been
described in connection with the planned tests of consolidated man-
agement of subsistence.

We have inspected the principal supply facility for the NASA at
Cape Kennedy and have continued to be in touch with the NASA and
the Air Force in their efforts to develop a joint agreement.

Such an agreement has been formalized recently under which the
Air Force will assume overall responsibility for supplying common-
u;e ifgls at Cape Kennedy both to its own components and to those
of NASA.
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The agreement provides that the NASA will assume overall respon-
sibility %gs supplying common ijtems for its own needs and for those
of other agencies on Merritt Island, adjacent to Cape Kennedy.

TIMETABLE ON FEDERAL SUPPLY ACTIONS

Mr. Chairman, if I may say here in response to your questions of Mr.
Boutin earlier on our timetable, this we see very closely tied to the
completion of the Federal catalog, but it is our hope that we will be
able to reflect decisions in the 1966 budget which will be submitted to
the Congress next January on all of these areas.

AGREEMENTS TO BE REFLECTED IN 1966 BUDGET

Chairman Doucras. You are expecting agreements to be made by
the first of next January?
Mr. Staats. To be reflected in the 1966 budget. Some of these we
may put into effect earlier than that.
Chairman Doueras. I understand. This is the maximum length of
“time which you are allowing?
Mr. Sraars. That would be correct.
Chairman Doucras. Very good.
The next point is will you be able to crack down on the tardy
agencies?
GREAT DIFFICULTIES NOT ANTICIPATED

Mr. Staars. I do not anticipate we will have great difficulties.
There is always in a case of this kind a judgment that has to be made
as between operating requirements of an agency like the Post Office,
for example, as against dollars and cents savings which will come
about through centralized procurement.

We have not said, and I know this committee has not said, that the
dollars and cents savings per se ought to govern in every case. I do
not think that has been suggested by anybody. There will be this
difference of view, I am sure, that will arise in an operation of a
business tyge such as the Post Office Department. But we are in the
process of discussions with them and have had discussions with them
only as recently as yesterday. Our hope is that we can come to some
balance on these two considerations.

Chairman Douaras. Very good.

COMMERCIAL-INDUSTRIAL ACTIVITIES

Mr. Staats. The next portion of my statement relates to the matter
which we discussed last year on commercial-industrial activities of
the Government.*

As stated last year, we do not contemplate a major change in the
basic policy which has been in effect during the past 9 years. Es-
sentially, the policy is that the Government will not provide com-
mercial or industrial types of services or products for its own use
which can be obtained frem private enterprise through ordinary busi-
ness channels. Exceptions are recognized’ as necessary or advisable

1 See p. 229.
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in some instances but there is a presumption that private commercial
sources can produce most economically the quality and quantity of
the service or product required by the Gsr]ovemment.

POLICY IN BULLETIN 60-2 GENERALLY OK

Although we regard the existing policy statement contained in
our Bulletin 60-2 as generally satisfactory, we are preparing a circu-
lar to provide more explicit guidelines and more effective procedures.
A great deal of drafting work has been completed but the circular
has not been issued.

COST ELEMENTS—TAXES

One of our problems has been an apparent difference of opinion
concerning certain cost elements which should be taken into consider-
ation when deciding whether to rely upon a Government activity or
commercial sources.

COMPTROLLER GENERAL’S DECISION RE TAXES

For example, our bulletin provides that taxes should be con-
sidered as offsets in favor of using private business but decisions of
the Comptroller (General have been interpreted to preclude consider-
ation of taxes. We are inclined to question whether the Comptroller
General intended such an interpretation but we believe it will be nec-
essary to get this point clarified. (See p. 158 et seq.)

ADVISORY GROUP ASSISTING

Several other issues have been identified on which we are seeking
assistance from a selected group of industrialists, accountants, econ-
omists, and public officials. Although the policy is in effect under the
existing bulletin, we believe a more up-to-date directive is desirable.

ROPEMAKING AT CHARLESTOWN

Chairman Doucras. Mr. Staats, let me ask you a very specific
question. Are they still making rope in the Charlestown Navy Yard?

Mr. Staats. I am afraid I do not know.

Mr. Muruins. The program on rope was changed somewhat so
that now the Government produces only special types of rope which
I am told are difficult to obtain in other ways. It is nylon rope and
special types of fabricated ropes.

I might anticipate your next question and say that the Government
roduction of chain and wire rope has been discontinued except
or a few in two numbers which have been unavailable from other

sources.

Chairman Dougras. Does the Government still package spice?

Mr. MuLiins. I do not know.

TRYING TO PROVIDE GUIDELINES

Mr. Staars. Would you like for us to put something in the record
on that? What we are trying to do here, Mr. Chairman, is to
provide guidelines. This is a very troublesome area for the agen-
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cies as to when it is more economical to purchase outside as against
production of an item of commercial or industrial type within Gov-
ernment.

We have some very troublesome problems as to what elements of
cost should go into consideration in a specific case. I mentioned the
item of taxes but we have similar difficult problems on how do you
figure depreciation? How do you figure operation and maintenance
cost? There are some who would even argue that on the Government
side we should consider as an element of cost some return on invest-
ment. That is, a profit or in lieu of profit. These are the kinds of
things we hope an outside group working with us in Government
can help provide more precise guidelines on.

TAX LOSS A COST

Congressman Curtis was mentioning earlier in this morning’s ses-
sion the question of taxes—whether or not we were including taxes as
a cost on the Government side. Our present bulletin says we should
do this. We think this is correct. Certainly the tax loss to the Gov-
ernment is a cost. We feel that this matter also needs some reexam-
ination.?

INTEREST ON PLANT

' Chairman Douaras. Should interest on plant and equipment be in-
cluded as a cost ?

Mr. Sraats. Yes, we think so. I do not believe there is anyone
who is questioning that. I think part of the problem, if I understand
it correctly, and we have not had a meeting with the General Account-
ing Office which we hope to have, is that they feel that the lowest
end price is the thing that should govern and these other factors should
not be taken into account in making a judgment as to whether you
produce commercially or produce in-house by Government.

We think this is an important area to be resolved. If it is not
resolved, then I think it may well be a matter that the Congress will
have to deal with in terms of legislation.

LEASE VERSUS PURCHASE OF ADP

Mr. Chairman, the next point of my statement deals with the lease
versus purchase of automatic data-processing equipment and the inte-
grated management of automatic data-processing systems.

In view of the subcommittee’s interest, I believe it may be helpful
to review briefly our program, the actions which have been taken, and
the plans for future actions to improve management of the ADP sys-
tems in the Government,

In July 1957, we established an interagency organization and devel-
oped a program for organized surveys of known problem areas. One
o¥ the matters studied was the lease versus purchase of ADP equip-
ment.

It was recognized that leasing could be in the Government’s best
interest in some cases but that in many instances, it would be less costly
over a period of time for the Government to own the equipment. De-
tailed criteria for determining when to purchase and when to lease
were not available, however, except for a few agencies, such as the
TVA, in which intensive studies were made proving that their equip-
ment should be owned rather than leased.

1 See ‘“Report, 1963,” p. 52 for text of Bulletin 60-2.
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In October 1961, we established criteria for purchasing ADP equip-
ment but, because of budgetary leadtime, the major impact of these
policies could not occur until fiscal year 1964.

PROGRESS IN FISCAL 1964—SAVINGS

Substantial progress has been made during the current year. As
of June 30, 1964, 38 percent of the ADP equipment in place in the
Government will be owned. This is more than double the percentage
of equipment owned last year. By June 80, 1965, about 46 percent
of all ADP equipment in place will be Government-owned. By 1968,
the annual savings in equipment rental payments will be $175 million.

Chairman Doucras. Are those net savings or gross savings? Do
those take into account the replacement cost of equipment purchased ¢

Mr. Staars. That has been taken into account. These will be net
savings, Mr. Chairman.

This is substantially more than the amount cited last year by the
Comptroller General. We agree that the Government should pur-
chase ADP systems whenever analysis shows it to be in the Govern-
ment’s interest to do so. We have been proceeding on that basis.

INTERAGENCY COMMITTEE ON ADP

The Bureau’s ADP program has been designed as a two-pronged
effort to foster achievement of the computer’s potential and to utilize
this type of equipment as economically as possible. With the assist-
ance of the Civil Service Commission and the General Services Ad-
ministration we have fashioned our program as a community of effort
by all executive agencies by creating and utilizing the Interagency
&)mmittee on ADP and the ADP Advisory Council.

We can point to some noteworthy accomplishments of which the
following are examples:

Chairman Doucras. Before you go on, Mr. Staats, would you be
able to give us the names of the agencies which have predominantly
followed the policy of purchasing the automatic data-processing equip-
ment? Which ones are doing the purchasing?

Mr. Staats. Would it be satisflz)tctory if % gave you for 1963 and
1964 the portion of leased versus purchased ?

Chairman Doucras. By agency?

Mr. Staats. Yes; by agency. I think this will show you clearly
where this shift has taken place that I have mentioned.

Chairman Doucras. What are the agencies which are recalcitrant
about purchasing equipment? I know it is not polite for you to men-
tion this, but are you having difficulty with any agencies?

Mr. Staats. I think while we have had some difficulties at one point
these have been largely overcome.

Chairman Doucras. Would you submit a statement for the record
showing the percentage of equipment purchased and the percentage
of equipment leased and the payments for leased equipment by
agencies?

Mr. Staats. For 1963,1964, and 1965. Would that be satisfactory?

Chairman Doueras. Yes.

Mr. SraaTs. Yes, sir.

Chairman Doueras. Thank you.

(The information requested follows:)
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Number and percent of compulers purchased and leased by agency for fiscal years
1968 through 1965

FISCAL YEAR 1963

Num- Purchased Leased
ber Computer
Agency of rental
com- | Num- { Per- | Num- | Per- | payments
puters | ber cent ber cent
Thousands
Atomie¢ Energy Commission 142 63 44 79 56 $10, 750
Agriculture woeoeoooaoan.. 20 7 35 13 65 1,496
Agency for International Development 1 1 100 100
Civil Aeronautics Board.... 1 - 1 100 83
Central Intelligence Agency.... - 8 1 13 7 87 1,134
Commerce....-co.-.. 30 11 37 19 63 5, 904
Civil Service Commission_ . ..cocacaoooo 11 1 100 85
District of Columbia Government._ 1 -- 1 100 54
Office of the Secretary of Defense_______ .o ccoo_. 54 13 47 87 11,867
Air Force_----. 321 30 9 201 91 , 686
AIMY e eeme e 204 41 20 163 80 23, 682
Navy.... - 236 54 23 182 7 31,934
Federal Aviation Agency. . co-eeeommomomcoacas 14 3 21 11 79 5,199
Federal Communications Commission. -- -
Federal Reserve System. . 1 - 1 100 169
Federal Trade Commission S R, - . .
General Services Administration 11 1 9 10 91
Health, Education, and Welfare. .c-oeeuomaeeaen 30 1 3 29 97 6,057
Housing and Home Finance Agency. 3 3 100 550
Interior...__-._ - a—a— 1 4 36 7 64 368
Interstate Commerce Commission. ceeooeecerono-o 1 1 100 53
Justice R, b 2N PR S, 3 100 335
Labor e o b ) IS . 3 100 281
National Aeronautics and Space Administration.. 153 38 25 115 75 25,202
National Science Foundation. . o-coceoecueomaaan 3 1 33 2 67
Office of Emergency Planning. .. 1 1 100 -
Post Office..ommarann-- 12 O F 12 100 675
Railroad Retirement Board 2 2 100 512
Small Business Administration. .. 1 1 100 85
State.._._ - 1 1 100 76
Treasury. . -c-ccce-o-. 41 10 24 31 76 5,246
Tennessee Valley Authority. . occeccmmcemacacaaaae 2 1 50 1 50 32
Veterans’ Administration 14 7 50 7 50 647
Total 1,326 282 21 1,044 79 188, 248

FISCAL YEAR 1964

Atomic Energy Commission 170 105
Agriculture 17 10
Agency for International Development..._____._. 1 1
Civil Aeronautics Board__.__ ... .. _.._. 1
Central Intelligence Agency 9 1
Commerce....._....... 39 14
Civil Service Commission 1
District of Columbia Government________ 2
Office of the Secretary of Defense. ... __.__.__ 60 20
Air Force 554 108
Army 256 146
Navy. ol 278 139
Federal Aviation Agency__.______________________ 16 11
Federal Communieations Commission_._.__....__ 1 1
Federal Reserve System._ 1
Federal Trade Commission____ 1
General Services Administration. ..o . __.___._ 11 1
Health, Education, and Welfare___ 33 3
Housing and Home Finance Agency.._..._._ 3 3
Interior___. 12 3
Interstate Commerce Commission__.___ 1
Justice 3
Labor. e 4 oo
National Aeronautics and Space Administration.. 209 76
National Seience Foundation._ .. _______________ 5 1
Office of Emergency Planning. _ 3 3
Post Office—.___ ... 12 2
Railroad Retirement Board.. 2 2
Small Business Administration. _ 1
State ... 1
Treasury.... 44 18
Tennessee Valley Authority. ... ... 2 1
Veterans’ Administration 14 11
Total. .. 1,767 681
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Number and percent of computers purchased and leased by agency for fiscal years
1963 through 1965—Continued

FISCAL YEAR 1965

Num- Purchased Leased
ber Compute
Agency of rental
com- | Num- [ Per- | Num- | Per- | payments
puters { ber cent ber cent
Thousands
Atomic Energy Commission..ooueo .o ... 181 126 70 55 30 $8,856
Agriculture. 19 11 58 8 42 673
Agency for International Development 1 1 100 )2 32
Civil Aeronautics Board. .. .....______ ) U PR F, 1 100 102
Central Intelligence Agency 11 1 9 10 91 2,835
Commerce - 44 22 50 22 50 9,426
Civil Service Commission__ __..______.____.______ 1 1 100
Canal Zone Government ) O (R [, 1 100 36
District of Columbia Government______...._____. ;) P 3 100 182
Office of the Secretary of Defense__.__.._...______ 65 22 34 43 66 20, 652
Air Force 612 122 20 490 80 72,923
Army. 306 170 56 136 44 21,215
Navy. 201 160 55 131 45 24,848
Federal Aviation Ageney._ .o oo . 16 11 69 5 31 1,532
Federal Communications Commission - 1 1 100
Federal Home Loan Bank Board. - 1 1 100 109
Federal Power Commission 1 1 100 146
Federal Reserve System____.___. - 1 1 100 250
Federal Trade Commission___._ - 1 12
General Services Administration_. - 11 1 9 10 91 1,979
Health, Education, and Welfare..__. - 38 5 13 33 87 5, 899
Housing and Home Finance Agency.._......__._. 3 3 100 o
Interior. 15 7 47 8 53 605
Interstate Commerce Commissfon. ... ... 1 1 100 70
Justice__ 3 3 100 360
Labor______ L 3% PSS, POR 4 100 626
National Aeronautics and Space Administration.. 224 158 71 66 29 29, 236
National Service Foundation___.__._______.._____ 6 2 33 4 67
Office of Emergency Planning 3 3 100
Post Office._ 12 2 17 10 83 870
Railroad Retirement Board.._.. 2 2 100
8Small Business Administration 1 1 100 158
Security Exchange Commission 1 1 100 65
State._ ) U PR, PR 1 100 140
Treasury.... 50 48 96 2 4 921
Tennessee Valley Authority. .. _____..____________ 2 1 50 1 50 33
Veterans’ Administration 13 13 100 | |eeeo 97
Total. 1,947 894 46 | 1,053 54 205, 880

OBSOLESCENCE OF EQUIPMENT

Mr. Staats. This problem, I might say, is complicated by many
factors such as obsolescence and the new technology which comes into
being with new equipment. Manufacturers are competing with each
other, as you know, all the time to try to improve their product to
attract the Government work.

So the decision as to purchase versus lease again runs into the ques-
tion of what obsolescence are you going to have on a piece of equip-
ment.

We have developed new standards which have been accepted by all
the agencies with respect to the time factor that is involved in the
criteria as to the economics of purchase versus lease.

SHARING EQUIPMENT

On the sharing of equipment, also referred to earlier in this hear-
ing, the Bureau assumed leadership of an experimental ADP equip-
ment-sharing plan for Federal activities in and near Philadelphia.
This was a 1-year test, involving 45 field offices of 12 agencies and the
Philadelphia Federal Executive Board.
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The test was considered successful and similar arrangements are to
be extended to other areas in the country. The GSA will assume
responsibility for these additional applications of sharing and has
chosen Denver as the site of the next sharing exchange.

A sharing arrangement also has been established for the Washing-
ton area at the National Bureau of Standards. Statistics on sharing
are being compiled as the transactions take place and, we believe, will
indicate substantial savings.

EXTENDED UTILIZATION OF LEASED ADP EQUIPMENT

Regulations and procedures have been developed recently which are
designed to insure that leased ADP equipment in place in an executive
agency and which is or will be excess to that agency’s requirements
will be purchased and transferred to another executive agency if it is
determined to be economically feasible and appropriate to do so.

We believe results will be worthwhile but the reduction in the pro-
portion of leased to owned equipment will reduce the number of pos-
sible transactions of this kind.

OTHER FEATURES OF THE BUREATU’S PROGRAM

Other activities include arrangements for sharing of information
concerning ADP management on a Government-wide basis and prep-
aration of guidelines for ADP management.

Reference was made here to the overall Government-wide study
which was undertaken last year, which is making excellent progress.
We are planning to have on June 30 of this year a comprehensive
report. for the first time of the Government’s interest in ADP not
only from the point of view of the costs and benefits, but also from
the point of view of what our future policies should be with respect
to ADP equipment, such as investment in research and technology and
similar problems.

EXPENDITURES FOR LEASED EQUIPMENT

Chairman Doucras. Have you been able to make an estimate as to
the approximate amounts which we now spend for leased equipment
each year for automatic data processing?

Mr. StaaTs. Yes. I am not sure I have those figures with me, Mr.
Chairman, but we will be glad to supply them. We do have those
figures.

glilThe information furnished follows:)

RENTALS Pa1d oN ELECTRONIC DATA-PROCESSING EQUIPMENT

The number of electronic computers in the Government will rise from 1,326
on June 30, 1963, to 1,954 on June 30, 1965, an increase of 47.4 percent. For the
same period, however, as the following table indicates, payments of computer
rentals will rise only $17.6, or 9.3 percent.

Rentals paid, fiscal year 1963—65

Fiscal year 1963 (actual) $188, 248, 000
Fisecal year 1964 (estimated) 203, 969, 000
Fiscal year 1965 (estimated) 205, 880, 000

32-6690—64——16
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ONE HUNDRED AND SEVENTY-FIVE MILLION DOLLARS NET SAVINGS
AS OF 1968

Chairman DoucLas. You said that 38 percent of the equipment was
now owned rather than leased and you estimated the net savings at
$175 million.

Mcr. Staats. That will be as of 1968 when this has been shifted over.

Chairman Doucras. Will those be cumulative savings and not
annual ?

Mr. StaaTs. Yes. On an annual basis by 1968.

Chairman Doucras. Will it be on an annual basis?

Mr. Staats. Yes. We will achieve that much on an annual basis
on that date.

Chairman Doucras. Not cumulative?

Mr. Staars. No, sir, on an annual basis.

Chairman Doucras. That indicates, to use a slang expression,
“there’s gold in them there hills.”

Mr. StaaTs. Yes, very substantial.

PENDING LEGISLATION

Finally, Mr. Chairman, I would like to refer to the legislation
which is pending in the Congress and which has passed the House
which was referred to by Mr. Boutin this morning.

We have been working closely with the sponsors of that legislation
on the House side in terms of developing our report and our views
to the Senate Committee on Government Operations which has juris-
diction on this matter. I am glad to report to you that we have, I
think, agreement on amendments to the House bill which would be
satisfactory to the executive branch, and our hope is that this bill
can be enacted at an early date. We are not holding up any of our
program depending on it. We feel we are moving ahead. I think

ou have introduced legislation also on the Senate side which has
Zeen referred to that committee.

I simply want to note here today that I think we have agreement
on changes which will be satisfactory to the sponsors of the bill on
the House side which would make the bill acceptable and useful to
the executive branch.

Chairman Doucras. Has the Government Operations Committee
set a date for a hearing?

Mr. Staars. I believe they have not.

Chairman Doucras. Does that finish your statement ?

Mr. Staats. That finishes my statement, Mr. Chairman.

Chairman Doucras. I want to thank you very much. You have
answered most of the questions which I have had in my mind. Con-
gressman Curtis left some questions which he requested Mr. Ward
toread. I must ask to be excused because I have a 12:45 engagement.
I want to thank you for not only your testimony but the fine work
which you and the Bureau have been doing.

We will meet this afternoon at 2:30 when Mr. Perry Shoemaker
will be the leadoff witness. I hope I may be excused.

Mr. Staats. Thank you, Mr. Chairman.
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Mr. Warp. These are short questions and you do not need to answer
them now. We will put them in the record and then when you get
the transcript you may give the answers at that time.

(1) You advised us last year that you had a new bulletin, 60-2. Is
this now available? What are the points that are holding it back and
when may we expect it ?

(The answer, subsequently supplied, follows:) *

There is an apparent misunderstanding since we did not advise last year that
we had a new Bulletin No. 60-2. We have recognized that some of the guidelines
for applying the policy should be clarified. We are preparing a circular to re-
place the bulletin primarily to provide more explicit guidelines and more effective
procedures. A great deal of the drafting work has been completed but the
circular is not ready for issuance as yet.

Mr. Waro. (2) As I recall, commissaries and PX’s are not included
in the present 60-2 on the theory that they are operated by nonappro-
priated funds.

(3) In view of the Comptroller General’s recent report on commis-
saries, I wonder if a good part of the cost is not borne by appropriated
funds?

(4) Has the Bureau ever made a detailed study of the commis-
saries?

(The answer, subsequently supplied, follows:)

It is true that commissaries and PX’s were not included under Bulletin 60-2
but they were not excluded on the theory that they are operated by nonappro-
priated funds. Bulletin 60-2 is concerned with commercial-industrial activities
which provide products and services for the Government’s own use. Commis-
saries and PX’s do not fall within the scope of the bulletin because they do not
provide products or services for the Government’s own use. This limitation in
scope is stated in section 2 of the bulletin, which is quoted below:

“x * * The Federal Government will not start or carry on any commercial-
industrial activity to provide a service or product for its own use if such product
or service can be procured from private enterprise through ordinary business
channels.”

The Bureau has made several studies of commissary operations during the
past decade, and we would estimate that at least 85 percent of operating costs
are borne by appropriated funds. The only costs not so financed are those re-
quired to be included in the gross sales price by section 513 of the Department of
Defense Appropriation Act, 1964. Currently, a surcharge varying between 2 and
3 percent, depending upon the military service and the commissary location, is
added to the basic sales price of the commissary merchandise to comply with
this provision of law.

In 1960, Bureau staff made a study of locations of installations which operated
commissaries and the basis upon which the Secretary of Defense certified these
commissaries. At that time there were 271 commissaries whose locations may
be summarized as follows:

Within or abutting cities whose 1950 population exceeded 50,000 . _____ 39

Others in metropolitan areas, as listed in the Budget Bureau’s “Standard
Metropolitan Statistical Areas”

In other areas 136

Total 271

These commissaries were certified by the Secretary of Defense because avail-
able commercial facilities failed to meet established criteria in the following
number of cases:

1 NoTE.—The misunderstanding arose from Mr. Staats’ testimony, 1-year prior, on
Apr. 1, 1963, “We have In process now, and have had for some time, a more detailed
analysis of this bulletin looking forward to the possibility of more precise definitions which
could be useful to the agencies in drawing a judgment as to whether the matter should be
performed in-house, within the government itself, or by contract. See “Hearings, 1963,”
p. 207. See also p. 243, this hearing.
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Reasonable prices:

Prices only 29
Prices and reasonable distance _- 231
Price and adequate facility____ . 2
Price, reasonable distance, and adequate facility 16

Total o 268
Reasonable distance only e 3

Total 271

Mr. Wazrp. (5) Do you think the present law; that is, the DOD
appropriation rider, is being met? We would like to have an opinion
from your counsel as to whether or not the intent of the language on
the commissaries is being met.

Mr. Staars. That is our counsel ¢

Mr. Warp. Yes.

Mr. Staazs. Yes.

(The answer, subsequently supplied, follows:)

Existing law, as presently set forth in section 513 of the Department of De-
fense Appropriation Act, 1964, precludes the use of appropriations contained in
that act for 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 distance
and a reasonable price in satisfactory quality and quantity to military and civilian
employees of the Department of Defense. We understand that the necessary
certifications have been made and that the formal requirements of the law have
been met. The GAO report does not suggest otherwise.

A provision like that in the current appropriation act has been included in
every Department of Defense appropriation act since that for the fiscal year
1954. There are no guidelines established to aid in determining what was to be
considered as ‘‘reasonable” or “satisfactory,” and the provision vests broad dis-
cretionary authority in the Secretary of Defense to make the required certifica-
tions. The GAO report, however, refers to statements of Members and com-
mittees of the Congress going back as far as 1949 which seem to indicate a
congressional intent that the operation of commissaries within the continental
United States be sharply curtailed.

The GAO report suggests that, while the technical requirements of the statute
are being met, the spirit of the provision is being evaded because the criteria
used as a basis for the Secretary’s certifications are such as to preclude any
meaningful curtailment of commissary operations.

If the background material cited in the GAO report may be accepted as indi-
cating the intent of the Congress in enacting the provision, there may be some
doubt as to whether the application of the provision by the Department of Defense
complies with the congressional intent. On the other hand, the continuous
reenactment of the provision for 11 consecutive fiscal years, without substan-
tial change in the practices regarding the operation of commissaries and with-
out any indication of dissatisfaction by the Committees on Appropriations or the
Committees on Armed Services, seems to suggest that the Congress during this
period may have recognized and acquiesced in the views of the Department of
Defense that—so long as the appropriate certifications are made by the Sec-
retary of Defense under criteria such as those which the Secretary has estab-
lished—commissaries constitute one of the fringe benefits intended to be pro-
vided for certain personnel of the Defense Establishment.

Mr. Warp. Then Congressman Curtis had two other questions.

(6) Does the Bureau of the Budget concur in the reduction of 200
people through the transfer of handtools and paint to GSA ?

(7) Then related to that, is there danger that GSA may be cutting
too many people and will have difficulty meeting their commitments?
That is with respect to the handtools and paint.

(The answer, subsequently supplied, follows:)

The Bureau of the Budget concurred in the estimates of manpower require-
ments upon which the projected savings of 200 man-years was based. The
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same general procedures were used by the GSA in developing these estimates
as have been used in planning for other increases in GSA’s responsibilities for
managing supplies. It should be recognized, however, that these transfers were
formalized very recently and that the actual transfers of manpower from the
DOD to GSA have not been completed. A portion of the workload is being
handled by people who are on the payroll of the DOD. TUntil the transfer has been
fully accomplished and has been in operation for a reasonable period, it will not
be possible to determine with absolute certainty whether the estimates of man-
power requirements were too high or too low. We shall evaluate the plans again
when budget estimates are transmitted to us next fall, beginning in September.

Mr. Warp. Thank you very much.

Mr. Staars. Thank you.

(Whereupon, at 12:50 p.m., the joint committee recessed, to recon-
vene at 2:30 p.m. of the same day.)

Chairman Doucras. The subcommittee will come to order.

This movement to introduce greater efficiency and economy in the
procurement practice both of the military and the civilian agencies
has really depended upon the cooperation of a number of specific
groups. I am very frank to say that those of us in the legislative
branch who have worked on this, and in the administrative branch who
have tried to cooperate, would not have been able to have made great
headway without the cooperation, both active and advisory, of strong
citizen groups of which the Hoover Commission has been by far the
prominent force, both in highlighting where the wastes have been,
what corrective measures should be adopted, and then marshaling
public support in behalf of the improved methods. I want to pay
public tri%ute to former President Hoover and his staff, and also to
those who have been continuing the work. The Chairman of that
Committee is with us this afternoon, Mr. Perry Shoemaker. We have
had the services here in Washington of Mr. Frank Upman, Jr., who
has been a tower of strength to us, and we also have with us this after-
noon Dr. Theodore Klumpp, who has specialized on medical services.
I regard Mr. Shoemaker as one of the finest citizens in the Nation. We
are very happy to have him testify once again this afternoon with his
assoclates.

STATEMENT OF PERRY M. SHOEMAKER, CHATRMAN OF THE COM-
MITTEE OF HOOVER COMMISSION TASK FORCE MEMBERS; AC-
COMPANIED BY THEODORE G. KLUMPP, FORMER CHAIRMAN,
HOOVER COMMISSION TASK FORCE ON MEDICAL SERVICES; AND
FRANK UPMAN, JR., EXECUTIVE SECRETARY OF THE COMMITTEE
OF HOOVER COMMISSION TASK FORCE MEMBERS

Mr. SmoeMmakEr. Mr. Chairman, your opening remarks were very
gracious. Weappreciate them.

The Committee of Hoover Commission Task Force Members, of
which I am Chairman, appreciates the invitation of Chairman Douglas
to testify before the Joint Economic Committee today in this further
hearing on “The Impact of Military and Related Civilian Supply and
Service Activities on the Economy.”

I am accompanied by Dr. Theodore G. Klumpp, President of the
Winthrop Laboratories. Dr. Klumpp is a member of our Committee
and was Chairman of the Second Hoover Commission Task Force on
Medical Services. I am also accompanied by Mr. Frank Upman, Jr.,
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Executive Secretary of the Committee and former Executive Director
of the Task Force on Business Organization of the Department of
Defense.

The Chairman of both the First and Second Commissions on “Orga-
nization of the Executive Branch of the Government” was the Hon-
orable Herbert Hoover. Mr. Hoover is Honorary Chairman of our
Committee. With the permission of Chairman Douglas I would like
to read into the record Mr. Hoover’s letter of March 31, 1964, concern-
ing this hearing:

THE WALDORF-ASTORIA TOWERS,
New York, N.Y., March 31, 196}.
Hon. PAuL H. DougLAs,

U.8. Senate,
Washington, D.C.

DEAR SENATOR DouaLAs : It is gratifying to me that the Joint Economic Com-
mittee continues to explore the recommendations of the Commission on Organiza-
tion of the Executive Branch of the Government, and has invited Mr. Shoemaker
to testify on April 21.

The remaining unimplemented reports of the Commission continue to represent
opportunities in great number for substantial economies and more efficient opera-
tion in our conduct of Government.

Secretary McNamara has advised me of his approval of a number of recom-
mendations made by the Commission.

I will be gratified if you will express to the members of the committee my great
commendation for their interest in these further areas of public service and
opportunity.

Yours faithfully,
HERBERT HOOVER.

As T am sure you know, the Committee of Hoover Commission Task
Force Members was formed at the request of Mr. Hoover for the
express purpose of aiding the administration and the Congress in the
interpretation, understanding, and implementation of the recommen-
dations of the Second Hoover Commission. Both through our Com-
mittee and otherwise, Mr. Hoover has followed in great detail the
progress which has been made, and has been greatly encouraged by the
responsible interest of the Joint Economic Committee in much of the
subject matter which the Commission has studied.

DOD PROPERTY HOLDINGS OF $171 BILLION

Of particular interest to the Joint Economic Committee has been
the economic aspects of military procurement and supply. This is
exceedingly appropriate. The Department of Defense has real and
personal property holdings at the end of the fiscal year 1963 or more
than $171 billion. Its expenditures for military functions are 814
percent of our gross national product. Its military and civilian em-
ployees in the United States alone, as of June 80, 1963, numbered
2,639,000, with a payroll, including allowances, of more than $123;
billion.

PROCUREMENTS OF $28.1 BILLION

Its military procurement amounted to $28.1 billion in the fiscal
year 1963. Its supply system inventory as of June 30, 1963, was
$39,684 million, a massive figure, but more than $6.9 billion, or 15
percent less than 5 years earlier. On the other hand, total real and
personal property holdings of the Department of Defense increased
in the same period by $22 billion, or 12 percent.
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HOOVER COMMISSION EMPHASIS ON BUSINESS ORGANIZATION

It was in recognition of the increasing economic impact of the De-
partment of Defense, beginning with Korea, that resulted in the Sec-
ond Hoover Commission placing the emphasis it did upon the busi-
ness organization of the Department and the opportunities for im-
proved control in management of the Department’s responsibilities.
The existence of the Second Hoover Commission Reports on Business
Organization in the Department of Defense, on surplus property, on
real property management, on depot utilization, on research and de-
velopment, on business enterprises, and on transportation have been
both stimulating and helpful to the effective cost reduction program
which Secretary McNamara has been carrying out with such success.

Some 85 percent of the recommendations of the Second Hoover
Commission directly affecting logistics and installations in the De-
partment of Defense have been or are being implemented in whole or
in part. I know of no parallel in Government to an organization
making such effective use of material which was prepared for no other
purpose than improved management. I would not wish this comment
to be construed as detracting from the great credit in this general
field which properly belongs to, and has emanated from, the work of
the Joint Economic Committee, the work of the General Accounting
Office, the work of the Bureau of the Budget and the particularly
well done self-analysis which has been and is going on within the
Department of Defense itself.

DSA SUCCESSES

The accomplishments of the Defense Supply Agency have been im-
pressive. In the short period of well under 3 years it has won
acceptance from the Congress and, perhaps more important, from the
services themselves in 1ts management (including procurement,
storage, and distribution) of more than one-third of the items in the
supply system of the Department of Defense. Its work in consoli-
dating depots, in streamlining distribution, in perfecting the Federal
catalog system, in carrying out a steady program of standardization,
and in perfecting a workable and efficient control system for surplus
disposal are but some of the fields in which this organization has
already made such commendable progress.

MUCH TO BE DONE

Yet I am sure that both Assistant Secretary Morris, who has so
ably been carrying out the responsibilities of the Department with
respect to installations and logistics, and the top management of the
Defense Supply Agency, would agree that a great deal remains to be
done. Certainly many more of the nearly two-thirds of supply items
remaining in the military supply systems can be brought under the
single management of the Defense Supply Agency.

COMMON CIVILIAN ITEMS SHOULD GO TO GSA

We also suggest that additional items, which are common to the
civilian agencies as well as the Department of Defense, can be brought



234 ECONOMIC IMPACT OF FEDERAL

under General Services Administration procurement. Paint and
handtools are examples of where this has been done with further
saving aceruing to the Government as a result.

In suggesting this, we are not forgetting the General Services Ad-
ministration is now buying much more for the Defense Department
than ever before. However, to the extent that this can be increased
it will make possible the Defense Supply Agency concentrating on
items which are common just to the military—thus, further relieving
military personnel for other essential military assignments.

GSA MAKING PROGRESS

I might interject, Mr. Chairman, that in the testimony of Mr.
Boutin this morning, which I thought was most encouraging, as a pic-
ture of progress, the General Services Administration, as you know so
well, was the result of a recommendation of the first Hoover Commis-
sion. It was to be a housekeeping agency of Government. For some
years it did not get off the ground. But certainly in the last few years
1t has been making outstanding progress toward the place in our Gov-
ernment that was envisioned for it initially.

GOVERNMENT SUPPLY SYSTEM

I think we can all take great encouragement from the picture of
their genuine interest in making themselves a supply system for Gov-
ernment. There are great savings that are potentially in that field.

CIVILIAN-TYPE OPERATIONS IN A CIVILIAN AGENCY

I think General Services has more progress to make in connection
with transportation. Certainly in surplus disposal they have not
made the progress we would all have liked to have seen. But the im-
portant thing to me is that here is a civilian concept of doing the thing
that civilians can do. The more of that that we can take out of the
Military Establishment and put in civilian hands, where there is a
continuity of management, that I believe is traveling in the right
direction.

Chairman Dougras. Thank you.

NEED TO IMPROVE IN STANDARDIZATION PROGRAM

Mr. SmoEMaKER. It is my observation, confirmed by the informative
testimony of Comptroller General Campbell last week, that only a
start has been made in achieving the potentialities of standardization,
the findings of which must be backed by clear-cut authority and respon-
sibility for decision.

CONCERNED BY COMPTROLLER GENERAL’S TESTIMONY

If I may interject again, Mr. Chairman, I have been greatly con-
cerned about the testimony given by the Comptroller General in the
hearing last week. I think that it merits the very careful considera-
tion of your committee. Because, essentially the Comptroller Gen-
eral said in his discussion of standardization that we are not making
the progress that we should and we are not making the progress which
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some of us have been led to believe. If that is so, then certainly that is
an area where the committee can well afford, in our judgment, to take
decisive action toward encouraging a greater activity and particularly,
gllieig,r results. Because there are great savings in this field, as we
a ow.

M’CORMACK-CURTIS AMENDMENT—COMMON SERVICES

Up to this time the Department of Defense has made more progress
in common supply than it has in common services. As was pointed
out by the chairman of the Joint Economic Committee in the 1963
hearings, the McCormick-Curtis amendment gave the Secretary full
authority to combine common service activities. The July 1963 report
of the Subcommittee on Defense Procurement to the Joint Economic
Committee lists, on page 10, some 44 opportunities in this field. It is
conceivable that the opportunities for combination involve manage-
ment problems of sufficient diversity to justify the Defense Supply
Agency being complemented by a Defense Service Agency.

GOVERNMENT-WIDE FUNCTIONS

The possibilities for coordination and combination of service func-
tions go beyond the Department of Defense. As we pointed out in
the hearing last year, there is doubtful justification for 14 different
governmental agencies, of which but four are in the Department of
Defense, carrying out weather research. The commonality of hos-
pitals within the Department of Defense has been well established,
but it goes further to include the Veterans’ Administration and our
Public Health Service hospitals.t

I would commend to this committee, to the Bureau of the Budget
and to the Department of Defense aggressive consideration of the
opportunities which lie in the common service category.

COMMISSARIES AND PX’S

I have previously testified to this committee concerning the prob-
lem in the common service area of military commissaries and PX’s.
This directly involves competition with private enterprise to the extent
that such military enterprises are in domestic locations in direct com-
petition with available privately operated sales outlets. The last
data from the Department of Defense which I have seen shows annual
commissaries and PX sales in the United States in the amount of $1,438
million. Knowing that the Joint Economic Committee has received
a special report from the General Accounting Office on this subject, 1
will not go further at this point than again reiterate the principle I
urged last year; namely, that if the justification of these activities, in
other than remote areas, is in fact one of fringe benefits to our mili-
tary personnel, then that is a problem we should meet head on as a pay
problem and not through the channel of continuing competition with
nearby taxpaying commercial enterprises.

COMMERCIAL-INDUSTRIAL ACTIVITIES

My comments with respect to commissaries and PX’s open up the
much broader question of commercial-industrial activities govern-
mentwide.

1 See Budget Bureau reports (app. 5. pp. 367 et seq.).
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PUBLIC LAW 108, 83D CONGRESS—TEST OF ESSENTIALITY

The committee will recall that Public Law 108, 83d Congress, estab-
lished the Second Hoover Commission and specifically charged it with
the responsibility of recommending methods for eliminating nonessen-
tial services, functions and activities which are competitive with pri-
vate enterprise.

If such activities of the Federal Government do not fairly meet
the test of essentiality, and the test of economic justification when
all costs are included, then we indeed have activities which adversely
affect the economy. There are here the potentialities for reducing
the cost of government, for broadening the tax base and for stimu-
lating our private economy to greater production.

TWENTY-TW0O RECOMMENDATIONS OF HOOVER COMMISSION

The Second Hoover Commission made 22 recommendations in its
Business Enterprises Report relating to commercial-industrial activi-
ties of the Federal Government. The Commission found that more
than 2,500 business-type facilities that provide goods and services,
were operated by the Defense Department and that at a minimum
some 1,000 could be eliminated without injury to our national defense
or any essential Government function. The Department of Defense
alone had an investment back in 1955 of some $15 billion in commer-
cial-industrial facilities. The Commission stated, and I quote:

One of the major problems before us is the continuance of Government business
enterprises after the emergency that engendered them has terminated. Because
of vested interests, misleading or incomplete accounts, or other reasons, some
of these enterprises have established an astonishing longevity.

These enterprises include shipbuilding and ship repair yards, peace-
time transportation in aircraft and seagoing vessels, commissary stores
and post exchanges, bakeries, coffee roasting plants, meatcutting
plants, laundries, drycleaning plants, tailor shops, clothing factories,
dental manufacturers, watch and jewelry repair shops and many
others.

The Commission went on to say in its report that—

The continuance of such activities by the Government must be made subject
to rigid justification. Occasionally this can be done, but the burden of proof in
all instances must be on the Government. Unjustified continuance is a definite
injury to the vitality of the whole private enterprise system.

In cold fact the Government is still involved in activities which have
counterparts in almost every type of commercial and industrial enter-
prise found in the economy.

May I briefly summarize the recommendations of the Second Hoover
Commission in this important field.

SHIPBUILDING

Recommendation No. 1 was that the Congress provide for the ap-
pointment of a commission to study the effect on the private ship-
building industry of the construction and repair of naval vessels in
Government shipyards. I should point out in connection with this
that while Congress did not establish such a commission, Secretary
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McNamara established his own analytical group to study naval ship-
yards and indicated in his testimony to you last week that, in his
opinon, curtailments are in order. It would be our hope that the
study will give careful consideration to the ability of the private
shipbuilding and repair industry to very substantially meet the needs
of our Defense Establishment.

RESERVE AND INDUSTRIAL FACILITIES

Recommendation No. 2 was based upon an analysis of “military re-
serve and industrial facilities” and urged that the Department of
Defense, with the aid of the General Services Administration and
with such assistance as might be necessary from outside experts, re-
view the plants as to their value in the light of their condition, future
requirements and possibilities of disposal. I have inadequate infor-
mation upon which to report to the committee the percentage effect of
progress in this area. You will recall that Secretary McNamara testi-
fied that, as of December 31, 1963, some 59 plants had been made avail-
able for disposal.

SCRAP METAL PROCESSING

Recommendation No. 3 concerns scrap metal processing and urged
that the Government process scrap only to the extent that private in-
dustry cannot perform this operation, and further that Government
aluminum sweating operations and scrap baling be discontinued.
Considerable progress has been made in these fields, largely under
the instigation of the Bureau of the Budget.

COMMISSARIES AND PX’8

Recommendations Nos. 4, 5, and 6 had to do with commissaries and
PXs, limiting their location to localities where adequate or reasonably
convenient services are not available; restricting the usage to mili-
tary personnel, except in isolated and oversea locations. And I think,
Mr. Chairman, that has been one of the problems in some of our
domestic commissaries, making the prices cover all costs, that con-
sideration to be given to contracting out the operations; that Congress,
through its appropriate committees, study the organizational structure
of these enterprises, and other nonappropriated fund instrumentali-
ties, to determine how best to eliminate or minimize litigation, liabili-
ties, and legal expenses; the need for adequate audit powers by the
Comptroller General; the desirability of conforming their employee
relations to those generally prevalent in Government-related activi-
ties; and how best to serve the interests of the Government, the armed
services, and employees and the public in the operation of such
enterprises.

INCREASE OF COMMISSARIES

As the Joint Economic Committee knows, not only has substan-
tially nothing been accomplished in any of these areas, but as indicated
in the General Accounting Office report submitted to you last week,
commissaries have increased 38 percent in number since 1953 in
disregard of statutory limitations in effect.



238 ECONOMIC IMPACT OF FEDERAL

BAKERIES, MEATCUTTING PLANTS, CLOTHING PLANTS, ETC.

Recommendation No. 7 recommended that Government commercial-
type activities of the Department of Defense, except in isolated or
oversea areas, involving bakeries, meatcutting plants, Army and Ma-
rine Corps clothing manufacturing plants, Navy custom tailor shops,
laundries, and drycleaning plants, be closed. Substantial progress
has been made in this field.

DENTAL, ORTHOPEDIC, SURGICAL, ETC., FACILITIES

Recommendation No. 8 would provide that all dental, military
orthopedic, pharmaceutical, surgical and medical instrument equip-
ment, and supply facilities, except those needed for training or mobi-
lization reserve, or where justified by locations in remote areas, be dis-
continued ; and further that cross-servicing among Government agen-
cies be used with respect to such medical and dental repair facilities
as might be justified. So far as I can ascertain there has been no real
progress in these areas.

REVIEW OF LEGISLATION

Recommendation No. 9 was that all public laws which require or
germit the armed services to engage in business operations which can
e performed by private industry be reviewed and amended to permit
private business to provide military requirements to a greater extent.
This has not been done.

POSTAL SAVINGS SYSTEM

Recommendation No. 10 would phase out the Postal Savings Sys-
tem. It hasnotbeen touched.

PARCEL POST RATES

Recommendation No. 11 would require the Postmaster General to
seek increases in rates to cover all costs of the parcel post service, in-
cluding indirect costs. This has been partially approached.

POSTAL RATES AND SUBSIDIES

Chairman Doueras. Mr. Shoemaker, it is true that the rates on par-
cel post do not currently meet the specific costs attached to parcel post
but the main cause for the postal deficit lies in class 2, newspapers and
magazines, and class 3, the unsealed letters. This 1s where the big
deficits occur. Some of us have tried to increase those rates so that
the deficit could be largely removed. We have met with an almost
solid front of publishers, including magazine publishers, who in their
editorials, denounce Government subsidies but who themselves are the
recipients of some of the largest subsidies being paid. We also met
with great cgnposition from many printing establishments which mail
out the third-class, unsealed letters, and which, incidentally in many
cases, are concerned with the second class as subscription devices. We
had no support—I think I can say this—no support from the business
community to increase these second- and third-class rates.
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I notice that you restrict your recommendation to class 4. But may
1 ask would you favor increases in class 2 and class 3¢

Mr. SHoEMaKER. I can be very unequivocal on that. I am familiar
with the work you have done in this field. There is no difference in
principle between class 4 and class 3 or class 2 from the standpoint of
its standing on its own feet and being self-supporting.

Chairman Doucras. But it is such a hard battle to do this. The
House passed a bill 2 years ago which largely rectified these discrepan-
cies. When it came over to the Senate this was changed in committee.

I think it is true that as of today receipts in class 2 meet ap-
proximately 28 percent of the attributable costs to newspapers and
magazines and in class 3 the rate meets approximately two-thirds and
this percentage has not been changed for a good many years.

This is where the deficit really comes from. The deficit is much
larger, as a matter of fact, than is commonly believed because they
charge off a part of the deficit as to what is termed public service,
which is a questionable item. Yet when we try to make a move the
very groups which say they are opposed to deficit financing and op-

d to subsidies make it almost impossible as a political matter to
increase the rates.

Mr. SmoEMAKER. At the time of the Commission study, Mr. Chair-
man, my recollection is that there had been a reasonably current study
on parcel post costs. There was not available current information on
class 2 and class 3. There was considerable concern about singling
out class 4 for criticism, as it were, without covering the whole gamut
of it. The opinion of the Commission was that they wanted facts
upon which to base any recommendation that they made and they had
them in this case. But the principle, Mr. Chairman, is no different.
Tt is the old story of whose ox is getting gored.

Chairman Doucras. This is one of the most discouraging features
of the whole effort. The people are for economy in general but when
it affects them they are opposed to it. They are powerful and orga-
nized. The general taxpayers are diffused and therefore relatively
ineffective.

Mr. SHOEMAKER. I am sure you know that the increases that have
been made in parcel post to the extent the Postmaster General has
been able to go with it, even that has been bitterly opposed.

Chairman Douaras. That is correct.

Mr. SuoeMaKER. In spite of the fact of not meeting its cost.

MATLBAGS AND LOCKS

Recommendation No. 12 would require the Post Office Department
to transfer its mailbag and lock manufacturing and repair operations
to the Federal Prisons Industries, Inc. This has not been acted upon.

Chairman Douaras. Do you know why this has not been done?

Mr. SuoEMakER. I am not qualified to tell you why it has not been
done. I know shortly after the report was made the Bureau of the
Budget pressed the Post Office Department for an answer on it. To
my knowledge there never has been an affirmative answer from the
Post Office Department.

Chairman Doueras. I am sure Congressman Curtis will agree with
me, I hope we keep the spotlight of publicity on this matter. I think
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the Federal Director of Prisons, Mr. James Bennett, is one of the finest
gub]ic servants that this Nation has ever had and is well trained by

anford Bates, and has continued in that tradition. I hope this issue
can be kept alive.

Representative Curris. I want to add my commendation and agree-
ment with the chairman not only on this point but the others that have
been made. To me it is one of the most distressing things to see these
recommendations made and nothing done. If there is something in
error about the recommendation, let us find out because we can be in
error. But without any attempt to argue the point, there has con-
tinued to be disobedience of the laws. I don’t know how to cope with
this problem of failure to abide by the laws. It is a matter, I guess, of
self-discipline. I think the chairman would agree with me that it has
gone on under the administration of both parties. It is something
that perhaps bureaucracy fosters. I say this in a kindly sense because
of a high regard for our civil service people. But this is an example
of one of the reasons the term “bureaucracy” has not too fine a conno-
tation. Ifthose who arein charge of these things can’t move forward,
then they can come back to Congress and explain why. In this par-
ticular instance, I think we should immediately find out who it is that
is making these mailbags, lock manufacturing, and repairs, and find
out where the pressure comes from.

Chairman Doucras. This is a case where we make a recommenda-
tion of transfer from private industry to public industry utilizing the
spare time of convicts?

Mr. SmoeMaker. Yes, sir. I think, Mr. Curtis, your observation
goes far beyond this point, and it has nothing to do with the party in
power. Unless we restore discipline within the framework of our
governmental system, it is going to fall.

Representative Curris. That is honestly my opinion. I am more
worried about that than anything I can think of. T have seen this now
for 14 years. It is almost unbelievable to me that where you have
these examples so clearly brought out and then continue to have the
reports continue to come in with still no obedience, no carrying out,
no coming in to explain why it should not be done. Again I say maybe
there are reasons. It is just almost a dead silence and it continues to
operate this way.

One thing certainly would help, Mr. Chairman: I remember read-
ing in school about the old muckrakers, the newspaper profession that
used to get excited about corruption or inefficiencies, and I don’t know
what has happened to that spirit in this country. We have a lot of
people writing newspaper columns and commenting on radio and tele-
vision, but if they would only lend a hand on some of these clearcut
cases—and these are some of them—-I think there would be corrections
made. Maybe it is because people in this country are apathetic to
these things, but I hate to believe that. If that is so, then we have
something that is even more serious.

Mr. SHOEMAKER. Our history shows the pendulum swinging from
side to side and it has always been an aroused public opinion that has
finally brought major change.

Representative Curtis. That is what ultimately will do it.
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ALASKA RAILWAY

Mr. SmoraageR. Recommendation No. 18 was to the effect that the
Alaska Railway be operated on a more economic basis; that its rates
be raised to a more adequate level; that its hotels and other commer-
cial services be leased or closed ; and that the railroad be incorporated
and made subject to the Government Corporation Control Act. If
this has been done, I am not aware of it.

HELIUM PRODUCTION

Recommendation No. 14 provided that the Department of the In-
terior resurvey all possibilities of leasing or selling the helium produc-
tion facilities. This has not been done.

OIL FROM SHALE

Recommendation No. 15 recommended that the Bureau of Mines
continue the extraction of crude oil from shale only until cost data
under its new methods are fully available. This operation is still in
effect.

PARK CONCESSIONS

Recommendation No. 16 provided that the National Park Service
attempt to secure the dissolution of the National Parks Concession,
Inc., and that the National Park Service lease or sell the facilities now
operated by the National Parks Concessions, Inc. This has not been
acted upon.

CONTRACTS FOR SERVICE

Recommendation No. 17 was that other agencies of the Government
emulate the General Services Administrator in contracting for some
75 types of service, such as janitorial service, window cleaning, type-
writer maintenance, automotive, printing and reproduction, office ma-
chine repair and maintenance, and thus support private enterprise and
economy in Government. I know of no survey that would develop
progress with respect to this recommendation.

ABACA AND NICKEL PRODUCTION

Recommendation No. 18 was that the Central American abaca pro-
gram and Cuba Nickel Co. be continued for strategic rea-
sons. The international situation has apparently superseded this
recommendation.

Chairman Doucras. You mean by this since Castro is in control of
Cuba the nickel facilities have been taken over by the Cuban
Government ?

Mr. Saoemaker. I do indeed, sir.

Chairman Doucras. What about abaca?

Mr. SHOEMAKER. The operation is going on a modified basis, as I
understand it, Mr. Chairman, I am not qualified to give you a real in-
formative answer on that.

EXECUTIVE PRINTING PLANTS

Recommendation No. 19 was that the Bureau of the Budget study
the feasibility of a central control of the executive department printing
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plants and, taking all items of cost into consideration, make recom-
mendations to the congressional committees as to the printing which
could be reduced or eliminated and the printing which might be better
placed with private printing or with the Federal Printing Industries,
Inc. I am not familiar with any progress that the Bureau of the
Budget has made with respect to this recommendation.

Chairman Doucras. Let me say in this connection that I think the
Government Printing Office is one of the most efficient printing or-
ganizations in the world. It may be that other work could be done
better, but it is a continuous marvel to me how well the GPO operates.

Representative Courtis. I think, though, Mr. Chairman that the
point is made that there is a lot of printing that goes on in the various
bureaus apart from the Government Printing Office. Am I not
correct ?

Mzr. SHoEMAKER. That is correct.

Representative Curtis. There is quite a bit. I remember seeing a
a complete survey.

Mr. SmoEMAKER. It is extensive.

CHEMICAL RESEARCH

Recommendation No. 20 was that the Tennessee Valley Authority
discontinue all chemical research; that fertilizer research facilities
be transferred to the Department of Agriculture; that the Congress
instruct the Comptroller General to determine what the real costs
of Tennessee Valley Authority fertilizer production are; that there-
after the price of such fertilizer include all costs, direct and indirect,
including the loss of taxes which could be obtained from private
industry. To the best of my knowledge, no action has been taken
with respect to this recommendation.

PRIVATE SERVICE CONTRACTS FOR BAKERIES, LAUNDRIES, ETC.

Recommendation No. 21: After analyzing bakeries, laundries, and
drycleaning plants in various other civilian agencies, such as Veterans’
Administration, Bureau of Indian Affairs, Department of Health,
Education, and Welfare, and the Department of Agriculture, the Com-
mission recommended that all unnecessary bakeries, laundries, and dry-
cleaning plants operated by civilian Government agencies, except those
in prisons and in isolated localities, be closed and that these services
be furnished under contract with private enterprise. So far as I
know, there has been no survey to ascertain what progress, if any,
has been made with respect to this recommendation.

TIME SCHEDULE OF DEACTIVATIONS

Recommendation No. 22 specifically proposed that all of the recom-
mendations involving termination of curtailment of commercial-type
activities by governmental departments and agencies be put into an
orderly and reasonable time schedule, with advance notice to employees
and communities and with help to dismissed employees.

BOB PREPARING NEW ORDER

May I say to the Joint Economic Committee that I have reviewed
the Business Enterprise Report in this much detail to point out the
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magnitude of what can be accomplished in this field. If I am not mis-
taken, in previous hearings, beginning in 1960, the Bureau of the
Budget indicated that it had in the course of preparation a new execu-
tive order which would generally enunciate and take into consideration
the policies recommended by the Second Hoover Commission. A few
Weelgg ago I was informed that this order has not yet been completed
and released.

You will recall that Mr. Staats referred to that this morning, Mr.
Chairman. (See p. 221 et seq.)

DOD HAS MADE PROGRESS

- Nevertheless, I must in fairness state that despite the absence of such
an order the Department of Defense has made substantial progress in
this field and so testified to you in the 1963 hearings. There has been
but limited progress made in the civilian agencies where, as stated in
testimony by the Bureau of the Budget in 1960, there remain more
than 17,000 business competitive installations.

ROLE AND STATUS OF BOB

The old Bureau of the Budget directive, Mr. Chairman, to which
Mr. Staats referred this morning, 60-2, in recent years from our ob-
servation has been more of a guideline with respect to the installation
of new enterprises than it has been for getting rid of the old ones.
There is a great deal that can be done in this field. We emphasize
the Bureau of the Budget, Mr. Chairman, because we know of no
other agency of Government which more properly should have the
supervision of what is going on in this field, both with respect to
getting rid of such enterprises that properly can be gotten rid of and
with respect to establishing new ones.

OTHER HOOVER COMMISSION RECOMMENDATIONS

I might interject, for the overall benefit of the Joint Economic Com-
mittee, that there are many other partially implemented or wholly
unimplemented recommendations of the Second Hoover Commission
which offer substantial opportunity for improved economy in Govern-
ment and more effective administration.

HOSPITAL AND MEDICAL SERVICES

With the permission of the Chairman, Dr. Klumpp will follow me
to briefly discuss the Commission’s report on medical services. Dr.
Klumpp was the leader of a distinguished group in this field. Its
findings indicated potential savings of $293 million by sifting out
duplication and waste, by closing uneconomical and unneeded hos-
pitals and by better administration of the Verterans’ Administration.

LENDING AGENCIES

The Commission’s report on lending agencies was based upon a
study by an eminent group headed by Paul Grady of the accounting
firm of Price Waterhouse, New York. The recommendations of this
group would return most lending to available and competitive private

32-669—64——17
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institutions and would make the residue of Government lending
agencies self-supporting. At the time of its study, and I think it 1s
substantially unchanged today, the task force developed that some
104 different agencies of the Federal Government are in lending
operations. The recommendations of the study group would save
$200 million annually, but of greater significance, the return of capital
funds to the Treasury, from agencies which the Commission recom-
mended be mutualized, would amount—based on facts of 1955, to
more than $4.5 billion and the return of capital funds to the Treasury
from concerns which should be liquidated, was estimated to be just
under $1.7 billion. The effect of the implementation of the Commis-
sion’s recommendations in this field could have far-reaching results
in reducing the national debt and carrying charges thereon.

PERSONNEL AND CIVIL SERVICE

The Commission’s report on personnel and civil service was based
upon a task force study headed by Princeton University’s president,
Dr. Harold W. Dodds. It urged the overhaul of hiring and firing
practices, generally better administration of people and climaxed its
report with a proposal for a senior civil service to provide top career
men to be selected on the basis of demonstrated competency. The
group’s recommendations involved the savings of some $45 million
annually. The report is largely unimplemented.

REAL PROPERTY MANAGEMENT

The Commission’s report on real property management pointed out
that some 400,000 properties of the Federal Government were being
more or less loosely managed by 27 different agencies; that the prop-
erty was valued at more than $40 billion and that 370,000 employees
were involved in unstandardized management. The Commission
pointed out the opportunity for saving $185 million annually by the
application of sound management principles involving centralized
control and centralized responsibility. Within its jurisdiction the
Department of Defense has made substantial progress in improved
real property management. In spite of strong urging, the Bureau of
the Budget has taken little action to bring improved management to
the real property of other Government agencies.

WATER RESOURCES AND POWER

In the field of water resources and power, the Commission made
some 15 recommendations in the areas of reclamation and irrigation,
flood control, navigation, and power. The subject was somewhat con-
troversial within the Commission but in general the Commission rec-
ommended that Congress adopt a national water policy, setting up
some nine principles in connection therewith; that a Water Resources
Board be established to supervise national policy; that the staff
function of the Bureau of the Budget be strengthened with respect to
its competence to evaluate the merits of water development projects
presented for appropriations; that the construction of headwater
dams in the flood control program of soil conservation service be trans-
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ferred to the Corps of Engineers; that all projects declared obsolete or
unsound by the Corps of Engineers should be removed from congres-
sional authorization ; that Congress authorize a user charge on inland
waterways sufficient to cover maintenance and operation, the charge
to be fixed by the ICC; that the Congress empower and direct the Fed-
eral Power Commission to fix the rates on Government power sales
on the basis of eliminating inequities, amortize and pay interest on
Federal investment, and provide payments in lieu of taxes to the State
and local government equivalent to those the private industries would
pay; that the Government cease the building of steam powerplants
and provide for the equation of their power loads by interconnections
with neighboring power systems; that private utilities be permitted to
purchase a fair share of Federal power and that no further building:
of transmission lines be undertaken until such transmission service
can be provided by non-Federal agencies; that several major projects,
including the Columbia River Basin system, the Hoover-Parker-Davis
Dams Administration, the Central Valley project of California,
among others, be incorporated under and made subject to the Govern-
ment Corporation Control Act; and further that these agencies, as
well as the Tennessee Valley Authority, be required to secure the capi-
tal for further improvements when authorized by Congress by issuing
their own securities to the public without subordinating existing
Federal investment.

As is well known to this committee, the recommendations of the
Commission in these fields were backed by an eminent group of en-
gineers and engineering educators and lawyers, headed by Adm. Ben
Morreel, then chairman of the Jones & Laughlin Steel orp. They
made an exhaustive study which was used as a basis for the Commis-
sion recommendations. %‘hey are far reaching. Little has been done
about them.

CURRENT DEVELOPMENTS

I might add, Mr. Chairman, that there are two current develop-
ments relating to the Commission’s studies and recommendations in
the power field which have the potentialities for tremendous economie,
as well as social impact. The first has to do with the Tennessee Val-
ley Authority. Contrary to the Commission’s recommendations that
1t should place its necessary operations on a fully self-supporting basis
and diminish its competition with the private power industry, it would
appear that TVA is going in the opposite direction on a major scale.
A news item in the April 11 issue of Business Week reads as follows :

The Tennessee Valley Authority this week unwrapped a 30-year expansion
plan which would quadruple its generating capacity to 50 million kilowatts and
cost up to $7 billion.

At present TVA has some $2 billion invested in power dams and steamplants.

In announcing the plans TVA Chairman Aubrey J. Wagner told members of
the Tennessee Valley Public Power Association that they in their turn would
have to spend $4 billion during the 30 years on transmission and distribution
facilities.

It is my understanding, Mr. Chairman, that our private enterprise,
taxpaying public utilities are prepared to meet the power needs of
the country and that there is no reasonable justification for any en-
largement, let alone this massive program, at Government expense, of
setting up and carrying out this tremendous expansion plan.
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NUCLEAR POWER VERSUS COAL

My second current point in this area relates to the production of
commercial electric power from nuclear energy. There can be no
quarrel with governmental research and experimentation being devel-
oped to the extent of making commercially available the technology
of usefully controlling atomic fission. Going beyond this is another
matter. In the eastern segment of the country, with which I am more
familiar, it is well known that there are great natural resources of
bituminous coal in Virginia, West Virginia, Kentucky, Pennsylvania,
Ohio, and Illinois, and I might have mentioned Indiana, Mr. Chair-
man, because there is coal production there of some prominence.

The economy of great segments of these States is dependent upon
coal production, and the related interest of transportation is substan-
tial. - By far the greatest domestic consumption of bituminous steam
coal is by the electric utilities.

The Consolidated Edison Co. of New York has one nuclear power-
plant in operation and has a second under consideration (but momen-
tarily withdrawn) within the environs of New York City. The Jer-
sey Central Power & Light Co. has announced the nuclear-type con-
struction of what will be the largest plant in its system, in New Jer-
sey at Forked River, a location which happens to be on my own rail-
road. Niagara Mohawk has announced the construction of a major
nuclear plant near Oswego, N.Y. Other plans are under considera-
tion.

The fuel supply for these plants is to come from the Atomic Energy
Commission at nominal cost—nominal in relation to the magnitude
of the Government investment represented by past research, and de-
velopment of facilities in the amount of over $1.5 billion for the manu-
facture and distribution of the atomic core material involved.

Beyond this, the Price-Anderson indemnity statute in effect until
1967, provides for an insurance ceiling of $500 million and Government
liability to that extent with respect to public liability inherent in any
commercial atomic powerplant. I am informed that such a ceiling is
but a fraction of the real public liability involved in a major plant dis-
aster. Thisindemnity statute should not be extended.

Further, we have the waiver of fuel use charge and the Atomic
Energy Commission guarantee to purchase byproduct material from
such commercial plants. It would appear from every reasonable
standpoint that private ownership of nuclear fuel should be mandatory
for utilities using this to produce power for public consumption.

THere we have a picture of indirect Government competition and aid
adversely affecting both the economy and the social well-being of great
segments of the States I have enumerated, many of which are in the
general Appalachian territory that the administration has recog-
nized as presenting very real depressed area problems.

I might add, Mr. Chairman, that both the coal industry and the
railroads have taken great strides in the past 2 years toward improving
the efficiency of coal production and coal transportation to the end that
ool in trainload lots might be available to the utility industry at

eatly reduced cost. But even this combined accomplishment has

ifficulty in competing successfully with the effect of continued Gov-
ernment assistance to atomic power. I am sure I need not tell the
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members of the committee that the railroads in the East are vitally
dependent upon the transportation of coal.

f suppose, Mr. Chairman, that no one knows better than yourself
that there is a contribution in payroll and coal company spending in
State and local taxes in the State of Illinois from the coal industry
of some $42.5 million annually; Indiana, $25.5 million ; Pennsylvania,
$189 million; Kentucky, $146 million; West Virginia, $430 million;
Ohio, $60 million ; and Virginia, in but two counties, some $83 million.

Thus, the contribution in payroll and coal company local spending
and local taxes in those States amounts to $977 million annually. This
coal industry that is so seriously threatened at the present time by this
particular type of Government aid—let us just take one ccunty of
West Virginia, Boone County. Its coal payroll last year was $9.8
million. Its State and local taxes from the coal companies were $1.2
million. The coal company spent $15.8 million for services or con-
tracted $428 million to the economy. There islittle else in that county,
as you know. That payroll money was used for food and housing
and appare] and transportation and paying doctor bills, and radio sets
and laundry bills and what have you. This happens to be a county
that is shipping coal in this eastern territory for the utilities. So I
think we have a situation where far-reaching impact can be expected.

BUDGET AND ACCOUNTING

There is one more major report of the second Hoover Commission
to which I would call the Joint Economic Committee’s attention;
namely, that on budget and accounting.

There were 25 recommendations in the Commission’s report based
upon an exceedingly able task force study under the chairmanship of
J. Harold Stewart, then of the Boston accounting firm of Stewart,
Watts & Bolling. The report pointed out that unspent appropriations
were as high as $75 billion annually and recommended that unspent
appropriations be annually rescinded by the Congress and reevaluated
as a part of a broader recommendation that the budget be based upon
a system of cost and accrual rather than obligation budgeting. It was
felt by the Commission this would restore to the Congress a more
intensive control of dollar expenditures and that modern accounting
methods involved would bring realistically usable accounting tools
to the administrative organizations in all departments.

This report, transmitted to the Congress in June of 1955 had specific
endorsement from President Eisenhower. Ithad the general approval
of the Bureau of the Budget and the General Accounting Office.
Legislative implementation was introduced by then Senator Kennedy
and Congressman Rogers.

After some delay it was passed on an experimental basis in 1959,
the legislation expiring after a 2-year period. The usefulness of the
change was not recognized by the leadership of the Appropriations
Committee of the House and there has yet to be any compelling pres-
sure from Congress to reestablish the reform involved.

It is fair to point out, Mr. Chairman, that some specific departmental
budgets have been changed to a cost and accrual basis, but in general
the broad principles involved in this report still represent a monu-
mental opportunity for the improved management of our spending
operations.
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These are some of the areas where the work of the Commission has
established great blueprints for betterment of our Government and I
recommend to the Joint Economic Committee that its staff review the
status of these matters Government-wide and that the committee have
the full support of the Bureau of the Budget in developing the neces-
sary information.

COMMITTEE HEARINGS

In closing, Mr. Chairman, I desire not only to express personal
appreciation for the opportunity of participating for the third time in
the Joint Economic Committee’s further review of these important
matters, but in particular wish to reiterate my belief that the Joint
Economic Committee in a hearing of this kind 1s performing a needed
service, not duplicated in any other place in our system of Government.
In its considerations of programs such as those involved in this hear-
ing, this committee has brought into constructive focus their relation-
ship to the economy as a whole. It has placed programs in perspec-
tive. It has gone further and made specific and valuable recom-
mendations.

I not only commend the work of the committee as such, Mr. Chair-
man, but I submit that its accomplishments have been measured by
the broad and important bipartisan consideration which has character-
ized the work of the committee since its inception, which is a tribute,
and I so intend it, to your personal stewardship as its chairman. I
hope that the work of the committee, so important to our taxpaying
citizens, will be continued.

This does not take away from Congressman Curtis the fine support
he has given to you throughout the life of this committee. He has
had a dedicated interest in it.

BIPARTISAN APPROACH OF COMMITTEE

Chairman Doucras. May I say I appreciate what you have said,
but I also want to say that while Congressman Curtis and I differ
on many matters of public policy, that no one could have had a better
colleague or cooperative one, in this work of reducing waste than I
have had in Congressman Curtis. I wish to extend my personal
appreciation to him. I expect that we will differ in the future as we
have in the past on many matters of public policy, but we can find
work together on a wide range.

Representative Curris. I want to thank the chairman. It has in-
deed been a pleasure to me because in this area we are after the same
thing.

Mr. Smoemaxer. Mr. Chairman, with your permission I would
like to introduce Dr. Klumpp at this time to follow up with a few
brief remarks about medical services report and then perhaps if you
‘have questions you can attack usboth.

fChairman Dovucras. If you wish. I have several questions to ask
of you.

Mr. Smoemarer. Whichever you wish to do it, sir.

Chairman Doucras. Let Dr. Klumpp testify.

TESTIMONY OF DR. THEODORE S. KLUMPP

Dr. Kromep. Mr. Chairman, I am very grateful to you for this
opportunity to add a few remarks to those given by Mr. Shoemaker.
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I will make them brief and to the specific point of the Federal
medical services.

The second Hoover Commission made its report to the Congress
on Federal medical services in February 1955, and I am very sorry
I have to report to you that it is not evident to me that the 29 recom-
mendations of the Commission in this area have been acted upon to
any substantial extent.

Chairman Doucras. Have not been acted on?

Dr. Krompp. Have not been acted on to any substantial extent.
The fundamental problems and principles involved in that portion
of the report of the second Hoover Commission are the same today
as they were 9 years ago. The Commission’s recommendation No. 2—
with your permission I will read recommendation No. 2, since it has
a direct bearing on the subject matter before this committee today.

HOOVER COMMISSION RECOMMENDATIONS ON MEDICAL AND HOSPITAL
SERVICES
This recommendation reads:

That the medical and hospital services of the three armed services be modified
into a much more closely coordinated pattern which will provide that (a) mili-
tary medical and hospital services within continental United States be coordi-
nated by assigning to a single military department the responsibility under the
direction of the Secretary of Defense for supervisory hospital service in a
defined geographic region, and that this concept be furthered wherever prac-
ticable in extra-continental areas; (b) patients in all military departments
requiring highly specialized medical care be concentrated into special hospitals,
each of which will serve the three departments; (¢) the Secretary of Defense
be given authority to strengthen, consolidate, modify, and reallocate medical
care responsibilities of the three departments in line with recommendations
(a) and (b) above; and finally (d), each of the three military departments
maintain a medical center, the components of which should be a hospital and
a center for education of military medical personnel occupied with medical
problems identified with the primary mission of the Department.

SMALL ACCOMPLISHMENT

So far as I have been able to ascertain very little has been accom-
1I;}Iished in realizing this wholly commonsense objective. So far as I

ow, few, if any, Federal hospitals have been closed except by obso-
lescence, closing of the military bases of which they were a part, or
by relocation of the institutions themselves. We all recognize that
we must have more hospital facilities, broadly, than we can actually
use in ordinary times to provide research and standby facilities
against a grave large-scale catastrophe. But the medical services task
force expressed the view that it is not sufficient to maintain a series
of half empty, inadequately used, active hospitals.

In the first place, in any major catastrophe or national or interna-
tional emergency our civilian hospitals will be drawn into service at
once. These are the backbone, the real center of our hospital reserve.
These private community hospitals should be augmented and
strengthened as indeed through the Hill-Burton Act, and other steps
they are in the process of being augmented.

On the other hand, in a partially utilized military hospital, and
studies in the 1950’s showed very low utilization of many such Fed-
eral institutions, the physicians and surgeons in such institutions are
not being adequately trained. They don’t get enough practice to be-
come and remain highly skilled practitioners.
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A brain surgeon, for instance, who has one operation a week cannot
maintain the same skill as another surgeon in a busier institution who
does one or more brain operations each day. These men should be
working in hospitals with a high complement of patients.

There has always been a minor amount of cross utilization of medi-
cal services among the major units of the Department of Defense.
’ll)‘his remains still a small and insignificant fraction of what it should

e.

As you pointed out in previous hearings of your committee, Mr.
Chairman, illness has no respect for the cut or color of a man’s uni-
form. The bodies of soldiers, sailors, and aviators are the same, and
it takes exactly the same care and medical skill to keep them well
or return them to good health.

A hospital nightshirt is a great leveler. I have found that in it
one can’t tell a sailor from a flier, or even a general from a private,
or an admiral from a common seaman. There is no reason whatso-
ever why the same doctors, and better doctors, should not take care of
all military personnel regardless of service and including other non-
military medical beneficiaries of the Federal Government.

Mr. Chairman, I shall not take your time to review all the recom-
mendations of the Commission with respect to medical services. They
are a matter of record and if you desire they can be included as part
of these hearings.

_ Chairman Douaras. I would like to have that done at the proper
time.

(Recommendations referred to follow :)

Recommendation No. 1

In order to effect the above responsibilities, the President should appoint a
Federal Advisory Council of Health, to be comprised of members of the medical
professions together with lay members of distinguished records in fields other
than the medical professions, and to serve at the will of the President. The
Council should have a small staff but should depend upon other agencies of the
Government for information.

Recommendation No. 2

That the medical and hospital services of the three armed services be modified
into a much more closely coordinated pattern which will provide that:

(@) Military medical and hospital services within continental United States be
coordinated by assigning to a single military department the responsibility under
the direction of the Secretary of Defense for supervisory hospital service in a
defined geographic region and that this concept be furthered wherever practica-
ble in extracontinental areas;

(b) Patients of all military departments requiring highly specialized medical
care be concentrated into special hospitals, each of which will serve the three
departments;

(¢) The Secretary of Defense be given authority to strengthen, consolidate,
modify, and reallocate medical care responsibilities of the three departments in
line with recommendations (a) and (b) above; and

(@) Each of the three military departments maintain a medical center, the
components of which should be a hospital and a center for education of military
medical personnel occupied with medical problems identified with the primary
mission of the department.

Recommendation No. 8

That the Secretary of Defense, with the assistance of the Federal Advisory
Council of Health, develop recommendations for revision of the Selective Service
Act to effect maximum utilization of medical personnel.

Recommendation No. 4

That the Secretary of Defense strengthen the armed services training program
for interns and residents, for other physicians, and dentists on active duty, and
for Reserve Officers not on active duty.
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This program should be planned and directed from the medical center of each
service, using selected military and civilian hospitals for special training.

Recommendation No. 5

That the Administrator of the Veterans’ Administration consider the recom-
mendations made by the task foree as to closing of certain hospitals and obtain
the advice of the proposed Federal Advisory Council of Health on these recom-
mendations; that all hospitals determined to be surplus be closed immediately.

Recommendation No. 6

(a) That all present outstanding authorizations and appropriations for con-
struction of additional veterans’ general hospitals be rescinded except for those
now under construction or under contract.

(b) That the Veterans’ Administration dispose of by sale or otherwise any
hospital which in its judgment can no longer be operated effectively and eco-
nomically ; and that the proposed Federal Advisory Council of Health on behalf
of the President review the manner in which the hospital facilities of the Vet-
erans’ Administration are being used and make recommendations for disposal
or more economic utilization of the hospital plant.

Recommendation No. 7

That the statement of a veteran of his inability to pay for hospitalization for
non-service-connected disabilities should be subject to verification ; and that the
Veterans’ Administration be authorized to collect in case such a statement is
not substantiated.

The regulations of the Veterans’ Administration do not require veterans
having service-connected disabilities but making application for treatment of
non-service-connected disabilities, to sign the statement of inability to pay
(VA form IO-P-IO, together with its addendum). Such veterans constitute
about 13 percent of the veteran patients in veterans and other hospitals.

Recommendation No. 8

That veterans having service-connected disabilities but making application
for treatment of nonservice disabilities be required to sign a statement of in-
ability topay (VA form I0-P-I0, together with its addendum).

Recommendation No. 9

That the veteran should assume a liability to pay for care of his non-service-
connected disability if he can do so at some reasonable time in the future. Such
a debt should be without interest. Congress should pass appropriate laws pro-
viding for the collection of such obligations.

Recommendation No. 10

That outpatient care, whether prior to or following hospitalization, be fur-
nished to indigent veterans with non-service-connected disabilities. (This does
not include neuropsychiatric cases prior to hospitalization.) Such patients
should also assume a liability to pay for their care if they can do so at some
reasonable time in the future.

Recommendation No. 11

That the Veterans’ Administration emphasize its program of medical care
and rehabilitation services for the aging veteran eligible for care, in order to
reduce the number of chronic bed cases.

Recommendation No. 12

That the medical care functions of Veterans’ Administration regional offices
be consolidated with, and where practicable physically located within, nearby
Veterans’ Administration hospitals.

Recommendation No, 13

(a) That the responsibility and authority to establish and maintain medical
criteria for disability, both initial and continuing, should be transferred from
the Compensation and Pension Branch of the Department of Veterans’ Benefits,
to the Department of Medicine and Surgery.

(b) That the Department of Medicine and Surgery should also develop and
maintain a mechanism for review of disability allowances based on the possi-
bility of increase or decrease in disabilities.
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Recommendation No. 14

That all laws relating to veterans or veterans’ benefits, and in particular to
medical treatment and domiciliary care benefits, be consolidated and enacted
into a single, all-inclusive, comprehensive code; and that all existing rules,
regulations, and Executive orders relating to veterans and veterans’ benefits
be brought together in one volume.

Recommendation No. 15
That the provision of hospital and clinical service to American merchant
seamen by the Federal Government be ended.

Recommendation No. 16

(@) That the hospital and medical care of the Coast and Geodetic Survey,
the Coast Guard, and the Public Health Service personnel be provided for by
the military medical services at their nearest facilities, and that, pending the
establishment of voluntary contributory health insurance plans for depend-
ents, the dependents be similarly cared for on a reimbursable basis between
the agencies.

(b) That civilian Federal Government employees receive care for job-con-
nected illness in the non-Federal hospitals at the expense of the Bureau of Em-
ployees’ Compensation in the Department of Labor.

Recommendation No. 17

That except for mental, drug addict, tuberculosis hospitals, the Leprosarium,
and also the facilities for the care of Indians, the Freedman’s Hospital, the
Public Health Service should close all of its general hospitals and all of its
clinics, except research activities, such as those conducted by the National
Institutes of Health and those clinics necessary for (a) physical examination
of Federal civilian employees, and (b) examination of foreign nationals enter-
ing the United States. These hospitals should be disposed of in accordance
with our suggestions in chapter IIL

Recommendation No. 18

That the Secretary of the Department of Health, Education, and Welfare re-
consider the whole question of the use of specific Federal grants to the States
for health purposes, particularly in relation to the inflexibility of the present
system.

Recommendation No. 19

That the President establish a joint committee representing the Department
of Health, Education, and Welfare, the Department of Agriculture, and the
Bureau of the Budget, with the advice of the Federal Advisory Council of Health,
to make a detailed examination of the policies, programs, and operations of
the Food and Drug Administration and the Agricultural Research Service
in the Department of Agriculture, with a view of eliminating those activities
no longer necessary under present conditions and eliminating conflicts and over-
lap between Departments.

Recommendation No. 20

That the executive branch develop a voluntary contributory program of
medical eare and hospital insurance to be conducted through a pool of private
health insurance agencies, for all the civilian employees of the Federal Govern-
ment, on a prepayment basis and using payroll deductions. The Federal Gov-
ernment should pay a portion of the cost. This program should contain a pro-
vision for convertibility to family coverage on termination of Federal em-
ployment.

Recommendation No. 21

That the Government develop for dependents (within the United States)
of military personnel a voluntary contributory plan of medical care and hospi-
tal insurance to be conducted through a pool of private health insurance agen-
cies, for inpatient care and, as far as practicable, outpatient care; and that
in this case the Federal Government pay a greater portion of the cost than
might be determined by the Congress for civilian employees. Such insurance
for dependents would be convertible to family coverage on completion of mili-
tary service.
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Recommendation No. 22

That the Government develop for dependents of uniformed personnel of the
Public Health Service, the Coast Guard, and the Coast and Geodetic Survey, a
voluntary contributory plan of medical care and hospital insurance similar to
that which we have recommended for military dependents.

Recommendation No. 23

That legislation be enacted to establish a National Library of Medicine as o
Division of the Smithsonian Institution, with a Board of Trustees to be selected
by the Board of Regents of the Smithsonian Institution; and that the Board of
Trustees be responsible for directing the policy of the National Library of Medi-
cine. The medical collections, staff, and activities of the Armed Forces Medical
Library should be transferred to these trustees. Housing and a budget adequate
for the National Library of Medicine should be provided.

Recommendation No. 24

That the proposed Federal Advisory Council of Health made recommendations
to improve preventive health services, including those rendered in connection
with iedical care of Federal beneficiaries, in the interests of both health con-
servation and long-range economy.

fecommendation No. 25

(a) That the proposed Federal Advisory Council of Health be given responsi-
bility for reviewing the health research programs of the Federal Government ;
and the making of appropriate recommendations to the President ; and

(b) That the present system of projects grants to institutions or agencies for
research pertinent to health be modified, and that it be gradually replaced by a
system of grants not confined to a specific year (i.e., “no year” grants), these
grants to be made in accordance with an approved overall plan for health re-
search submitted by each institution or agency.

Recommendation No. 26

That the Federal Government in making plans for assignment of responsi-
bilities during and immediately following an attack on the continental United
States should include in its consideration of the problem the question of appro-
priate delegations of operational authority for directing medical care.

Recommendation No. 27

That the proposed Federal Advisory Council of Health examine means of
establishing cooperative planning among Federal agencies providing psychiatric
care; that the military services and the Veterans’ Administration give greater
emphasis to preventive psychiatric services; and that the Federal Government,
through the Public Health Service, encourage more research and more training
of psychiatrists and workers in allied fields.

Recommendation No. 28

That the President’s adviser on personnel review the personal systems of the
several Federal agencies using health personnel and consult with the proposed
Federal Advisory Council of Health with a view to making them more uniform ;
and that he give consideration to greater use of Ccross-agency assignment.
Recommendation No. 29

That in the event the proposed Federal Advisory Council of Health is not cre-
ated, the President assign the functions of review and advice proposed for it to
other agencies.

Dr. Krumep. I should like to refer only to the first and overriding
recommendation of the task force and the Commission. They join
together in providing this first recommendation. It reads as follows:

order to effect the above responsibilities the President should
appoint a Federal Advisory Council of Health to be comprised of
members.of the medical profession together with lay members of dis-
tinguished records in fields other than the medical profession and
to serve at the will of the President. The Council should have a small
staff, but should depend upon other agencies of the Government for
its basic information. It was the view of both groups, the task force
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and the Commission, that the scientific, medical, and economic aspects
of the Federal medical services was so complex and was so inextricably
interwoven with the sum total of the health service that it was one of
the greatest importance that such a body of the most eminent and
skilled persons available constantly review health and medical services
of the Federal Government and their relations to the economy in
general.

I shall conclude, Mr. Chairman, by saying that the Commission and
its task force made a most thorough study of our Federal medical
services and came to the 29 recommendations to which I referred.
Except for the National Library of Medicine, practically nothing has
been done either by the Congress or the executive branch of the Gov-
ernment to implement these recommendations, and more importantly,
to effect the savings, efficiencies, and improved systems of medical care
to which those who are dependent upon the Federal Government are
entitled.

Thank you very much.

Chairman Dovueras. Thank you.

T want to thank both of you gentlemen. I may say Iam in thorough
accord with the recommendations of Dr. Klumpp. In this respect the
creation of a separate air service has resulted in a third medical serv-
ice in addition to the Army and Navy medical services before.

We have had the spectacle—I don’t know whether it exists now—
of one hospital in a given area being full and another hospital having
very few patients and yet no possibility of pooling, both being half
used when one could be fully used. This duplication of services has
gone over even into the field of religion. T had not thought that the
religious needs of the Air Force differed from those of the Navy or the
Army. Thata unified Chaplain Corps might well be provided. Ihad
hoped also for cooperation not only between the services but with the
hospitals run by the Public Health Service and VA. These are very
deep difficulties and I can understand Secretary McNamara’s desire
not to take them on until he has finished with some of the problems
that he has.

CHAIRMAN DOUGLAS COMMENTS ON MR. SHOEMAKER’S TESTIMONY

In connection with Mr. Shoemaker’s very interesting statement, I
found myself in agreement with about two-thirds of it in terms of
subjects.” I would agree that where there are accessible competitive
plants involved in developed industries that the work should be done in
private plants—laundries, for example, and many other activities.

ABSENCE OF COMPETITION IN PRIVATE SECTOR

I would like to suggest that under certain circumstances at least to
my mind justify public activity. My colleague may differ with me.
We may get into a discussion on this point. There are certain activi-
ties and products which are not characterized by competition in the
private sector. I am probably older than any of you, but I remember
the days when the New York World published the facts about absence
of competition in shipbuilding and In the production of armorplate
steel, indicating very close agreements between the various firms. I
know something about the activities of shipbuilding companies. 1
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think you will find that the authorization for Government construction
of ships was originally intended, at least, to furnish a measuring stick
so that the private companies would not be able to raise the contract
rates unduly through noncompetitive bidding. There are many more
noncompetitive bidding agreements in industry than is commonly ad-
mitted, as the trials and sentences in the electrical equipment industry
have, I think, demonstrated. I know this is a very sore matter, per-
haps especially so with Dr. Klumpp. I followed the investigations of
my friend and associate, Senator %efauver, very closely in the drug
industry. I at least became convinced that the drug industry was for
various reasons in large part noncompetitive and that the prices for
the trademark brands were vastly in excess of production costs, and in
excess of the prices which the same drugs were sold in Latin America
and Europe. I personally have applauded the efforts of the Defense
Supply Agency to break through these agreements. This has met
with great opposition, I know.

Again a lower price on what should be standardized products but
which have been differentiated by advertising or what Professor Cham-
berlain, at Harvard, calls monopolistic competition. That is No. 1.

I felt I should file this demurrer, Mr. Shoemaker, lest it be thought
that my silence meant acquiescence.

GOVERNMENT PARTICIPATION REQUIRED FOR BREAKTHROUGH

There is a second point also. We need break through in various
fields of scientific and industrial knowledge and procedure. Sometimes
these require a degree of capital and a boldness of initiative which
private industry cannot be expected to make. Most notable in this
field is atomic energy, of course, upon which the security of the Nation
has in part depended, and the defense of the free world. If we had
relied on pure private industry to develop nuclear energy we never
would have obtained it. The pressure of the war required this and
the Government carried it through in cooperation with the universities
and private industry and made great advances. If it had failed the
Roosevelt administration would have been subject to tremendous con-
demnation. Now we have these resources and we hope we can get this
energy used for peaceful purposes rather than merely for military
purposes. The production costs are high. They are not competitive.
Undoubtedly that is true. I have not seen the figures but I would
doubt if the production costs are below 3 cents a kilowatt-hour, or 30
mills a kilowatt-hour, which is way above the commercial rate either
from hydroelectric or coal sources. Yet we may be able to break
through.

You have to have some plants for peaceful purposes. Those are
simply two illustrations.

OIL FROM SHALE

I might add to this the possibility of the extraction of oil from shale
and the extraction of oil and byproducts from coal. These require
investments and require boldness.

It is well known that the oil industry has tried to stifle developments
in the field of extraction from shale, notably in Colorado, and has been
very antagonistic to the possibility of getting oil from coal. I think
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the closing down of the Missouri plant somewhere around Hannibal
was due to the pressure of the oil industry.

DESALINIZATION OF WATER

Similarly, one of the big problems we have, of course, is the effective
economic extraction of salt from sea water so it can be drinkable and
be used for irrigation purposes. The problem of the deserts of the
world would be largely resolved. You can’t expect private industry
to go to this great expense. This is probably a resource and asset that
should be kept in public hands.

MULTIPLE USE OF RESOURCES

If T may continue, because I think the case needs to be stated in
the case of a multiple use. It is not merely the generation of power,
but flood control and also the conservation of the soil and increasingly,
what was not originally fully recognized, recreation, to include the
development of the lakes and reservoirs, which I think are extremely
important.

USE OF RAILWAYS FOR LOW-VALUE CARGO

Finally, if I may carry the battle into the railway industry itself, I
hayve been very anxious to have the railways used more in the trans-
portation of low-value cargo. I have favored—it has been very un-
popular, too—use of the bargelines to pay for the river and harbor
improvements. I must say that the barge industry has fought this
tremendously. It has been impossible for us to get this through. I
have not felt that we had very full cooperation from the railroads in
this matter.

TRAINLOAD RATES

I also believe that the rail industry or that the railways should
give lower rates for trainloads than they have been doing in the
past. They do give carload rates. There was a sentence in here
which seemed to indicate that they are giving lower trainload rates.
If this is so, it is a fine development. But for a long time, so far as
southern Illinois was concerned, there was only one railroad, the
Chicago & Eastern Illinois, I believe, which gave trainload rates.
They had difficulties with their fellow railway executives and the Inter-
state Commerce Commission. Hag this latter point been cleared up?
Are there now trainload rates?

ICC APPROVES TRAINLOAD RATES

Mr. Saoemaker. Mr. Chairman, we have had a very interesting
development in this field. For a great many years the railroads have
wanted to establish trainload or quantity rates in excess of single car
rates.

As you know, I am sure, that has been quite common in Europe and
England and even in Canada. It is only in the very recent past that
we have had a real breakthrough with respect to this from the Inter-
state Commerce Commission. It has been put in experimentally with
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coal. You will be interested to know that currently more than 60
percent of the soft coal from the East is moving in trainload rates at
reduced charges to the recipient of the coal.

Chairman Dovaras. Has this extended into the Middle West?

Mr. SHOEMAKER. Yes, it has,sir. It is very extensive in Illinois and
Chicago. Only yesterday I saw that the Northern Pacific is doing it
in North Dakota. It is being used in the South.

TRAINLOAD RATES ON GRAIN

Now we have just established in the last fesy months solid trainload
rates on grain. So this is developing helpfully.

Chairman Doucras. Has the difficulty been with the Commerce
Commission or with the railways?

Mr. SHoEMAKER. 1 think, Mr. Chairman, it has been with both. The
Commission has wanted to retain the validity of the single car rate.
You will recall that it was not until the Transportation Act of 1958 was
passed that the Commission was at all relieved from the responsibility
of protecting other forms of transportation who might be disadvan-
taged by a lowering of railroad rates. All of this development of
trainlé)ad rates has cﬁaveloped since the Transportation Act of 1958 was

assed.
P We have, as an industry, been all out on this matter of barge com-
petition. We even tried to buy some bargelines and it was rejected by
the Interstate Commerce Commission as being improper under the act.
A bargeline can own & railroad but a railroad cannot own a bargeline,
which seems a little silly but that is the way it is.

1 would just like to make this comment, Mr. Chairman. T don’t
think we are basically apart very much with respect to TVA or the
Atomic Energy Commission. For example, the problems of bureau-
cracy are that when something is established for a very proper pur-
pose, and certainly the basic research and experimentation and the
making of mistakes through trial and error is a proper function for
Government and many of the great developments of this country have
come from that. The problem is to get Government out of the com-
merical usage of these developments after they are once available.
That is exactly where we are with respect to nuclear power. The
atomic power is now just another form of energy and it is available
for commercial usage. The oil shale experimentation carried out by
Government was very excellently done. But that is now to the point
where the experimentation has been successfully concluded. It doesn’t
justify, it seems to us, the Government staying in that kind of a manu-
facturing operation. I think if we are apart at all it is that distine-
tion that I would desire to make.

Representative Curtis. I have a quorum call, Mr. Chairman, but
I would like to first thank the Hoover Commission for the great help
it has given the country over a period of years in this work. Secondly,
I want to say to Senator Douglas, who said he probably agreed with
about two-thirds of what you said, that I would agree with about
fifteen-sixteenths of your testimony. But I would also say, Mr. Chair-
man, that I would disagree with you on the guidelines. When we
discuss their application, we might have our differences.
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UPDATING ANTITRUST LAWS

For example, we certainly need to constantly update our antitrust
laws and make them more adequate. I think they need a lot of up-
dating. But more important, they must be equitably enforced. In
my judgment here is one of the grave errors that exists.

Mr. &%EMAKER. I hope you would have them apply to all seg-
ments of our society.

Representative Curtis. I have introduced a bill to create a com-
mission to study this in the field of labor because I don’t think the
same antitrust laws that we have in the management area are designed
to handle the concentration of union power. I certainly think we
have to have something comparable so that we don’t have a concen-
tration of union power and a bringing about of national bargaining,
which is bound to make the Congress intervene if there are any
problems.

TAX BASE—GOVERNMENT TO PRIVATE INVESTMENT RATIO

On this general approach, though, I think this committee, not being
a legislative committee, is well designed to get into some of these
guidelines, to see how we should move. Cost accounting is part of it.
Because I am on the Ways and Means Committee, I am concerned
about our tax base. I once made a rough estimate that in 1929 the
ratio of private capital investment to Federal Government, was 9 to 1.
Today that isbelow 5 to 1.

Essentially our tax base is in the private sector. I happen to feel,
too, that a great deal of this problem revolves around what kind of
personnel system best produces these results. In the governmental
sector, I was wondering whether it is a military or civil service per-
sonnel system. Relating it between the private and governmental
sectors, we developed the civil service system, which is fine. But
this has developed a rigidity which is necessary to guard against.

This is something we all recognize it should not have. But it does
have this rigidity which does not exist and does not need to exist
in the private sector where you can have innumerable types of per-
sonnel complexes. In fact, part of the competition is between per-
sonnel systems. For example, as the chairman has very properly
pointed out, the key to our moving forward is research and develop-
ment. This Committee did some excellent studies, I thought, back in
1958, on the tax structure and its economic applications. To me thisis
an unanswered question on research and development. Maybe we don’t
have to go through the mechanism of the Government to do some of
this research and development. I agree with you that without the
Federal mechanism we would not have had atomic energy, for ex-
ample. I think we are touching on some basic points that this Com-
mittee, not a legislative committee, could well develop, and in a way
we are developing them as we continue this dialog.

Chairman Doucras. Mr. Curtis, I am inclined to believe that ulti-
mately we may agree.

Representative Curris. We don’t disagree too much. I only dis-
agree with those who advance their theories and then when we want
to have a dialog or debate, they run away. I am willing to stay and
talk it out. But I cannot now because I have a quorum call.
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Chairman Doucras. Gentlemen, we appreciate your coming here.
You offered here a public service as always and I hope we all continue
our interest in these matters.

Mr. SgoEMAKER. Thank you, Mr. Chairman.

You shall have my personal interest. I should like to say certain
things. In giving certain figures with respect to payrolls and eco-
nomics of the coal industry in the various soft coal States, I should
have given you my source of information because it is a joint study
just released this week by the United Mine Workers and the Na-
tional Coal Association.

Chairman Doucras. That is what is called a united front.

Mr. SroEmarEer. To a degree, sir.

Secondly, I would not want my testimony to close without paying
the high respect which I feel to your very able staff director, Mr.
Ward. He has, I think, provided a tremendous public service over the
years in the Government, certainly this past year working with us.

Chairman Dovucras. I appreciate your saying that. I have always
said that he appears under many aliases. At times he is Paul Douglas,
at times he is Thomas Curtis, at times he is John McCormack. At
times he has been Joseph O’Mahoney. But he has always been a pub-
lic servant. Since we are passing compliments around, I want to say
your Washington representative, Mr. Upman, has always been most
helpful and cooperative. We appreciate his services and your services.

Mr. Saoemaker. Thank you, Mr. Chairman.

Chairman Doueras. On this note of mutual admiration we can
part, although I hope not permanently, friends.

Our final witness is Mr. William Bergman, who is chairman of the
committee of 22 industries recently organized to reduce Government
competition with private industry. It is understood. I believe, Mr.
Bergman, in view of the pressure of time that you will read part of
your statement and insert the balance in the record.

Is that satisfactory to you?

You may proceed as you wish.

Mr. BereMaN. Yes, 1t is, Mr. Chairman.

Before I read the statement, Mr. Chairman, may I express our
gratitude to you and other members of the committee for an op-
portunity to appear before you today.

STATEMENT OF WILLIAM S. BERGMAN, CHAIRMAN, COMMITTEE
T0 REDUCE GOVERNMENT COMPETITION

Mr. BereMaN. My name is William S. Bergman. I appear here
today as chairman of the Committee To Reduce Government Competi-
tion—an informal organization composed of representatives of 22
industries affected directly by some form of competition from Gov-
ernment-owned and operated commercial-industrial activities.

Among the industries represented in the Committee to Reduce Gov-
ernment Competition are: Small businessmen, aerospace services,
communications, photogrammetry, shipbuilders, ship repairers, text-
book publishers, food chains, employment agencies, consulting engi-
neers, editorial services, printing, florists, and insurance.

We have noted with encouragement the efforts of the Joint Eco-
nomic Committee to place the issue of Federal competition with pri-
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vate enterprise in its proper frame of reference. It is our firm belief
that your efforts are contributing much to a better public understand-
ing of this problem, and, we believe that your endeavors will point the
way to realistic solutions.

In contradiction to the competitive economic system we cherish as a
nation and strive to nourish, it is an anomaly to find the Federal
Government engaged in so many commercial-industrial enterprises.
No doubt, some of these can be justified from the standpoint of national
security, but, as the House Committee on Government Operations
warned in 1954:

* * * jf Government competition with private enterprise were pushed to its
logical conclusion, the Government would ultimately destroy its source of in-
come—commit national economie suicide.

Obviously, Government competition with private industry affects
the revenues received at the public treasury. It is therefore urgent
that the Federal Government exert its best effort in every detail to
direct its purchasing toward the private sector of our economy where
dollars spent by the Government will generate corporate earnings
and corporate earnings will generate needed tax revenues. I am sure
Iy;ou would ag‘ree that this is a sound policy, with or without a closely

alanced budget.

Both political parties have for years supported the proposition that
to the maximum extent possible, the Federal Government should divest
itself of activities which compete with private enterprise. The late
President Kennedy once said:

* * * private enterprise under our system of government must remain the
basis of our economic and political strength. It is the alternative we offer to
communism. Government must do only those things which private enterprise
cannot do.

President Johnson, in a recent television broadcast, similarly ap-
plauded free enterprise in eloquent terms.

Much progress has been made toward getting the Federal Govern-
ment out of business, but as you will see from the situations affectin
industries in our group, there is still room for more progress. Wit
your permission, I should like to summarize briefly.

PRINTING INDUSTRY

Government competition with the commercial printing industry was
inaugurated by Congress with the establishment of the U.S. Govern-
ment Printing Office slightly over 100 years ago.

The printing industry has always recognized that there are some
aspects of printing production which properly and justifiably should
be produced on Government facilities. It is also recognized that in
a few isolated instances there are Government facilities in highly re-
mote areas where the operation of Government printing facilities is a
logical solution to the satisfying of Government needs. The industry
recognizes and does not dispute these applications.

Generally speaking, Government competition with the printing
industry can be divided into two broad classifications, (1) the volume
of printing which is produced by the U.S. Government Printing Office
in Washington, and their field plants; and (2) the volume of printing
which is produced by the hundreds of Government printing facilities
which are not operated by the U.S. Government Printing Office.
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It is apparent from the facts published by the U.S. Government that
a volume of printing well in excess of $150 million is being produced
on Government eqlujpment in Government-operated buildings by Gov-
ernment personnel.

It is also apparent that the Government of the United States is
engaged in a substantial way in competition with the commercial print-
in%‘industry.

he commercial printing industry has a surplus of production
capacity, and except for a few isolated areas, is in the position to
relieve the U.S. Government of a substantial portion of printing which
does not fall within the classification of WOI!]): which the Government
should produce.

Cause for the present-day alarm in the area of the Government’s
competition with the printing industry is the fact that the current
appropriation requests include a provision for an expenditure of $47.5
million for an entirely new Government printing facility.

This is expected to be the largest single project for Government
building among the General Services Administration budget requests.
Obviously, this expenditure of $47.5 million of taxpayers’ money could
be avoided if a substantial portion of the present volume of Govern-
ment printing were contracted to the commercial printing industry.

A study of the Government’s highly developed procedure for con-
tracting for printing will reveal that safeguards are provided to insure
the purchase of printing at economical prices. Further, the Gov-
ernment has gone to considerable length to train personnel who are
competent to purchase printing from these commercial facilities, and
there are printing procurement specialists located throughout the
United States.

It is believed that the commercial printing industry provides an
excellent case history, in which there are an ample body of facts which
can clearly illustrate the extent to which the Government is unneces-
sarily engaged in competition with private enterprise.

EDITORIAL SERVICES

Hometown newspapers, most of whom are weeklies, often have
plants that enable them to double as commercial printers. For man
years the Post Office Department has been in direct competition Witﬁ
these publisher-printers in the sale of envelopes containing printing.

The retail prices of printed envelopes sold by the Post Office are
lower than the wholesale prices quoted by commercial printers. Bills
to end this subsidized competition are hardy perennials in Congress.

There is another controversy in the newspaper industry over sub-
sidized competition. American Newspaper Publishers has protested
the establishment in late August by the U.S. Department of Agricul-
ture of an expanded Market News Service.

This national teletype network operates in direct competition with
a newspaper-owned service. The Government wire is subsidized by
the taxpayers and sold at a lower price than private enterprise can
meet.

Also, 8 percent excise taxes are not collected from subscribers to
Market News Service, at a loss to the Government.
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EMPLOYMENT INDUSTRY

About 90 percent of American industry today uses the services of
private employment agencies, who are thereby making a substantial
contribution to our economy.

Now they are being pitted against their Government in a struggle
for their very existence. This competition arises from the Depart-
ment of Labor’s Bureau of Employment Security. The private em-
ployment agencies, some 4,000 of them, come under the jurisdiction
of State governments. In the main, they confine their activity to
placement of white-collar groups, although domestic and labor agen-
cies still exist in some of the larger cities.

Currently the private employment agencies are protesting the fact
that the U.S. Employment Service is devoting too much of its time to
the placement of men and women who are already employed. To this
end, this tax-supported agency spends thousands of dollars in adver-
tising through newspaper, yellow sections of the telephone book, radio
and television to attract employed personnel. In other words, the
employer is paying, through taxes, to have the U.S. Employment Serv-
1ce take his employees away from him,

The Bureau of Employment Security and its State employment
services should limit their activities to the placement and training
of the unemployed, the handicapped and the returning veteran, as was
intended in the original law setting up these agencies.

AEROSPACE SERVICES INDUSTRY

Government competition is found in other industries such as the
aerospace services industry which engages in aviation and space
service-type activities, both for the Government under contract and
commercial enterprises.

One of the aerospace services industry’s continuing missions during
the past 22 years has been to encourage the Armed Forces and other
Government agencies to make use of civil enterprise for such aerospace
services which industry can accomplish more economically and effi-
ciently within the framework of maintaining the strongest possible
national defense.

SHIPBUILDERS

One of the oldest areas of Government competition began at the
turn of the 19th century—in 1799 to be exact—when the Federal Gov-
ernment authorized the establishment of the first naval shipyard
to be financed and maintained with taxpayers’ funds.

Though the rationale of that early policy is obscure, presumably
it stemmed from the absence of commercial facilities to repair and
service vessels of the U.S. Navy.

But, from those obscure beginnings, the naval shipyard complex

roliferated to the point where the Navy points with pride to this
I()J‘novernment owned and operated activity as an industrial giant.

Only four of America’s biggest defense industrial companies have
assets larger than the Navy’s shipyards: General Motors, Ford,
United States Steel, and Du Pont. These Government-owned indus-
trial-type assets are, in fact, many times greater than (and duplicate)
those of the entire private shipyard industry combined—an oddity
indeed in our private enterprise society.
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Of perhaps greater importance to this committee are these addi-
tional facts: The size of the U.S. naval shipyard complex is equal to,
or greater than, the whole State-owned shipyard activity in all of
Communist Russia; independent studies by two leading public ac-
counting firms have demonstrated that costs in the naval shipyards
range from 8 percent to 32 percent higher than in private shipyards;
wages and fringe benefits are also greater in the navy yards; the Gov-
ernment shipyards employ roughly twice as many people as the private
shipyards and while the naval fleet has decreased from 10,000 to 860
vessels since World War IT; there has, in the same period, been no re-
duction in the tax-supported naval shipyard complex—the same 11
shipyards and one ship repair facility as in the beginning have ex-
pended and continued to operate at fairly stable work levels—at tax-
payer’s expense.

Meanwhile, more than 20 privately owned tax-producing shipyards
have been forced out of business in the last 15 years, and idle capacity
has been always available in the remaining commercial facilities.

ENGINEERS

Another of the serious areas of Government competition with pri-
vate enterprise exists in engineering. (Government agencies have in-
creasingly gone beyond prescribed limits of providing preliminary
study, preplanning, budgeting, and supervisory management control.

In addition, Government engineering staffs are performing design
functions, which, in addition to supervision of construction, should be
performed by private engineering or architectural firms.

The advantages to the Government in using private consulting engi-
neer firms are numerous, if for no other reason than the economies
involved. This difference in cost between public and private engi-
neering is illustrated by a comparison of highway construction costs
in one of the States, where private engineers are rarely used.

The average percentage of construction costs attributed to engi-
neering design for a 6-year period in this State was 23.27 percent,
whereas, in seven other cases involving highway construction per-
formed by private engineering firms, the average percentage never
was more than 10.09.

Private consulting engineering firms offer a wide variety of experts
and specialists not possible to staff in a Government agency. Private
firms can staff for workload requirements as they develop, whereas,
Government agencies must staff to meet peak workloads expected.

When workloads decline, other work often is actively sought not
only from other Government agencies, but States. municipalities, and
private organizations which further proliferate the competition with
private firms.

Private firms can stabilize their personnel rolls bringing about better
morale and efficiency. They can show cost comparison savings, and
they are available only when their services are needed and do not
seek “make work” for their staffs.

PHOTOGRAMMETRIC INDUSTRY

Another industry which faces critical competition from the Gov-
ernment is the photogrammetric industry, comprised of surveyors and
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mapmakers. Photogrammetry is the science of making measurements
from photographs, and is the principal tool of mapmakers today ; the
instruments and techniques used were researched and developed with
private capital by industry and individuals in private practice more
than 40 years ago and continued development without appreciable
research funds from the Government.

During World War II, Federal mapping agencies, realizing the
vast potential of photogrammetry in carrying out national mapping
programs, started to build up their capabilities in aerial photogram-
metric operations based on defense-oriented requirements.

By the close of the war, the U.S. Geological Survey, Army Map
Service, Coast and Geodetic Survey, Tennessee Valley Authority, and
others had each established sizable engineering and plant facilities
duplicating those found in private industry.

To continue the increase 1n facilities and manpower, these agencies
have turned to new programs and areas of responsibilities in an attempt
to justify their continual growth.

This guplication of services and facilities in private industry has
grown to such an extent that today there is hardly a mapping need
m_which the Government does not actively participate.

Large-scale mapping for local and State needs, which, until re-
cently, was traditionally left to private industry, now has a priority
with the Government. These maps are produced by the Government
with the State or local community paying only one-half the total cost
‘(‘}', in”many cases, the maps are produced for the local agency for

ree.

Other Federal agencies which are not, by congressional charter,
concerned with existing national mapping programs, are being per-
petuated in mapping operations through interagency contracts.

This continued widespread practice of interagency contracting for

services that were once performed by private industry is one which
the industry seels to see discontinued.” There is, however, another and
more significant development which must be halted in the national
interest; that is, the practice of using Government facilities and per-
sonnel on projects not connected in anyway with national mapping
program objectives,
. In some cases, Government agencies enter contracts with private
Interests and accept payment for the 1performance of services identical
to those offered and readily available from the private firms in the
photogrammetric industry.

. The industry seeks the opportunity to demonstrate again, as many
times in the past, the ability of private mapping firms to produce
quality mapping for both (Government and private interests, com-
peting only with private enterprise in a sound economic climate.

In summary, gentlemen, the testimony presented here is from a rep-
resentative group of industries who face serious problems from Gov-
ernment competition. These industries could fill pages of testimony
with additional facts and figures, and would welcome the opportunity
to present such additional information to your committee or to some
other special study group that might undertake to investigate the
magnitude of these problems.

We are certain that the Government, by the very concept of its or-

ganization, was not intended to compete with private industry toward



SUPPLY AND SERVICE ACTIVITIES 265

the end of reducing employment opportunities in private enterprise
because of the functions performed by the Government.

It is our sincere belief that the Congress has not had opportunity
to really be apprised of the startling proportions to which Federal
competition has grown,

o would therefore hope that this committee would give considera-
tion to our presentation and would see fit to take some tangible steps
within the near future toward the end of elimina,ti%% this unhealthy
state which is being allowed to persist and grow. e would like to
respectfully suggest that the following four points would be desirable
steps toward the ultimate solution of this problem:

1. That the committee would endeavor to set a time for a complete
in-depth study on the subject of Government competition, calling upon
Government personnel as well as industry in the hope that progress,
consistent with the public interest, can be made toward a realistic plan
for eliminating Federal competition.

9. That the committee continue its interest in seeing Bureau of the
Budget Directive 60-2 be redrafted toward more effectively defining
the policy of the Federal Government in eliminating those practices
and services which compete with private industry.

3. That this committee and its members embrace the philosophy
and the spirit of legislation currently before the Congress, which, if
enacted, would lead to substantial reduction in Federal competition.
The legislation to which I am referring is S. 1093, S. 2268, S. 2254,
H.R. 8352, H.R. 9710, H.R. 10745, and H.R. 4926.

4. That the committee make recommendations to the appropriate
standing committees in both the House and the Senate to hold hear-
ings on this legislation. in order that the members of these committees.
who have specific legislative responsibility in these areas are given an
opportunity to become fully appraised of the facts which surround the
loss of business to the private sector of our economy.

I would further like to add, Mr. Chairman, that I have seen repre-
sentatives in the audience of our participants, and if you have any
questions I am sure that they or I would be happy to answer you.

Chairman Doucras. Thank you, Mr. Bergman. e appreciate this.

I am going to say that any pertinent letters or statements which
may be submitted will also be printed in the record of the hearing so
if it is desired to have specific statements included that will be done.

(Material pertinent to the preceding testimony, subsequently sup-
plied, appearsin app. 2, p. 287.)

Mr. Bereman. Thank you, sir.

Chairman Dovcras. Thank you very much, Mr. Bergman.

(Whereupon at 4:30 p.m. the committee was recessed subject to call.)



APPENDIXES

APPENDIX 1
PROCUREMENT INFORMATION CENTER

MEMORANDUM SUBMITTED IN SUPPORT OF A LETTER OF JANUARY 15, 1964, Abp-
DRESSED TO THE PRESIDENT OF THE UNITED STATES ' ON THE FUNCTION, NEED,
AND VALUE OF A PROCUREMENT INFORMATION CENTER IN WASHINGTON, D.C.

HISTORICAL BACKGROUND

At the end of World War I, President Woodrow Wilson set up in 1919 a
Procurement Information Office under the aegis of the War Department, then
referred to as “purchase information.”

This Office, displaying all Army invitations to bid, bid tabulations, and awards,
was located in the Munitions Building on Constitution Avenue and operated
during the following 20 years initially with a staff of seven to eight employees
which was subsequently somewhat reduced in size.

‘With the advent of World War II and upon the erection of the Pentagon, this
Office was transferred to the latter building, was temporarily suspended after
the United States entry in the war, and reactivated upon cessation of hostilities.

‘When the Army Air Force assumed its own status in 1949 under the Depart-
ment of the Air Force, invitations to bid, tabulations, and awards of all Air
Force installations were likewise displayed at this office, having been properly
named in the meantime as Procurement Information Center.

Around 1952, this Center was transferred to the Old Post Office Building on
Pennsylvania Avenue, still remaining under the jurisdiction of the Department
of the Army, although continuing to display both Army and Air Force
procurements.

In the years following, the office was patronized by frequently calling, out-of-
town manufacturers, Washington representatives, and a multitude of bid services,
publications, bonding companies, congressional offices, and potential subcontrac-
tors, as well as officials from various Government departments, particularly the
Wage and Hour and Public Contracts Divisions of the Department of Labor
charged with the enforcement of the Walsh-Healey Act.

In general, the operation of this Center during these years appeared to be
well managed and found full acclaim by industry and the users of the Center.

However, eventually the gloomy and cobwebbed character of the environment
of the quite dilapidated building, the lack of proper supervision of the per-
sonnel—some military officers seemingly considered their assignment to this
office as a punitive tour of duty, spending a good deal of their time at the
Pentagon—a gradually increasing disharmony among the staff of five employees
(subsequently reduced to three) with resultant lower morale affected seriously
the proper operation and usefulness of this Center.

All too often a manufacturer making a special trip to Washington found to
his dismay that the information he sought was not available, either misfiled
or still in one of the unopened mailbags, often lying around for days—and left
emptyhanded.

Thus, it came as no surprise when the Department of Defense announced
on April 19, 1962, that it proposed to discontinue the Center.

In the ensuing months because of considerable apprehension expressed by
manufacturers (small, medinm, and large), the Department of Commerce and
the Small Business Administration expressed an interest in taking over the

1 Prepared at the request of Willlam D. Carey, Executive Assistant Director, Bureau of
the Budget, Executive Offices of the President, Washington, D.C.
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Center and, toward the end of July 1962, the Small Business Administration was
directed—pending suggested further studies—to take over its operation in the
interim period.

After assuming on August 1, 1962, temporarily the function of the Center,
renamed then as Procurement Advisory Center and later on transferring it to the
Lafayette Building on Vermont Avenue, having enlarged its staff in the meantime
by increasing its annual budget to approximately $75,000, the Administrator of
the Small Business Administration, Mr. Eugene P. Foley, informed a limited
number of direct users by letter of December 31, 1963—without any public
announcement—of his intention to abandon the Center by January 31, 1964, in
the interest of economy.

However, upon intervention by the Senate Committee on Government Opera-
tions, the Administrator was asked to continue this Center’s operation for 60
days. '

BUDGET

The Center is in essence a reference library which does not need any
high-caliber employees in the GS-13 or GS-15 range; but in the opinion of the
users, the expense of its operation could be held to a fraction of its present cost,
and it is believed that three clerical employees would be sufficient to staff the
Center properly. Thus, an expense of $15,000 to $25,000 at the most would be
incurred. Certainly, it would not be necessary to spend $75,000 to operate
the Center.

SCOPE OF INFORMATION

While the Center displayed originally for a period of at least 1 year, after
opening date, all Army and Air Force invitations to bid, bid tabulations, and
awards of procurements in excess of $2,500, the Small Business Administration
caused two changes in the armed services procurement regulations as follows:

(1) ASPR, section 1-1002(b) : “A copy of each unclassified request for pro-
posals (including letter solicitationg) issued in the United States required to
be publicized in the Commerce Business Daily, a copy of each unclassified invi-
tation for bids issued in the United States, and a copy of every amendment to
each such request for proposals or invitation for bids, shall be sent directly, on
the date issued, to the Procurement Advisory Center, Small Business Administra-
tion, 811 Vermont Avenue NW., Washington, D.C. This Center is maintained to
provide information to all persons having an interest in Government procure-
ment opportunities.”

(2) ASPR, section 2-403(b) : “A copy of the final abstract covering invita-
tions for bids required to be publicized in the Commerce Business Daily shall
be sent to the Small Business Advisory Center, Small Business Administration,
811 Vermont Avenue NW., Washington, D.C., except in the case of procurements
for coal or petroleum made by the Defense Petroleum Supply Center.”

This meant that Navy invitations to bid and Navy bid tabulations were added;
however, the military installations were no longer required to send to the
Center bid abstracts on invitations for less than $10,000 as under ASPR, section
1-1003.1 only procurements in excess of $10,000 had to be synopsized and pub-
lished in the Commerce Business Daily.

The Small Business Administration decided further to discard all invitations
to bid as soon as the bid opening thereof had passed and to keep bid tabulations
only for a period of 6 months.

Although the Small Business Administration attempted to simplify the flow
of work at the Center and provide better working conditions, some of the fore-
going operational changes made it frustrating for a manufacturer, occasionally
visiting this Center, to discern what item 2 or 3 on a tabulation meant, no longer
having access to the basic invitation to bid explaining the meaning of each item,
and the usefulness of this Center is somehow impaired by the unnecessary
curtailment of the records.

NEED FOR DISPLAY OF INFORMATION

It should be borne in mind that the need for the display of this information
is established by the beneficiary users thereof. These are not, as a rule, casual
bidders, but “seasoned Government contractors.”” By ‘“seasoned contractors”
those manufacturers are meant who have held numerous Government contracts
over a period of years, are familiar with the intricate Government specifications
and their interpretation, know exactly how to perform under a Government con-
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tract, are aware of the unusually tight delivery schedules, and are able to meet
the rigid Government inspections. It is important to recognize that it has be-
come a necessity for these types of bidders to gain convenient and ready access
to bid results in order to enable them to bid successfully on Government pro-
curements.

(a) Invitations to bid

This Center is called upon to display all invitations to bid for military installa-
tions covering procurements in excess of $2,500.

It has been stated that this is a duplication of effort and that the same in-
formation is published either in the Commerce Business Daily ? or that a copy
of each invitation to bid can be found on bulletin boards at the issuing installa-
tions. This statement is erroneous and misleading.

The Commerce Business Daily, in accordance with Public Law 87-305, partially
motivated by the practical limitation of this publication, does not publish, among
others,

(a¢) military procurements under $10,000, and
(b) procurements required to be placed in less than 15 days.

Many manufacturers, small, medium, and even large manufacturers, like to
bid on $7,000, $8,000, and $9.000 procurements. Of course, a manufacturer is
likewise interested in bidding on procurements where the timespan between the
issue and opening date is less than 15 days as long as he is able to prepare
and submit his bid in time.

According to the Department of Defense, these companies would not have to
worry about being invited to bid on these procurements if they had properly
made application to have their names included on the bidders’ mailing list.

Past experience has shown that bidders’ mailing lists have proven to be most
inadequate. For instance, as regards frequently procured metal fabricated items
of innumerable shapes and forms, it is simply impossible that invitations are
being mailed to each qualified bidder on the bidders’ mailing list, and many
installations have adopted the practice of a so-called rotating bidders mailing
list. This means that only a certain segment of the prospective bidders on
the bidders’ mailing list is receiving an invitation to bid.

In many specialized areas, the bidders’ mailing list may contain the names
of 150 to 200 bidders, and still only the same 10 to 12 supplies are usually
qualifying for the award. Nevertheless, some of these 10 to 12 concerns, nor-
mally in the low-bid brackets, may not receive an invitation because of the
rotating cycle, with the result that the Government is paying higher prices.
However, these suppliers, knowledgeable of this procurement through the Infor-
mation Center, may bid nonetheless and be successful. For instance, this
is true for the wire fabric and fencing industry.

The argument that a copy of each invitation is placed on the bulletin board of
the issuing installation is futile as no manufacturer can afford to continuously
travel throughout the country and make a daily record of invitations to bid
displayed in this manner.

Frequently a manufacturer needs further information as regards certain
procurements of interest published in the Commerce Business Daily, e.g.,
as to specifications, delivery dates, packaging, ete., and again he may find the
answer readily at the Center at which the invitation to bid may be inspected.

Otherwise a bidder would have to write for bid forms or bidding details to
individual military installations. Empirically, this method has not proven
to be successful as often a reply is received: “Bid forms are exhausted,” or
bid forms arrive too late, or the procurement officer is too late in replying to the

2 Clipping from Commerce Business Dally :

“The Commerce Business Daily. * * * is published to help American business firms keep
abreast of Federal Government procurement and general contracting activity. It lists (by
commodity and service) Government procurement invitations, subcontracting leads, con-
tract awards, and sales of surplus property. The Dalily also lists appropriate forelgn
business opportunities. .

“In 1961, Congress directed the Secretary of Commerce to publish in the Dally all
military procurement actions of $10,000 or more, and all civillan procurements of $5,000
or more. Excepted are procurements that are: (1) classified for national security; (2)
perishable subsistence supplies; (3) certaln utility services; (4) reguired to be placed in
less than 15 days; (5) placed under existing contracts; (6} made from another Govern-
ment agency; (7) personal professional services; (8) services from educational institu-
tions; (9) made only, from forelgn sources; and (10) those that are not to be given
advance publicity. B

“Other listings, such as the foreign business opportunities, are included only to promote
and stimulate our domestic economy.”
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inquiry. Potential subcontractors, for instance for a roofing or flooring con-
tract, may scan the invitations to bid for subcontract opportunities. Publica-
tions, such as Dodge reports, servicing over 60,000 subscribers, patronize the
Center repeatedly.

(b) Bid tabulations or abstracts of bids

The Department of Defense has indicated that bidders’ requirements are amply
met by publication in the Commerce Business Daily of awards in excess of
$25,000, and that it would suffice the needs of a bidder that a complete bid
abstract or bid tabulation is available for inspection at the procuring installation.

A ‘“seasoned contractor” who is bidding frequently on Government procure-
ments usually makes it hig practice to gain access to a tabulation of bids at the
opening of bids or as soon as possible thereafter. In the majority of cases, such
“seasoned bidders” require this information for various purposes:

(@) To evaluate to what extent a manufacturer may bid on subsequent pro-
curements without overcommitting his production facilities. Usually the award
on the first procurement is not available for 30 to 60 days after opening and the
bidder is committed until his option to the Government expires.

(b) To make tentative arrangements, if low bidder, to be prepared for the
award of a contract with frequently short delivery terms.

(¢) To protect his interest by exercising his right to challenge the low bid if
the low bidder has not bid in accordance with the specifications.

(@) In order to readjust his bid prices upon reprocurement of the same item
at a later stage. Knowing the competitive bid structure, bidders have been able
to save the Government millions of dollars by taking advantage of seasonal set-
backs and at times filling their plants with Government contracts at a low-profit
margin or even at a break-even point in order to obviate partial shutdowns of
their plants, dismissal of skilled employees, and resultant economic repercussions.

(e) To have at a central point all military bid abstracts readily accessible and
available as it would be physically impossible and too expensive for the average
bidder to travel at great expense and loss of time to remotely located military
installations in order to secure the desired information.

Contrary to allegations by the Small Business Administration, the informa-
tion displayed at the Procurement Advisory Center is not available at any of its
40 field installations.

BENEFICIARY USERS OF THE PROCUREMENT INFORMATION CENTER

Much weight has been given to an assumed limited marginal user activity of
this Center.

‘When speaking about the users of the Procurement Information Center—those
are the direct users or visitors coming every day as well as the beneficiary users
which shall be explained a little further below—one should remember that the
main users, including the beneficiary users, are “seasoned manufacturers.”

It is hard to put into percentage form how many manufacturers in the coun-
try are actually bidding on Government procurements regularly, and statistics
probably would show that only a minor percentage of manufacturers are bidding
on Government procurements because of the many strict conditions adhering
to Government contracts.

There has been much talk about spreading competition and inviting more con-
cerns in to bid on Government procurements; but as a rule, it is found, when
studying procurement records, that almost the same firms are bidding year in
and year out, that new firms come in from time to time, but that most of these
soon either because of frustration, alienation, or disappointment refrain from
further bidding.

From a contracting officer’s standpoint, of course a “seasoned contractor’” who
has been bidding before and knows exactly the demands of the Government is
always more welcome to the Government, and contract failures are held to a
minimum if the Government deals with “seasoned contractors.”

The “seasoned contractors’” are the bulk of the beneficiary users of the Center
and learn of the information displayed there directly and through various media.

‘Whether a manufacturer develops the bid information, required by him by
personal visit, by means of a publication, or by engaging a bid service would be
his concern as long as he is convinced of the value of the centrally available
and readily accessible information obtained from the Center.

Much has been said that the Government should not furnish procurement in-
formation to private publishers for paid distribution to their subscribers.
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However, all newspapers in the country carry daily releases by the Department
of Defense.

Moreover, if it may be inopportune for a manufacturer to travel, whenever
need arises, to the Center and he chooses to employ an agent, a Western Union
messenger, or a bid service to copy the desired information, the Government is
still furnishing the information to him as the principal beneficiary user.

Thus, to repeat, the actual beneficiary users of the Center are the Govern-
ment bidders and contractors who have been satisfied in the past with the dis-
semination of procurement information by means of the Center.

In analyzing the daily visitors, the following categories appear as direct regu-
lar users of the Center:

(1) Publications dealing with Government procurements.
(2) Manufacturers’ agents.

(3) Bid services.

(4) Industry associations.

(5) Government contractors.

(6) Congressional offices.

(7) Bonding companies.

(8) Federal Government agencies.

(9) Firms seeking subcontract work.,

WAYS IN WHICH INFORMATION AVAILABLE AT PROCUREMENT INFORMATION CENTER*
I8 USED

(1) Publications

There are a number of publications dealing exclusively with Government pro-
curement activities which serve a most useful purpose. Evidence of this is the
fact that a great percentage of regular Government bidders subscribe to at
least one of these publications in addition to the Commerce Business Daily.
These publishers maintain full-time employees at the Procurement Information
Center on a daily basis who report to them all available information which is
published and distributed widely throughout the country to many thousands
of interested bidders. This gives the Government buying agencies widest dis-
tribution of information concerning its proposed procurements and, as a result,
an agency quite frequently will receive a low bid and award a contract to a
company that otherwise may never have been aware of the procurement. This
invariably saves Government funds, frequently substantial sums.

(2) Manufacturers agents

There are numerous recognized representatives in Washington who regularly
use the facilities of the Center for the purpose of providing their home offices
with all types of information in much the same manner as bid services, as
described below.

(3) Bid services

The bid services are specialty service organizations that are quite necessary
from the standpoint of Government contractors and also save Government con-
tracting officers numerous telephone inquiries and correspondence by supplying
publicly available information to bidders which these bidders otherwise would
attempt to obtain directly from contracting officers.

When a company executive goes to the trouble and expense of computing and
submitting a bid, he most certainly is anxious to have information as soon after
the bid opening as possible as to the various bids submitted. The Government
contracting officers simply do not have adequate personnel to enable them to
give information by telephone or by answering letters as to the bid results to all
of the many bidders. Bid services curtail to a great extent telephone calls
and cumbersome correspondence of this type for the contracting officers.

Companies, frequently receiving limited information as to a pending procure-
ment either as a result of it being published in Commerce Business Daily or
through some other means, require additional detailed data which can only
be gleaned from the actual bid form in order to determine if they can actually
bid. These companies may employ a Washington bid service in order to have
the bid form checked at the Center and obtain answers to their questions. In-
formation so gained enables them to immediately determine if a bid is to be
submitted, and if so, to start work on the computation of their bid without

8 Detailed case historles to be furnished upon request.
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having to await receipt of bid forms from the, issuing agency. It normally re-
quires 10 days or more to receive bid forms after these have been requested,
and many times the resultant loss of working time would make it impossible
for a company to compute and submit its bid in time.

Bid services also screen the daily posted invitations to bid at this Center
and report back to their principals, particularly procurements under $10,000
and those having a closé opening date. Under a Comptroller General decision
a bidder may submit & valid bid in letter form, and through such timely
notifications of impending procurements, otherwise unknown to a manufac-
turer, the Government has saved in the past many thousands of dollars where
the ensuing bid was found to be low and responsive.

Bid services also copy at the request of manufacturers bid abstracts and
awards, particularly sent in from faraway, less accessible installations.

If the Commerce Business Daily would publish all procurement actions over
and under $10,000, its size would be tripled as the procurement actions under
$10,000 are estimated to represent 50 to 60 percent alone of those over $10,000,
and the usually preoccupied small business executive would simply not have
the time to read through such an unwieldly instrument.

(4) Industry associations
Many associations distribute to their members information as to Government
brocurement activities. The majority of such information is obtained at the

Center either through their own employees or through arrangements with bid
services.

(5) Government contractors

Company executives frequently call at the Center in order to look up
answers to some specific question or many times they are merely seeking gen-
eral information concerning Government procurements.

(6) Congressional offices

The Center is quite valuable to the congressional offices as it is a very
convenient place for them to obtain prompt answers concerning problems which
are brought to them by constituents concerning Government procurements.
(7) Bonding componies

Certain Government procurements, particularly those of a construction
nature, require the submission of a bid bond. The bonding companies have
an interest in keeping abreast of the issuance of invitations to bid requiring
bid bonds as they want to write these bonds. After they issue a bid bond,
it is then their procedure, as a service function, to follow up and render a
report to the bonded companies, giving information as to the bid results,
Bonding companies rely heavily on the Center for this type of information.
(8) Federal Government agencies

In numerous instances over the years, Federal Government agencies and
State governments have used the information available at the Center. The
use is normally in connection with the enforcement of some law. As an
example, the Department of Labor has used the Center in the past many times
in connection with gaining information for enforcement of the Walsh-Healey
Act. This Department would also use the Center in connection with gathering
statistics for reports needed for hearings on the determination of minimum
wages in certain industries to be paid by concerns holding Government con-
tracts over $10,000.

(9) Potential subcontractors

Information avaliable at the Center is probably more important to subcon-
tractors than anyone else. First of all, a subcontractor must have detailed
information to enable him to determine the various component parts required
to manufacture the prime item and upon award must have prompt information
as to the name of the successful bidder for purposes of negotiating a subcon-
tract.

NUMBER OF BENEFICIARY USERS

In order to realize the large number of beneficiary users which derive
information from the Center, a brief breakdown of the various publications
and bid services may be helpful :
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A. Publications

(a) “Dodge Reports”: Published by the F. W. Dodge Corp., a subsidiary of
McGraw-Hill Publishing Co., New York, N.Y. The Dodge Reports are sub-
scribed to by over 60,000 concerns in the country, and the Visitors’ Register
reflects the daily visit of one of their staff members. Over 2 million small
individual report slips are being sent out each day to its subscribers. Dodge
Reports use the Center to supplement the information compiled by their field
reporters and as a doublecheck on any Government building projects which
may have been missed. Also the usually compendious construction bid forms
are analyzed for certain roofing, flooring, or other subcontracting phases.

(b) “The Blue Reports,” Washington, D.C.: “The Blue Reports” are similar
to the “Dodge Reports” and are published out of Washington, D.C., for the
past 38 years for the construction trade.

(¢) “Government Advertiser”: This, although a private publication, was the
original publication advertising Government procurements. The “Government
Advertiser” is now in its 82d year, and anycne at home in the procurement
field knows the tremendous inroads which have been made in the course of
the years through publishing of invitations to bid in the “Government Advertiser.”

(@) “Federal Procurements and Subcontracts,” Long Island, N.Y.: This
publication has been using this Center steadily and is reported to have several
thousand subscribers.

(e) “Government Service Contracts Bulletin,” published by Arndt & Day:
This bulletin is distributed to numerous bidders whose primary interest is in
custodial services. This information is substantially gleaned from the Center as
frequently the custodial contracts for individual buildings do not run over
$10,000, but may very well add up to $50,000 or $100,000 for an entire military
compound.

(f) “Timber Products Digest”: This publication is addressed primarily to
lumbermen all over the country and has been successfully in operation for many
years.

(g) “Bidders Bulletin Board,” published by Public Service Bureau, Washing-
ton, D.C. This publication lists, among others, all Army and Air Force pro-
curements over $2,500 .

(k) Others.

B. Bid gervices

(a) Arndt & Day, Washington, D.C, serving approximately 13,000 manu-
facturers throughout the United States, baving a staff of 10 employees and 80
field reporters at major procurement centers,

(b) Benton Reporting Service, Philadelphia, Pa.

(¢) J. L. Caillouet & Co., Washington, D.C.

(d) Publie Service Bureau, Washington, D.C.

(e) Woodside & Murphy Co., Arlington, Va., and others.

BUMMARY

The vast number of beneficiary users of this Center, conservatively estimated
to be 80,000 manufacturers, of which many have registered their strong desire
for the continuous maintenance of a centrally located Procurement Information
Center, and which, as emphasized in the foregoing, are primarily “seasoned
Government contractors,” depend in their successful bidding on future Govern-
ment procurements on the valuable information found at the Procurement
Information Center.

RECOM MENDATIONS

(1) While the Center to this date has only displayed military procurements,
it would be highly desirable if it could be enlarged to comprise all Federal
procurements,

(2) In our opinion, such a Center should be set up within a Government de-
partment which provides a sympathetic climate to all of its beneficiary users,
composed of small, medium and large concerns as well.

(3) An announcement on the masthead of the “Commerce Business Daily”
should call attention to the Center, its location and functions.

.(4). Serious thought should be given to accord legislative status to a Pro-
curement Information Center.

Respectfully submitted.

ARNDT & Day,
ERNST-THEODORE ARNDT.
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SMALL BUSINESS ADMINISTRATION,
Washington, D.C., Wednesday, August 1, 1962.

Details on proposed national purchases by the Army and Air Force, including
invitations for bids, are now available at a “onestop” information center oper-
ated by the Small Business Administration, John E. Horne, SBA Administrator,
announced today.

Effective today, SBA assumed direction of the operations of the Washington
procurement information center located in the Old Post Office Building, 12th and
Pennsylvania Avenue NW., which was formerly operated by the Army and Air
Force. Plans call for transfer of the center to the Lafayette Building, 811
Vermont Avenue NW., as soon as possible, Mr. Horne said.

Irving Maness, SBA Deputy Administrator for Procurement and Technical
Assistance, who will supervise operations of the facility, said that SBA plans to
expand the functions of the center to include dissemination of information on
proposed national purchases to be made by other agencies, both military and
civilian.

“Since 1949, the procurement information center for Army and Air Force
purchases has provided valuable assistance to many small firms interested in
participating in Government works,” Mr. Maness said.

“By expanding its functions, we hope that many additional small businesses
will take advantage of the information available at the center, and thus increase
the volume of contracts awarded to small businesses.

“All procurement data received at the center will be displayed until opening
dates of the invitations. In addition to information on specific proposed pur-
chases, other services such as procurement counseling, subcontracting oppor-
tunities, and details on sales of surplus Government property, will also be made
available at the ‘one stop’ center.”

Interested firms may utilize the facility in person, by phone or by mail. In-
quiries should be addressed to Small Business Administration, Procurement
Advisory Center, Washington, D.C.

May 14, 1964.
Mr. ELMER B. STAATS,
Deputy Director, Bureau of the Budget,
Egzecutive Ofice Building, Washington, D.O.

DEaR MR. STAATS : Senator Javits has requested that you furnish for the record
answers to the following questions raised during the hearings held by the Sub-
committee on Defense Procurement on Apri} 21.

1. Pursuant to the testimony of Senator J. Glenn Beall before this committee
on Thursday, April 16, concerning the preservation of the Procurement Informa-
tion Center, temporarily administered by the Small Business Administration as
Advisory Service Center, I should like to ask the following questions of the
Bureau of the Budget.

Recently, by letter of March 20, 1964, the Bureau of the Budget informed the
Senate Committee on Government Operations, “that the Small Business Adminis-
tration emphasized in its report to the Bureau the limited scope of the procure-
ment activity covered by the Small Business Advisory Service Center—generally
the same military transactions covered by the Commerce Business Daily.”

I have been advised by interested manufacturers that the Commerce Business
Daily has listed 13 procurement transactions from the Navy Electronics Supply
Office at Great Lakes, Ill, during the period of April 13 to 24, inclusive, yet dur-
ing the same period the Service Center actually received 88 transactions from the
same installation.

Similarly, I have been advised that during the same period the Commerce
Business Daily carried only 81 procurements issued by the Aviation Supply Office
in Philadelphia, Pa., whereas the Center displayed 136 actions. Would you
comment on thig situation?

2. Is it your belief that the placing of a company’s name on a bidders’ list
assures the firm of receiving all invitations for bids?

3. Is it true that, from time to time, military agencies “rotate” their bidders’
lists; i.e., only issue invitations to a specific group of firms listed ?

4. Would you provide information as to what percentage of invitations to bid
are currently synopsized in the Commerce Business Daily with respect to the
Army, Navy, and Air Force?
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5. Is it true that the Commerce Business Daily does not publish information
on:
(e) Any military procurements under $10,000 or procurements for

(b) Perishable subsistence supplies,

(¢) Certain utility services:

(@) Required to be placed in less than 15 days;

(e) Personal professional services?

Since procurements falling within the above categories make up a great num-
ber of procurement transactions, how might manufacturers be made aware of
these transactions?

6. As revealed in Senate Government Operations memorandum, 88-2-7, dated
February 3, 1964, the Director of Small Business Policy, Office of the Assistant
Secretary of Defense, stated that forthcoming procurements may be posted on
bid boards of each issuing installation. Is it the Bureau’s opinion that this
method of distributing information may be of value to manufacturers who are
located outside of a 15-mile radius of the installation?

7. In addition to the initial press release, SBA No. 1148 of August 1, 1962, copy
of which is hereby submitted to you, has the Small Business Administration
given any publicity to.this Center?

8. In the Bureau of the Budget’s letter to the Senate Government Operations
Committee of March 20, 1964, it is stated that construction procurements are
restricted to a relatively few military procurement offices. Would you provide
information with respect to whether this is also true with regard to invitations
to bid for construction and related trades, such as for additional buildings,
building modifications, for cementing and paving roads and airport runways, and
various maintenance repairs?

9. In order to foster competition and enable a bidder to underbid a com-
petitor, it would seem to be important for him to know the exact unit prices of
his competition. Is it true that awards published in the Commerce Business
Daily provide only a summary of total contract prices for all items, and a bidder,
by reading the Commerce Business Daily, cannot discern the individual unit
prices offered by his competitors?

10. Has the interest of bidders been expressed to you concerning the desirabil-
ity of having a place of convenient access at which information is available on bid
abstracts on formally advertised invitations under circumstances where this
information is not contained in the Commerce Business Daily ?

11. In view of the foregoing, would you comment with respect to your views on
the meritorious aspects of a centrally located Procurement Information Center
at which all invitations for bids, bid abstracts, and awards are accessible to the
public?

It would be appreciated if your answers were made available by Monday,
May 18.

Faithfully yours,
Pavur H. DoueLASs, Chairmaen.

ExECUTIVE OFFICE OF THE PRESIDENT,
BUREAU OF THE BUDGET,
Washington, D.O., May 29, 196}.
Hon. Pavur H. Doucras,
Chairman, Joint Economic Committee,
Congress of the United States,
Washington, D.C.

DeAr MR. CHARMAN : This will reply to your letter of May 14, 1964, in which
you requested that we furnish answers to questions raised by Senator Javits
concerning the closing of the Small Business Advisory Service Center.

The answers to these questions are contained in the enclosure to this letter.

Sincerely,
KeeMIT GORDON, Director.

ANSWERS TO QUESTIONS RAISED BY SENATOR JaviTs CONCERNING CLOSING
OF SMALL BUSINESS ADVISORY SERVICE CENTER

Question. Pursuant to the testimony of Senator J. Glenn Beall before this
committee on Thursday, April 16, concerning the preservation of the Procure-
ment Information Center, temporarily administered by the Small Business Ad-

32-669—64——19
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ministration as Advisory Service Center, I should like to ask the following
questions of the Bureau of the Budget.

Recently, by letter of March 20, 1964, the Bureau of the Budget informed
the Senate Committee on Government Operations, “that the Small Business Ad-
ministration emphasized in its report to the Bureau the limited scope of the
procurement activity covered by the Small Business Advisory Service Center—
%enerally the same military transactions covered by the Commerce Business

aily.”

I have been advised by interested manufacturers that the Commerce Busi-
ness Daily has listed 13 procurement transactions from the Navy Electronics
Supply Office at Great Lakes, Ill., during the period of April 13 to 24, inclusive,
yet during the same period the Service Center actually received 88 transactions
from the same installation.

Similarly, I have been advised that during the same period the Commerce
Business Daily carried only 81 procurements issued by the Aviation Supply
Office in Philadelphia, Pa., whereas the Center displayed 136 actions. Would you
comment on this situation?

Answer. We have looked into the two cases mentioned above and find that
the offices were transmitting some additional documents to the Advisory Serv-
ice Center which were not actually required by the instructions affecting all
procurement installations.

Question. Is it your belief that the placing of a company’s name on a bidders’
list assures the firm of receiving all invitations for bids?

Answer. The placing of a company’s name on a bidder’'s list will not assure
that the firm will receive all invitations for bids., We would like to emphasize,
however, that the objective of the bidders’ list procedure is to give as many
qualified bidders as possible a reasonable opportunity to bid on procurement of-
ferings. Bidders’ lists may contain as many as a thousand names and thereisa
question as to the desirability or necessity of sending an invitation to each name
on the list on each offering. This is especially true in those instances where the
value of the total procurement is relatively small. In each case it is the respon-
sibility of the procurement office to assure that there is adequate competition
in the bidding. However, any company which learns of an offering through the
Commerce Business Daily or other source may always request a bid set from the
procurement office.

Question. Is it true that from time to time, military agencies “rotate” their
bidders’ lists, i.e., only issue invitations to a specific group of firms listed?

Answer. Military agencies do, from time to time, issue invitations to a portion
of the firms contained in a bidders’ list. As noted above, the objective of the
bidders’ list procedure is to give as many qualified bidders as possible a reason-
able opportunity to bid on procurement offerings. Procurement agencies have
been criticized for sending bid sets to an excessive number of companies, as an
unwarranted expenditure of funds. Under the rotation technique, every firm
on the bidders’ list is given an invitation over a specific period of time, By
following the Commerce Business Daily, any firm, however, can obtain an
invitation for bid.

Question. Would you provide information as to what percentage of invitations
to bid are currently synopsized in the Commerce Business Daily with respect
to the Army, Navy, and Air Force?

Answer. Although the Department of Defense does not maintain statistics by
military service on the percentage of invitations to bid which were synopsized
in the Commerce Business Daily, it has provided us with data which produces
a rough total figure. In fiscal year 1963 there was a total of approximately
$3,175 million formally advertised military prime contract transactions. This
total includes transactions of $10,000 or more and excludes intragovernmental
procurement, work outside the Unitde States, and awards to educational and
nonprofit institutions. Of this total, approximately $2,678,806,000 or 84 percent
was synopsized in the Commerce Business Daily. An unknown amount of the
portion not synopsized represented calls and delivery orders against formally
advertised open end contracts which were synopsized.

Question. Is it true that the Commerce Business Daily does not publish in-
formation on:

(e¢) Any military procurements under $10,000 or procurements for

(b) Perishable subsistence supplies,

(¢) Certain utility services:

(d) Required to be placed in less than 15 days;

(e) Personal professional services?
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Since procurements falling within the above categories make up a great num-
ber of procurement transactions, how might manufacturers be made aware of
these transactions?

Answer. The Commerce Business Daily does not publish information on the
categories noted above. The Armed Services Procurement Regulation exempts
these categories from publication for various reasons, For example, because
of their unique characteristics, perishable subsistence supplies and utility serv-
ices are obtained primarily in the local market area, and personal professional
services are obtained primarily through negotiated procurements. Interested
manufacturers can learn of these transactions through having their names
placed on appropriate bidders’ lists.

Questions. As revealed in Senate Government Operations memorandum, 88-2-
7, dated February 3, 1964, the Director of Small Business Policy, Office of the
Assistant Secretary of Defense, stated that forthcoming procurements may be
posted on bid boards of each issuing installation. Is it the Bureau’s opinion
that this method of distributing information may be of value to manufacturers
who are located outside of a 15-mile radius of the installation ?

Answer. In his letter of March 183, 1964, the Director of Small Business Policy
listed three methods of informing business concerns of forthcoming procure-
ments—by mail through bidders’ lists, publication of a synopsis in the Commerce
Business Daily, and posting invitations for bids at the issuing installation. The
latter device can be helpful to those companies interested in a particular procure-
ment center since their own personnel may have occasion to visit it or they may
have representatives who can take off the information periodically.

Question. In addition to the initial press release, SBA No. 1148 of August 1,
1962, copy of which is hereby submitted to you, has the Small Business Admin-
istration given any publicity to this center?

Answer. The procurement advisory activity which was taken over from the
Department of Defense was well known in procurement circles. The Small
Business Administration believed that with the interest aroused by the transfer,
the center had adequate publicity. After conclusions are developed from our
study of bid abstract information, we will be able to give consideration to
publicity through the Commerce Business Daily or otherwise.

Question. In the Bureau of the Budget’s letter to the Senate Government Op-
erations Committee of March 20, 1964, it is stated that construction procurements
are restricted to a relatively few military procurement offices. Would you pro-
vide information with respect to whether this is also true with regard to invita-
tions to bid for construction and related trades, such as for additional buildings,
building modifications, for cementing and paving roads and airport runways, and
various maintenance repairs?

Answer. We understand that procurement of major construction in the United
States such as additional buildings, building modifications, paved roads, and
airport runways, is handled by the Navy Bureau of Yards and Docks and its
field district public works officers and by the Corps of Engineers and its district
engineers. The Corps of Engineers generally handles construction for the Air
Force. Procurement of minor construction and maintenance repairs is handled
by post engineers and local public works officers. The latter procurements tend
to attract strong local area competition.

Question. In order to foster competition and enable a bidder to underbid a
competitor, it would seem to be important for him to know the exact unit prices
of his competition. Is it true that awards published in the Commerce Business
Daily provide only a summary of total contract prices for all items, and a bidder,
by reading the Commerce Business Daily, cannot discern the individual unit
prices offered by his competitors?

Answer. The Commerce Business Daily award information does not contain
individual unit prices of all competitors. The Bureau is currently conducting a
study of the availability of bid abstract information.

Question. Has the interest of bidders been expressed to you concerning the
desirability of having a place of convenient access at which information is avail-
able on bid abstracts on formally advertised invitations under circumstances
where this information is not contained in the Commerce Business Daily?

Answer. The Bureau has received a number of letters from bidders and Wash-
ington bid services favoring continuation of the Advisory Service Center. While
bid invitations were mentioned, the correspondence appeared to place greater
weight on the value of bid abstract information. The Bureau recognizes that
there is some question concerning the availability of bid abstract information and
is giving this matter further study.
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Question. In view of the foregoing, would you comment with respect to your
views on the meritorious aspects of a centrally located procurement information
center at which all invitations for bids, bid abstracts, and awards are accessible
to the public?

Answer. The Bureau believes that collection of invitations for bids at a
central point contributed only in a marginal way to the military procurement
process. We are convinced that interested businessmen seeking procurement
opportunities have found them and will continue to find them through the very
substantial assistance rendered by the procurement agencies, the Small Busi-
ness Administration, and the Department of Commerce. We also believe that

_ private procurement information services will continue to assist in this effort.
The Bureau is giving further study to the bid abstract activity.

Max 1, 1964.
Hon. KERMIT GORDON,
Director, Bureau of the Budget,
Ewzecutive Office Building, Washington, D.C.

Dear KeErMIT: Congressman Curtis has requested that you furnish for the
{ecord answers to the questions raised by Mr. Arndt in the enclosure to this
etter.

It would be appreciated if your answers were made available by the end of
next week.

Faithfully yours,
Pavr. H. DoueLas, Chairman.

ExECUTIVE OFFICE OF THE PRESIDENT,
BUREAU OF THE BUDGET,
Washington, D.C., May 20, 1964.
Hon. PauL H. DOUGLAS,
Chairman, Joint Economic Commitiee,
Congress of the United States,
Washington, D.C.

DeAR MR. CHAIRMAN : This will reply to your letter of May 1, 1964, in which
you requested that we furnish answers to questions raised by Mr. Arndt in his
April 22 letter to Congressman Curtis concerning the closing of the Small Busi-
ness Advisory Service Center.

The answers to these questions are contained in the enclosure to this letter.

Sincerely,
KEerMIT GORDON, Director.

Enclosure.

ANSWERS TO QUESTIONS RAISED BY CONGRESSMAN CurTIS CONCERNING CLOSING
oF SMALL BUSINESS ADVISORY SERVICE CENTER

Question. Senator J. Glenn Beall of Maryland testified last Thursday, April
16, 1964, to a desirability of continuing the procurement information center,
operated presently as Small Business Advisory Service Center which the Small
Business Administration attempts to abolish.

In this connection, I understand that you recently prepared a summary report
on the merits of the continuance of this Center, and you seem to rely in your
report on various statements by the Department of Defense and the Small Busi-
ness Administration. I understand that this Center is supposed to display all
military invitations to bid, copies of official bid abstracts as well as awards, all
in excess of $10,000. However, it has come to my knowledge that you have stated
that this Center is only authorized to receive abstracts of bids in excess of
$25,000. What is your authority for this statement?

Answer. The statement that the Center is only authorized to receive abstracts
of bids in excess of $25,000 was incorrect. After a further check with the De-
partment of Defense we have been informed that the intent of the Armed Services
Procurement Regulation was to require that all abstracts of bids in excess of
$10,000 be sent to the Advisory Service Center.

Question. Is it true that if this Center is closed that the information is not
available any further at any centrally located place?

Answer. Invitations for bids will not be collected at any central point if
the Center is closed. The need for having all bids collected at a central point
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has been questioned, however, since manufacturers and suppliers are interested
in information concerning specific kinds of products which they are capable of
furnishing to the Government rather than general information concerning all
types of items being purchased by the Government. Businesses may be placed
on the Government’s bidders’ lists for the products they produce and thereby
receive copies of invitations for bids for these items without becoming involved
in a central collection of all invitations for all products. Complete bid abstract
information also will not be available if the Center is closed. As stated in the
Bureau’s March 20, 1964, summary report to the Senate Committee on Govern-
ment Operations, further study is being made of the problem of access to in-
formation on abstracts of bids.

Question. Is it true that the Commerce Business Daily does not print in detail
invitations to bid, although I understand that the Small Business Administra-
tion has taken the position that the Commerce Business Daily is covering these
transactions?

Answer. An invitation for bid consists of many pages of materials, including
detailed contractual terms, specifications, drawings, instructions, ete. It is not
feasible to print all of this information in the Commerce Business Daily and a
large part of the information is not needed for purposes of publicizing the kinds
of property which the Government is in the process of purchasing. The Busi-
ness Daily prints a symposis of the invitations for bids and requests for pro-
posals which includes a description of the items on which bids are being invited
and other pertinent information. In addition, awards of all unclassified con-
tracts of the Department of Defense in excess of $25,000 are published in the
Commerce Business Daily.

Question. Is it true that no bid tabulations or bid abstracts are published in
the Commerce Business Daily, contrary to the position of the Small Business Ad-
ministration and that, if the Center is closed a bidder must physically travel
to military installations hundreds to thousands of miles away in order to obtain
the complete information on competitive bidding? I understand that for lack
of clerical help, an individual contracting officer is unable to furnish this in-
formation by telephone or in writing.

Answer. Bid tabulations and bid abstracts are not published in the Commerce
Business Daily. As mentioned above, the matter of bid abstract information
is being studied. In the meanwhile, this information continues to be available
at the Center.

Question. Is it true that procurement conferences or clinics conducted by the
Department of Defense do not provide detailed information on individual invita-
tions to bid as issued every day as well as copies of official bid tabulations and
awards?

Answer. Procurement conferences and clinics are conducted by the Depart-
ment of Defense to acquaint manufacturers with products needed by the military
and to help manufacturers take advantage of procurement offerings. Fre-
quently, however, the DOD displays at the procurement clinics current invita-
tions for bids and encourages firms to bid on them.

Question. Is it equally true that none of the 67 field offices of the Small Busi-
ness Administration display all daily issued military invitations to bid in excess
of $10,000, as well as official bid abstracts and awards?

Answer. Small Business Administration field offices serve as liaison between
small manufacturers and contracting offices of military procurement agencies.
Offices which do have listings of procurement opportunities generally display
offerings of local installations. No attempt is made at these offices to cover all
procurement transactions of the military agencies.

Question. Is it true that SBA’s procurement counseling and opportunity meet-
ings for small business firms do not display daily invitations to bid, official bid
abstracts and awards?

Answer. Small Business Administration procurement counseling and oppor-
tunity meetings are designed to help small businessmen obtain Government con-
tracts. Selected current procurement opportunities are brought to the atten-
tion of those attending. Those interested in obtaining information on future
offerings are given assistance in obtaining a place on appropriate bidders’ lists.
These meetings are not, of course, a suitable means for displaying daily procure-
ment information.

Question. It has been repeatedly asserted by industry that this Center can be
run with three employees of which one has supervisory capacity at a cost of
$25,000. How does SBA justify an expenditure of $75,000 annually?
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Answer. The estimated annual costs of maintaining the Center was $57,000, in-
cluding costs of telephone, space, postage, supplies, and equipment, as well as
salary and other expenses for six full-time people and some part-time assistance.
After observing the operation of the Center, we do not agree that it can be
operated with three employees at a cost of $25,000. In addition to the very
substantial volume of bid information to be handled, the Center requires super-
vision, some stenographic assistance, provision for standby help while regular
people are on leave, etc.

Question. Is it true that the Department of Commerce was most anxious to
take over the operation of this Center when it was transferred a year and a
haif ago by the Department of Defense and that you recommended at that time
to the President that the operation of this Center be transferred to the Depart-
ment of Commerce rather than to the Small Business Administration? And if
80, what were your reasons therefor?

Answer. In April 1962, when the Department of Defense announced that it
intended to close the procurement information center because it was no longer
needed, both the Department of Commerce and the Small Business Administra-
tion expressed an interest in the activity. The Bureau was interested primarily
in avoiding duplication of activity and considered the desirability of locating the
activity in a joint Commerce-SBA Center. It was finally decided to continue
the activity on an interim basis in the SBA in order to determine its usefulness
to bidders

Question. Have you made a study of the number of formally advertised in-
vitations issued by the various military installations in the field, or how do
you support a contention that most manufacturers bid on certain classes of
commodities which are purchased in quantity at a relatively few military pro-
curement offices? I am informed, for instance, that metal fabricated items are
being bought constantly most anywhere in the country depending on the indi-
vidual requirements of each military base.

Answer. The statement that commodities are purchased at a relatively few
military procurement offices is based upon the existing organization structure
for procurement and supply management in the Department of Defense. Under
that system, the various commodities and classes of supplies are assigned to
inventory control points. An inventory control point is responsible for the
complete management of a commodity even though it may be used in two or
more of the military services. For example, the Defense Industrial Supply Cen-
ter has the inventory and supply management responsibility for most items of
hardware and metal products and, under a recent agreement between the DOD
and the GSA, the procurement of hand tools for all of the military agencies
has been assigned to GSA. It is true that some items are assigned for local
procurement by each post, camp, or station when it is deemed uneconomical or
infeasible to carry them in depot inventories. Procurement offerings of indi-
vidual posts, camps, and stations tend to atfract strong competition within a
region.

Question. I would welcome your comments as to why it is felt that bid
abstracts are “frequently voluminous and costly to reproduce and disseminate”
whereas I am told in most cases bid abstracts do not exceed one or two pages.

Answer. The number of pages in an abstract depends upon the number of bid-
ders responding to an invitation for bid. If only a few bidders respond, one
sheet of large paper will be sufficient for the complete abstract. If many bidders
respond, more pages are needed to record all of the pertinent information con-
cerning each bid. A substantial number of bid abstracts run to several pages
and some have as many as 25 pages. It is usually necessary for bid abstracts
to be recorded on large size paper. These sizes cannot be reproduced on the
equipment presently available in many of the offices. However, the problem of
reproduction costs is part of the broader study of bid abstract information now
underway.

Question. How do you expect the average businessman to obtain detailed infor-
mation on an individual invitation to bid in time prior to the opening of bids as
replies to inquiries, as a rule, concerning specification details are received too
late by a prospective bidder to calculate and file his bid?

Answer. If the individual is on a bidders’ list and receives a bid invitation
he will know whom to contact for specification clarification. If he learns of the
invitation through the Commerce Daily or other source he would have to make
a request for the bid invitation and then, if need be, seek clarification. In either
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case, clarification on specification details would have to come from the issuing
office. We agree that these inquiries should be answered expeditiously. Where
it is not possible to answer promptly, bid opening dates are often extended.

Question. How do you expect a bidder to obtain information on competitive
bidding without being compelled to travel to the individual installation involved?

Answer. Businessmen interested in bidding are encouraged to make application
to get on bidders’ lists. Various Government agencies maintain extensive serv-
ices to assist businessmen in finding the appropriate procurement center or
centers and then assisting them to make the necessary application. As previously
indicated the matter of the availability of bid abstract information is under study.

Question. Why has there not been given any publicity to this center, possibly
on the masthead of the Commerce Business Daily to advise manufacturers of the
availability of this center?

Answer. The center was publicized when originally opened. The major pub-
licity effort in this general area, however, has been to acquaint manufacturers and
suppliers with information pertaining to procurement of specific kinds of items.
''he Department of Defense, for example, has expended a great deal of effort
to acquaint manufacturers with its requirements and procurement procedures.
After conclusions are developed from our study of bid abstract information, we
will be able to give consideration to publicity through the Commerce Business
Daily or otherwise.

Question. Do you realize that most of the bidders bidding repeatedly on Gov-
ernment contracts, particularly in the small and medium category rely in their
daily bidding on bid abstracts and awards, revealing the prices and terms of
their competitor in order to bid competitively and by doing so over a period of
time save the Government considerable funds?

Answer. This question relates to one aspect of the problem of availability of bid
abstract information, study of which is in progress.

THE INSINGER MAcHINE Co.,
Philadelphia, Pa., May 5, 1964.
Senator Paur H. DougLas,
Chairman of Joint Economic Committee,
New Senate Office Building,
Washington, D.C.

DeAR SENATOR DoucLas: We have read with interest the testimony by your
good self on April 16 before the Joint Economic Committee in connection with
the maintaining of the procurement information center serving small, medium,
and large business alike and providing necessary information on bids, awards,
and allied data.

In this regard it is certainly important that small business have access to such
information which is not available generally through the Commerce Business
Daily nor is it available generally through the small business offices.

This one spot seems to have more general information made available to indus-
try than any other and we therefore urge with you that it be maintained.

It is suggested that this statement be made part of the official hearing record.

Very truly yours,
B. N. LEVENE.

U.S. SENATE,
COMMITTEE ON THE JUDICIARY,
April 21, 1964.
Hon. PAuL H. DoUGLAS,
Chairman, Joint Economic Committee,
U.8. Senate, Washington, D.C.

Dear MR. CHAIRMAN : Attached is a letter from the Rector Mineral Trading
Corp., pertaining to continuation of the Procurement Information Center,
presently under the Small Business Administration. I understand that hear-
ings on this matter will recess today, and would very much appreciate the
insertion of the attached letter, dated April 20, 1964, in the record.

With best wishes.

Sincerely,
KENNETH B. KEATING.
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RECTOR MINERAL TRADING CORP.,
Mount Vernon, N.Y., April 20, 1964.
Hon. KENNETH B. KEATING,
U.8. Benate, Washington, D.0.

Dear SENATOR KEATING: You've recently been kind enough to express on
our behalf your interest in the continuation of the Procurement Information
Center as operated by the Department of the Army for the past 40 years in
Washington, D.C., and temporarily transferred to the Small Business
Administration,

The question of the abolishing of the Procurement Advisory Section of the
Small Business Administration is now 'under study.

‘We have been informed that Senator J. Glenn Beall, of Maryland, testified
for the Joint Economic Committee of the Senate and House and Senator Paul
H. Douglas, chairman of the committee, is requesting the Bureau of the Budget
to come forth with a new report.

There is a possibility that this matter will come up before the committee
tomorrow, the 21st.

We'd greatly appreciate it if you would once again express your interest
in the continuation of the Procurement Information Center.

We thank you for anything you can do on our behalf and remain,

Very truly yours,
HArROLD P. STERN,
Vice President.

SeLgor COMMITTEE ON SMALL BUSINESS,
HousE OF REPRESENTATIVES,
Washington, D.C., April 21, 196}.
DEAR MR. WarD: I am forwarding the attached pursuant to a conversation
today with Mr. Gewehr, who indicated that he believed it would be possible to
:nclude it in the record of the hearings on procurement which were completed
oday.
Congressman Roosevelt would be most grateful if this material could be placed
in the record of your hearings.
Sincerely,
WENDY WaALcoTT, Secretary.

STATEMENT OF REPRESENTATIVE JAMES ROOSEVELT BEFORE SUBCOMMITTEE ON
DEFENSE PROCUREMENT OF JOINT KcoNoMIic COMMITTEE

Mr. Chairman, I greatly appreciate the opportunity to present testimony to
your subcommittee. The matter upon which I would like to comment has been
called to my attention by one of my constituents, who is a small businessman.
According to him, there has been some consideration of a proposal to abolish
the Advisory Service Center of the Small Business Administration.

Rather than submit testimony as to the value and importance of the services
performed by the Advisory Service Center, I would like to submit for the record
a letter from my constituent, Mr. John C. Inscho of Los Angeles, Calif., to-
gether with my replies to him and correspondence with the Honorable Eugene
P. Foley, Administrator of the Small Business Administration.

Hoover ELEcTRIC CO.,
Los Angeles, Calif., February 27, 1964.
Congressman JAMES ROOSEVELT,
House of Representatives,
Washington D.C.

DEAR CoNGRESSMAN RoOSEVELT: It has come to our attention that the Senate
Committee on Government Operations has under consideration a bill to abolish
the Advisory Service Center of the Small Business Administration.

The proposed closing of this Center will mean that thousands of invitations
to bid will remain unknown to manufacturers and small business and competi-
tion will be stifled with resultant higher prices to the Government and tax-
payer. We will be unable to obtain current information as to what the Gov-
ernment intends to purchase, the prices previously paid, when the goods or
gervices will be required and full particulars regarding planned procurement.
This will result in precluding the submittal of competitive bids and if this gerv-
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jce ig discontinued many small manufacturers and suppliers will be unable
to obtain any information on recent bids and contract allocations which are
awarded by pumerous and widely scattered Government procurement offices
thereby creating an undesirable blanket of secrecy relative to Government con-
tract negotiations and awards and result in additional cost to the U.S. Govern-
ment.

By centralizing the display of all Federal invitations to bid and bid results,
bidders are all given an equal opportunity to know what will be required to
meet competition on future bids and by making competitive bid prices avail-
able, bidders are frequently induced to underbid competitive on subsequent
procurements. Thus, qualified bidders are encouraged to enter the competi-
tion and unqualified frivilous and noncompetitive contractors are informed of
the reasons their bids have not been accepted and what will be required to
become competitive. Millions of dollars are saved the Government by bidders
underbidding each other. They can do this only by being informed of what
their competitors did before.

We believe the closing of this Center will be contrary to public policy and the in-
tent of Congress which requires the widest possible distribution of procurement
information and the promotion of competition in order that all qualified busi-
nesses, particularly small business firms, will have equal opportunities to bid on
Government business and thus insure that goods and services may be obtained
at the least possible cost.

In view of the foregoing it is requested that your office recommend that the
Advisory Service Center be continued on a permanent basis.

Thank you for your attention in this matter.

Sincerely yours,
JouN C. INSCHO,
Contract Administrator.

SELECT COMMITTEE ON SMALL BUSINESS,
HOUSE OF REPRESENTATIVES OF THE UNITED STATES,
Washington, D.C., March 9, 1964.
Hon. EUGENE P. FOLEY,
Administrator, 8mall Business Adminisiration,
Washington, D.C.

DEAR Mz. ForLeY : Enclosed please find a copy of a letter I have received from
my constituent, Mr. John C. Inscho of Hoover Electric Co., regarding the pro-
posed abolition of the Advisory Service Center of the Small Business
Administration.

From my dealings with many small business firms, I have seen that this
office performs a most valuable function for the Nation’s small business com-
munity. It is therefore my hope that this office will be retained to continue its
services to the small businessmen of this country.

Sincerely yours,
JAMES ROOSEVELT,
Chairman, Subcommittee on Distribution.

SELECT COMMITTEE ON SMALL BUSINESS,
HOUSE OF REPRESENTATIVES OF THE UNITED STATES,
Washington, D.C., March 10, 1964.
Mr. JoEN C. INSCHO,
Oontract Administrator Hoover Electric Co.,
Los Angeles, Calif.

Dear Mz. INscHO: Thank you for calling my attention to the possible abolition
of the Advisory Service Center of the Small Business Administration. I agree
with you that this office performs a most valuable function to the Nation’s small
business community.

I have today written to the Honorable Eugene P. Foley, Administrator of
SBA, setting forth my opposition to the abolition of the Advisery Service Center.

Sincerely yours,
JAMES ROOSEVELT,
Chairman, Subcommittee on Distridbution.,
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SMALL BUSINESS ADMINISTRATION,
OFFICE OF THE ADMINTSTRATOR,

Washington, D.C., March 18, 196}.
Hon. JaMEs RoOSEVELT,

Chairman, Subcommittee on Distribution,
Select Committee on Small Business,
House of Representatives, Washington, D.C.

DEAR CONGRESSMAN ROOSEVELT: Thank you for your letter of March 9, 1964,
on behalf of the Hoover Electric Co., Los Angeles, Calif., concerning the dis-
continuance of the Small Business Advisory Service Center as an economy
measure.

The subject of continuance of the Center is now under reconsideration
During this time, the present service to its patrons is being continued.

With kind regards, I am,

Sincerely,

EuGENE P. FoLEY, Administrator.

SELECT COMMITTEE ON SMALL BUSINESS,
HoUSE OF REPRESENTATIVES OF THE UNITED STATES,

Washington, D.C., March 23, 1964.
Mr. JorN C. INSOHO,

Contract Administrator,
Hoover Electric Co., Los Angeles, Calif.

DEear MRr. InscHO: Enclosed Please find a copy of a reply I have received
from the Honorable Eugene P. Foley, Administrator of the Small Business
Administration, in response to my letter urging the continuance of the Small
Business Advisory Service Center.

You will note that the matter is being reconsidered and that service will be
continued in the interim.

If I may be of further service at any time, please feel free to call upon me.

Sincerely yours,
JAMES ROOSEVELT,
Chairman, Subcommittee on Distridbution.

CONTINENTAL DrILL CORP.,

Ohicago, 11, February 17, 196}.
Hon. Paur H, Dovucras,

U.8. Senate,
Washington, D.C.

DEAR SENATOR DoUGLAs : First of all. let me thank you for being kind enough
to see Mr. Arndt and the writer when I was in Washington, Wednesday, Febru-
ary 5. Your interest and help in the preservation of the Procurement Infor-
mation Center, the operation of which was temporarily assumed by the Small
Business Administration, is indeed very much appreciated.

For about 7 years we have been a prime contractor for the General Services
Administration in their twist drill requirements. For about the same number of
years we have also supplied other agencies of the U.S. Government with their
twist drill requirements, and altogether we have supplied to the U.S. Govern-
ment more twist drills than all other drill manufacturers combined.

The record will show that when we first began to bid on the Government re-
quirements the price of twist drills as sold to the American Government was
considerably higher than the prices which are available to the Government to-
day. There is no question in our minds, and I am sure that verification of this
statement is available through any of the Government purchasing offices, that
as a result of our bidding the price of twist drills to the Government has come
down substantially. The Government has literally saved millions of dollars.

It is our personal opinion that the availability of bidder’s prices, and other
competitive information, makes it possible for each of us who are interested
in bidding to carefully analyze the competitive economics and as a result, are
able to intelligently bid the lowest possible price. In many instances the low
level at which prices are bid is only possible because of the necessary effort

to lower production costs in order to be able to show a profit at the lower
levels.
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The Procurement Information Center makes information available to us and:
other bidders easily. Without such a center it would be most difficult, if
pot impossible, to obtain the information which might be necessary. All inter-
ested suppliers would be bidding “blind.” No category of business can be ef-
ficiently productive or successful if it does not know its competition.

Many invitations to bid, estimated to be under $10,000, and not placed in
the Commerce Business Daily, would never have come to our attention if it
would not have been for the display of these invitations at the Procurement
Information Center, formerly operated by the Department of Defense, and
now temporarily assigned to the Small Business Administration as a Procure-
ment Advisory Center. If such information were not easily available to us,
it is possible that some of these purchases might have gone to distributors,
at a much higher price, because the manufacturer would not bid direct.

Our experience with these drills alone—just one item which the Govern-
ment buys—convinces us that the Government has gained this enormous sav-
ing in the procurement of this special item ever since we have been bidding
on this requirement and since we have been successful obtaining the prepond-
erant volume of this business.

This does not mean that the Government has to be satisfied with an in-
ferior merchandise as all twist drills are rigidly controlled by the qualified
products list, and each shipment is carefully inspected. As a matter of fact,
during all those years of being prime supplier of twist drills to the Govern-
ment, we are proud to state that there has not been one single instance of
rejection of the millions of twist drills supplied by us to the Government.

To be able to bid competitively is to a great extent based on the knowledge of
the previous competitive bid prices reflected in the official bid tabulations of
military installations as displayed at the Procurement Information Center.

‘We now note that the SBA Administrator intends to close this Center which
has been of such benefit to us and even greater benefit to the Government, as
outlined above. We read this announcement with regret. If this Center is
closed, a considerable hardship will be created because our experience has
shown that it is factually impossible for us to be on the active bidders list
of each military installation which may have a sudden requirement for items
of our manufacture. Also we, and many other business suppliers to the Gov-
ernment will be unable to obtain the bid results needed by us to quickly
determine the market prices on a daily basis of those items which are being
offered to the Government. It becomes costly and completely uneconomical
for us to send a representative to each bid opening, particularly to distant
and not easily accessible installations to cover a bid opening whenever it might
oceur,

Accordingly, in the interest of continued saving to the U.S. Government of
many millions of dollars each year—the result of informed competitive bidding—
we strongly urge that the Government reconsider its decision to close the Pro-
curement Information Center, or Procurement Advisory Center. We strongly
recommended the continuation of this Center so that we, and other suppliers,
may continue to obtain the information which we require to best service the
Government.

Very truly yours,
M. A. LirscHULTZ, Treasurer.

U.S. SENATE,
Washington, D.C., April 24, 196}.
Hon. PauL H. DOUGLAS,
Chairman, Subcommittee on Defense Procurement, Joint Economic Committee,
U.8. Senate, Washington, D.C.

DearR MR. CHAIRMAN : It is my understanding that your subcommittee has
recently concluded hearings at which there was consideration of the proposal to
discontinue the Small Business Administration’s Procurement Advisory Center.

I would appreciate it if you could have printed in that hearing record the
enclosed letter I received some weeks ago from Herbert H. Burnett, technical
director of Solveniol Chemical Products, Inc., Romulus, Mich.

With every best wish,

Sincerely,
PEILIP A. Hazsm.
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SoLvENTOL CHEMICAL ProDUCTS, INC.,
Romulus, Mich., February 27, 1964.
Senator PHILIP A. HART,
Senate Office Building,
Washington, D.C.

DEeAr SENATOR: As manufacturers of cleaning compounds of many types, we
very often supply different departments of the Federal Government. Of course,
we obtain this business through competitive bidding, and the purpose of this
letter is to emphasize our need for sources of information pertinent to this
procurement in order to compete effectively.

We note that the Small Business Administrator, the Honorable Eugene P.
Foley, for reasons of economy wishes to abolish the Procurement Information
Center, which has operated effectively and continuously for 45 years.

‘Without going into lengthy detail, we wish to register vigorous opposition to
this proposal. We appreciate economy in Government, but it is our firm con-
tention that the closing of this center would, in short order, precipitate adverse
consequences to the Government as well as bidders. The comparatively small
savings resulting from the closing of subject information center would be more
than offset by increased cost to the Government as a direct consequence of the
reduction in open competition.

Very truly yours,
HerpeRT H. BURNETT, Technical Director.

THE METROPOLITAN WASHINGTON BOARD OF TRADE,
Washington, D.C., April 15, 1964.
Hon. PAuL H. DoUGLAS,
Chairman, Joint Economic Committee,
U.8. Congress, Washington, D.O.

DEAR SENATOR DoucLAas: We understand that your committee is considering
the merits of the Advisory Service Center, a military procurement information
center which the Small Business Administration announced will close.

This letter is to pass to the committee the views of the Metropolitan Wash-
ington Board of Trade on the closing of the Advisory Service Center.

Through our membership alone, manufacturers conservatively estimated at
400 benefit from the services formerly available at the Advisory Service Center.
Should the center’s services remain unavailable, many of the manufacturers
represented through our membership would be denied ready access to invita-
tions-to-bid, official bid tabulations, and awards—all of which are essential to
the interests of these manufacturers as well as being in the interest of long-
range Government economy through the broadcasting of information on coms-
petitive bid prices.

‘We respectfully suggest that, in the interests of competition in business and
economy in Government, the Department of Commerce and, more specifically,
ghe Businesman’s Service Center, assume the operation of the Advisory Service

enter.

Trusting that the committee will give our views due consideration, we are,

Very truly yours,
‘WimLrLiaM H. Press,
Ezecutive Vice President.



APPENDIX 2
GOVERNMENT COMPETITION WITH PRIVATE BUSINESS

CoNsULTING ENGINEERS COUNCIL,
Washington, D.0., May 11, 196 4.
Senator PAauL H. DoUGLAS,
Chairman, Joint Economic Committee,
New Renate Office Budlding,
Washington, D.C.

DEAR SENATOR DoucLAS : We were sincerely pleased for the opportunity to be
heard before the Joint Economic Committee in the testimony presented April
21 by Mr. William S. Bergman on behalf of the committee to reduce Govern-
ment competition.

Consulting Engineers Council of the United States is a national federation of
consulting engineers in private practice. You no doubt are familiar with many
of the problems confronting private engineering firms. The Illinois and Chicago
Oonsulting Engineers Associations have visited with you during their annual
visits to Washington during the past several years and have apprised you of
some of the personal hardships imposed on them and their firms by competition
from Federal agencies which is being allowed to persist and grow.

I am taking this opportunity to send you a booklet prepared by Consulting
Engineers Council’s Private Enterprise Committee. ‘We respectfully submit this
document as supporting evidence to that which Mr. Bergman presented on our
behalf as chairman of the committee. The booklet contains exampies of gpecific
cases in which consulting engineers have suffered losses of potential clients to
Government agencies. In addition, the numerous advantages to the Govern-
ment gained by retaining private engineers is clearly documented.

‘We should be pleased to work with you and your staff in any way that you
might suggest in developing procedures for reducing any further proliferation of
Government competition with private engineering enterprise and in making
any reductions in this competition that are possible. It was our understanding
with our Illinois association when they completed their recent ‘Washington visit
with you that it would be desirable for CEC and your office to work closely in
attempting to find corrective solutions to this pressing problem.

Sincerely yours,
DonaLp A. Buzzenl, Ezecutive Director.

A REPORT: GOVERNMENT VERSUS CONSULTING ENGINEERS
Consulting Engineers Council, committee on private enterprise

FOREWORD

This report has been prepared by the Consulting Engineers Council at the
request of its members, professional engineers in private practice through-
out the United States, who are concerned with the inequitable competition
offered them by various agencies of the Federal Government.

INTRODUCTION

In the past 30 years the Federal Government has brought to bear a continually
increasing influence on the affairs of the private businessman. Perhaps it was
the necessities of depression, and then war, which “mothered” this intervention,
but now that the critical period of the “illness” has passed, the cure has become
the affliction.

A great American once said, “That government governs best which governs
least.” If we were to judge today’s Government by this standard the judgment
could not be “best.”

Federal regulations and controls are difficult enough for the American
businessman to bear, but when you add direct competition—from Federal
agencies—the burden becomes unbearable.

287
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This report concerns itself with only one field of endeavor in which the
Government has become a ruthless competitor.

Consulting engineering is a business practiced by professional engineers. As
such it contributes its full share of financial support to the cost of operating
the Government. Part of this contribution goes to pay the salaries of the
thousands of professional engineers now in Federal employment. When the
agencies employing these engineers openly solicit engineering services, which
could and should be performed by private consultants, we have the unhappy
picture of one businessman paying another to take his livelihood away from him.

This report contains actual provable cases in which tax-supported Govern-
ment agencies have openly negotiated contracts for engineering services from
other Federal, local, or State departments, or non-Government clients. If this
situation is allowed to continue and expand—for expand it will as expansion
seems to be Government’s most important product—the State will be in business,
as well as in politics, and private enterprise will face extinetion.

It is not anarchy to cry, “Get the Government out of business,” it is the job
of every exponent of the free enterprise system to fight for just and equitable
safeguards for that system. Consulting engineers are not asking for handouts
or concessions, they just want a business climate in which~—by the grace of their
ingenuity, enterprise, and hard work—they can be free to practice their profes-
sion, which is so essential to our Nation's techvological progress.

THE CONSULTING ENGINEER

Professional responsibility.—A consulting engineer is a graduate professional
engaged in the private practice of engineering. He makes his services available
to both public and private clients within the States where he is duly registered.
These services may include advice and guidance in determining the feasibility
of a proposed engineering project; the subsequent stages of design, possibly
through to the supervision of construction to insure compliance to the design
specifications. Being responsible only to his client and his profession, and
possessing no profitmaking connection with any supplier of materials, the con-
sulting engineer can make decisions free from bias and prejudice.

Services as needed.—Consulting engineers function in each of the many diver-
sities of the profession. They provide only those services necessary to fulfill
their client’s engineering requirement on a project-by-project basis. The con-
sultant’s fees are agreed upon beforehand through negotiation; competitive bid-
ding is not engaged in by professional engineers.

Hconomy to client.—The employment of a consulting engineer relieves the
client of the necessity for maintaining a full staff of professional engineers of
diversified capabilities. With salaries being the largest item of overhead in most
businesses, the savings realized here are obvious. The same fact applies to both
private and public clients.

Public agency staffing costly—If a public agency is staffed—for engineering
purposes—beyond a reasonable level necessary to insure continuity, effective
planning, administration and control of public works projects, engineering costs
soon become out of proportion. This situation also results in the misuse of pro-
fessional talents, on subprofessional tasks, when the engineering workload is
light. In addition to being materially impractical, this practice produces a
degradation of the professional’s morale.

Government competition.—Overstaffing in engineering departments has caused
some governmental agencies to solicit engineering assignments from other depart-
ments and in some instances from semipublic bodies and even private industry.
This is in direct competition with the consulting engineer in private practice,
and an almost criminal waste of this country’s most valuable resource.

Private enterprise committiee~—To explore the extent of this encroachment,
and obtain documentary evidence wherever possible, a few years ago the Con-
sulting Engineers Council established a private enterprise committee. Since
1960 this group has been collecting, categorizing and analyzing dozens of reports
from engineers complaining about Government competition. It has searched
through Government records and other sources of data to compile a full docu-
mentation of specific cases. Due to the abundance of material available to
the committee and the limitations of space, this presentation will only attempt
to summarize those cases which are most illustrative of Government encroach-
ment on private practice engineering.
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THE CONSULTING ENGINEER VERSUS THE BUREAU OF RECLAMATION

Permanent staff of engineers—The Bureau of Reclamation—Department of
the Interior—employs a permanent staff of engineers who account for practically
all of the design work on Bureau projects. In recent years it has expanded its
engineering services to include project designs for private land improvement
groups who are eligible for long-term Government loans. In some instances,
undue pressure and unethical practices were used to urge the client to use the
Bureau’s engineers rather than private consultants. A summary of a typical
case in point follows:

1. The Brady case

In December 1961, the Gering-Fort Laramie Irrigation District, a group of
private landowners in Nebraska, met to discuss with Bureau of Reclamation
personnel a proposed rehabilitation and betterment project, to be financed with
loan funds secured by the Bureau.

Government engineering fee 28% percent.—Five members of the irrigation
district board of directors were present, and six Bureau representatives at-
tended. Two objections were entered by the irrigation district to the contract
which was proposed, (1) the 35-year repayment schedule, and (2) the fee for
engineering and administration proposed by the Bureau, equal to 233% percent
of the project cost.

Private engineering fee 6 percent—Irrigation district representatives had
already discussed this engineering project with a consulting engineer, Mr. Fred
D. Brady, of Spearfish, 8. Dak., and felt that his fee for this same project,
approximately 6 percent of construction costs, would be preferable to the
Bureau’s 2325 percent fee. By resolution adopted January 4, 1962, the irrigation
district accepted the revised rehabilitation and betterment contract with the
United States, “with the express understanding that this district has the right
to hire private engineering services if this district so desires.

Government pressure too much.—The district met again on January 31, 1962,
at the special request of the Bureau of Reclamation *“to further consider the
district’s application for rehabilitation and betterment loan.” Again high-level
Bureau personnel outnumbered irrigation district representatives. The offi-
cial minutes show that Bureau of Reclamation representatives advised that the
rebabilitation and betterment contract as presented had in mind the provision
of all engineering by Bureau personnel, and that the retention of a consulting
engineer would require redrawing of the contract. “This would take several
weeks,” advised the Bureau, “and by the time the new form had been approved
by the Director and the Commissioner, it could be too late to get it ‘in the appro-
priations bill’ that year.”

In case the hint was not strong enough, the Bureau further stated that the
resolution of January 4 had been discussed with the regional director, and that
in his opinion ‘“* * * perhaps such a contract could not be approved.”

Irrigation district surrendered.—Finding the obstacles erected by bureaucracy
too much to overcome, the irrigation district reluctantly agreed to the retention
of the Bureau as the engineering firm. Appeals by Mr. Brady to Members of
Congress, the Interior Department, and the White House evoked a great deal
of sympathy, an investigation of the Bureau by the Bureau, and exoneration by
the Bureau of its own personnel.

Bureaucracy in action.—The Brady case is a tragic demonstration of bureau-
cracy in action. A bureaucracy which, with its seemingly unlimited time and
funds, and officers with lofty titles, is calculated to impress its will upon the
humble taxpayer. Here we have the unhappy picture of a tax-supported agency,
purportedly dedicated to serving the people, but instead openly competing with
the taxpayers who support all of our Government’s functions. In this case the
group of small businessmen were forced to pay more and get less, because the
money lending power of the Government was misused by an agency of the
Government.

2. The Bureau as a consulting engineer

Government provides consultant services.—On June 6, 1962, the Bureau of
Reclamation announced establishment of a southern California development
office at San Bernardino to carry out water resource investigations in that area.
The office will be headquarters for long-range planning to meet the water needs
needs of southern California. In addition to their long-range planning, the news
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release also stated: “An additional responsibility of the San Bernardino office
will be the review of loan applications under the Small Reclamation Projects Act,
to provide consultant services to applicants approved for construction.” To
provide consultant services to applicants is a clear statement of a policy of direct
competition to the consulting engineer in private practice.

8. The Bureau ag a “talent” agency

Engineering specialists loaned.—The Bureau of Reclamation has embarked
upon a policy of loaning engineering specialists to other agencies of the Govern-
ment and to private organizations indicating that they have personnel in excess
of their actual needs to perform the services outlined under the original Author-
ization Act. Some of these ‘“on loan” projects are listed as follows:

(a) Surveys, designs, specifications for a $517,000 rehabilitation program
for the Sunnyside Irrigation District, Washington.

(b) Consulting engineers services to the Villamontes irrigation project in
Bolivia.

(c¢) Consulting engineering services for the water development needs of
the Piranhas River Basin in Brazil. This team includes the Chief Design
Engineer at Reclamation Headquarters in Denver, Chief of the Division of
River Control, Region IV and a complete consulting staff.

(d) A water resources study in central Luzon, Philippines, including the
gservices of seven Bureau of Reclamation officials.

(e) Consulting supervision of a survey of the Mekong River Basin in
Thailand which required the services of the Chief of the Reclamation Bureau,
Salt Lake City, Division of River Control.

(f) Consulting services to the Puerto Rican Resources Authority for a
study of sedimentation problems incident to the south coast irrigation project
in Puerto Rico.

(g) Consulting services, including an evaluation study of the Zula Plain
irrigation project in Ethiopia.

THE CONSULTING ENGINEER VERSUS THE S8OIL CONSERVATION SERVICE

Aggressive self-promotion.—This branch of the Department of Agriculture Is
aggressively promoting its own engineering services to small, independent irriga-
tion and drainage districts and privately owned irrigation systems throughout the
arid western areas. Some of the projects for which it is providing complete
engineering services are:

(a) Delta Canal Co., Delta, Utah.

(b) Melville Canal Co., Delta, Utah.

(¢) Georgetown Creek Irrigation Co., Georgetown, Idaho.

(d) Practically all of the small farm dams and ponds in Oregon.
(e) Smith’s Fork, Wyoming Irrigation District.

THE CONSULTING ENGINEER VERSUS THE VETERANS' ADMINISTRATION

The Veterans’ Administration apparently has a policy which requires the use
of only their own architect-engineering staff on Veterans’ Administration proj-
ects, regardless of the magnitude of the project. An example of this policy in
action iy contained in a report from the Gulf Institute of Consulting Engineers.

Reviston in policy f—It was decided to construct a $214 million addition to the
VA hospital in New Orleans. The original buildings were designed by a local
architect-engineer firm, and it would certainly have been most logical and eco-
nomical to employ their services on the addition. However, the VA elected to
provide the design and engineering from within its own staff. When this deci-
sion was brought to the attention of officials of the Gulf Institute, they regis-
tered a protest both to the Veterans’ Administration and to the Louisiana con-
gressional delegation. The VA replied as follows, “In preparing the preliminary
drawings, it became necessary for us to obtain more substantial information than
usual and to develop the project further than we normally do when contracting
with an architect-engineer firm to prepare the working drawings and specifica-
tions. For this reason, and in keeping with our policy, it was decided to finish
the project within our own organization.” It does not appear that the reasons
stated in this reply are valid except for the phrase, “and in keeping with our
policy.” This is apparently a revision in policy by the Veterans’ Administra-
tion to expand their professional organization to the extent that they can pro-
vide all design services within the organization without utilizing the consult-
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ing engineer or architect in private practice. The maintenance of this size staff
for a project of this magnitude will result in an overstaffing for their normal

workload.
THE CONSULTING ENGINEER VERSUS U.S. GEOLOGICAL SURVEY

Unsolicited free service—This agency of the Interior Department performs sur-
veys, investigations and research covering the topography, geology, mineral and
water resources of the United States for the Federal Government and publishes
this information as a public service.

The agency recently offered their services, in direct competition with competent
private engineering firms, to the Colorado State Highway Department for geo-
logical survey work at the Straight Creek Tunnel site. During the time that the
Colorado State Highway Department was negotiating with a consulting engi-
neering firm in Denver, Colo., for the necessary professional services, they re-
ceived an unsolicited offer to perform these services for a fee from the U.S. Geo-
logical Survey. In response to this unsolicited offer, the State highway depart-
ment indicated their intention to award the contract to a private engineering
firm. The Geological Survey then approached the highway department with an
offer to perform the assignment at no cost except for core borings. They ex-
plained that the survey area had been declared a study area between the time of
their original proposal and their offer to perform the service at no cost which
allowed them to perform a full-scale investigation from their operatfing funds.
The State highway department accepted this offer for the free service. Protests
from the consulting engineers involved were rejected by the Director of Geo-
logical Survey with the statement: “Our interest has been in obtaining the maxi-
mum amount of geological data in order to utilize the opportunity provided by
the tunnel construction to develop and demonstrate geological concepts.”

Government engineer cost $2 per day.-—Other instances of similar competition
have been reported: In April 1962, a water diversion suit was entered in the
Boulder, Colo., district court. An engineer employed by the U.S. Geological Sur-
vey appeared in court in behalf of the city of Boulder, while a farmers’ group
was represented by an engineer in private practice, compensated at the rate of
$100 per day, the Geological Survey charged the city $2 per day for the service
of its employee.

It is reasonable to suppose that the Government engineer received more than
$2 per day in salary and expenses and that the difference was absorbed by the
Bureau (and the taxpayers).

Oversea survey assignments.—This agency also is looking abroad for survey
assignments, despite the fact that it was originally intended that only studies of
U.S. geological and hydrological resources would be conducted. A paper pre-
gsented at the 224 Annual Meeting of the American Congress on Surveying &
Mapping, held in Washington, D.C., March 12-14, 1962, is entitled “Field Map-
ping.” It describes the development of topographic maps covering 30 or 40
square miles in the vicinity of the city of Talz by a party of Geological Survey
engineers. The mapping required 78 days and culminated in a three-color bi-
lingual map “printed on U.S. Geological Survey presses.”

COBROBORATIVE FINDINGS
1. The Hoover Commission

Commission supports private enterprise.—In its investigations into the or-
ganization of governmental agencies, the Hoover Commission came to certain con-
clusions as to the agencies’ encroachment upon private enterprise:

(a) Departments and agencies of the Federal Government should not initiate
nor carry on any program which provides services regularly obtainable from
firms or individuals engaged in private enterprise.

(b) Departments and agencies of the Federal Government should not solicit
nor accept engineering works from private industry or from other Government
agencies, if such works can be accomplished by private engineering firms.

(¢) Departments and agencies of the Federal Government should perma-
nently employ only those professional engineers necessary for the performance
of normal functions such as research, planning, supervision, and management.

The Commission’s Task Force on Real Property Management issued a report
which contained certain conclusions.

Government cost out of line—The cost to the Government of its design and
construction activities is abnormally high and out of line with the cost of
similar work in private industry. This results from having so many offices
independently engaged in architectural and engineering work; from overstaffed,

32-669—64——20
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permanently retained technical groups; from the many different standards and
management practices; and from the absence of operating data which would
provide a means of comparing the effectiveness of the numerous Federal design
and engineering organizations.

Private firms effective at all times.—Private architect-engineer and construc-
tion organizations are geared to a broad base of diversified work and to the ef-
ficiency and flexibility of large-scale competitive construction activities. In
times of peace and of national emergency, they have effectively and efficiently
met the demands of industry for private construction.

AEC operating efficiency.—By contracting to private architect-engineer and
construction organizations all phases of design and construction work on
Government construction projects, relatively small supervisory engineering or-
ganizations, in the executive agencies, could furnish the preliminary study,
preplanning and budgeting, and the supervisory management and control essen-
tial for all Government projects, without maintaining through periods of fluctuat-
ing demands the present costly overhead for complete engineering and construc-
tion staffs. With minor exceptions, the AEC has been operating under such a
program, “If other Federal agencies could attain the operating efficiency of
the AEC, the savings to the Government in just the cost of design and supervision
of construction, on the basis of present volume of business, would be more than
$100 million annually.

“Recommendation No. 19

“That the Federal design and construction organizations (a) retain in their
own organizations only the personnel required for preliminary study, pre-
planning and budgeting, and essential supervisory management and control,
and (b) contract to private architect-engineering and construction firms design
and supervision of construction to the maximum extent consistent with national
security.”
8. Mr. Robert Moses, New York City construction coordinator

Private firms: “Logical and economical’.—In an article entitled “Should
Private Firms Plan Public Works?’ (New York Times magazine, Nov. 16,
1958), Mr. Moses stated, “Government employees must take care of budgeting
or programs, routine construction, overhead policy decision, supervision, review
and coordination of plans, maintenance and other essential overhead work.
Thereafter, the use of outside professional firms and technicians is the logical
and economical method of progressing engineering and architectual design and
supervision of most large construction projects.”

A COMPARISON OF PUBLIC AND PRIVATE ENGINEERING

BEngineering costs high in California.—The differences in cost between public
and private engineering are illustrated by a comparison of highway construction
costs in California where private consulting engineers are rarely used—to those
of other States who generally do use consultants. ‘“The following figures are
abstracted from the 12th Annual Report of the California Division of Highways,
dated January 1959. Excluded from the figurse are all administrative expense,
‘Highway planning’ and ‘Planning’.

“The total expenditure for the latter two items for the fiscal year ending June
30, 1958, was: ‘Highway planning, $1,178,000; ‘Planning survey,’” $1,161,099.

“An examination of the report indicates that ‘Preliminary engineering’
includes:

“]1. Preliminary route location and reconnaissance survey.

“2. Final route survey.

“3. Preparation of construction plans.

. “thonstruction engineering’ includes construction, supervision, and material
esting.

“California makes practically no use of consultants on the highway program.
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Preliminary Construction
engineering engineering Total
engi-
“Years Volume of neering
construction Percent Percent | percent
Total cost of con- Total cost of con- of con-
struction struction { struction
volume volume
1912-52_ o _ $870,930,478 | $60, 287, 042 6.92 | $67, 576,093 7.76 14.68
1952-53.._. - 94, 130, 979 11,648, 494 12.37 9, 385,309 9.97 22.34
1953-54 .. - 110, 025,902 14,735,724 13.39 11, 906, 251 10.82 24.21
1954~55.._. - 132,210, 121 17, 200, 386 13.01 12, 382, 526 9.37 22.38
1955-56_..... - 144,124, 391 19, 737, 032 13, 69 15, 227, 790 10. 57 24.26
1956-57..._ 195, 115, 702 25,168, 692 12.90 18, 757,035 g.61 22.51
195758 . - 213,083,114 29, 158, 262 13.68 21,894,487 10.27 23.95
Total t0 1958...___.___ 1,759,620,688 | 177,935,631 10.11 | 157,129,491 8.93 19.04
Average for past 6
years.. 23.27

Other States costs low.—“Representative toll highways: The following in-
formation taken at random from official reports of toll highway agencies is
illustrative of engineering cost on highway work where services are performed
to a large extent by private consultants. The engineering costs for these proj-
ects include preliminary engineering and construction engineering within the
meanings accepted in highway work. Also included are costs of the supervisory
engineering staffs of the respective authorities:

Financial statements of construction and operation, month of

December and calendar year 1959 :

Construction cost

Engineering cost.

Engineering cost percent of construetion cost

Source: Texas Turnpike Authority.

15th quarterly progress report, Sept. 30, 1959 :

Construction cost

Engineering cost

Engineering cost percent of construction cost.

Source : The Illinois State Toll Highway Commission.
Statement of construction costs as of Feb. 29, 1960 :

Construction cost

Engineering cost

Engineering cost percent of construction cost

Source : West Virginia Turnpike Commission.

1959 annual report:
Construction cost

Engineering cost.

Engineering cost percent of construction coSt__ . ______
Source : Indiana Toll Road Commission.

10th annual report and letter, dated Apr. 4, 1960:

Construction cost

Engineering cost

Engineering cost percent of construction cost

Source: New York State Thruway Authority.

15th progress report:
Construction cost

Engineering cost

Engineering cost percent of construction cost

Source : Richmond-Petersburg Turnpike Authority.

$289, 810, 370.
$26, 131, 045.

$36, 136, 929. 80
$3, 044, 984. 82

8.43

00
00
9. 02

$95, 042, 623. 65
$8, 301, 767. 56
. 96

8.

$167, 218, 375. 83
$16, 871, 334. 61

10. 09
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Sunshine State Parkway, Miami to Fort Pierce section, final
engineering report, dated July 1, 1958

Construction cost $42, 903, 786. 00
Engineering cost $3, 368, 636 .00
Engineering cost percent of construction costa oo ___ .85

Source : Florida State Turnplke Authority.

NoTeE.—The above Florida project is particularly noteworthy in that the entire project,
108 miles in length was completed and opened to traflic in 19 months after proceeds from
the bond issue were received. The short time duration resulted in savings to the turupike
authority in excess of the total cost of engineering by virtue of savings in bond interest.
Advantages of using private engineers on public projects

1. The agencies can choose from a wide variety of expert engineering spe-
cialists.

2. The necessity for maintaining large Government engineering staffs is elim-
inated.

3. Personnel roles are stabilized resulting in better morale and increased
efficiency.

4. The agencies’ operating overhead is reduced; fewer facilities are required.

5. The pnecessity for “make work” projects is eliminated.

6. Consulting engineers are employed only when their services are needed.

7. Cost comparisons show savings result from the use of private consulting
engineers.

GENERAL CONCLUSIONS

Public agencies overstaffed with engineers—Based on the findings of its Pri-
vate Enterprise Committee, the Consulting Engineers Council has adopted the
following conclusions:

1. The public agencies are staffed with engineers in excess of reasonable re-
quirements for safeguarding the public interest and carrying out the traditional
governmental functions of advance planning, budgetary control, supervision of
engineering and construction operations, and the coordination of engineering
with other functions.

2. Loss of market to private engineers.—There has been a consequent loss of
market to engineers in private practice who bave been, in the past, effectively
and economically able to perform engineering services for public agencies.

3. Government lending engineering services.—Many agencies of government,
mostly at the Federal level, are now extending engineering services to other
agencies of government, Federal, State, and local, and to private clients. In
most instances, these services are connected with the granting or lending of
Federal funds.

4. This competition is increasing with disastrous effects upon engineers en-
gaged in a highly competitive field.

5. Government engineering costs increasing—Engineering costs are increased
by these practices and the tax base is suffering considerable loss at a time when
additional revenues are desperately needed to provide a sound fiscal operating
base for the Government.

SUMMARY OF RECOMMENDATIONS

1. Fully utilize private engineers—The administrative agencies of the Fed-
eral Government should be specifically directed to fully utilize the services of
private consulting engineers in every instance where the best interests of the
American public may be served by such employment.

2. Oontinuing study of Federal policics.—The concerned committees of the
Congress of the United States should effect a continuing study of the policies
of the Federal administrative agencies which tend to put Government into com-
petition with engineers in private practice. .

3. Enact dollar-limit legislation—The Congress should enact legislation es-
tablishing specific limits on the dollar value of the engineering works accom-
plished by the various Government agencies.

SOCIETY OF AMERICAN FLORISTS,
Washington, D.C.
The American Florists wishes to support the Committee To Reduce Govern-
ment Competition and support its purposes. In many areas throughout the
United States and particularly at military installations, there have been estab-
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lished and maintained greenhouses and floral shops that are run by the Govern-
ment that should be in the hands of taxpaying citizens. The florists are desirous
of informing the Joint Economic Committee of the unlimited technical capabili-
ties and specialties available to it from all segments of the floral industry
throughout the United States. The florists urges members of this committee to
actively oppose this Goverment competition with legitimate taxpaying businesses
and permit our free enterprise system a chance to operate fully and effectively.

LEGISLATIVE COUNCIL FOR PHOTOGRAMMETRY,
Washington, D.C., May 11, 196}.
Senator PAuL DoucLAS,
Chairman, Joint Economic Committee,
Old Senate Office Building,
Washington, D.C.

DEAR SENATOR Doucras: Providing accurate and adequate maps for general
public use is logically the business of the Federal Government. It is recognized
that the economic growth of the Nation and of the world is dependent to a large
extent upon how much we know about the physiographic features of the land
and resources available for exploitation. If private enterprise, local State or
municipal organizations were dependent upon their own facilities and funds to
acquire the necessary knowledge of an area, many, if not most, of the civil works
projects, land development programs, transportation improvement studies, ete.,
could never be initiated. Maps provided by Federal mapping agencies are the
basis for comparisons, planning, and decisions necessary to designing procedures
that take advantage of all natural conditions.

The Federal mapping activity is one which must grow as the Nation grows—
maps change with population growth and economic development, and require
more frequent updating as progress is made. Map uses change also. Growing
public awareness of maps has created new demands for map detail, for stand-
ardization of presentation, and for various formats. We must expect that the
Federal Government will and should inevitably continue to increase its role in
providing good maps to the public. This means that the budgets of these agencies
muslt increase to permit fulfillment of a vital mission and to better serve the
public.

It is not the desire of the Legislative Council for Photogrammetry, nor those
private mapping firms represented by our council, to see any curtailment in
Federal expenditures in support of national mapping programs. Neither do we
seek to end or hinder the progress of those agencies responsible for accomplish-
ment of these worthwhile Federal programs. We are unanimously in accord with
the long-range plans of the Government agencies with respect to the need for
increased Federal assistance to State, municipal, and county governments to
provide maps and resources surveys which contribute to renewal programs,
area redevelopment projects, land use studies, and general resources develop-
ment and planning. However, we are not in agreement with the philosophy that
the Federal agencies have adopted toward participation of established, well-
qualified private firms in the accomplishment of the mapping programs.

The agencies with which we are most concerned at this time are the Geological
Survey, the Coast and Geodetic Survey, the Army Map Service, and the Inter-
American Geodetic Survey.

A large percentage of the Federal funds appropriated are spent each year to
purchase capital equipment and plant facilities and to enlarge the already vast
inhouse capabilities of Government bureaus. With these new facilities, addi-
tional Federal employees are needed. The result is, almost without exception,
duplication of facilities already available in private firms, and personnel in excess
of the number needed in private firms for comparable work.

The presence of all these factors within the Government bureaus gives rise to
an aggressive sales program by the agencies to solicit new business programs
for the bureau. These programs often bear little or no relation to the mission of
the agency. We find representatives of the Federal agencies in “liaison” or
“coordinator” positions throughout the country, working thereby with local
authorities to develop “conperative” programs wherein contracts are entered into
which provide that the services of the bureau will be used. These same Services
are available from private firrns and, in many cases, from private firms in the
same community.

An example of this would be the Coast and Geodetic Survey. Approximately
2 years ago their charter was amended, removing their geographical limitations.
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They are now free to work in any part of the world. With district offices through-
out the United States (already an overhead item which the majority of our
industry members cannot afford), they are able to keep constantly informed on
prospective new projects. Coast Survey people willingly act as consultants—
as any of us in the industry would do—they cultivate the “client” to get in on
the ground flood of the project, then negotiate a cooperative program. These
so-called cooperative programs are seldom more than an outright contract
whereby the Coast Survey performs the work and gets paid for it.

In 1962 the Coast and Geodetic appropriation was $18 million; $15.2 million
was added to their regular appropriation for capital expenditures, adding ships
and new facilities to their capability. “Sales” to other Federal agencies and
private industry for the year grossed the Coast Survey over $8 million above
their previously stated regular appropriations.

These statements regarding the Coast and Geodetic Survey were not presented
to single out the Survey as a prime offender. All of the agencies listed pre-
viously are similar offenders. These statistics are made available in the annual
reports of the Survey.

The attitude prevailing within most Federal mapping agencies toward private
mapping firms is the product of the bureaucracy that has been allowed to develop
a Government monopoly in mapping and related engineering graphic and print-
ing skills. We are prepared to document case after case where Federal agencies
have “sold” their services in competition with our industry, under the pretext
that private firms were not available, interested or competent. These ‘“‘sales”
are often made by the bureau on the basis that Federal assistance will be made
in the form of services rather than funds.

Therefore, the cost to the bureau’s customer is seldom determined on a real-
istic basis prior to the bureau’s entry into the project. In contrast, private
companies must make firm bids or proposals on their services. These proposals
are made in competition with Federal agencies selling the services of their
bureaus rather than administering expenditures of Federal assistance funds.

We take the viewpoint that whether services or funds are provided, the costs
should be viewed in dollars of tax money. True costs can only be determined
when actual overhead costs, including such items as vacations and sick leave,
building rentals, heat, light, air conditioning, supervision, research and planning
staffs, travel, management training programs, etc., are added to direct job costs.

In our opinion it is possible to prove conclusively that ¥ederal costs for ac-
complishing mapping of any kind are substantially higher than they would be,
and are, in private industry. We also believe that, despite the excessively
equipped plants and abundance of personnel available on a permanent basis to
Government bureaus, our industry can produce to the same quality standards and
meet production schedules more easily. We would welcome an opportunity to
demonstrate this.

Current bills in Congress, such as S. 1093, S. 2268, H.R. 8352, H.R. 9710, H.R.
10745, and H.R. 4926 are examples of concrete steps that must be made to put
an end to the kind of Government competition which threatens demise to our
industry, mostly comprised of small business—all taxpayers. Still more con-
crete steps are needed.

We desire to see legislation presented and enacted into law which will con-
serve Federal funds granted to States, municipalities, and counties, as well as
other organizations, which are to be spent for mapping, resources inventories,
planning, and general development. The provision should be made that private
enterprise must be used in preference to Federal agencies or federally supported
organizations, offering substantially the same services or products.

‘We can provide substantive evidence to prove that—

1. Private firms can do mapping equally well for less money.

2. Competition from Federal bureaus has caused an unwarranted decline
in the mapping industry during the past 10 years.

3. Further buildup of Federal mapping bureau capabilities is not in the
national interest.

In the United States, under our free enterprise system, the burden of proof
regarding the economic soundness of private enterprise versus Government
ghould be assumed by the Government, not private enterprise. By stipulating
use of private enterprise on federally funded assistance programs, the healthy
atmosphere of competition between rival companies would be revived to clearly
demonstrate why our industry is confident in our assertions that we can do the
job as well, if not better, with less cost to the people of the United States.

Sincerely,
WoLiaM S. BErGMAN, Ezecutive Director.
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“BUYy AMERICAN” ACT
U.S. SENATE,
Washington, D.C., May 13, 1964.
Hon. PAaur H. DoUGLAS,
Chairman, Joint Economic Committee,
New Senate Office Building, Washington, D.C.

DeAR PavuL: In order to focus greater attention on the impact of the adminis-
tration of the Buy-American Act on the cost of Federal procurement, I would
appreciate it if, pursuant to the unanimous consent of the Subcommittee on
Defense Procurement on April 21, you would submit the following questions to
BOB, GSA, DOD, State, AID, and GAO, to be made part of the record of the
subcommittee’s hearings of April 16 and 21, 1964 :

(1) What price differentials are being applied by your department under the
Buy-American Act? Since what date is this differential applied? Is the new
price differential the rule or the exception?

(2) What percentage of the agency’s annual procurement is affected by the
Buy-American Act Has this percentage differed in past years? If so, indicate
the dollar amounts and percentages involved over the past 3 fiseal years.

(3) To what extent has your agency’s “Buy American” policy resulted in
the reduction of the U.S. balance-of-payments deficit during the past 3 fiscal
years? Indicate amounts involved during the preceding 3 fiscal years.

(4) What is your estimate of the additional budgetary cost of your agency’s
iuterpretation of the Buy-American Act? (To DOD only) How does this
additional cost, if any, accord with President Johnson’s call for economy in
defense procurement in his letter to defense contractors of December 1963?

(5) Has the agency at any time waived the application of the Buy-American
Act in a substantial purchase of articles and supplies or construction of publie
buildings under authority granted to it by Executive orders? If s0, under what
circumstances?

(6) (To State only) To what extent is the stricter interpretation of the Buy-
American Act now being followed compatible with our negotiating posture at
the forthcoming Kennedy round ?

(7) (To BOB only) What is the present status of the Bureau of the Budget's
study of the administration of the Buy-American Act referred to, among others,
in Assistant Secretary of Defense Thomas D. Morris’ letter to Senator Douglas
dated April 18, 1963? (See p. 357 of the subcommittee’s hearings Mar. 28, 1963.)
Would you furnish a copy of the study to the subcommittee, if the study has
been completed? If the study has not been completed, when do you expect it
to be ready? If the study is to be for use within the executive branch, would
you furnish the subcommittee with your prinecipal conclusions?

(8) The Commission on Foreign Economic Policy, in its report to the Presi-
dent and the Congress in January 1954, recommended that the Buy-American
Act and legislative provisions of other acts containing the “Buy American”
principle “should be amended to give authority to the President to exempt
from the provisions of such legislation the bidders of other nations that treat
our bidders on an equal basis with their own nationals.” What would be your
agency’s position on such an amendment appropriately offered for the con-
sideration of the Congress?

(9) If the differential now being applied by your agency is in excess of that
specified in Executive Order 10582 dated December 17, 1954, is that differential
being applied uniformly and consistently and on the basis of established criteria?
What steps are being taken to insure that al} prospective bidders clearly under-
stand what price differentials they must contend with when submitting a bid
affected by the Buy-American Act?

With warm regards.

Sincerely,

Jacos K. Javrrs, U.S. Senatfor.
297
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ExecUTIVE OFFICE OF THE PRESIDENT,
BUREAU OF THE BUDGET,
Washington, D.C., May 25, 1964.
Hon. PAuL H. DOUGLAS,
Chairman, Joint Economic Commitiee,
Congress of the United States, Washington, D.C.

Drear Me. CHAIRMAN: Your letter of May 13 enclosed nine questions from
Senator Javits relating to the Buy American Act and requested answers from the
Bureau of the Budget. Our response to these questions is enclosed.

Sincerely,
KERMIT GORDON,
Director.

RESPONSES T0 QUESTIONS FrRoM THE JOINT EcoNoMI0 COMMITTEE RELATING TO THE
IMPACT OF THE BUY AMERICAN ACT ON THE COST OF FEDERAL PROCUREMENT

Questions 1 through 6 and question 9 relate to matters of individual agency
procurement. The Bureau of the Budget has no significant procurement to which
the Buy American Act would apply.

Question 7. Late in 1963 the Bureau of the Budget completed a staff study
relating to foreign procurement policies of the U.S. Government. This study
was a factual report on foreign procurement, indicating the relevant laws, Ex-
ecutive orders, and other regulations applying to such procurement, giving data
relating to this procurement, and making, where possible, estimates of budgetary
costs involved in applying various aspects of these laws, orders, and regulations.
A copy of this study is attached.

Question 8. This question asked for the position of the Bureau of the Budget
on a proposal made by the Commission on Foreign Economic Policy in January
1954 which would give the President authority to exempt from the provisions
of the “Buy American” legislation bidders of other nations that treat our
bidders on an equal basis with their own nationals. This proposal relates to
matters involving negotiations between the U.S. Government and other govern-
ments with respect to foreign economic policy. In view of the nature of the
subject matter involved, we do not wish to comment separately, but, rather, we
concur in the response to your committee which the State Department is pro-
viding in answer to your letter to them.

May 25, 1964.

EX£CUTIVE OFFICE OF THE PRESIDENT,
BUREAU OF THE BUDGET,
Washington, D.C.

BUREAU OF THE BUDGET STAFF STUDY ON THE FOREIGN
PROCUREMENT OF THE U.S. GOVERNMENT, 1963
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FOREIGN PROCUREMENT BY THE FEDERAL GOVERNMENT

I. INTRODUCTION

This study of foreign procurement® by the Federal Government covers pro-
curement abroad for use in the United States and for use abroad. Data have
been assembled indicating the volume of such procurement in fiscal years 1960,
1961, and 1962, classified by the type of justification (e.g., unreasonable cost in
the United States, unavailability, ete.), by major commodity groups, and by
geographic origin. Separate data on foreign procurement by the Defense De-
partment during the first 9 months of fiscal year 1963 have also been included.
In addition, information has been obtained on the price differentials used by
various agencies in evaluating choices between domestic and foreign bids. Esti-
mates have been made of the effects of various price differential policies on
balance-of-payments outflows and budgetary costs. Consideration has also been
given to the effects of lowering the share of foreign components in the definition
of a domestic product under Executive Order 10582.

The two major parts of this study relate to the two major types of foreign
procurement: (1) Procurement abroad for use in the United States (subject to
the Buy American Act) ; and (2) procurement abroad for use abroad.

Executive Order 10582, issued in 1954, spells out the procurement policy to be
followed by Government agencies under the Buy American Act. This order
provides that the Federal Government procure supplies from domestic sources
except when domestic prices are unreasonable, or the items are unavailable in
the United States in sufficient commercial gquantities and/or quality, or are for
use outside the United States. The Executive order provides a 6-percent price
differential in favor of domestic producers under the unreasonable cost exemption,
and administrative policies have authorized an additional 6 percent for domestic
goods offered by a small business or produced in an area of substantial unem-
ployment. In July 1962 the Defense Department changed its foreign procurement
policies. The Secretary of Defense now reviews all proposed foreign awards ex-
ceeding $100,000 and higher price preferences for domestic supplies are being
applied. Defense adopted this policy under the national interest exception pro-
vided in Executive Order 10582, in order to minimize the impact of defense
expenditures on the balance of payments. The other Federal agencies continue
to apply the 6/12 price differential.

This study by Bureau of the Budget staff brings up to date the report on pro-
curement under the Buy American Act and Executive Order 10582 made by the
Bureau at the request of the Council on Foreign Economic Policy in September
1960. However, since this report covers procurement for use abroad as well as
for use in the United States, it includes agencies whose major procurement is
for use abroad which were outside the scope of the previous report. It also
covers some agencies whose procurement is for use in the United States which
were not included in the 1960 report.

To obtain the data for this study, the Bureau of the Budget sent question-
naires to the agencies which account for the major share of foreign procurement
by the Federal Government. To ease the reporting burden on the agencies, they
were asked to report only on contract awards of $10,000 or more. However,
several agencies whose records were set up to report all contract awards with-
out difficulty have done so. No appreciable amount of foreign procurement has
been neglected, since the great bulk of it is through contracts of $10,000 or more.
The tables are prepared on a contract award basis as reported by the agencies.

This report does not contain data on the use of American materials by con-
tractors for Federal construction projects under section 10b of the Buy American
Act. This section states that contractors are required to use raw materials
which are entirely American produced and manufactured materials which are
substantially American. The definition of “substantially American” for this
purpose is the same for the other sections of the Buy American Act, and is
spelled out in Executive Order 10582, (See footnote 1, p.1.)

1 Foreign procurement as used in this study refers to purchases of items of forelgn origin.
As provided in Executive Order 10582 materials are considered of forelgn origin if the cost
of the forelgn products used in such materials constitutes 50 percent or more of the cost of
all the products used in such materiala.
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II. FOREIGN PROCUREMENT FOR USE IN THE UNITED STATES—THE BUY AMERICAN
Aor AND ExECUTIVE OrDER 10382

A. TYPES OF FOREIGN PROCUREMENT UNDER THE ACT

1. The act, the Executive order, and recent Depariment of Defense policy

The Buy American Act (41 U.S.C. 10-a—-d, enacted Mar. 3, 1933) requires the
procurement of domestic materials by U.S. Government agencies unless: (1)
The head of the procuring agency determines their purchase would be incon-
sistent with the public interest; (2) he determines their cost would be unreason-
able; or (3) they are not produced in the United States in sufficient and reason-
ably available commercial quantities of satisfactory quality.

In 1954 the President issued Executive Order 10582, which established specifie
policy guidance for foreign procurement throughout the Federal Government.
Executive Order 10582 provides that: (1) Materials shall be considered of
foreign origin if the cost of the foreign products used in such materials con-
stitutes 50 percent or more of the cost of all the products used in such materials,
and (2) a domestic price shall be considered unreasonable if it exceeds the de-
livered cost of foreign material (including duty) by 6 percent, or if it exceeds
the offered price of materials of foreign origin, exclusive of duty and all costs
incurred after arrival in the United States, by 10 percent. The 6-percent rule
is generally used except for the Panama Canal Company, which uses the 10-per-
cent differential, there being no import duties on goods entering the Canal Zone.

The Executive order states that nothing in the order (including the 6-percent
and 10-percent rules) shall affect the authority or responsibility of an agency:
(1) to reject any bid for reasons of the national interest; (2) to place a fair
proportion of the purchases with small business concerns; (3) to reject foreign
bids when the lowest price domestic supplier undertakes to produce the materials
in areas of substantial unemployment; and (4) as provided by a recent amend-
ment to the order, to reject any foreign bid if necessary to protect essential
national security interests. Nor do the provisions of the order apply if an
agency head, proposing to purchase domestic materials, determines: (1) that a
greater differential (between the cost of materials of domestic origin and mate-
rials of foreign origin) than that provided in the order is not unreasonable; or
(2) that the purchase of materials of domestic origin is not inconsistent with
the public interest.

In 1955 it was determined within the administration that in implementing the
substantial unemployment exception, or the small business provision, agencies
could add an additional 6-percent differential for a total of 12 percent (or 16
percent if 10 percent is used for the base). In July 1962 the Defense Depart-
ment decided to apply higher differentials in order to reduce Defense expendi-
tures affecting the balance of payments. Specifically, the Secretary of Defense
directed that:

(a) Procurements of foreign supplies would be submitted in writing for his
approval or that of the Deputy Secretary, except that foreign procurements esti-
mated not to exceed $100,000 could be approved by subordinate officials. Before
approving procurement of supplies determined to be nonavailable in the United
States, consideration was to be given to the feasibility of forgoing the require-
ment or providing a U.S. substitute.

(b) Construction contracts within the United States and its possessions,
involving use of nondomestic construction materials, should not be awarded
without the prior written approval of the Secretary of Defense or the Deputy
Secretary.

(¢) Procurement of research and development outside the United States
should be held to an absolute minimum, and be undertaken only pursuant to
treaty obligations or if the requirements could not be met domestically.

The new Defense policies on foreign procurement for use outside the United
States are discussed in part III.

Defense took these steps under the national interest exception established in
Executive Order 10582. The Coast Guard subsequently adopted the Defense
policies. The procurement policies of other Federal agencies have not been
changed.

2. Foreign procurement under the unreasonable cost ezemption

It is procurement in this category in which domestic firms are in direct com-
petition with suppliers of foreign products. Foreign procurement in this cate-
gory has averaged $25 to $30 million during the last 3 years, has been less than
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fifteen one-hundredths of 1 percent of total procurement subject to the Buy
American Act requirements, and has averaged only 12 to 14 percent of total
foreign procurement by the Federal Government.

Foreign procurement under the unreasonable cost exemption accounted for a
minute fraction of total procurement contract awards by reporting agencies in
1960, and declined to an even smaller share in 1961 and 1962. Such foreign pur-
chases accounted for 0.15 percent of total procurement for use in the United
States in 1960, and declined to only 0.11 percent in the following years. It had
been 0.18 percent in 1959.

The following agencies accounted for the major share of foreign procurement
under the unreasonable cost provision.

[Dollar amounts in millions)

1960 1961 1962

Amount {Percent| Amount | Percent| Amount |Percent

Defense _—— - $13.3 44 $18.5 72 $23.0 80
Interior. . ———- 3.1 10 3.3 13 1.4 5
Tennessee Valley Authority. .. ... ______ 11.3 37 1.5 6 1.1 4
Atomic Energy Comumission 1.4 5 .6 2 .5 1
Veterans’ Administration .4 1 .8 3 .8 3
Panama Canal_ ... ____._._______________..._ .4 1 .3 1 .7 2
Health, Education, and Welfare_ ______.___.._____ [© N S 4 2 .8 3
Allothers_____ .4 2 .3 1 .6 2
Total. ool oS 30.3 100 25.7 100 28.9 100

1 Less than $50,000.

Much of the increase in the Defense share of “Buy American” procurement
was due to Navy and Defense Supply Agency (DSA) foreign purchases of iron
and steel manufactures and other industrial supplies, as well as DSA purchases
of medical supplies and equipment.?

3. Foreign procurement ezempted for reasons of nonavailability in the United
States

Foreign purchases for use within the United States but excepted from the
“Buy American” requirement because the items were not available in the United
States in sufficient commercial quantities and/or of satisfactory quality were
more than five times as great in 1960-62 as foreign purchases on grounds of
unreasonable domestic cost. However, their importance in total foreign pro-
curement steadily declined from 68 percent in 1960 to 53 percent in 1962. Total
contract awards in this category amounted to $152.7 million in 1960, $133.1
million in 1961, and $140.7 million in 1962.

The agencies with major procurement programs have each compiled lists of
items procured on a continuing basis and unavailable in the United States.
For example, the Defense list (ASPR6-105) includes, among other items, petro-
leum products and subsistence items. Once listed, such items are automatically
excepted from the “Buy American” requirement. Nonavailable items similarly
listed by civilian agencies include subsistence commodities for the Veterans’
Administration, scientific equipment for the Atomic Energy Commission, Na-
tional Aeronautics and Space Administration, and small amounts of specialized
supplies for Commerce, Agriculture, and Interior.

Unlisted items may also be excepted from the “Buy American” requirement
on individual justification of nonavailability in the United States. Such indi-
vidual exceptions are relatively rare, however, accounting for only 6 percent
of the total procurement under the nonavailability exception. Most of the
procurement under individual justification was by the General Services Admin-
istration, and consisted of purchases of abaca, sisal, and diamond dies for the
national stockpile totaling $10.6 million in 1960, $7.4 million in 1961, and $12

21In 1962 DSA took control of the Defense supply centers previously operating under the
individual services. The figures for fiscal year 1962 have been prorated between the serv-
ices and DSA on the basis of the number of months the services were in control of the
supply centers during fiscal year 1962.
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million in 1962. At this writing, the General Services Administration expects
very little foreign procurement for dollars for stockpile purchases in the future.
Since the items in this category are unavailable in the United States, only a
reduction in their use or the development of domestic substitutes would permit
a significant change in the volume of foreign procurement.

4. Foreign procurement exempted under special international arrangements

Procurement in Canada and Panama by certain Federal agencies is exempted
from the “Buy American” requirements under special agreements with those
countries. Procurement from these countries accounted for a steadily rising
share of foreign purchases—17 percent in 1960 to 34 percent in 1962. Since
the exemption to the “Buy American” requirement for them is subject to
international agreement and closely related to our basic foreign military and
economic policies, changes in administrative policies would be unlikely to affect
the level of procurement from these countries.

Various steps have been taken during and since World War II to increase
military logistic cooperation between the United States and Canada because
of their close geographical proximity and mutual interest in the defense of North
America. These steps have resulted in a greater flow of defense supplies and
equipment between the two countries. In order to facilitate this flow, various
Secretaries of the Defense Department have determined that it would be incon-
sistent with the public interest to apply the Buy American Act restrictions to
certain supplies of a military character. Canadian products on this list are
treated as domestic products, and neither duty nor the bid evaluation criteria
of the Buy American Act and Executive Order 10582 are to be used in evaluation
of offers. Bids offering unlisted Canadian products are not subject to the ‘“Buy
American” price preference but are evaluated with any applicable duty included.
Purchases from Canada of food items or supplies for civil works undertaken by
the Army are subject to the Buy American Act, however. The policies and proce-
dures for procurement from Canada are set forth in an agreement, dated July
27, 1956, as amended December 17, 1956, May 31, 1957, and January 6, 1961,
between the Department of Defense (Production) Canada and the Departments
of the Army, Navy, and Air Force. Procurement in Canada has increased rapidly
during the last 3 years, from $37.6 million in fiscal year 1960 to $90.1 million in
fiscal year 1962. Nearly four-fifths of the increase in Canadian procurement was
in Army purchases, a large part of which represents procurement in Canada of
Caribou I (DeHaviland) planes. In previous years the Air Force had procured
Caribou planes, so that part of the increase in Army purchases was offset by a
decrease in Air Force purchases. The Navy procurement of Polaris submarine
components accounted for much of the remaining rise in procurement in Canada.

Procurement in Panama for use in the Canal Zone is also exempted from the
“Buy American” requirement, as provided in the memorandum of understanding
ancillary to our Treaty with Panama of January 25, 1955. Over 90 percent of
the Panama Canal Company’s foreign procurement is in Panama. TU.S. produced
nonsubsistence products purchased from Panamanian agents accounts for 68
percent of the Company’s purchases in Panama, and the remaining 32 percent
consists of subsistence products of both foreign and domestic origin.

B. GEOGRAPHICAL ORIGIN OF FOREIGN PROCUREMENT FOR DOMESTIC USE

Foreign procurement for domestic use has been more or less evenly divided
between the 19 hard currency industrial countries® and the rest of the world,
with a moderate increase in procurement from the industrial countries in 1962.
Procurement from the countries in which the United States holds foreign cur-
rencies in excess of its anticipated needs—Burma, India, Indonesia, Israel, Paki-
stan, Poland, Yugoslavia, United Arab Republic (Egypt) and Syrian Arab Re-
public (Syria)—is very limited in amount. The breakdown by origin is as
follows (including all foreign procurement for domestic use, regardless of the
justification for exemption from the “Buy American” requirement) :

3 These are countries from which AID does not authorize procurement for balance-of-
payments reasons. At this writing. they are Australla, Austria, Belgium, Canada, Den-
mark, France, Germany, Italy, Japan, Luxembourg, Monaco, Netherlands, New Zealand,
Norway, South Africa, Sweden, Switzerland, United Kingdom, and Spain.
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{Dollar amounts in millions}

1960 1961 1962
Amount | Per- | Amount [ Per- | Amount|{ Per-
cent cent cent
19 bard currency countries $10L. 5 45 $102.3 45 $133.0 51
Excess currency CountrieS.oe .o oooooaeocceaooae . (O] .6 ) .9 m
All other countries . 1219 55 127.6 55 130.0 49
Total 224.0 100 230.5 100 263.9 100

1 Negligible,

Procurement in the industrialized countries consists principally of military
items procured from Canada and specialized equipment available only from
Western European sources, such as ejector seats for aircraft, all of which are
procured from one British manufacturer, as well as items such as steel and
drugﬁg on which Western European producers are highly competitive with Ameri-
can firms.

The large volume of procurement in other areas consists mostly of petroleum
products from the Caribbean and the Middle East (which account for almost
two-thirds of procurement outside the hard currency countries) and subsistence
and stockpile purchases in tropical areas. Since most of the Government’s pur-
chases outside the industrialized countries consist of products unavailable in the
United States, this portion of foreign procurement would be little affected by any
changes in the price differentials applied in evaluation of foreign and domestic
bids under the Buy American Act.

C. COMMODITY COMPOSITION OF FOREIGN PROCUREMENT

The commodity composition of the Government’s foreign procurement has been
distributed as follows during the last 3 years:

{Dollar amounts in millions])

Fiscal year 1960 | Fiscal year 1961 | Fiscal year 1062
Amount | Per- | Amount| Per- | Amount| Per-
cent cent cent
Military items $5.4 2 $5.8 3 $6.7 3
Aircraft, landing equipment and parts. 17.2 8 43.5 20 58.0 22
Transportation equipment_________._____ .6 O] 2.9 1 1.5 1
Electronics and communication equipmen 15.9 8 12.8 6 19.7 7
Electric wire, power, and distribution egq
ment. 12.4 6 2.4 1 2.1 1
Fuels, lubricants, oils 76.9 34 80.7 35 85.1 32
Medical and dental equipment. ..o ... 2.3 1 2.8 1 2.5 1
Metal bars, sheets, and shapes_ 2.4 1 2.9 1 4.1 2
Purchases for national stockpile 10.4 5 7.4 3 12.0 &
Construction materials — .7 m .4 (0] 1.0 (1;
Industrial machinery and equipme; 1.5 1 1.8 1 1.3 @
Clothing and subsistence items...__.. 22.2 10 28.9 13 30. 5 12
Scientific and office equipment and books. 1.3 1 1.2 1 3.6 1
Miscellaneous consurner goods..____..___ .6 ) 3.0 1 .9 [0}
Miscellaneous metal manufactur 2.2 (O] 1.0 ) 3.9 2
Miscellaneous defense procurement... 48.3 20 26.9 11 27.9 10
Miscellaneous, not elsewhere classifie 3.7 2 6.1 2 3.1 1
Total. 224.0 100 230.5 100 263.9 100
1 Negligible.

A more detailed government-wide breakdown is shown in annex I11. Annex IV
provides a more detailed breakdown of foreign procurement by the Defense
agencies. The Departmentof Defense has reported procurement data according
to a classification which is not identical to that used in the reports from other
agencies, but the two classification systems are similar enough that the military
and civilian procurement could be combined in annex III to provide a reasonably
accurate picture of the general composition of our foreign procurement.
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D. FOREIGN PROCUBREMENT UNDER DEFENSE POLICIES AFTER JULY 1962

During the 9 months following the introduction by the Defense Department
of new procurement policies (July 1962 to March 1963), its foreign origin pro-
curement for use in the United States amounted to $38 million, excluding pro-
curement from nonappropriated funds, petroleum, construction, or the military
assistance program.* This was substantially below the rate for comparable
procurement during fiscal year 1962. Major foreign procurement sources for
Defense in 1963, other than Canada ($13.8 million), have been Brazil ($7.5 mil-
lion) and Colombia ($3.7 million). Procurement from Western Europe amounted
to $8.6 million during this period, mostly in Italy, the United Kingdom, France,
and Germany.

Subsistence items made up more than a third of total procurement, electronics
and communication equipment nearly a fourth.

Only a minor share of Defense foreign purchases was made under the “un-
reasonable cost” provision of the act and Executive order. Similarly, only a
small part of the reduction in Defense foreign purchases arose from the applica-
tion of higher price differentials under the national interest exception. The
additional foreign exchange savings from the application of higher differentials
during the first 9 months of fiscal 1963 amounted to $6.1 million, at an increased
budgetary cost of $1.7 million, or 28 percent.

E. EFFECTS OF INCREASING THE PRICE PREFERENCE FOR DOMESTIC PRODUCTS

BEstimates of the effects on our foreign procurement of increasing the price
preference for domestic products are extremely difficult to make, since inter-
national price relationships are unstable, and complete and precise data are not
available. Furthermore, increasing the price preference for domestic products
would affect only the relatively small volume of procurement to which “Buy
American” price differentials are applied, amounting to about $25 to $30 million
annually. As noted earlier, the rest of the Government’s foreign purchases con-
sist of items either unavailable in the United States or procured subject to
special international agreements.

A majority of the Federal agencies reported that neither their foreign pro-
curement nor budget expenditures would be much affected by an increase in
the price differential to 25 percent, since their purchases from foreign sources
were made because the items were unavailable in the United States, and/or
foreign expendifures accounted for such a small part of their total budgets that
any change in the differential would have little effect on them. Some agencies
would be affected by a change, however, notably Defense, TVA, Interior, Vet-
eran’s Administration, and Health, Education, and Welfare.

Despite the difficulties of estimating the effects of different levels of prefer-
ence, the experience of the agencies during the last 3 years does suggest the
general magnitude of changes in foreign procurement which might result from
changes in price differentials. The relationships suggested are generalized from
a small sampling of foreign awards by the agencies, and represent no more than
a rough hypothesis regarding the effects of different levels of price preferences.
Subject to these caveats, it is estimated that if the price preference were raised
to 25 percent, foreign procurement might be reduced by $10 to $15 million, but
at an additional budgetary cost of $1.5 to $3 million. Higher price preferences
would continue to reduce foreign procurement, but in proportionately smaller
amounts and at increasing budgetary cost.

F. POSSIBLE EFFECTS OF CHANGING THE DEFINITION OF A ‘‘FOREIGN PRODUCT’

Executive Order 10582 provides that materials shall be considered of foreign
origin if the cost of the foreign products used in such materials constitutes 50
percent or more of the cost of all the products used in such materials. In
order to insure that suppliers fulfill this requirement, each contractor must sign
a statement including language to the effect that the “domestic source and
product” offered is an (@) unmanufactured end product mined or produced in
the United States or (b) an end product manufactured in the United States of

¢ The Defense procurement data after fiscal year 1962 are on a different basis from data
for prior perlods in this report.
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which the components mined, produced, or manufactured in the United States
exceed 50 percent of the cost of all its components. “Components” means those
articles, materials, and supplies which are directly incorporated in the end
products.

Decreasing the permissible foreign components share could have varying
effects on the balance of payments. In the simplest case such a change would
discriminate among domestic suppliers in favor of those using a higher share of
domestic components in their products. A change in the definition of a foreign
product could also provide an incentive for domestic manufacturers to incor-
porate a large proportion of domestic materials in their products. While this
might raise the prices of their products, it would take a sizable difference between
the cost of foreign components and the cost of domestic components to wipe out
even a 6-percent overall price differential.®

It is possible, on the other hand, that lowering the foreign share might result
in an increase in awards to foreign suppliers. Domestic producers who have
been successful in obtaining awards because their costs were low due to the use
of some foreign components would be handicapped; thus, bids now going to a
domestic firm with 50-percent American components and 100-percent American
processing, for example, might be awarded to foreign suppliers. Further, the
incentive to increase domestic components in order to retain the advantage of
the price preference would exist only so long as the added cost of domestic
components falls within overall cost limits enabling a supplier to compete with
his domestic as well as foreign competitors; in some instances, these conditions
may not exist and the supplier would be forced to allow his products to become
classed as foreign items. In that event he might be encouraged to purchase a
larger portion of his components from foreign sources or even to establish produc-
tion facilities in a foreign country. Such actions would, of course, have a
detrimental effect upon the balance of payments.

To estimate the effect of a change in the ‘‘components rule” on the balance
of payments it would be necessary to obtain detailed facts concerning the pro-
portions of foreign components now used by various domestic suppliers, further
classified by the difference in price between domestic and foreign components
and by the spread between domestic and foreign bids. Since this information
is not available, it is impossible to formulate an accurate estimate. However,
in order to narrow the area of uncertainty, a spot survey was undertaken by
the Department of Defense in collaboration with the Bureau of the Budget and
several other agencies.

The resuits of this survey are summarized in the following paragraphs:

1. Effect on procurement costs and foreign exchange savings

The defense agencies estimated divergent results from lowering the foreign
components share, the variation depending on the nature of the commodities
procured by the particular agency concerned. DSA reported that 85 percent of
its procurement consisted of commodities unavailable in the United States and
therefore exempt from the “Buy American” requirement, or restricted to the
United States by other statutory restrictions (Department of Defense Appro-
priation Act covering articles of food and clothing). The remaining items
procured by DSA contain few foreign components, so that raising the domestic
components share would add little to either procurement costs or foreign
exchange savings.

The Air Force views were generally similar to those of DSA. The Air Force
Systems Command reported that the foreign components in the products which
it procured were specialized scientific items unavailable in the United States
and, in any case, accounted for less than 10 percent of the total. The Systems
Command reported that one recent electronic system purchase amounting to

8 Assume, for example, a domestic manufacturer, currently procuring 50 percent of his
components from foreign sources, with an overall components cost equal to one-half his bid
price (i.e., the cost of foreign components is one-fourth his bid price). Assume further,
that the Executive Order 10582 definition of a domestic product were changed to require
that 75 percent of his components be procured in the United States (i.e.. an increase in
domestic components equal to one-sixth of the bid price). With a 6-percent “Buy Ameri-
can” price differential, the manufacturer would have an incentive to increase his domestie
component share to 75 percent, in order to retain the 6-percent differential, so long as the

price of the added domestic components was not more than 55 percent greater than the
foreign price.
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$3.3 million included 39 percent foreign components all unavailable in the United
States. Since domestic components could not be substituted for foreign ones in
most Air Force purchases of end products, the end products would become
ineligible for the “Buy American” differential if the domestic component re-
quirement were raised above the levels that are now used in the end products.

In general, the Navy has had to date few examples of procurements with
foreign components approaching 50 percent, and a change in the foreign com-
ponent rule would probably have little effect on balance-of-payments savings.
The Navy has had cases, however, in which only specific foreign firms could
meet the critical tolerances and quality requirements for some weapons coms-
ponents. Thus, if the foreign component requirement were reduced to a very
low percentage, cases might arise in which superior quality foreign components
would be excluded, unless exceptions were made in such cases.

The Army’s experience with several procurements of turbines suggests that
a reduction in the foreign components allowance would increase costs, but
might reduce foreign payments. In one case, the share of foreign components
in the winning domestic bid was 42.7 percent, amounting to $5 million out of
a total bid of $17.8 million. If the share of foreign components had been sub-
stantially lowered (say, to 25 percent), this bid would have been higher and
the contract would have been awarded to a foreign bidder, with a resulting
payment in foreign exchange of $13 million. If the domestic firm had incorpo-
rated 75 percent domestic components in order to retain the 6-percent price
preference, he would, as a matter of fact, have lost the bid to the foreign supplier
because of the increased cost of domestic components. On the other hand, in
this particular case, if the domestic supplier bad ignored the 75-percent require-
ment and forfeited the differential, he would, nevertheless, have won the bid.
This illustrates the fact that the incidence of a change in the “components rule”
cannot be calculated in advance, since it depends upon the decisions of domestic
suppliers as to whether or not the advantage from the price preference is worth
the cost of acquiring additional and more expensive domestic components.

The civilian agencies queried also indicated that lowering the foreign com-
ponents share would have little effect on either procurement costs or foreign
exchange saving. TVA reported that most foreign purchases have been in the
form of end products manufactured abroad, although some steel products manu-
factured in the United States—prefabricated reinforcing steel, wire rope, ete.—
have contained more than 50 percent foreign steel, and thus have not qualified
as American products under the terms of Executive Order 10582, and did not
receive the “Buy American” price preference.

The Veterans’ Administration reported that no foreign components are ap-
parent in the great bulk of its domestic procurement and that this procurement
therefore would be unaffected by lowering the foreign share. About $2.4 million
of VA’s domestic procurement has 25-50 percent in foreign components.

The Interior Department stated that most of its procurement (heavy electrical
and mechanical equipment) is either so largely domestic or foreign in composi-
tion of components that it would expect no effects from a change in the foreign
components share.

The experience of the General Services Administration indicates that chang-
ing the foreign components share would affect a few items, such as radiation de-
tection systems. Although, in such cases, domestic bidders would have to in-
crease their use of higher priced domestic components, there would be no sig-
nificant increase in either costs or foreign exchange savings on GSA procurement.

In summary, because of the nature of the problem involved, the survey did not
elicit the kind of information upon which an accurate estimate could be made
of the balance-of-payments effects and budgetary costs of increasing the domes-
tic components requirement under the Buy American Act.

2. Effect on contract administration

Both defense and civilian agencies were mixed in their estimates as to how
lowering the foreign components share would affect contract administration.
The Army stated that the substitution of domestic for foreign components would
facilitate repair and replacement of equipment and that possible interference
with manufacturing schedules by materials control plans of foreign governments
would be eliminated. TVA reported that in its experience a contract for steel
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turbines with 42 percent foreign components had been difficult to administer,
and that TVA accordingly now tends to procure end products either wholly manu-
factured abroad or in the United States, but without mixed components.

However, a number of agencies foresaw increased problems in contract ad-
ministration resulting from a change. The Army and Air Force believed that
more exceptions to the “Buy American” requirement would be required if the
foreign components allowance was reduced. The Veterans’ Administration
pointed out that the increased number of exceptions required would increase
the administrative workload, and the General Services Administration antie-
ipated that the current administrative burden due to investigating competitors’
charges that other bidders were offering more than the permitted share of
foreign components would be increased.

G. FOREIGN PROCUREMENT POLICIES OF OTHER OECD GOVERNMENTS

The State Department has obtained reports from U.S. Embassies on the foreign
procurement policies of all OECD countries which indicate that a majority of
them do not have legislation covering foreign procurement by government agen-
cies and that in practice procuring agencies have broad administrative discretion
in all phases of procurement. Also, procurement decisions are not infrequently
handled on the basis of unpublished internal administrative orders. In general,
it appears that various practices hamper or restrict the opportunities of foreign
firms to compete for government contracts.

Practices which limit the opportunity to compete for government contracts
include such things as little or no advance publicity regarding planned govern-
ment procurement; exclusive preference to domestic firms; regulations which
preclude foreign bidding on government contracts; cumbersome administrative
or excessive bonding requirements. In some cases bids are open to foreign firms
only when domestic sources are unable to meet specifications or supply desired
products; in others, bulk supply agreements between government agencies and
domestic suppliers provide for selective tender from closed lists of suppliers and
confidential negotiations.

In summary, few other countries have defined their “buy national” policies
as publicly as the United States, but widespread administrative discretion gen-
erally permits them to show preference for domestic firms. National procure-
ment policies are currently under examination in the OECD.

III. FOREIGN PROCUREMENT FOR USE OUTSIDE THE UNITED STATES
A, VOLUME AND SOURCE OF PROCUREMENT

Foreign procurement for use outside the United States has increased by about
9 percent during the last 3 years—from $1,114 million in fiscal year 1960 to
$1,207 million in fiscal year 1963. Details are given in annex V.

Defense and the Agency for International Development (AID) account for
most foreign procurement for oversea programs, with State, the U.S. Informa-
tion Agency, Commerce, and the Atomic Energy Commission together making
up less than 1 percent. AID’s share has decreased from 54 percent in 1960 to
25 percent in 1962, while Defense’s share has increased correspondingly. The
level of AID’s oversea expenditures for commodity procurement in 1962 was
half what it had been in 1960, reflecting the shift of AID procurement to the
United States. Defense offshore expenditures increased by three-fourths during
the same period, as a result of increased oversea military commitments.

Foreign procurement in this category has been predominantly in the indus-
trialized countries, although their share decreased from 81 percent of the total
to 69 percent between fiscal year 1960 and fiscal year 1962—an absolute decrease
of $76 million. This decrease is due primarily to AID’s changing pattern of
procurement. AID’s procurement in industrialized countries decreased by 72
percent.

Procurement in the countries where the United States has local currency excess
to its normal requirements was 2 to 3 percent of the total.

Procurement in all other countries more than doubled from 1960 to 1962,
rising from $172 million to $360 million. In 1962, $200 million of this procure-
ment was in the Near and Middle East (Saudi Arabia, Persian Gulf, Iran) and

32-669 0—64——=21
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the Caribbean area (Netherlands Antilles, Trinidad, Aruba, and Venezuela).
Petroleum products accounted for most of these purchases, although AID also
procured sugar in Turkey and steel in Greece. Other than petroleum purchases
in Venezuela, the only significant procurement in Latin America was in Argen-
tina, where AID procured sugar and unmanufactured wool. The Far East was
the source of about $75 million of procurement, about three-fourths consisting
of AID procurement in Taiwan (steel, cement, and machinery), Singapore
(petroleum products and rubber), Malaya (rubber and tin), and the Philippines
(lumber). Defense procured supplies and petroleum products for local opera-
tions in Thailand, Taiwan, Vietnam, Laos, Korea, Cambodia, and Ceylon.

Procurement in Europe, outside of the industrialized countries, was about
$20 million, including Defense and AID purchases of steel, machinery, chemicals,
and petroleum products. Beginning in fiscal year 1963, AID no longer author-
ized procurement in Spain. Procurement in Africa has been about $2 million,
mostly local supplies needed for operations in Morocco, Libya, Eritrea, and very
small amounts in several other countries.

B. PROCUREMENT POLICIES OF AGENCIES

Procurement for use abroad is exempted from the “Buy American’” require-
ment, and agencies have been free to formulate individual policies. After the
Presidential balance-of-payments directive in November 1960, the agencies making
significant foreign procurements adopted individual policies to reduce their
foreign purchases.

1. Defense

Defense Department policy, established in December 1960, provided that pro-
curement be returned to the United States when it was estimated that the cost
(including transportation and handling costs) would not exceed the cost of
foreign supplies or services by more than 25 percent. The 25-percent differential
has been somewhat flexible in application, since by the nature of the procurement
involved, prices are necessarily determined from estimates by the procurement
officers, rather than based on actual bids received in response to bid invitations.
Furthermore, different price differentials have been used in certain procurement
activities. Procurement of items unavailable in the United States or subject
to international agreements was exempted from the 25-percent rule.

In July 1962 Defense issued revised policies, designed to lessen Defense foreign
contract awards. Foreign procurements are to be “held to an absolute mini-
mum’ and may be made only when they are: (1) subject to international agree-
ments; (2) not more than $500; (3) not more than $10,000 and required by
compelling emergencies; (4) perishable items; (5) subject to advance deter-
minations that a requirement can only be filled by foreign supplies after previous
consideration of the feasibility of foregoing fulfillment of the requirement or
providing a U.S. substitute for it. Subject to the above exceptions, all procure-
ment not exceeding $10,000 and procurement of more than $10,000 if the cost
of the domestic products is estimated to be not more than 50 percent in excess
of the cost of foreign supplies are to be awarded to domestic suppliers. (Trans-
portation and handling costs, as well as any applicable duties, are included in
both domestic and foreign prices.) In cases where it is anticipated that the
domestic price is more than 50 percent above the foreign price, the matter is
referred to the Secretary of Defense for determination.

Since the inauguration of these more restrictive policies, Defense procure-
ment of supplies abroad for use abroad has decreased considerably. In the first
9 months of fiscal year 1963, during most of which the new policy was in effect,
such procurement amounted to $312.4 million including construction and serviecs.
but excluding petroleum, military assistance program procurement, and procure-
ment from nonapnropriated funds.® Of this total, contracts for foreign services
amounted to $149.5 million. The reasons for this foreign procurement are
summarized below.

¢ Differences in coverage of data make comparability with annex V impossible.
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Defense foreign procurement of supplies for use outside the United States,
July 1962 to March 1963

[New contract awards. Dollar amounts in millions)

Reasons for exceptions to requirement for U.8. procurement Value Percent

Treaty or executive agreement _ - $44.9 15
Procurements of $500 or less - 21.7 7
Emergency procurements under $ - 1.3 (O]
Perishable subsistence items.._.___._.__.__ - 5.8 18
Requirements which can be filled only by foreign supp]les or services..._.... 123.4 41
[925152:0 4 I o -3 .6 [0}
Excess foreign currencies... . 5.6 2
Allother. ... ._.._._. - 49.3 16

Subtotal... - 301.6 100
Construction e ———m—mnnn 10.8 |ecoecomoaes

417 S 312.4 oo

1 Less than 0.5 percent,

The hard currency countries, particularly Germany, France, and Japan were
the source of 87 percent of the procurement of supplies and services, excluding
petroleum during the July 1962-March 1963 period.

Under the 25 percent differential applied by Defense until July 1962, $47.1
million of procurement normally placed with foreign sources was returned
to the United States during fiscal year 1962 at an additional cost of $10.7
million or about 23 percent. Under Defense’s new policy during the first 9
months of fiscal year 1963, $60.5 million of such procurement was returned to
the United States at an added cost of $19.1 million or 32 percent.

2. Agency for International Development

Most of the commodities purchased for use in foreign economlc assistance
activities administered by AID are financed with program rather than ad-
ministrative funds. Such program purchases are largely made by the borrowers
or by the cooperating countries, their agents or importers. Relatively small
amounts of commodities financed with program funds are procured by or through
U.S. Government agencies.

‘AID procurement policy in 1963 is an intensification of the policy under which
its predecessor agencies operated: (a) U.S. source and origin have been re-
quired for commodity procurement financed with loan funds since October 1959,
and (b) “limited worldwide” source and origin have been required for com-
modity procurement with grant funds for authorizations issued after Deeem-
ber 5, 1960. The term “limited worldwide” encompasses free world countries
exclusive of the 19 countries listed in the Presidential Determination under
section 602(a), Public Law 87-195. For the most part these countries are in-
dustrialized, have relatively hard currencies and a tendency to hold and accumu-
late foreign réserves. Most of Western Europe falls in this group, as well as
Japan, Canada, Australia, New Zealand, and Hong Kong (dropped in 1962).
A major shift of AID procurement away from Western Europe toward the
United States and the less-developed countries has resulted from the applica-
tion of these policies, although there are still in the pipeline funds obligated
and subobligated prior to the establishment of these limitations on procurement
sources. Expenditures of such funds (on a Worldwxde basis) will continue
until these funds are exhausted.

Procurement with post-1959-60 funds can be undertaken in the hard currency
countries only on waivers, which are granted by AID in Washington, except
for limited waiver authority delegated to directors of AID missions abroad.
The total value of waivers granted has also fallen significantly. During the
first 6 months of the new policy in fiscal year 1961, waivers were approved for
$61.8 million of procurement. During the whole of fiscal year 1962 only $18.1
million of waiver requests were approved, of which over three-fourths were
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replacement parts and additions to standardized equipment not available outside
Japan or Western Europe. Nearly all the other waivers were for emergency
procurements or for items needed on short delivery.

‘Some procurement against grants is taking place in the developing countries
under the present policies, so that a growing share of AID’s foreign procurement
is in these countries, most of which are recipients of U.S. aid. AID procure
ment provides a supplement to our grants and loans to them.

Recently AID has decided to stop financing the procurement of commodities
of which the United States is a net importer. AID is taking this step to reduce
its foreign payments. At this writing, commodities to be excluded from AID
financing include sugar, petroleum and its products, manufactured wool, alumi-
num, tin, tropical lumber, pulp and paper, crude rubber, and allied gums. Since
60 percent of AID’s 1962 expenditures for procurement of commodities in the
developing countries consisted of these U.S. net-importer items, this new policy
should have considerable effect in redirecting AID procurement, both to the
United States and among the developing countries. For those commodities in
which the U.S. competitive advantage is great enough to overcome such other
factors as extra transportation costs, longer delivery time, etc., procurement in
the United States should increase. For other products, those developing coun-
tries producing them will continue to benefit from AID-financed procurement,
although their earnings may be partically offset by diminished sales of items
in the “net importer” group. Countrkes whose sales under AID financing con-
sisted mostly of “net importer” items will be the losers.

Some idea of the budgetary savings possible as a result of AID’s present
policies permitting procurement in the developing countries as opposed to the
United States exclusively, can be gained from the results of a recent survey made
by AID comparing costs in the United States with those in the less developed
countries.

The cost differentials between the United States and the developing coun-
tries vary widely between products and also between transactions. For some
commodities, the unit price in the United States is less than the foreign price,
so that the cheaper foreign C. & F. price arises solely from the higher freight
costs on U.S. products. Fertilizer for the Far East from Europe and north
Africa falls in this category, and U.S. procurement would add at most less than
8 percent to C. & F. cost. On most other products the difference in C. & F. cost
is much greater; e.g., cement from the United States is 160 to 170 percent more
expensive than cement bought in Thailand and Taiwan for use in the Far East.

Projection of these cost relationships into meaningful aggregates is not fea-
sible because of the limitations upon the size and representativeness of the
sample of transactions, and because of necessary elements of estimation in the
development of comparable U.S. cost figures.

Procurement for our foreign aid programs is not as directly related to our
foreign trade policy as procurement for use within the Unifed States. The
latter constitutes an import, and therefore restrictions on it are in effect non-
tariff restrictions on imports, one of the areas in which the United States will
be bargaining in coming trade negotiations. On the other hand, much of the
procurement for oversea programs is for the benefit of foreign countries rather
than for the direct benefit of the United States. Under these conditions the
United States is justified in obtaining the supplies for oversea programs where-
ever U.S. interests dictate. We are supplying resources to other nations, and
should use our own judgment as to the degree to which we wish to supply “real”
U.8. resources (U.S. procurement) or financial resources (funds for the pur-
chase of resources elsewhere).

AID procurement with administrative funds is a very small portion of the
total. Procedures are similar to those followed by State.

3. Other agencies

As shown in annex V, total procurement of supplies abroad for use abroad
by agencies other than Defense and AID amounted, in fiscal year 1962, to $2.5
million.

Foreign service posts formerly were permitted to purchase foreign goods out-
gide the United States for use abroad as long as delivered costs were equal to

r lower than the delivered costs of comparable U.S. goods. Subsequent to the
issuance of the President’s Balance-of-Payments Directive of November 16, 1960,
State prohibited foreign procurement on transactions exceeding $1,000, unless
the delivered cost of the foreign commodity was 30 percent less than the delivered
cost of the comparable U.8. item. Other agencies procuring abroad for their
foreign programs have followed varying policies,



ANNEX I.—Foreign procurement of commodities for use in the United States— Breakdown by type of exemption from “‘Buy American”
requirement

[In thousands of dollars])

Fiscal year 1960

Fiscal year 1961

Fiscal year 1962

Unrea- | Unavail- | Special Unreas- | Unavail- | Special Unrea- | Unavail-| Special
sonable | ablein inter- sonable | able in inter- sonable { able in {nter-
cost in United | national | Total cost in United | national | Total cost in | United | national | Total
United States | arrange- United States | arrange- United States | arrange-
States ments States ments States ments
Atomic Energy Commission_ .. .......... 1,400 484 1,357
U.S. Information Ageney - - oo oo oo im e e e e et ca e femmm e m |t et et me e e e e
Tennessee Valley Authority. 1, 500 1,100 oo ____
Commerce. ... 86 272
Agriculture . .. iaeaeen - 285
Veterans’ Administration________..__....___ 2,500 800 2,300
........................ 3,207 1,418 56
........................... 35 |-ceeo- 206
355 831 48
________ 209, 200 22,981 123,660
ATINY et ————— (48, 300) (1, 500) ?5, 700)
NAVY o cmemcacccmcmeccrsnmsnmmnm———nn (12 285)] 1(108,115) ! (18, 900) (135,500)| (16,781)| (67,319)
N g ) U IR DR (800)| ¢ (11,300) (25, 400) 1, 000) (600)
Defonse SUPPlY ABENCY o cececnccecoaccacmcannn|acmcamnman|mmmemmemee oo cmmmmeefamemem o | e e 3,700)| 3 (39,041)
National Acronautics and Space Administration. . 125 | ... 3156
Post Office 25 .o 27
Panama Canal 4,180 (72 3 (.
QGeneral Scrvices Administration._______..._________ 7,725 654 12,207 | 12 951
Grand total ... e 30,279 | 152,700 41,060 230, 484 28,891 | 140,723 04,200 | 263,814
Percent e eeeciiimmmaaen (14) (6! (18) (100) (4} ( (35) (100)

1 Exemption under the Canadian agreement.

POL is on excepted list.
1 Includes purchases of petroleum products made on a competitive basis: however, in 1961, $85,100,000 in 1962

Such purchases amounted to $76,400,000 in 1960, $80,300,000

3 Exemption under agreiament with Panama.
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ANNEX II.—Foreign procurement for use in the United States— Breakdown by geographic origin

[In thousands of dollars]

Fiscal year 1960

Fiscal year 1961

Fiscal year 1962

19 coun-
tries

Excess
currency
countries

Allother
countries

Excess
currency
countries

All other
countries

Total

Excess
currency
countries

All other
countries

Atomic Energy Commission_._____._._._______._.___
U.8. Information Agency !__ -
Tennessee Valley Authority. .........
Commerce_.__ e ceemmmmmmmmemmm—m—————n
Agriculture. . o e
Veterans' Administration__ .

Defense Supply Agency.-
National Aeronautics and 8p:
Post Office.
Canal Zone. . -
General Services Administration .. ...

Grand total. _______ ..
Percent. . el

10,369 | 10,568 340 |-l 7,385 7,725 12,951
101, 504 560 | 121,975 | 224,089 | 102,277 560 | 127,647 | 230,484 | 132,077 882 | 130,055 | 263,814
(45, O] (55) (100) @8 O (55) (100) (O O] (49) (100)

1 Negligible.

¢le
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ANNEX I1I1.—Foreign procurement for use in the United States by commodity

breakdown
[Dollar amounts in thousands)
Fiscal |Percent| Fiscal |Percent| Fiscal |Percent
year of year 0 year [
1960 total 1961 total 1962 total

Military ftems. ..ol $5, 363
WeBPONS oo immccecccemmesemmmmmanmnn 1, 502
Ammunition and explosives._ 772
Guided missiles. - .o oo iecramaaaaaa 3,089

Aijrcraft and landing equipment and parts__.____._.__
Aircraft and air frame structural components.
Aijreraft components and accessories.....____
Alrcraft launchmg, landing, ground-han
equipmen
Engines, turbmes, and components !

Transportation equipment

Ships, small craft, pontoons, floating docks 3
Ranlway equlpment
Motor vehicles, trailers and cycles, and compo-

nents

Electronics and communication equipment________
Communication equipment______________.__.___...
Electrical and electronic equipment components..

Electric wire, power, and distribution eqmpment.,-_
Fuels, lubncants oils, and waxes______.________
Medical, dental, and vetermary equipment.
Metal bars, sheéts and shapes ¢._ _

Purchases for the national stockml -

17,242

15, 867

15,480
387

12,359
76,919
2,332
2,354
10, 369

3,361
008

Construction materials

Prefabricated structures and scaffolding
Lumber, millwork, plywood veneer._._
Construction and building materials

See footnotes at end of table, p. 314.
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AnNEX IIL.—Foreign procurement for use in the United States by commodity
breakdown—Continued

[Dollar amounts in thousands]

Fiscal [ Percent! Fiscal |Percent| Fiseal | Percent
year of of of
1960 total 1961 total 1962 total

Industrial machinery and equipment.._..__.______.__ $1, 536

—
©
=
o0
]
-
©»
=
=]
3
o~
=

Metalworking machinery___..__.___________._____
Special industrial machinery
Construction machinery.__________

Miscellaneous machinery and equipme

Clothing and subsistence items

Textiles, leather, and furs___________.___..___.____
Clothing and individual equipment. -
Subsistence. _._._ .. .. 21,927

- 42
30, 460

Scientific and office equipment and books4______.____ 1,335 3,575 1
Instruments and laboratory equipment._.____.__. 636
Photographic equipment... ... _________________ 410
Office machines and data processing equipment.__ 45
Office supplies and serviees..._______.__.___... - 92
Books, maps, other publications 152
Miscellaneous consumer goods. . ... _._....._...... 586
Furniture. ... ... 273
Musical instruments, phonographs, and home
radios. ..

Toiletries. ..

Refrigeration and air conditioning____.._.____..____ 30 |ooo.._. 47 oo 81
Pumps and compressors_ .. __________._._..
Pipe, tubing, hose, and fittings ¢

Valves 4 s
Hand tools...... ...
Miscellaneous defense procurement. ... .. _...._ 48, 259 20 | 26,932
Maiscellaneous, not elsewhere classified ..._._.._.______ 3 2 3
Rope, cable, chain, and fittings_.______.._________ 1,148 | .__ 879
Hardware and abrasives___________._ . __________ | _______ - 25

Chemicals and chemical products.._..._... 549
Training aids and devices._.._.._......_.__

Food preparation equipment and supplies. . _ 85
Cleaning equipment and serving equipment . 95
Agricultural supplies.. .. _ .. | .. 20
Liveanimals._________._ 215
Nonmetallic fabricated materials_._.._________.___|._______ 57
Ores, minerals, and their primary products 4.__ 203
Jute twine_ ... [ S 25
Unidentified .. .. 1,415 |.___.___ 3, 905

N 17 224, 039 100 (230, 484

! Engines and turbines for installation in afrcraft except $1,400,000 purchased by Interior in fiscal year 1961,
2 Less than 0.5 percent.

3 Navy procurement for shipbuilding is shown under separate commodity categories.

4 Includes Navy purchases for building and equipping ships.



ANNEX IV.—Foreign procurement by the Defense Department—For use in the United States

[In thousands of dollars]

Fiscal year 1960

Fiscal year 1961

Fiscal year 1962

Air Force| Army Navy Total |Air Force{ Army Navy Total |Air Force| Army Navy DSA Total
Alreraft . s 5,400 4,692 7,150 17,242 18, 000 4, 550 19, 513 42, 063 400 39,677 17,061 |___..._... 58, 028
Aircraft and air frame structural com-
PONENES. o oo cocmmemmamemmmmmen |ammm e e e m e (209) 02012 N S 14) (4] (S SRR, (18) |ecmacacmae (18)
Aircraft launching, landing, ground
handling equipment...___.________. (103) (103) (360) [61:1) ] TR 272)
Engines, turbines and accessories... .. (6, 838) (6, 838) (18,408)| (18,408)]|- (16, 988)
Alircraft components and accessories_ ... .| o |ooaii|amaaao.. (731 (7B ... 673
No detailed breakdown____........... (10,092)| (18,000)] (4,550) |--ec-caco-- (22, 550) (40, 077)
Missiles 3,089 |ocoecaoool 3,499 ... 3,409 1,411
ShiPS .o eoemeeemceeeeaean 2,749 3,840 4,833 [.ooooooas 9, 446
Instruments and laboratory equip-
ho1T:) ¢ 1 U (0311 ) ) R (1,419 | caecoeeee- (1, 410;
Metal bars, sheets, and shapes.._...__ - (4, 101) (1, 400) (5, 501
Ores, minerals, and primary products. [(:35:) ] R (615)
Valves o cicccmaeoas (1,911) | oo (1,911)

No detailed breakdown
Tanks and autos. ... ...
Weapons_.._.
Ammunition.. .

Electronic and

ment...
Petroleum products. ..o oo
Subsistence.._...

Building supplies

Textiles and clothing.

Production equipment. .. - 49 1 449 401
Pipe, tubing, hose, fittings_ .. - 1,229 1,110
Hand tools. . PRSPPI (VSO P, 124
Electric wire, power and distribution
oquipment_ .. __..__.__._ 315 500
Furniture......_ 253 431
Photographic equipment.. .. _..o.ooooo____ 400 [ocoecmm oo 200
Rope, cable, chains, and Attings .« o ceeocoo]oaoceomono]amcemnnaae 734 1,013
Medical and dental’. 1,865 | 1,885 T 07 boarse | a,7s0 |STTITILIIITIT 909 999
Miscellaneous. . - 3,083 44,276 48,239 300 2,746 23, 886 26, 932 600 2,054 21, 363 2, 506 26, 523
Total. oo ccccrcccecmceccmcccnamnae 12,200 38,400 | 139,300 189, 900 25, 400 48,300 | 135,500 | 209,200 13, 600 64,800 | 114,300 43,941 | 236,641

1 Metalworking machinery.
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ANNEXx V.—Foreign procurement for use outside the United States

[Dollar amounts in thousands]

Fiscal year 1960

Fiscal year 1961

Fiscal year 1962

19
countries

Excess
currency
countries

All
other
countries

Total

19 Excess All
countries | currency other

countries | countries

Total

19
countries

Excess
currency
countries

All
other
countries

Total

Atomic Energy Commission____________
U.S. Information Agency......._._

Tennessee Valley Authority _
Commerce.

Agriculture _
Veterans’ Administration_
Intanor...
Treasur,
Health, Education, and Welfare_
Defense.

Air Force.
Defense Supply Agency. .. _._._____
gt%ency for International Development.__

te__.
QGeneral Services Administration_.......
National Aeronautics and Space Ad-
ministration. .. .

616, 210

(314, 317)

(256, 493)
(46, 400

Post Office. -
Canal Zone. . -
Grand total .. ae..-. 900, 270 41, 350 172,005 | 1,113,625 949, 780 27,438 228, 856 1,206, 074| 824,051 22,453 360, 541 | 1,207, 045
81 3 16 100 79 2 19 100 68 2 30 100

Percentage. .o oco oo canncamemmccaann

91¢€
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GENERAL SERVICES ADMINISTRATION,
Washington, D.C., May 21, 196}4.
Hon. PauL H. DouGLAs, .
Chairman, Joint Economic Commitiee,
Congress of the United States,
Washington, D.C.

DEAR ME. CHAIRMAN : Reference is made to your letter of May 13, 1964, enclos-
ing a copy of a letter received by you from Senator Jacob K. Tavits requesting
certain information with respect to the impact of the administration of the Buy
American Act (47 Stat. 1520, as amended ; 41 U.S.C. 10 a—-d) on the cost of GSA
procurement.

In response to the inquiry, there is enclosed as attachment A answers to
those questions applicable to GSA in the same sequence listed in Senator Javits’
letter. .

If there is any further information which you or the subcommittee may desire
in this regard, we will be pleased to furnish it upon your request.

Sincerely yours,
BERNARD L. BoUuTIN, Administrator.

ATTACHMENT A

GENERAL SERVICES ADMINISTRATION RESPONSES TO QUESTIONS OF THE SUBCOM-
MITTEE ON DEFENSE PROCUREMENT, JOiNT EcoNoMmic COMMITTEE, CONCERNING
THE IMPACT OF THE BUY AMERICAN ACT ON THE COST OF FEDERAL PROCUREMENT

1. Pursuant to the provisions of Executive Order No. 10582, December 17, 1954
(19 F.R. 8723), GSA applies a price differential of 6 percent in favor of domestic
products where the low aceeptable bid offers products of foreign origin. In supply
contracts (as distinguished from construction, alteration, or repair contracts) an
additional 6 percent price differential (a total of 12 percent) is applied where the
bidder submitting the low acceptable domestic bid is either a small business con-
cern or 4 labor surplus area concern. The additional 6 percent price differential
for labor surplus area concerns has been applied since the issuance of Executive
Order No. 10582 while the additional 6 percent preference for small business
firms was adopted for application to GSA supply contracts on January 29, 1963.
Since these price differentials are prescribed as the general rule pursuant to the
Executive order, they are so applied. However, based upon a recent recom-
mendation by the Cabinet Committee on Balance of Payments, a 50-percent price
preference factor is now being given to domestic suppliers over foreign suppliers
when procuring for use outside the United States. This new preference policy
for domestic products acquired for use abroad (not subject to the Buy American
Act) adopted in March 1964 has not been in effect long enough to have acquired
meaningful statistics indicating the amounts involved.

2. Under the Buy American Act, the only portions of GSA’s procurement not
affected by the statute are those portions acquired for use outside the United
States and those portions not available in the United States in reasonable quanti-
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ties of satisfactory quality. At least 97 percent of GSA’s annual procurement for
fiscal years 1961, 1962, and 1963 was subject to the Buy American Act. However,
application of the Buy American Act and the Executive order has resulted in only
a relatively small percentage of our total procurements being placed with foreign
sources.

3. As our answer to question No. 2 indicated, only a very small percentage of
GSA’s total procurements for use in the United States are placed with foreign
sources. As a consequence, the adverse impact on the balance of payments of our
application of “Buy American” policy is minimal. We have no specific estimates
of this minimal amount.

‘The committee, however. may be interested to know that our policy of pro-
viding supply support to military bases abroad to the greatest extent possible
from domestic sources has resulted in balance-of-payments savings of $71.4 mil-
lion in 1961, $84.4 million in 1962, and $109.8 million in 1963. In addition,
domestic disposal of surplus strategic and critical materials produced primarily
or entirely outside the United States avoided gold outflow estimated at $65.7
million in 1961, $84.9 million in 1962, and $88.5 million in 1963. Therefore, our
total reduction in the deficit in the balance of payments for the 3 fiscal years
aggregates $504.7 million.

4. Additional budgetary costs to GSA due to application of the Buy American
Act to GSA procurements are estimated to approximate $100,000 annually, ,

5. Records have not been maintained to reflect whether GSA has at any time
waived the application of the Buy American Act to any substantial purchase of
articles and supplies or construction of public buildings, but we have no present
recollection of any such waivers.

6. Not applicable.

7. Not applicable.

8. The suggestion of the Commission on Foreign Economic Policy in January
1954 involves negotiations with foreign governments and basically relates to the
foreign economic policy of the United States. With respect to this question,
therefore, we would defer to the Department of State.

9. The price differentials being applied by GSA in favor of domestic products
accord with the provisions of Executive Order No. 10582 and are applied uni-
formly and consistently on the basis of established criteria set forth, with respect
to construction, in the Federal Procurement Regulations as subpart 1-6.2 and,
with respect to supply. in General Services Administration Procurement Regula-
tions as subpart 5-6.50, copies attached. The Federal Procurement Regulation
on construction has begn published in the Federal Register. The GSPR on sup-
ply is being converted¥to a governmentwide regulation for inclusion and pub-
lication in the Federal Procurement Regulations and the Federal Register at an
early date. Reference to the Buy American Act and Executive Order No. 10582 is
contained in prescribed “Buy American” clauses set forth in the Federal Pro-
curement Regulations and printed on Standard Form 23A, general provisions
(construction contract) and Standard Form 32, general provisions (supply con-
tract).
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GENERAL SERVICES ADMINISTRATION FPR CIRCULAR NO, 5

Washington 25, D. C. January 20, 1960

FEDERAL PROCUREMENT REGULATIONS

1, Material Transmitted. The attached pages contain a revised Table of
Parts, revisions to sections 1-6. 201, 1-6. 202, and 1-16. 201-5, and new Subpart
1-17.6.

2. Summary of Additions or Revisions.

(a) Sections 1-6.201 and 1-6.202 are amended to clarify the application of
the Buy American Act to Panamanian material used in the Canal Zone.

(b) Section 1-16.201-5 is amended to omitthe statement that Standard Form
18 is available in cut sheets and die-impressed stencils.

(c) New Subpart 1-7.6 prescribes a clause entitled '"Price Adjustment for
Suspension, Delay, or Interruption of the Work" for use in fixed-price construction
contracts. While agencies are free to decide whether a clause on this subject is to
be included in a contract, this clause, and no other, must be used whenever an
agency desires to provide for suspension of the work for the convenience of the
Government, or to provide for administrative relief for unreasonable periods of
Government delay, or both. The regulation, however, does not preclude, in lieu
of the prescribed general clause, use of a contract clause providing for suspension
of the work for limited, specific purposes.

Prescription of the clause onthis optional-use basis willprovide agencies
an opportunity to gain experience which will be helpfulin future consideration of the
clause for inclusion, on a mandatory basis, in Standard Form 23A, General Pro-
visions (Construction Contracts).

3. Explanation of the Price Adjustment for Suspension, Delay, or Interruption
of the Work Clause. Paragraph (a) vests in the contracting officer a privilege to
suspend the work for the convenience of the Government. This provides abasis for
suspending the work in addition to those in other contract clauses, such as the
Changes clause of Standard Form 23A.

Paragraph (b) provides for price adjustment for increased costs occasioned the
contractor by certain Government-caused delay, whether flowing from a suspen-
sion of work order or other circumstances. Any increase in the cost of perform-
ance properly and directly related to the delay caused by the Government is
allowable. However, adjustment is authorized under this clause only if the delay
is:

(a) For an unreasonable period of time;
(b) Without the fault or negligence of the contractor; and
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(c) The result solely of an act, or failure to act, of the contracting officer
in the administration of the contract, including an act or failure to act incident to
changes or changed conditions.

Where all of the foregoing are met, a price adjustment will be made if both of the
following conditions are also met:

(a) Notice has been given by the contractor to the contracting officer, ex-
cept where a suspension order was issued, of the act or failure to act involved.
No provision is containedin the clause whereby the contracting officer may waive a
failure to comply with this notice requirement. However, this will not preclude
adjustment where a notice of delay has been given by the contractor under another
clause of the contract.

(b) A claim is duly filed. The amount of the claim may include only costs
attributable to the period of delay which is found to be unreasonable.

The clause concerns ‘price rather than time adjustment for delay and does not
preclude adjustment of the time of performance under other appropriate clauses of

the contract, such as Clause 5 (Termination for Default-Damages for Delay-Time
Extensions).

4. Effective Dates.

(a) The revisions of sections 1-6. 201, 1-6. 202, and 1-16. 201-5 are effec-
tive immediately.

(b) The new Subpart 1-7. 6 is effective July 1, 1960,

FRANKLIN FLOETE
Administrator of General Services

-2
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Filing Instructions and Notes

Remove Pages Insert Pages
Table of Parts . Table of Parts
Contents of Part 1-6 Contents of Part 1-6
601-603 601-603

Contents of Part 1-7 Contents of Part 1.7
705 705-709

1603 . 1603

(a) On each page appears the number and date (month and year)
of the FPR Circular which transmitted it.

(b) Retention of FPR Circulars and removed pages will provide
a history of FPR issuances and facilitate determining which regulations
and contract clauses were in effect at particular times.

(c) Arrows printed in the margin of a page indicate material
changed or added by the FPR Circular cited at the bottom of that page.
Where insertion of new material results in shifting of unchanged mate-
rial on following pages, no arrows will appear on such pages but the
FPR Circular transmitting such new pages will be cited at the bottom
of each page.

— > OT< \ - Line on which change begins.
L ore——- -~ Line on which change ends.
>0r< - Line on which change both begins and ends.

(d) In the numbering system, all FPR material is preceded by
digit 1-. This simply means that it is thefirst chapterin Title 41 of the
Code of Federal Regulations. It has no other significance. The digit(s)
before the decimal point indicates the part; the digits after the decimal
point indicate, without separation,the subpart and section, respectively,
the latter always in two digits; and the digit(s) after the dash indicates
the subsection. For example:

CHAPTER PART SUBPART SECTION SUBSECTION
-,
~.
\\ 'v,

1—3.60‘{2’
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Title 41—PUBLIC CONTRACTS

Chapter |—Federal Procurement
Regulations
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1-1  General.
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SUBPART 1-6, 2

ECONOMIC IMPACT OF FEDERAL

BUY AMERICAN ACT—

CONSTRUCTION CONTRACTS

Subpart 1-6.2—Buy American Act—
Construction Contracts

1-6.200 Scope.

This subpart implements the Buy
American Act (41 U.S.C. 10a-10d) and
the policies set forth in Executive Order
10582, December 17, 1954 (3 CFR Supp.),
with respect to construction contracts.
This subpart does not apply to construc-
tion contracts (a) executed on Standard
Form 19, Invitation, Bid, and Award
(Construction, Alteration, or Repair)
(small-amount construction contract
form), or (b) not involving appropriated
funds.

1-6.201

As used in this subpart, the following
definitions apply:

(a) ““Construction” means construc-
tion, alteration, or repair of any public
building or public work.

(b) “Construction material” means
any article, material, or supply brought
to the construction site for incorporation
in the building or work.

(c) “Component” means any article,
material, or supply directly thcorporated
in construction material.

(d) “Domestic construction material”
means an unmanufactured construction
material which has been mined or pro-
duced in the United States, or a manu-
factured construction material which has
been manufactured in the United States
if the cost of its components which are
mined, produced, or manufactured in
the United States exceeds 50 percent of
the cost of all its components.

(e) “Nondomestic construction ma-
terial” means a construction material
other than a domestic construction
material.

(f) “United States” means the States,
the District of Columbia, Puerto Rico,
American Samoa, the Canal Zone, the
Virgin Islands, and any other place sub-
ject to its jurisdiction.

Definitions.

1-6,202=3

1~6.202  Buy American policy.

1-6.202-1 General.

Only domestic construction materiai
shall be used in the performance of con-
tracts for construction in the United
States made by executive agencies, ex-
cept for particular material as to which
it is determined:

(a) By the agency head, that to make
such requirement is impracticable;

(b) In accordance with agency pro-
cedures, that domestic construction ma-
terial is unavailable in sufficient and
reasonably available commercial quan-
tities and of a satisfactory quality: or

(¢) Inaccordance with section 1-6.203,
that to make such requirement would
unreasonably increase the cost.

1-6.202-2 Determining domestic con-
struction material.

In determining whether a construe-
tion material is a domestic construction
material:

(a) Only the construction material
and its components shall be considered.

(b) A component shall be considered
to have been mined, produced, or manu-
factured in the United States (regardless
of its source in fact) if the construction
material in which it is incorporated is
manufactured in the United States and
the component is of a class or kind deter-
mined by the agency concerned to be not
mined, produced, or manufactured in the
United States in sufficient and reason-
ably available commercial quantities and
of a satisfactory quality.

1-6.202-3 Panamanian material used
in Canal Zone.

Construction material mined, pro-
duced, or manufactured in the Republic
of Panama, when purchased for use in
the Canal Zone, is exempted from the
provisions of the Buy American Act
tunder item 3 of the Memorandum of

FEDERAL PROCUREMENT REGULATIONS
(FPR CIRC, 5 — JAN. 1960) 601
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PART 1-6

1-6,202-3

Understandings Reached ancillary to the
Treaty of Mutual Understanding and
Cooperation between the United States
of America and the Republic of Panama,
signed January 25, 1955).

1-6.202—4 Noting exceptions and find-

ings.

Exceptions for nondomestic construc-
tion material because use of particular
domestic construction material would be
impracticable or would unreasonably in-
crease the cost or because domestic con-
struction material is unavailable shall be
noted in the contract. Findings justify-
ing such exceptions shall be made a
matter of public record.

1-6.203 Unreasonable cost determina-
tion.

1-6.203-1 General.

A determination shall be made that
the use of domestic construction ma-
terial would unreasonably increase the
cost where, with respect to each particu-
lar construction material:

(a) A bid or proposal offers nondo-
mestic construction material (not listed
as excepted in the invitation for bids or
request for proposals), the cost of which,
plus 6 percent thereof, is less than the
cost of comparable domestic construction
material; and

(b) That bid or proposal offers the
lowest price of any received, after adding
to each bid or proposal, for evaluation
purposes, 6 percent of the cost of all
nondomestic construction material,
which qualifies under paragraph (a)
above, offered in each bid or proposal.

1--6.203-2 Cost computation.

‘The cost of construction material shall
be computed as including all costs of de-
livery to the construction site. The cost
of nondomestic construction material
shall also include any applicable duty.
Computations shall be based on costs on
the date of opening of bids or proposals.

1-6.203-3 Deviations by agency head.

Deviations from the requirements of
section 1-6.203-1 may be authorized by

FOREIGN PURCHASES

the agency head in accordance with sec-
tion 1-1.009 of this chapter, the Buy
American Act, and Executive Order
10582.

1-6.203—4 Small business.

Nothing in section 1-6.203-1 shall af-
fect the authority or responsibility of an
executive agency to place a fair propor-
tion of its total contracts with small
business concerns.

1-6.204 Invitation provision.

Invitations for bids and requests for
proposals for affected construction work
shall inciude the following provision:

INFORMATION REGARDING BUY AMERICAN ACT

{(a) The Buy American Act (41 U.S.C. 10a—
10d) generally requires that only domestic
construction material be used in the perfor-
mance of this contract. (See the clause en-
titled “Buy American” in Standard Form 23A,
General Provisions, Construction Contracts.)
This requirement does not apply to the fol-
lowing construction material or components:

| List the excepted construction material or
components]

(b) (1) Furthermore, bids or proposals of-
fering use of additional nondomestic con-
struction matertal may be acceptable for
award if the Government determines that use
of comparable domestic construction ma-
terial is impracticable or would unreasonably
increase the cost or that domestic construc-
tion material (in sufficient and reasonably
avallable commercial quantities and of a
satisfactory quality) 1s unavailable. Re-
liable evidence shall be furnished justifying
such use of additional nondomestic con-
struction matertal.

(2) Where it 15 alleged that use of domes-
tic construction matertal would unreasonably
increase the cost:

(1) Data shall be included, based on a
reasonable canvass of suppliefs, demonstrat-
ing that the cost of each such domestic con-
struction material would exceed by more
than 6 percent the cost of comparable non-
domestlc construction material. (All costs
of delivery to the construction site shall be
included, as well as any applicable duty.)

(i) For evaluation purposes, 6 percent
of the cost of all additional nondomestic con-
struction matertal, which qualifies under
paragraph (1) above, will be added to the bid
or proposal.

FEDERAL PROCUREMENT REGULATIONS
602 (FPR CIRC, 5 — JAN. 1960)
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BUY AMERICAN ACT—

CONSTRUCTION CONTRACTS

{3) When offering additional nondomestic
construction material, bids or proposals may
also offer, at stated prices, any available com-
parable domestic construction material, so
as to avoid the possibility that fajlure of a
nondomestic construction material to be
acceptable, under (1) above, will cause rejec-
tion of the entire bid.

1-6.205 Contract clause.

Contracts for affected construction
work shall include the following clause:

BUY AMERICAN

(a) Agreement. In accordance with the
Buy American Act (41 U.S.C. 10a-10d) and
Executive Order 10582, December 17. 1954
(3 CFR Supp.), the Contractor agrees that
only domestic construction material will be
used (by the Contractor, subcontractors, ma-
terialmen, and suppliers) in the performance
of this contract, except for nondomestic
material listed in the contract.

(b) Domestic construction material. “Con-
struction material” means any article, ma-
terial, or supply brought to the construction
site for incorporation in the building or
work. An unmanufactured construction ma-
terial is a “"domestic construction material” if
it has been mined or produced in the United
States. A manufactured construction ma-
terlal is a “domestic construction material”
if it has been manufactured in the United
8tates and if the cost of Its components
which have been mined, produced, or manu-"

1—6,206

factured In the United States exceeds 50 per-
cent of the cost of all its components.
“Component” means any article, material, or
supply directly incorporated in a construc-
tlon material.

(c) Domestic component. A component
shall be considered to have been “mined,
produced, or manufactured in the United
States” (regardless of its source in fact) if
the article, material, or supply in which it is
incorporated was manufactured in the
United States and the component is of a class
or kind determined by the Government to be
not mined, produced, or manufactured in
the United States in suffictent and reasonably
available commercial quantities and of a
satisfactory quality.

1-6.206 Violations.

If the head of the agency concerned
finds there has been a failure to comply
with the Buy American provisions of the
contract, he shall make public his find-
ings and no other contract for the con-
struction, alteration, or repair of any
public building or public work in the
United States or elsewhere shall be
awarded, as provided in the Buy Ameri-
can Act, to the contractor, subcontrac-
tors, materialmen, or suppliers with
which the contractor is associated or
affiliated, for a period of 3 years after
such finding is made public. (For debar-
ment procedures, see Subpart 1-1.8.)

(END OF PART)

FEDERAL PROCUREMENT REGULATIONS
(FPR CIRC, S — JAN. 1960) 603



CONTENTS OF PART 1-7

SUPPLY AND SERVICE ACTIVITIES 327

PARY 1-7—CONTRACT CLAUSES

Sec.
1-7.000
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SUBPART 1-7.1

1-7.101-16 Eight-hour law of 1912—

overtime compensation.

Insert the clause set forth in section
1-12.303 under the conditions contained
in section 1-12.302.

1-7.101-17 Walsh-Healey Public Con-
tracts Act.

Insert the clause set forth in section
1-12.604 under the conditions contained
in section 1-12.602.

1-7.101-18 Nondiscrimination in em-
ployment.

NONDISCRIMINATION IN EMPLOYMENT

(a) In connectlon with the performance
of work under this contract, the Contractor
agrees not to discriminate against any em-
ployee or applicant for employment because
of race, religion, color, or national origin.
The aforesald provision shall include, but
not be limited to, the following: employment,
upgrading, demotion or transfer; recruit-
ment or recrultment advertising: layoff or
termination; rates of pay or other forms of
compensation; and selection for training, in-
cluding apprenticeship. The Contractor
agrees to post hereafter in conspicuous places,
available for employees and applicants for
employment, notices to be provided by the
Contracting Officer setting forth the provi-
sions of the nondiscrimination clause.

{b) The Contractor further agrees to insert
the foregoing provision in all subcontracts
hereunder, except subcontracts for standard
commercial supplies or raw materials.

1-7.101-19 Officials not to benefit.
OFFICIALS NOT TO BENEFIT

No member of or delegate to Congress, or
resident commissioner, shall be admitted to

ECONOMIC IMPACT OF FEDERAL

FIXED-PRICE SUPPLY CONTRACTS

1—-7,101-23

any share or part of this contract, or to any
benefit that may arise therefrom; but this
provision shall not be construed to extend to
this contract if made with a corporation for
its general benefit,

1-7.101-20 Covenant against contin-
gent fees.

Insert the clause set forth in section
1-1.503 under the conditions contained in
section 1-1.501.

1-7.101-21 Utilization of small busi-
ness concerns.

UTILIZATION OF SMALL BUSINESs CONCERNS

(a) It is the policy of the Government as
declared by the Congress that a fair propor-
tlon of the purchases and contracts for sup-
plies and services for the Government be
placed with small business concerns.

(b) The Contractor agrees to accomplish
the maximum amount of subcontracting to
small business concerns that the Contractor
finds to be consistent with the effictent per-
formance of this contract.

1-7.101-22 Federal, State, and local

taxes.

Insert the clause set forth in section
1-11.401-1 under the conditions con-
tained therein.

1-7.101-23 Liquidated damages.

Insert the provision set forth in section
1-1.315-3 under the conditions and in
the manner prescribed in section 1-1.315,

(NEXT PAGE IS 707)
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Subpart 1-7.3—I[Reserved]
Subpart 1-7.4—I[Reserved]

r’ Subpart 1-7.2—[Reserved]
L. Subpart 1-7.5—[Reserved]

(NEXT PAGE 1S 709)
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SUBPART 1-7.6

ECONOMIC IMPACT OF FEDERAL

FIXED-PRICE CONSTRUCTION

CONTRACTS

Subpart 1-7.6—Fixed-Price
Construction Contracts
1-7.600 Scope of subpart.
This subpart sets forth contract

clauses for use in fixed-price construction
contracts.

1-7.601

1-7.601-1 Clauses in standard con-

struction contract forms.

Subpart 1-16.4 prescribes standard
forms for construction contracts which
contain clauses required for use in ac-
cordance with said subpart.

Required clauses.

1-7.602 Additional standardized
clauses.
1-7.602-1 Price adjustment for sus-

pension, delay, or interruption of the
work.

The following clause shall be inserted
in fixed-price construction contracts
whenever it is desired to provide for sus-
pension of the work for the convenience
of the Government and/or to provide for
administrative relief for unreasonable
periods of delay caused by the contract-
ing officer in the administration of the
contract:

PRICE ADJUSTMENT FOR SUSPENSION, DELAY,
OR INTERRUPTION OF THE WORK

{a) The Contracting Officer may order the

1-7,602~1(b)

Contractor in writing to suspend all or any
part of the work for such period of time as
he may determine to be appropriate for the
convenlence of the Government.

(b) If, without the fault or negligence of
the Contractor, the performance of all or
any part of the work is, for an unreasonable
period of time, suspended, delayed, or in-
terrupted by an act of the Contracting
Officer in the administration of the contract,
or by his fallure to act within the time
specified in the contract (or if no time is
specified, within a reasonable time), an ad-
justment shall be made by the Contracting
Officer for any increase in the cost of per-
formance of the contract (excluding profit)
necessarily caused by the unreasonable pe-
riod of such suspension, delay, or interrup-
tion, and the contract shall be modified in
writing accordingly. No adjustment shall be
made to the extent that performance by the
Contractor would have been prevented by
other causes even if the work had not been
so suspended, delayed, or interrupted. No
clalm under this clause shall be allowed (1)
for any costs incurred more than twenty
days before the Contractor shall have noti-
fied the Contracting Officer in writing of the
act or fallure to act involved (but this re-
quirement shall not apply where a suspension
order has issued), and (i1) unless the claim,
in an amount stated, is asserted in writing
as soon as practicable after the termination
of such suspension, delay, or interruption
but not later than the date of final setile-
ment of the contract. Any dispute concern-
ing a question of fact arising under this
clause shall be subject to the Disputes clause.

(END OF PART)

FEDERAL PROCUREMENT REGULATIONS
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SUBPART 1-16, 2

FORMS FOR NEGOTIATED SUPPLY

CONTRACTS

Subpart 1-16.2—Forms for Nego-
tiated Supply Contracts

1-16.200 Scope of subpart.

This subpart prescribes forms for use
in procuring supplies or services (exclud-
ing construction) by negotiation. Illus-
trations of these forms are contained in
Subpart 1-16.9.

1-16.201 Request for Quotations
(Standard Form 18).

1-16.201-1 Form prescribed.

Standard Form 18 (for illustration of
form, see section 1-16.901-18) is pre-
scribed to obtain price, delivery, and
related information from suppliers in
accordance with this section. Standard
Form 36 (Continuation Sheet) may be
used with the Request for Quotations
form when additional space is needed.

1-16.201~2 Small procurements
(82,500 or less).

When written quotations are solicited
for small purchases ($2,500 or less) pur-
suant to section 1-3.603-1(d), Standard
Form 18 shall be used, except in special
cases where, for cogent reasons, agency
needs require that firm offers be obtained.

1-16.201-3 Procurement in excess of
82,500.

Standard Form 18 is authorized for
use in negotiated procurements in excess
of $2,500 where a written, informational
quotation is desired. The form is par-
ticularly usable where it appears reason-
ably certain that the procurement will
be consummated by (a) a fixed-price
contract involving extensive negotiation,
or (b) a cost reimbursement type con-
tract. The form may also be used, where
appropriate, to obtain price information
for planning purposes in either negoti-
ated or advertised procurements. pursu-
ant to section 1-1.314.

1-16.201-4  Legal effect of quotation.

(a) A quotation submitted on Stand-
ard Form 18 is informational in charac-

1-16,201-5

ter and is not to be construea as a legal
offer which can be accepted by the
Government to form a binding contract.
Accordingly, issuance by the Govern-
ment of a purchase order (or other doc-
ument) pursuant to a supplier's quota-
tion on Standard Form 18 does not
constitute acceptance.

(b) Such purchase order is legally an
offer by the Government to the supplier
to buy certain goods or services upun
specified terms and conditions. A con-
tract comes into being when the supplier
accepts the offer. Where appropriate,
the supplier should be requested to in-
dicate acceptance of the purchase order
by notification to the Government, pref-
erably in writing. In other circum-
stances, the supplier may indicate ac-
ceptance by furnishing the supplies or
services ordered or by proceeding with
the work to the point where substantial
performance has occurred in lieu of noti-
fication to the Government.

(¢) Under the procedure of obtaining
a quotation and issuing a purchase order,
the Government may, at any time before
acceptance occurs, withdraw, amend, or
cancel its offer, and thereby minimize
disputes and administrative costs. In
such cases, a written notice should be
given the supplier. Since substantial
performance by the supplier may consti-
tute an acceptance of the purchase order,
a notice of its cancellation should not be
issued on the assumption that the Gov-
ernment is not liable. Nonacceptance in
fact should be verified.

1-16.201-5 Reproduction and avail-

ability of forms.

Standard Form 18 is available from
GESA stores depots. Special printing of
the form to omit the vertical lines (for
listing of supplies and services, unit, etc.)
is authorized. Also, the use of repro-
ducible masters, and make-up in carbon-
interleaved pads or sets, is authorized.

{NEXT PAGE 1S 1605)
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GENERAL SERVICES ADMINISTRATION

WASHINGTON 23, D, C,

ADM P 2800,1 CHGE 32
January 29, 1963

GSA ORDER

SUBJECT: General Services Administration Procurement Regulations

1.

Distribution: GSPR CHAP 5 Distribution List

PURPOSE. This order transmits an interim revision to Chapter 5,

GSPR.

CANCELLATIONS.

a. Memorandum dated January 12, 1955, from the Administrator
to all Commissioners and Regional Directors, GSA, subject: Buy
American Act - Executive Order 10582 of December 17, 1954
(Federal Register of Tuesday, December 21, 1954), is hereby
canceled.

b. Memorandums dated October 7 and December 30, 1955, from
the Acting Administrator to Commissioners, EPS, FSS, PBS, and
All Regional Directors, GSA, subject: Buy American Act -
Executive Order 10582, are hereby canceled.

c. GSA Order ADM 2851.1, dated April 10, 1959, is canceled.

EXPLANATION OF CHANGE. Subpart 5-6.50 is added to imple-

ment the Buy American Act and Executive Order No. 10582 with
respect to supply and service contracts. Construction contracts
are subject to the provisions of FPR 1-6.2, Buy American Act -
Construction Contracts.

INSTRUCTIONS. Remove and insert the following pages of

Chapter 5, GSPR, as indicated below:

Attachment
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ADM P 2800.1 CHGE 32
January 29, 1963

Remove Pages Insert Pages

Table of Parts Table of Parts
None Contents of Part 5-6(i)
None 601 - 607

»
BERNARD L. BOUTIN
Administrator

PAR 4 2
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SUBPART 5-6.50 BUY AMERICAN ACT - SUPPLY
AND SERVICE CONTRACTS

5-6,5001(d)
§ 5-6.5000 Scope of subpart,

This subpart implements the Buy American Act (41 U.S.C. 10a-d)
and the provisions of Executive Order 10582 of December 17, 1954, as
amended by Executive Order 11051 of September 27, 1962, with respect
to supply and service contracts. (For construction contracts see FPR
1-6,2,)

§ 5-6,5001 Definitions.

As used in this subpart, the following terms have the meanings set
forth below:

{(a) "End products' means articles, materials, and supplies which
are to be acquired for public use. As to a given contract, the end prod-
ucts are the items to be delivered to the Government, as specified in the
contract, including articles, materials, and supplies to be delivered to
the Government for public use, as may be specified in service contracts,

(b) ""Components'' means those articles, materials, and supplies
which are directly incorporated in the end products.

(c) "'United States' means the States, the District of Columbia,
Puerto Rico, American Samoa, the Canal Zone, the Virgin Islands, and
any other place subject to the jurisdiction of the United States,

{d) "Domestic source end product' means an unmanufactured end
product which has been mined or produced in the United States, or an
end product manufactured in the United States if the cost of its com~
ponents which are mined, produced, or manufactured in the United States
exceeds 50 percent of the cost of all its components. A component shall
be considered to have been mined, produced, or manufactured in the
United States (regardless of its source in fact) if the end product in which
it is incorporated is manufactured in the United States and the component
is of a class or kind (1) determined by the Government to be not mined,
produced or manufactured in the United States in sufficient and reasonably
available commercial quantities and of a satisfactory quality, or (2) as
to which the Administrator has determined that it would be inconsistent
with the public interest to apply the restrictions of the Buy American Act.

GSPR
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PART 5-6 FOREIGN PURCHASES
5-6.5001(e)

(e) "Foreign end product' means an end product other than a domes~
tic source end product.

(f) "Domestic bid" means a bid or offered price for a domestic source
end product, including transportation to destination.

{g) "Foreign bid' means a bid or offered price for a foreign end prod-
uct including transportation to destination and duty (whether or not a
duty-free eantry certificate may be issued).

§ 5-6.5002 Statutory requirements.

Except as provided in § 5-6, 5003, the Buy American Act requires
that in the procurement of supplies and services only domestic source
end products shall be acquired for public use. In determining whether
an end product is a domestic source end product, only the end product
and its components shall be considered,

§ 5-6.5003 Exceptions.
§ 5-6.5003-1 Use outside the United States,

The restrictions of the Buy American Act do not apply to articles,
materials, or supplies for use outside the United States.

§ 5-6.5003-2 Nonavailability in the United States.

(2) The Buy American Act does not apply to articles, materials,
or supplies of a class or kind which the Gevernment has determined are
not mined, produced, or manufactured in the United States in sufficient
and reasonably available commercial quantities and of a satisfactory
quality.

(b) Requests for determinations concerning nonavailability of domes-~
tic supplies shall be submitted on a case~by=-case basis, with an ap-
propriate statement of facts, and a proposed determination, to the re-
gional or Central Office official having authority to make such determi-
nations, The statement of facts shall include the following information:

GSPR
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SUBPART 5~6.50 BUY AMERICAN ACT ~ SUPPLY
AND SERVICE CONTRACTS

5-6.5003-2(c)
(1) Description of the item(s), including unit and quantity.

(2) Estimated cost, including duty, if any (show the amount of duty
separately).

(3) Transportation costs for delivery to destination, if item is to be
procured f, o.b. origin.

(4) Country of origin,

(5) Name and address of prospective contractor(s), if available.

(6) Brief statement as to the necessity for the procurement.

(7) Statement of effort made to procure a similar item of domes-
tic origin or statement that there is no domestic item which can be used

as a reasonable substitute.

(c) Ordinarily, the findings and determination of nonavailability shall
be prepared in the format shown below:

GENERAL SERVICES ADMINISTRATION
Reference No.

FINDINGS AND DETERMINATION OF NONAVAILABILITY UNDER THE
BUY AMERICAN ACT REGARDING PURCHASE OF (insert description)

Pursuant to the provisions of the Buy American Act (41 U,S,C. 10a-d),
and Executive Order 10582, December 17, 1954 (3 CFR Supp. ), and by
virtue of delegated authority, the following findings of fact and determina-
tion are hereby made:

1. Findings (set forth a statement of facts).

2. In view of the foregoing, it is hereby determined that for the pur-
poses of the Buy American Act (insert item description) is not mined,

GSPR
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PART 5-6 FOREIGN PURCHASES
5-6.5003-2(c)
produced, or manufactured at the present time in the United States in
sufficient and reasonably available commercial quantities and of a

satisfactory quality.

Date (Signed)

(d} When it has been determined that the Buy American Act is not
applicable to the purchase of the end product, or to the components from
which it is manufactured, the original of the determination shall be made
a part of the contract file, In addition, a statement substantially as
follows shall be inserted in the applicable contract documents:

DETERMINATION OF NONAVAILABILITY

For the purpose of the Buy American Act, the ( insert title
of person making determination ), General Services Adminis=
tration, has determined that ( insert item description ) is not
mined, produced, or manufactured at the present time in the
United States in sufficient and reasonably available commercial
quantities and of a satisfactory quality.

§ 5-6,5003-3 Unreasonable cost or inconsistency with the public interest.

The restrictions of the Buy American Act do not apply when it is
determined by the Administrator that the cost of a domestic source end
product would be unreasonable or that its acquisition would be incon=-
sistent with the public interest. Such determination shall be made in
accordance with § 5-6.5004-3,

§ 5-6,5003~4 Panamanian material used in Canal Zone.

Articles, materials, and supplies that are mined, produced or manu-~
factured in the Republic of Panama, when purchased for use in the Canal
Zone, are exempted from the provisions of the Buy American Act
(under item 3 of the Memorandum of Understandings Reached ancillary
to the Treaty of Mutual Understanding and Cooperation between the United
States of America and the Republic of Panama, signed January 25, 1955).

GSPR
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SUBPART 5-6.50 BUY AMERICAN ACT - SUPPLY
AND SERVICE CONTRACTS

5-6.5004-3(b)
§ 5=-6.5004 Procedures,
§ 5-6.5004-1 Applicability.
The procedures in this § 5-6, 5004 apply to all contracts involving the
procurement of end products, except contracts exclusively for end
products for use outside the United States.

§ 5-6.5004-2 Certificate,

Invitations for bids and requests for proposals shall require that
each bid or proposal include a certificate substantially as follows:

BUY AMERICAN CERTIFICATE

The bidder or offeror hereby certifies that each end product, except
the end products excluded below, is a domestic source end product
(as defined in the contract clause entitled "Buy American Act"); and
that components of unkown origin have been considered to have been
mined, produced, or manufactured outside the United States:

EXCLUDED END PRODUCTS (show country of origin and name of sup=-
plier for each excluded end product):

§ 5-6.5004-3 Evaluation of bids and proposals,

(2) In accordance with the Buy American Act, the Administrator has
determined that where the following procedures result in the acquisition
of foreign products, the acquisition of domestic source end products
would be (1) unreasonable in cost, or {2) inconsistent with the public
interest,

(b) Bids and proposals shall be evaluated so as to give preference to
domestic bids, For the purpose of such evaluation, a factor of 6 percent
of each foreign bid shall be added to the foreign bid, except that where
the firm submitting the low acceptable domestic bid is a small business
concern (see § 1~1.703) or a labor surplus area coacern (see § 1-1,801-1),

GSPR
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PART 5-6 FOREIGN PURCHASES
5-6.5004-3(b)

or both, then a factor of 12 percent {in lieu of the 6 percent factor) of
each such foreign bid shall be added to that foreign bid. After such
adjustment, award shall be made to the low acceptable bidder except
for those cases forwarded to the Central Office pursuant to (c) below.
When more than one line item is offered in response to an invitation
for bids or request for proposals, the appropriate factor shall be
applied on an item-by-item basis, except that the factor may be applied
to any group of items as to which the invitation for bids or request

for proposals specifically provides that award may be made on a
particular group of items.

(c) Proposed awards shall be submitted through normal channels to
the Administrator for decision where rejection of an acceptable low
foreign bid is considered necessary to protect the national interest,
or essential national security interests, or where rejection of any bid

or offered price for other reasons is considered necessary.

Such submissions shall be accompanied by a statement of facts con-
taining the following information:

(1) Description of the item(s), including unit and quaatity.
(2) Estimated cost.

(3) Statement as to whether duty is included in estimated cost; and,
if duty is not included, statement of reasons for exclusion,

(4) Transportation costs for delivery to destination if item is to be
procured f, o.b. origin.

(5) Country of origin.

(6) Name and address of proposed contractor(s), if available.

(7) Brief statement as to necessity for procurement,

(8) Reasons for recommending rejection of an acceptable low foreign

bid in order to protect essential national security interests or rejection
of any bid or proposal for other reasons of national interest.

GSPR
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SUBPART 5-6.50 BUY AMERICAN ACT - SUPPLY
AND SERVICE CONTRACTS

5-6,5004-4

Prior to final action under this paragraph (c), the Administrator
(or his designee) will (i) obtain advice from the Director, Office of
Emergency Planning, with respect to rejection of bids or offered prices
on the grounds that such rejection is necessary to protect essential
national security interests, and (ii} apprise the President of the facts
in the matter with respect to rejection of bids or offered prices for
reasons of the national interest not described or referred to in
Executive Order 10582, as amended.

§ 5-6.5004~4 Contract clause,

The clause set forth in § 1-7.101-14 shall be inserted in all in-
vitations for bids {or requests for proposals) and resulting contracts
for supplies and, when applicable, in contracts for services; except
that it should not be inserted in contracts exclusively for articles,
materials, and supplies for use outside the United States.

(End of Part)

GSPR
(ADM P 2800.1 CHGE 32, 1-29-63) 607
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ABSSISTANT SECRETARY OF DEFENSE,
INSTALLATIONS AND LOGISTICS,
Washington, D.C., May 23, 1964.
Hon. PauL H. DoucLas,
Chairman, Joint Economic Committee,
Congress of the United States,
Washington, D.C.

DeAR MR. CHAIRMAN : This replies to your letter of May 13, 1964, to Secretary
McNamara, in which you request that we furnish for the record answers to cer-
tain questions raised by Senator Javits regarding the impact of the adminis-
tration of the Buy American Act and the cost of Federal procurement. Senator
Javits raised these guestions in connection with hearings held by the Subcom-
mittee on Defense Procurement on April 16 and 21. Our answers are set forth
in the numbered paragraphs below, with the number of each paragraph corre-
sponding to the number of Senator Javits’ question.

1. The Department of Defense is applying a 50-percent price differential under
Buy American Act. This differential is applied to foreign bids exelusive of any
U.S. import duties. In the relatively few cases where, because of unusually
high import duties, application (pursuant to Executive Order 10582), of the
6- or 12-percent price differential, each of which is computed on a duty inclusive
basis, would result in a greater preference for domestic bids than does the
50-percent differential, we continue to apply the 6- or 12-percent differential.
The 50-percent differential has been applied since April 10, 1964. (Our previous
procedure is spelled out on pp. 356 and 357 of the subcommittee’s hearings of
-March 28, 1963.) The 50-percent differential is an interim measure designed
to alleviate the impact of Department of Defense expenditures on the Nation's
balance of international payments and we do not expect to use it beyond the time
when the balance-of-payments deficit is corrected. In this sense, but only in this
sense, it is an exception rather than the rule.

2. It is impossible to state exactly what percentage of our annual procure-
ment “is affected by” the Buy American Act. We have no way of knowing
what foreign bids would be received if the act did not exist. Nor can we tell
the extent, if any, to which American manufacturers would substitute foreign
components and subassemblies for their domestic counterparts if the act did
not exist. In a sense, all our procurement of articles, materials, and supplies
for use in the United States is “affected” by the act, since it is all subject to
the act. This represents roughly 70 percent of our total procurement; the per-
centage has not differed appreciably in the past 3 years. Our procurement of
foreign supplies for use in the United States, however, has differed in the past
38 years. For fiscal year 1961, procurement of foreign supplies amounted to
about $209 million ; for fiscal year 1962, $237 million; for fiscal year 1963, $53
million. The last figure does not include petroleum procurements. For fiscal
years 1961 and 1962, procurements of foreign petroleum for use in the United
States came to about $80 and $85 million, respectively.

3. It is impossible to measure precisely the extent to which our “Buy Ameri-
can” policy has reduced the balance-of-payments deficit during the past 3 fiscal
years. We simply do not know what foreign bids might have been received if
our “Buy American” policy had been different from what it was. For fiscal
year 1963, the Defense Department rejected low foreign bids amounting to $8.3
million as a result of the price differential policy then in effect. The figure for
the first half of fiscal year 1964 is $966,000. For earlier years, we have no in-
formation available.

4. The additional budgetary cost of our present “Buy American” policy, inso-
far as it can be identified, is about 30 percent of the low foreign bids. Undeniably,
there is an element of inconsistency between this additional budgetary cost and
maximum budgetary economy in defense procurement. The existence of this
inconsistency indicates the seriousness of the balance-of-payments problem. The
additional budgetary cost reflects our balancing of two important but conflicting
objectives: (1) economy in procurement and (2) reduction in foreign expendi-
tures.

5. Except under our balance-of-payments procedure described in answer to
question 1. there has been no major procurement'in the past 5 years in which
we have “bought American” notwithstanding that a foreign bid would be in line
for award under Executive Order 10582 or “bought foreign” notwithstanding
that a domestic bid would be in line for award.

6 and 7. Not addressed to the Defense Department.
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8. The Department of Defense would have no objection to legislation giving
the President discretionary authority to make exceptions from the Buy American
Act and similiar legislation. We would point out, however, that the ‘“public
interest” exception now provided for in the Buy American Act might make
the enactment of additional authority unnecessary so far as this act is concerned.
As to the specific recommendation of the Commission on Foreign Economie Policy,
we would defer to the Department of State. :

9. The 50-percent differential presently being applied by the Department of
Defense is spelled out in revision No. 5 to the Armed Services Procurement
Regulation, dated May 11, 1964. Revised ASPR 6-104.5 will require incorpora-
tion in each contract subject to the Buy American Act of a contract clause which
specifically alerts bidders to the fact that the Defense Department is applying
a b0-percent price differential.

So that there may be no misunderstanding, it is noted that the foregoing
applies only to procurement for use in the United States. The Buy American
Act, and therefore Senator Javits’ questions, do not apply to procurement for use
outside the United States.

Sincerely,
TaoMAs D. MORRIS,
Assistant Secretary of Defense, Installations and Logistics.

DEPARTMENT OF STATE,
Washington, May 26, 1964.
Hon. PAuL H. DougLas,
U.8. Senate.

DEear SENATOR DoucLas: Thank you for your letter of May 13 transmitting
nine questions of Senator Javits concerning the effect of the Buy American Act
on Federal procurement. Our responses to the eight question's which pertain
to the Department of State follow :

1. Since the promulgation of Executive Order 10582 on December 17, 1954, the
Department of State has applied the price differential specified therein. This
is, of course, 6 percent, except that when the domestic firm submitting the low
acceptable bid is a small businss or a concern in a labor surplus area 12 percent
is added to the foreign bid.

2. The Depariment of State’s total domestic procurement subject to the Buy
American Act is relatively small, and a substantial part of it is done by the
General Services Administration on the Department’s behalf. A further por-
tion of the Department’s contracting is for goods and services for which, for
security and other reasons, foreign bids cannot be considered. In addition, some
of the Department’s procurement is in the form of small purchases for which
the use of advertising and formal invitations to bid would be unwarrantably
costly. Therefore, the Department’s procurement subject to the Buy American
Act does not normally attract foreign bidders, and, during the past 3 years, there
has been no occasion to apply the differential.

3. As indicated above, the Department’s domestic procurement activity during
the past 3 years has not contributed to the balance-of-payments deficit.

The Department’s oversea procurement is not subject to the provisions of the
Buy American Act. However, the Department’s policy on oversea procurement
has recently been changed in a positive effort to reduce the balance-of-payments
deficit. The Department has acceded to the recommendation of the Cabinet
Committee on Balance of Payments, that all Federal agencies procuring for use
abroad procure, in general, domestic materials, unless the delivered cost of the
domestic materials is estimated to be 50 percent greater than the cost of like
materials of foreign origin. This action, which increased the differential from
tggfo percent previously applied by the Department, was taken on March 31,
1964.

4. The Department’s domestic procurement operations have not increased its
budgetary costs because no foreign bids at prices lower than domestic offers have
been received.

5. The Department of State has not waived the application of the Buy Amer-
ican Act in any of its procurement.

6. Because of our balance-of-payments situation, the U.S. Government has had
to tighten its procedures with respect to foreign procurement. There is no doubt,
however, that the stricter the interpretation of the Buy American Act, the
more difficult our position becomes in trade negotiations, including the current
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Kennedy round discussions. The desirability of liberalizing Government pro-
curement practices has already been raised in the nontariff barriers discussions
preparatory to the formal Kennedy round.

8. The Department considers that the suggested amendment would present
serious administrative problems. Many other countries do not use a system of
open competitive bidding on Government procurement, thus making it difficult
to determine whether domestic and foreign bidders are given substantially equal
treatment. A country which considered that it was unfairly denied exemption
from the provisions of the Buy American Act might well react by instituting
restrictive measures which would be detrimental to our exports.

Also, the Department considers that the proposed amendment would conflict
with the established policy of most-favored-nation treatment, which has long
been embodied in U.S. law—i.e., the policy of nondiscriminatory treatment of
the commerce of friendly foreign countries. Under the most-favored-nation
principle contained in treaties and trade agreements entered into with most
of the major trading nations of the world, the United States has received
assurances of nondiscriminatory or fair and equitable treatment for U.S. com-
merce in the case of purchases by other governments in return for the obligations
undertaken by the United States to accord such treatment to the commerce of
these other nations.

9. The Department of State has not changed its differential under the Buy
American Act since the application of Executive Order 10582 of December 17,
1954. The Federal procurement regulations are followed where applicable and
the standard U.S. Government contract clauses are used.

We shall be happy to provide any further information on this subject which
may be needed by the committee.

Sincerely yours,
FREDERICK G. DUTTON,
Assistant Secretary.

DEPARTMENT OF STATE,
AGENCY FOR INTERNATIONAL DEVELOEMENT,
OFFICE OF THE ADMINISTRATOR,
Washington, D.C., June 4, 1964.
Hon. Paut H. DOUGLAS,
Chairman, Joint Economic Committee,
U.S. Senate,
Washington, D.C.

DeaR MR. CHAIRMAN : Thank you for your letter of May 13, 1964, transmitting
a series of questions raised by Senator Javits on the impact of the administra-
tion of the Buy American Act on the cost ‘of Federal! procurement. I am en-
closing for the record the answers to such questions as they relate to this
Agency. ’

If additional information is required, please let me know.

Sincerely yours,
Davip E. BELL.

THE BUY AMERICAN ACT AND A1p PROCUREMENT PoLIcy

Since the Buy American Act relates only to procurement for use in the United
States, it is not applicable to the policies and procedures of the Agency for In-
ternational Development in its financing of goods and services for underdeveloped
countries. However, in response to a Presidential communication in late 1960
on the need for agencies of the Federal Government to take steps to reduce the
drain of Government operations on the U.S. balance of payments, the Agency
has applied measures to largely restrict AID-financed goods and services to U.S.
source. The answers to the specific questions raised by Senator Javits are as
follows: .

1. The Agency for International Development is not subject to the Buy Amer-
ican Act by virtue of a Presidential waiver issued in Executive Order 10784, based
upon the authority granted to him in section 633(a) of the Mutual Security Act
of 1954, to waive the application of certain laws to functions authorized under
the Act. The Agency has voluntarily purchased U.S. goods for ifs use in the
United States.

2. The procurement affected by application of the Buy American Act referred
to above would constitute about two-tenths of 1 percent of total AID financing
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of commodities. Total procurement financed by AID for aid-receiving countries
has averaged about $1 billion per year during the past 4 years. Procurement by
the Agency for its own use in Washington averages less than $2 million per
year.

3. As indicated above, AID’s application of the Buy American Act would have
no appreciable effect on the U.S. balance of payments. However, the applica-
tion of restrictive procurement policies has had a marked effect. AID has for
several years progressively tied an increased amount of its procurement for de-
veloping countries to American source. This policy has been adopted in order
to assist in closing the U.S. balance-of-payments gap. The tabulation below
reflects information for fiscal years 1960-63, and the first half of fiscal year 1964.
These are commodity expenditure figures shown in millions of dollars. The
percent column indicates the proportion of expenditures made for procurement
in the United States. :

Expenditures in the

Total com- United States
Fiscal year modity ex-
penditures
Value Percentage

$1,010.2 $408. 5 41

1,054.6 465, 7 44

809.4 511.9 63

1,095.4 854.6 78

614.4 519.2 85

4. The increase in budgetary cost attributable to application of the Buy Amer-
ican Act by AID would be neglibilble. The cost to the assistance program of
the source restrictions on procurement for use abroad are unknown, but may
be considerable. Many items of American capital equipment financed by
AID appear to cost as much as 30 percent more than competitive foreign equip-
ment but since bids for the supply of foreign equipment are not entertained
for AID-financed projects, we do not have a basis for calculating the budget im-
pact. We believe, however, that most aid recipients request AID assistance
for those projects where they believe American suppliers will be most competi-
tive and seek financing from other donors or international financial institu-
tions for projects where American costs are least competitive. To some extent
a similar shift takes place in nonproject commodity financing.

5. The Agency procures all items of equipment required for its own use
in Washington from U.S. source except for such items as foreign books and some
office equipment which cannot be obtained from U.S. source.

6. This question is applicable to State only.

7. This question is not applicable to AID.

8. The Department of State is providing the reply to this question. We
would add, however, that when the U.S. balance-of-payments situation permits,
AID intends to consider liberalizing its procurement source policies in the context
of its continuing effort to persuade other donors to unite their assistance.

9. Not applicable to AID.

COMPTROLLER GENERAL OF THE UNITED STATES,
Washington, May 18, 1964.
B-150417.
Hon. Pavi H. DougLas,
Chairman, Joint Economic Committee,
Congress of the United States.

DEar MR. CHAIRMAN : We have your letter of May 13, 1964, requesting us to
furnish for the record answers to nine questions posed by Senator Javits.

The General Accounting Office procures practically no supplies except under
Federal supply schedules and for this reason we have no occasion to apply
“Buy American” price differentials. Of the nine questions asked, eight are not
applicable to the General Accounting Office.

The remaining question (No. 8) is stated as follows:

“The Commission on Foreign Economic Policy, in its report to the President
and the Congress in January 1954, recommended that the Buy-American Act and
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legislative provisions of other acts containing the “Buy American” principle
‘should be amended to give authority to the President to exempt from the provi-
sions of such legislation the bidders of other nations that treat our bidders on an
equal basis with their own nationals.’ What would be your agency’s position
on such an amendment appropriately offered for the consideration of the
Congress?”

We believe that the desirability of permitting exemption from the Buy-
American Act to foreign bidders whose countries do not discriminate against
U.S. bidders is essentially a policy question for determination by the Congress
and the executive branch after consideration of various factors such as those
mentioned in the other questions posed by Senator Javits. We therefore would
have no recammendation to make on legislation proposed to accomplish this
purpose.

You are aware, we presume, of the fact that the Buy-American Act is not
now applied to Panamanian supplies purchased by the Defense Department for
use in the Canal Zone, nor to certain Canadian supplies (secs. 6-103.5 and 6-103.6,
Armed Services Procurement Regulation).

Sincerely yours,
JosepH CAMPBELL,
Comptroller General of the United States.



APPENDIX 4
MILITARY COMMISSARIES

COMPTROLLER GENERAL OF THE UNITED STATES,
Washington, D.C., April 16, 1964.
Hon. PAuL H. DoucGLAS,
Chairman, Joint Economic Committee,
Congress of the United States.

DearR MR. CHAIRMAN: In accordance with a recommendation of your com-
mittee in July 1963 and subsequent discussions with your staff, we have made
a review of the criteria established by the Secretary of Defense for the authoriza-
tion of military commissary stores in the continental United States.

Our review discloses that, although competitive food stores are located near
most military commissary stores in the United States, commissary stores have
continued in operation and increased in number despite the statutory require-
ment since 1953 that such stores be authorized only if reasonable prices are
not otherwise readily available. The authorization of commissary stores has
continued each year because the criteria established by the Department of
Defense defeat the purpose of the law. Under these criteria, for example,
the prices at all commercial food stores surveyed in the United States during
recent years have been found to be unreasonable. In view of the strong com-
petition among commercial grocery stores and their resulting low profit margins,
it is apparent that the criteria are illogical. We estimate that under any re-
alistic criteria more than half the commissary stores in the United States would
be closed.

In addition, the Department of Defense has expended considerable manpower
each year conducting surveys at all commissary stores in the United States for
compliance with its criteria, even though it is obvious that such surveys will not
in any way restrict commissary operations. The wasted effort connected with
these surveys has cost the Government about $100,000 annually, or about $1
million since 1953.

Since commissary store sales prices exclude major operating expenses, we have
estimated, as explained in the report, that the military commissary store system
in the United States results in a loss to the Government of almost $150 million a
year. The justification advanced over the years by the military departments for
maintaining a widespread commissary store system has been that the fringe bene-
fit has become, as a practical matter, a part of the pay structure for military
personnel and that, consequently, the curtailment of the fringe benefit would
represent a reduction in remuneration and would adversely affect the morale of
military personnel. While commissary store privileges are available to all mili-
tary personnel, they obviously are not needed by the vast number of military per-
sonnel fed in messhalls, and such personnel would not be affected by limitations
on commissary store operations. In any event, we believe that any inadequacy
of pay and allowances to military personnel should be brought to the attention of
the Congress as a matter to be decided on its merits, apart from the need for
commissary stores.

In view of the ineffectiveness of the restriction contained in each annual ap-
propriation law enacted since August 1953 in deterring the continued operation
and growth of military commissary stores and in view of the fact that competi-
tive commercial food stores are generally located reasonably close to most mili-
tary installations in the continental United States, we are suggesting that your
committee consider recommending to the Congress the enactment of legislation
to establish precise conditions under which the operation of military commissary
stores may be authorized. Also, to the extent that the operation of commissary
stores may be authorized, the Congress may wish to consider providing for selling
prices to be set at the level of competitive commercial retail prices in order to
avoid inequities between personnel at installations having commissary stores and
personnel at installations not having commissary stores.

Pending action by the Congress to clarify its position with regard to commis-
sary stores, we believe that it would be desirable to omit from future appropria-
tion acts for the Department of Defense the requirement for the annual certifica-

349
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tion of commissary stores by the Secretary of Defense. This will avoid the
expenditure of about $100,000 a year for surveys of the type now conducted for
the purpose of authorizing commissary stores.

At your request, the findings in this report have not been submitted to officials
of the Department of Defense for comment. Consequently, we have not obtained
any written explanations that they may be able to offer.!

We believe that the contents of this report will be of interest to other commit-
tees and Members of the Congress. Therefore, as previously agreed with you,
we are making our customary distribution of the report.

We trust that the report provides you with the information you require.
If we can be of further assistance, please let us know.

Sincerely yours,
JosEPH CAMPBELL,
Comptroller General of the United States.

FAILURE To CURTAIL OPERATION AT GOVERNMENT EXPENSE OF MILITARY COMMIS-
BARY STORES IN CONTINENTAL UNITED STATES WHERE ADEQUATE COMMERCIAL
FACILITIES ARE AVAILARLE

INTRODUCTION

The General Accounting Office has made a review of the criteria established
by the Secretary of Defense for the authorization of military commissary
stores located in the continental United States. This authorization is made
pursuant to law requiring the Secretary of Defense to certify yearly as to the
need for each such commissary store.

Our review originated as a result of a recommendation by the Subcommittee
on Defense Procurement to the Joint Economic Committee of Congress in July
1963 that we undertake an investigation of military commissary stores. Our
review was carried out at the Office of the Secretary of Defense, at the head-
quarters of the military departments, and at the eight commissary stores in the
Washington, D.C., metropolitan area. The review was made under the authority
of the Budget and Accounting Act, 1921 (31 U.S.C. 53), and the Accounting and
Auditing Act of 1950 (31 U.8.C. 67).

At the request of the chairman of the Joint Economic Committee, the findings
in this report were not submitted to officials of the Department of Defense for
comment., Consequently, we have not obtained any written explanations that
they may be able to offer.

BACKGROUND

The Department of Defense operates commissary stores mostly at or adjacent
to military installations throughout the world for the purpose of selling groceries,
meats, produce, and household supplies to authorized personnel. At June 30,
1963, 269 of these stores were operated in the continental United States, 15 in
Alaska and Hawaii, and 193 in other oversea locations—a total of 477 stores.
Sales of the commissary stores for the fiscal year 1963 amounted to $972 million,
of which $730 million represented sales of stores in the United States. Author-
ized customers of the commissary stores are predominantly the Regular, Active-
Duty Reserve, and retired personnel of the uniformed services. A great number
of military personnel are fed in mess facilities on the base and, consequently,
do not need to patronize commissary stores. Most personnel who patronize com-
missaries live in outside communities rather than on the installations at which
the stores are located.

According to an Army document on chronological events affecting commis-
sary stores, sales of subsistence supplies to Army military personnel originated
with the sutler system. Sutlers were peddlers who followed an Army and sold
food and other goods to the troops. After 1825, however, the Army was author-
ized to sell subsistence supplies to officers at certain frontier posts at cost. The
sutler system was abolished in 1866 by a law that directed the Army to sell sub-
sistence supplies to officers and enlisted men at cost. A law enacted in 1867 per-
mitted traders at military posts, but the traders were not allowed to sell sub-
sistence supplies to enlisted men. Under the same law, former sutlers were
authorized to operate at frontier posts not in the vicinity of a town. For more
than 50 years, until 1923, the selling price of subsistence supplies was only the
invoice cost of the merchandise. In 1923 through 1927, certain other items of
cost were added to the invoice cost to arrive at the selling price. After 1927 and
until January 1, 1952, selling price was again only the invoice cost of the mer-
chandise.

1 See p. 170, supra.
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Since the Air Force was separated from the Army and set up as a separate
organization in 1947, it has had the same right as the Army to sell subsistence
supplies. Prior to 1952, the law did not specify the amount the Navy should
charge its personnel for commissary purchases. However, the Navy has sold
subsistence supplies for slightly more than the invoice cost of the merchandise.

Effective January 1, 1952, the Department of Defense Appropriation Act, 1952
provided for collecting a surcharge from commissary customers. This provi-
sion is repeated in each subsequent annual appropriation act for the Depart-
ment. Since January 1, 1952, the basic law in conjunction with the annunal ap-
propriation act has required that customers of commissary stores pay (1) the
bare cost of merchandise (purchase price including transportation) and (2) a
surcharge, which has been about 3 percent for many years, to cover the cost of
commissary operating equipment, supplies, utilities, and merchandise losses
and spoilage. The remaining costs that are not collected from customers are
borne by appropriated funds of the military department. These costs are prin-
cipally (1) pay, allowances, etc., for military and civilian employees engaged in
operating the stores, (2) facilities including store rental, and (3) procurement,
inspection, receiving, warehousing, disbursing, accounting, and other adminis-
trative functions performed for the stores.

The operation of commissary stores requires participation by numerous or-
ganizations within the Department of Defense, and the cost of these organi-
zations attributable to services performed for the commissary stores is generally
not determinable. For example, procurement is handled by the Defense Sub-
sistence Supply Center, a component of the Defense Supply Agency, and by
purchasing organizations at the installations; and inspection, receiving, ware-
housing, and issuing are handled by the Defense Subsistence Supply Center
and by the appropriate organizations at the installations. The accounting
systems of the military departments do not provide for the accumulation of
the costs of these various organizations that are chargeable to commissary
store operations. Consequently, it is not practical to determine the cost of
commissary store operations. However, as commissary store operations in the
United States are similar to those of a large chain food store, it appears that
the costs of these commissary stores should be at least comparable to the costs
of highly competitive food stores, exclusive of such costs as advertising and
sales promotion that are not incurred by commissary stores.

On the basis of the foregoing, the published experience of chain food stores
in the United States in recent years, and the loss of potential tax revenue to
the Government through its operation of commissary stores, we estimate that
the total cost to the Government of operating the commissary stores in the United
States in the fiscal year 1963 exceeded $170 million. According to the military
departments, there were 269 commissary stores in the United States having some
3,000 military personnel and 8100 civilian employees and a sales volume of
$730 million. The sales amounting to $730 million consisted of $709 million
for the bare cost of merchandise and a surcharge of $21 million. Consequently,
only $21 million of the $170 million cost to the Government was recovered in
the surcharge made to commissary store customers. Thus, we have estimated
that the unrecovered cost to the Government of operating these commissary
stores totaled $149 million for the fiscal year 1963, including $65 million for
pay and allowances of military and civilian employees engaged in operating
the stores.

Prior to August 1953, specific commissary stores were authorized by the
military departments as an administrative matter. Since that date, however,
the Secretary of Defense has been required by law to authorize only those
commissary stores in the United States for which he certifies that items normally
sold in commissary stores are not otherwise available to employees of the Depart-
ment of Defense at a reasonable distance and a reasonable price in satisfactory
quality and quantity. The Secretary of Defense has established criteria for
determining whether or not a store should be authorized. A certificate based
on these criteria is issued by the Secretary of Defense to the military depart-
ments to authorize the operation of specified commissary stores for each calendar
year.

The Assistant Secretary of Defense (Manpower), acting on behalf of the
Secretary of Defense, is responsible for prescribing the criteria for the authori-
zation of commissary stores and for the certification of those commissary stores
that satisfy the criteria.

A list of the principal officials of the Department of Defense with responsibility
for the activities discussed in this report is contained in appendix L
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Selected comparative statistics for the commissary stores of each of the
military departments are set forth in appendix II.

FINDINGS, CONCLUSBIONS, AND RECOMMENDATIONS

Unrealistic criteria used to justify authorization of commissary stores in the
United States

Although competitive food stores are located near most military commissary
stores in the United States, commissary stores have continued in operation and
increased in number despite the statutory requirement since 19353 that such
stores be authorized only if reasonable prices are not otherwise readily avail-
able. The authorization of commissary stores has continued each year because
the criteria established by the Department of Defense defeat the purpose of the
law. Under these criteria, for example, the prices at all commercial food
stores surveyed in the United States during recent years have been found
to be unreasonable. In view of the strong competition among commercial gro-
cery stores and their resulting low profit margins, it is apparent that the criteria
are illogical. We estimate that under any realistic criteria more than half
the commissary stores in the United States would be closed.

In addition, the Department of Defense has expended considerable man-
power each year conducting surveys at all commissary stores in the United
States for compliance with its criteria, even though it is obvious that such
surveys will not restrict commissary operations. The wasted effort connected
with these surveys has cost the Government about $100,000 annually, or about
$1 million since 1953.

The events leading up to the statutory ban against operating commissary
stores near commercial stores that have reasonable prices and the details of
our findings follow :

Criteria developed in 1949 at request of Congress to eliminate commissary stores
where commercial prices are reasonable proved ineffective

In April 1949 a subcommittee of the House Committee on Armed Services
was appointed to look into the extent to which commissary stores were necessary.
During hearings held by the subcommittee, an Assistant Secretary of the
Navy, acting for the military departments, stated that commissary stores are
not established “* * * where adequate commercial facilities are conveniently
available at reasonable prices,” and in explanation of this also stated :

"~ “Our concern is that at an isolated station where we do not have civilian
stores whose prices are kept in line by adequate competition, we must protect
our people. Clearly, in Washington, New York, Philadelphia, Baltimore, or
any city where you have commercial facilities which sell commodities at rea-
sonable prices the need for the military to run its own shop [commissary stores]
disappears.”

* * * * * * *

“We propose to abolish them [commissary stores] where commercial facilities
are otherwise available where our people can purchase goods at reasonable
prices * * *”

At the close of the hearings, the chairman of the House Committee on Armed
Services stated :

“The whole theory of the commissary privilege * * * was originally to give
it to the people who were at isolated stations who did not have'the benefit
of metropolitan sales. That is the whole theory and the only justification for
it. It was never intended that the Government should go in the business of
providing for its personnel where they have the privilege and the opportunity
to go to a private place to buy. It was intended on account of the remoteness
of stations to accommodate them.”

In an exchange of letters between the Assistant Secretary of the Navy and the
chairman of the subcommittee, it was agreed that “* * * commissary stores
would be discontinued within areas where adequate commercial facilities exist
and make sales at a reasonable cost.” An armed services cominissary store
regulation submitted to the subcommittee stated, “The establishment of commis-
sary stores shall not be authorized in areas where adequate commercial facili-
ties are conveniently available and sell commissary merchandise at reasonable
prices * * * The chairman of the subcommittee advised the military depart-
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ments by letter dated August 22, 1949, that the regulation represented the conclu-
sions and decision of the subcommittee as reported to the House Committee on
Armed Services. .

The report of the subcommittee as agreed to.by the House Committee on Armed
Services contained the following statements: -

«% * * it is the committee recommendation that commissary stores now in
operation in areas where it has been determined that adequate facilities are
conveniently available at reasonable prices shall be disestablished on or before
January 1, 1950. The committee recognizes the fact that commissaries were
originally established for the convenience of military personnel who were not
conveniently located to comparable civilian facilities. We are of the opinion
that the sole justification for the continuance of commissary stores is to provide
a convenient means of procuring commissary supplies when such convenience
has been lost as a result of being in or associated with the military services.

“[As to the point made by the military departments that one of the purposes of
the commissary stores is to augment the pay of underpaid military personnel],
*+ * * we wish to point out that House Committee on Armed Services has led
the way in attempts to increase the pay of service personnel through appropriate
legislation.

“The privileges which we have preserved [including retention of the commis-
sary stores that are not to be closed on or before January 1, 1950] are very
substantial and are sufficiently attractive to encourage future violations. It is
obvious that such violations eannot occur unless military personnel, and other
authorized patrons, become a party to the violation. We stress this word of
warning, that if such violations continue they will inevitably result in further
congressional investigation. The future of resale activity privileges in the armed
services is entirely within the hands of those who will continue to enjoy those
privileges. They shall either protect them and keep them or abuse them and
lose them.”

In September 1949, criteria for implementing the previously quoted require-
ment of the armed services commissary store regulation were published. The
criteria included the requirement that prices at commercial stores shall be con-
sidered unreasonable if they exceed the delivered invoice cost of the merchandise
to the commissary stores by 20 percent. The 20-percent figure had been derived
from statistics published by a trade magazine to represent the average percentage
by which supermarkets marked up the cost of merchandise in 1947 to determine
their selling prices. The criteria also prescribed standards to determine when
distances to commercial stores were to be considered unreasonable. The com-
mercial stores also had to be adequate as to floor space, capacity to serve addi-
tional customers, ete. These criteria were used by the military departments in
authorizing commissary stores before August 1953.

In effect, the price criterion worked in this way: The bare cost of merchandise
(exclusive of commissary operating costs) was marked up by 20 percent and
compared with prices of commercial stores. Any excess of commercial prices,
no matter how small, meant that commercial store prices were considered to be
unreasonable and, thus, authorization of a commissary store was permitted.
The 20-percent markup was used for this purpose only and did not appear in
the selling prices charged at commissary stores. As mentioned previously, selling
prices at commissary stores were never more than the bare cost of merchandise
plus a small surcharge. '

After the first application of the criteria of September 1949, 24 commissary
stores were closed. Many of these stores, however, were closed because of de-
activation of installations. In a letter addressed in March 1950 to the chairman
of the House Committee on Armed Services to anmounce the closing of the 24
stores, the military departments mentioned that they proposed to reopen' any
store the closing of which would work a hardship on military personnel, and
stated that any proposal to close commissary stores in the future should be
effected by amending the law. In connection with the last statement, the Army
stated in a memorandum to the Armed Forces Policy Council that by taking this
stand “* * * the military services and interested veterans organizations would
be afforded a full open hearing of their strong case for continuance of the com-
missary system.”

From that time through August 1953, only one commissary store was closed
because of the criteria.

1 At least three of the stores were reopened later in the same year.
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In 1953, the Congress expressed concern with the failure of the military de-
partments to reduce the number of commissary stores. A report of the Senate
Committee on Appropriations in J uly 1953 contained the following statements :

“The committee fails to find any justification for the continuation’ of * * *
sales commissaries at military installations which are surrounded by or which
abut metropolitan areas. * * * The committee also believes that at those mil-
itary installations which are removed from metropolitan trading centers by
longer distances, the operation of * * * gsgles commissaries should also be
curtailed.

This could be accomplished by * * * arrangements * * * guaranteeing to the
military personnel at such stations that the prices charged would in no instance
exceed those prevailing at the nearest metropolitan areas.”

Law enacted in 1953 to eliminate commissary stores where reasonable com-
mercial prices are available was thwarted

‘A a result of the congressional dissatisfaction with the failure to close com-
missary stores, the Department of Defense Appropriation Act, 1954, approved
August 1, 1953 (Public Law 83-179), included for the first time the requirement
for certification of the need for commissary stores by the Secretary of Defense.
Under this law, which appears unchanged in all Department of Defense ap-
propriation acts enacted since 1953, the Secretary of Defense is required to
authorize the establishment or continuation of commissary stores in the conti-
nental United States by means of a certification that “items normally procured
from commissary stores are not otherwise available at a reasonable distance and
a reasonable price in satisfactory quality and quantity to the military and
civilian employees of the Department of Defense.” A certificate for this purpose
must be issued by the Secretary of Defense to each of the military departments
to authorize the operation of specified commissary stores for each calendar
year. The law contained no specific guidance as to the meaning of reasonable
prices and distances.

Since August 1953, not one commissary store has been closed as a result of
this law. On the other hand, the number of commissary stores in the United
States has increased under the law from about 210 at the time the law was
enacted to 289 certified for operation in the ¢alendar year 1964,

The price and distance criteria used by the military departments to comply
with the law are substantially the same as those in force since 1949 and are
discussed below.

Faulty price criterion has assured continuance of commissary stores

The method of measuring reasonable prices prescribed by the Department
of Defense under law to determine the need for commissary stores not only
utilizes an average markup for commissary merchandise of 20 percent which is
obsolete and significantly understated but also fails to recognize that the most
reasonable prices are those that prevail under conditions of full and free com-
petition. Furthermore, the use of a single average markup factor for the
entire United States is inappropriate because it does not recognize that there are
varying levels of reasonable prices in the country. For these and other reasons,
the prices of commercial retail food stores almost without exception have been
found by the military to be unreasonable despite the generally effective com-
petitive conditions experienced by these stores and their resultant low profit
margins.

The criterion in force since August 1953 for determining “reasonable prices”
is as follows :

The commercial store prices—averaged for the two most adequate and
convenient stores “shall be considered unreasonable” if they are 20 percent
or more in excess of the bare cost of merchandise to the commissary
stores. \ The comparative prices are to be determined for a standard market
basket.

When this criterion was established in August 1953, the Assistant Secretary
of Defense (Comptroller) withheld concurrence on the ground that the 20
percent figure was unrealistic because he believed the Congress intended that
reasonable prices were those established by free and adequate competition.
Nevertheless, on August 17. 1953. the Assistant Secretary of Defense (Man-
power)® prescribed the 20 percent figure, presumably on the basis of state-

2The “market basket” that is priced comparatively for this purpose consists of 82 to 88
“standard items and quantitles representing the annual purchases of an average family,
as computed by the Bureau of Labor Statistics, U.S. Department of Labor.”

3 At the time this Office was known as Manpower and Personnel.
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ments in a memorandum prepared in his office a few days previously. These
statements included the following :

“The Comptroller’s recommendation would in effect eliminate most commis-
saries on the basis of definition of reasonable price.”

“If the Comptroller's recommendation is followed the DOD will be in the
position in effect of eliminating commissary stores by an interpretation that
it is doubtful that the Congress intended.”

“The OASD (Comptroller) recommendation would also constitute another
instance of denying a long-established and accepted benefit, and another abro-
gation of a tacit contract on enlistment.”

“It is recommended that the attached memorandum [prescribing the 20 per-
cent figure] be approved.”

The memorandum does not mention whether or not the Department of Defense
consulted or proposed to consult with the Congress to resolve the doubtful
interpretation.

We were informed by a responsible official that in September 1959 the Office
of the Assistant Secretary of Defense (Manpower),* for the first and last time
since August 1933, raised the question of revising the criteria and asked the
military departments to submit their suggestions for updating the criteria.
In reply, the Army suggested that the price differential of 20 percent should be
changed to 24 percent so as to use the statistics published by Harvard University
in September 1959 for markups by commercial food stores. The Air Force replied
as follows :

“The Air Force considers commissary stores to be an integral part of military
fringe benefits and a morale factor taken into consideration when deciding
to make a career of the service * * *” "“* * * apy further instructions limit-
ing the present criteria would jeopardize continued operations of our commis-
sary stores. Accordingly, it is recommended that no changes be made * * *
which would further limit commissary operations.”

No reply from the Navy could be found. The price criterion was not updated
and the Office of the Assistant Secretary of Defense (Manpower) informed us
that no record could be found of who made the decision to continue using the
same criterion.

In reviewing compliance by the Department of Defense with the law over the
past 10 years, we found that under its price criterion all commercial stores
surveyed, with rare exceptions, were found to charge unreasonable prices. The
military departments applied the price criterion in about 2,400 surveys during
the past 10 years and about 2.350 or 98 percent of these surveys disclosed that
commercial stores charged unreasonable prices. No commissary stores were
closed, however, because those commercial stores with reasonable prices were
not considered within reasonable distances of the installations. All commercial
stores surveyed by the military departments from 1959 through 1963 were found
to charge unreasonable prices. Establishments that were found to be charging
unreasonable prices included such well-known highly competitive chain food
stores as A. & P., Safeway, and Kroger.

As a general rule, the thousands of commercial food stores across the United
States, representing many large and small companies, are in strong competition
with each other in their respective shopping areas. Recent studies by Cornell
University show that profit margins are extremely low in the highly competitive
retail food industry. It is apparent that, in general, prices at commercial stores
are established under circumstances of full and free competition and should be
considered reasonable. It is further evident that any criterion which determines
otherwise is not realistic.

Under the Department of Defense (DOD) price criterion, 20 percent is added
to the bare cost of merchandise in the commissary stores® and the result is
compared with the average selling prices charged by two commercial stores.
This 20-percent markup factor is based on 1947 data and has not been updated.
We found that statistics for food chainstores published by Harvard and Cornell
Universities for the years 1961 and 1962 show that the average markup, measured
as a percentage of the cost of merchandise, has risen to 28 percent and ranged
from 25 percent in the South to 31 percent in the West. On the basis of these
figures, the 20-percent average markup factor is understated by 8 percentage

4 At the time this Office was known as Manpower, Personnel, and Reserve.

& The addition of 20 percent is made only for purposes of comparison. It is not included
in the prices actually charged hy the commissary stores. .As mentioned previously, selllng
prices at commissary stores since August 1953 have been the bare cost of merchandise
plus a surcharge that has been for many years and its now about 3 percent.

32-669 0—64——24
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points or by 40 percent. The continued use of this obsolete markup factor of
20 percent to measure the difference between commissary and commercial prices
virtually assures the continuance of commissary stores.

Should DOD update its price criterion so as to recognize the current com-
mercial markup of 28 percent, the use of a single average markup factor to
measure reasonable prices throughout the United States would nevertheless be
improper. It is well established that prices of commercial retail stores vary
in the United States depending on the geographical area, extent of competition,
individual store pricing policies and costs, and other factors. This is confirmed,
for example, by the difference in the average markup noted above of 25 percent
in the South and 31 percent in the West. Consequently, the use of an average
markup factor of 28 percent throughout the United States would result in
closing relatively more commissary stores in the South than in the West, even
though the prices of commercial food stores in each area are established under
comparable competitive conditions. Moreover, even the use of an average markup
factor for each of the geographical areas with varying levels of reasonable
prices would be inappropriate because any such average would automatically
classify as unreasonable those prices that are barely higher than the average.

The manner in which the military departments determine commercial store
prices also produces inappropriate comparisons. These prices are required to be
obtained by the military departments from commercial stores on a Tuesday,
Wednesday, or Thursday. Our review of the commissary operations in the
Washington area disclosed that in almost every case commercial prices were
obtained only on Tuesday and Wednesday. However, it is a widespread practice
among retail food stores to sell certain items at lower prices on Thursday,
Friday, and Saturday, when the majority of the people do their shopping.
For example, a “market basket” was priced on Wednesday, August 7, 1963, and
included a price of 99 cents a pound for round steak at a nearby chainstore,
On the next day—Thursday—however, the price at the same chain store was
87 cents a pound, an end-of-the -week reduction, 12 percent. The selling price
of the item at the commissary store was 79 cents a pound. Ignoring the lower
commercial prices on these items at the end of the week results in the military
departments’ computing an unduly high price for the “market basket” at com-
mercial stores and, thus, overstating the price differentials that exist between
commercial and commissary stores. Furthermore, the ‘“market basket” com-
parison disregards certain direct or indirect price reductions in commercial
store prices, such as discounts by way of trading stamps.

The manner in which the military departments determine commercial prices
also appears inappropriate because the prices for indivdual items are based on
the average prices in two stores, whereas many consumers shop in several com-
mercial stores buying those items which are most favorably priced.

The unreasonable results obtained from the price criterion are illustrated
" by the following examples of commissary stores authorized for the calendar year
1963 :

1. The largest commissary store in the United States is operated by the
Army at Cameron Station, Va., considered as part of the Washington, D.C,,
metropolitan area. A Grand Union store is 1 minute’s riding time and a
Food Fair store 2 minutes’ riding time by automobile from the ecommissary
store. Several other well-known chain food stores are located within 10
minutes’ riding time from the commissary store. The Army selected Grand
Union and Food Fair stores for the survey, averaged their prices for the
market basket, and compared the result with the bare mechandise cost
paid for the same items by the commissary. store. It was found that the
prices of the two commercial stores exceeded the bare cost of the items
at the commissary store by 35 percent. As only a 20-percent differential was
permitted under the price criterion, the prices of the commercial stores were
automatically considered unreasonable and the commisary at Cameron Sta-
tion was authorized to continue its operation. For the fiscal year 1963, the
sales of this commissary were $10.4 million. The total cost to the Govern-
ment for operating this store is not known. However, pay and allow-
ances of military and civilian personnel employed at the store in 1963 that
were not charged to customers amounted to $1 million.

2. A commissary store is operated at Fort Myer in the Washington, D.C.,
metropolitan area. A Safeway store is 1 minute’s riding time and a Giant
store is 5 minutes’ riding time from the commissary store. Within 10
minutes’ riding time, numerous well-known food stores are operating in com-
petition with each other. The survey disclosed that the Safeway and
Giant prices for a market basket on the average exceeded the bare cost
of merchandise to the commissary store by 29 percent. As only a 20-per-
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cent differential was permitted under the price criterion, the commercial
store prices were automatically considered unreasonable and the commissary
was authorized to continue during 1963. For the fiscal year 1963, the sales
of this commissary amounted to $7.6 million. The total cost to the Gov-
ernment for operating this store is not known. However, pay and allow-
ances of military and civilian personnel employed at the store in 1963 that
were not charged to customers amounted to $640,000.

Distance criterion unreasonably short and mot applicable to most commissary
customers

According to the distance criterion, the fact that the nearest adequate com-
mercial store is not within 10 minutes’ traveltime by automobile from the mili-
tary installation justifies under law the authorization of a commissary store
because of unreasonable distance. This traveltime, however, is not applicable
to most customers of commissary stores because they live off, and often relatively
far from, military installations, generally in communities that have nearby
shopping centers. As to the remaining customers who live on the military
installations, the traveltimes used to justify operation of a commissary store
are unrealistically short because under modern conditions grocery shopping
requires less frequent visits to the store, usually only one lengthy visit a
week.

The criterion in force since August 1953 for determining ‘“reasonable dis-
tances” from military installations to commercial stores is as follows :

For patrons using a private conveyance, a reasonable distance is not to
exceed 10 minutes’ traveltime from the installation to the nearest adequate
commercial store.® For patrons using commercial or military transporta-
tion, a reasonable distance is not to exceed 15 minutes from the installation
to the nearest adequate commercial store, but trips must be scheduled at
intervals of not to exceed 30 minutes. When less than 50 families live
on the installation, or immediately adjacent thereto, the times mentioned
above are 15, 20, and 60 minutes, respectively. Traveltime is measured from
the center of the quarters area of the installation. When no persons live
on the installation, or immediately adjacent thereto, the commercial stores
are to be considered as within a reasonable distance.

In September 1959, the Office of the Assistant Secretary of Defense (Manpower,
Personnel, and Reserve) raised the question of revising the distance criterion.
In a letter to the military departments, the Office expressed the view that the
reasonable distance criterion was susceptible to criticism and asked for sug-
gestions, particularly if changes could be made “in such a manner as to cause
no reduction in present * * * facilities.” However, the military departments
proposed no changes in the distance criterion and the Office made no changes
of its own accord. (Seep. 14.)

Over 80 percent of all commissary store customers during 1963 did not live
at military installations. For example, commissary stores in the Washington
metropolitan area at Fort Myer, Fort McNair, and Andrews Air Force Base
reported in total that almost 96 percent of their customers lived off base. Com-
missary stores are, therefore, patronized mostly by nonresident customers who
often travel comparatively long distances to reach the commissary stores. Con-
sequently, the prescribed traveltimes are of significance to only ‘a small propor-
tion of the customers of the commissary stores who are base residents. As a
result, even if prices at commercial stores were considered reasonable, com-
missary stores could be established solely for the convenience of a relatively
small number of base resident customers, and the commissary stores would then
be available for the use of the comparatively large number of nonresident
customers.

Records of the military departments show that over 96 percent of base resi-
-dent customers during 1963 had the use of private automobiles. For example.
the three commissary stores mentioned above reported that over 99 percent of
their resident customers had the use of a private automobile. Accordipg to the
distance criterion, originally developed in 1949, a commissary store can be justi-
fied if resident customers require more than 10 minutes of travel by automobile
te reach the nearest adequate commercial store.

The objective of the distance criterion should be to assure that resident custom-
ers do not have to travel for unreasonably long times to do their grocery shopping.
As the grocery shopping problem for the average family has been considerably
reduced by improved transportation facilities, better highways, and the advent

¢ Either one of the same two stores used in the price comparison under the price
criterion.
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of more and larger grocery stores, and as the need for frequent shopping has been
largely eliminated through the use of refrigerators and freezers, there has been a
change in shopping habits. Grocery shopping for the average family is now
ordinarily done once a week over an extended period. This weekly shopping is
often supplemented through home deliveries of such items as bread and milk by
commercial suppliers. Consequently, under the conditions that exist today,
the traveltimes in the distance criterion appear unrealistically short.
Examples of the unreasonableness of the distance criterion follow:

1. A commissary store at Malmstrom Air Force Base, Great Falls, Mont.,
was authorized for 1963 on the basis that commercial stores were at an un-
reasonable distance and charged unreasonable prices. According to the mili-
tary department’s survey, of the 2,556 customers, 1,206 were base residents,’
1,250 were assigned to but living off the base, and 100 were neither assigned
to nor living on the base. All 1,206 resident customers had the use of private
automobiles, The travel time from the base was 11 minutes to each of the
commercial stores by automobile. Solely because a trip to the nearest ade-
quate commercial facility required an automobile ride of 11 minutes (com-
pared with the prescribed 10 minutes), the reasonable distance criterion
was not satisfied.

2. A commissary store at Fort Benjamin Harrison, Indianapolis, Ind.,
was authorized for 1963 on the basis that commercial stores were at an un-
reasonable distance and charged unreasonable prices. According to the
military department’s survey, of the 1,697 customers, 443 were base residents,
786 were assigned to but living off the base, and 468 were neither assigned
to nor living on the base. The traveltime to the two commercial stores was
only 4 and 7 minutes by automobile. Five of the 443 resident customers did
not have the use of a private automobile. Consequently, the question of
reasonable distance was of concern to only these five resident customers.
The criterion was not satisfied, however, because the traveltime by public
conveyance was 14 minutes to one store and 17 minutes to the other store
(compared with the prescribed 15 minutes) and the interval between sched-
uled trips was 60 minutes to one store and 90 minutes to the other store com-
pared with the prescribed 30 minutes.)

Wasteful expenditure of $1 million since 1953 on annual surveys

Each year since 1953 the military departments have conducted annual sur-
veys at each commissary store in the United States with substantially the same
results. For example, the surveys in 1963 for the purpose of authorizing commis-
sary store operations in the calendar year 1964 disclosed that (1) 100 percent
of the commissary stores were authorized because commercial store prices
were unreasonable and (2) 74 percent of the stores were authorized because dis-
tances to commercial stores were unreasonable. As previously shown in the
report, in prior years when the price criterion failed in rare instances to justify
authorization of a commissary store, the distance criterion prevented the closing
of the store. In combination, therefore, these two criteria succeeded in de-
feating the purpose of the law.

Although it has been obvious that the criteria are ineffective and that, as a
foregone conclusion, prices or distances of all commercial stores will be found
unreasonable, the military departments have continued year after year to make
these surveys in connection with the certification of commissary stores required
by law. This has entailed an obvious waste of manpower. Based on information
obtained from the military departments, we estimate that such surveys are
costing the Government about $100,000 a year, or about $1 million since 1953.

Under any realistic criteria more than half the commissary stores wonld be closed

It seems clear that a more realistic implementation of the law would be to
recognize that, as a general rule, prices at competitive commercial stores are
reasonable. Also, as most patrons of commissary stores live off the base near
commercial stores, travel times up to 15 to 20 minutes by automobile for those
who do live on the base do not seem unreasonable. According to the military
departments’ surveys in 1963, over 70 percent of the total number of commissary
stores are within 20 minutes by automobile from the nearer of the two commer-
cial stores considered, and over 60 percent are within 20 minutes from the far-
ther of the two commercial stores.

On this basis, we estimate that more than half the 289 commissary stores
authorized to operate in the United States in calendar year 1964 could be closed
* without causing military personnel to pay unreasonable prices or travel unrea-
sonable distances.

7 Base residents include those living immediately adjacent to the base.
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Conclusions

In 1949, the Congress was led to believe that regulations issued by the military
departments would restrict the number of commissary stores. However, the
military departments established various criteria under the regulations that
were ineffective in achieving their ostensible purpose. After it became evident
that more effective action was called for, the Congress included in the Depart-
ment of Defense Appropriation Act, 1954, the specific requirement that the
Secretary of Defense authorize by certification the operation of each commis-
sary store only if reasonable prices were not otherwise available at reasonable
distances. Nevertheless, the Secretary of Defense continued to use under law
essentially the same criteria that had been ineffective under earlier regulations.

We believe it is evident that the criteria distort rather than define the gen-
erally accepted understanding of what are reasonable prices and reasonable
distances. Consequently, since 1953 the military departments, with the con-
currence of the Office of the Secretary of Defense. have been going through
the motion of complying with the requirements of the law. even though it was
obvious that the criteria would rarely if ever result in closing any commissary
stores. These surveys have cost the Government about $1 million since 1953.
Continued use of the same criteria will merely perpetuate the waste of about
$100.000 a year involved in certifying the operation of commissary stores.

On the basis of the congressional committee hearings leading to legislation
covering the authorization of commissary stores, we believe it was intended
that military personnel not be unduly inconvenienced or charged unreasonable
prices due to lack of competition. This would tend to Testrict commissary
stores to remote locations. However, despite the restrictions appearing in the
annual appropriation acts for the Department of Defense since 1953, no com-
missary stores have been closed because of this law; instead, the number of
commissary stores has increased by about 38 percent. Thus, over the years
the commissary store privilege hase become an increasingly important fringe
benefit to military personnel, because of the determination of the military de-
partments not to curtail the commissary store system.

The justification advanced over the years by the military departments for
maintaining a widespread commissary store system has been that the fringe
benefit has become, as a practical matter, a part of the pay structure for mili-
tary personnel and that. consequently, the curtailment of the fringe benefit
would represent a reduction in remuneration and would adversely affect the
morale of military personnel. While commissary store privileges are avail-
able to all military personnel, they obviously are not needed by the vast number
of military personnel fed in messhalls, and such personnel would not be affected
by limitations on commissary store operations. In any event, we believe that
any inadequacy of pay and allowances to military personnel should be brought to
the attention of the Congress as a matter to be decided on its merits, apart from
the need for commissary stores.

Recommendations

In view of the ineffectiveness of the restriction contained in each annual
appropriation law enacted since August 1953 in deterring the continued operation
and growth of military commissary stores and in view of the fact that com-
petitive commercial food stores are generally located reasonably close to most
military installations in the continental United States. we suggest that the
Joint Economic Committee consider recommending to the Congress the enact-
ment of legislation to establish precise conditions under which the operation of
military commissary stores may be authorized. Also, to the extent that the
operation of commissary stores may be authorized. the Congress may wish to
consider providing for selling prices to be set at the level of competitive com-
mercial retail prices in order to avoid inequities between personnel at installa-
tions having commissary stores and personnel at installations not having com-
missary stores.

Pending action by the Congress to clarify its position with regard to commis-
sary stores. we believe that it would be desirable to omit from future appro-
priation acts for the Department of Defense the requirement for the annual
certification of commissary stores by the Secretary of Defense. This will avoid
the expenditure of about $100.000 a year for surveys of the type now conducted
for the purpose of authorizing commissary stores.

(Apps. I and II, immediatley following, relate to the preceding
report only.)



APPENDIX I

Principal officials of the Department of Defense concerned with the subject
matter of this report (since July 1953)

Tenure of office

From To
DEPARTMENT OF DEFENSE
Becratary of Defense:
Robert 8. MeNamara. .- .co oo cecceeamcncccccvae oo January 1961 Present.
Thomas S. Gates, Jr. . December 1959. January 1961,
Nefl H. McElroy... October 1957 December 1959.
Charles E, Wilson. January 1953__.... October 1957.
Deputy Secretary of Defense:
Cyrus R. V: January 1964____._ Present.
Roswell L. Gilpatric.. 1961, -| January 1964.
James H, Douglas_____ December 1959____| Janu 1961.
Thomas 8. Gates, Jr June 1959_ -| December 1959.
Donald A, Quarles_____. May 1957__ _| May 1959.
Reuben B. Robertson, Jr.. August 1955 .| April 1957,
Robert B. Anderson... May 1954 ___ I August 1955,
Roger M, Kyes -{ May 1954.
Assistant Secretary of Defense (Manpower): !
N 8. Paul August 1962 Present,
July 1962.
January 1961.
June 1958.
September 1954___| January 1957.
February 1853..___ July 1954,
DEPARTMENT OF THE ARMY
Secretary of the Army:
Stephen Alles_ o cccooeooC January 1064.__.._ Present.
Cyrus R, VANCO . oo veam oo cecccmcecccmmmmmcmmmamas July 1962.______.__ January 1964
Elvis J. Stahr, Jr.__ January 1961..____ June 1962,
Wilber M. Brucker._ July 1965.. ... January 1961.
Robert T. Stevens. . oo occccecccccceemm - February 1953_....| July 1955,
Under Secretary of the Army:
Paul R, Ignatius. . oo ie e mmaenaan February 1964.....| Present.
Stephen Alles_________. February 1961.__..| January 1964.
Hugh M, Milton IT__...... August 1958__..... January 1961.
Charles C. Finucane February 1955 __| April 1858.
John 8lez8K . - - voveeommnm- February 1954..._. January 1955.
Earl D. Johnson...._ -n--| October 1952._____| January 1954.
Deputy Under Secretary (Manpower and Reserve Forces):?
hur W. Allen, Jr September 1963__..| Present.
Alfred B. Fitt_ ... oo.o_... July 1961, ... August 1963.
Dewey 8hort. .. oeoan December 1958_.__| January 1961.
Hugh M. Milton II November 1953._._| August 1958.
DEPARTMENT OF THE NAVY
Secretarf of the Navy:
NIbZO. oo e e e e am November 1963._._| Present.
Fred Korth....._... _! January 1962 _____ November 1963,
John B. Connally _| January 1961 December 1961.
William B, Franke. .. oo .| June 1959... January 1961.
Thomas S, Gates, Jr__ o ao _| April 1857__ June 1959,
Charles 8. Thomas _ __ ..o ooceaccaaan .| May 1954____ April 1957.
Robert B, Anderson.. ..o ieeaos February 1953... .. May 1954,
Under Secretary of the Na
Paul B, Fay, Jr. . i eemimmcmmemeas February 1961____.| Present.
Fred A. Banbz. ..o oo i | June 1959..._. .| January 19861.
William B. Franke. _| April 1957__ .1 June 1959,
Thomas 8. Gates Jr.. October 1953 -| April 1957.
Charles S. Thom: February 1853.....| August 1953
Assistant Secretary of the Navy (Personneland Reserv
Richard Jackson ... . . . - _c_o-a-- September 1957___1 January 1961.

Albert Pratt_______
James H. Smith, Jr

See footnotes at end of table, p. 361.
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October 1954.
July 1953._.

February 1957.
October 1954.
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Principal officials of the Department of Defense concerned with the subject
matter of this report (8ince July 1953)—Continued

Tenure of office

From To

DEPARTMENT OF THE AIR FORCE

Secretary of the Air Force:
Eugene M., Zuckert._ ... .. January 1961._____ Present.
December 1859 January 1961.

James H. Douglas_ _ May 1857__ December 1959,
Donald A. Quarles. _ August 1955 . __ May 1957.
Harold E. Talbob......... February 1953__.__ August 1955.
Under Secretary of the Air Force
Present.
March 1963,

Dudley C, Sharp... August 1959 December 1959,

Malcolm A. MacIntyre. June 1957__.___.__] July 1959,

James H. Douglas_ ... ... . _____.____ .| March1953____.._| April 1957.
Special assistant for Manpower, Personnel, and Reserve Forces:

Benjamin W, Fridge .. e June 1961__.._._.__ Present.

Lewis S, Thompson April1959_________ January 1961.

David 8. Smith_._ -| October 1954_.._._ January 1959.

H. Lee White_ ... February 1953._...| July 1954.

1 Assistant Secretary of Defense (Manpower, Personnel, and Reserve (prior to February 1961; and Assist
ant Secretary of Defense (Manpower and Personnel) prior to September 1955.

2 Deputy to the Under Secretary for ManPower rior to September 1963; and Assistant Secretary of the
Army (Manpower and Reserve Forces) prior to January 1961.

3 Assistant Secretary of the Navy for Air prior to October 1954; Assistant Secretary of the Navy (Personnel
and Reserve Forces) thereafter until January 1961, when office disestablished and manpower functions
transferred to the Under Secretary of the Navy.

4 Assistant Secretary for Management prior to October 1954.

APPENDIX II

Selected statistics for commissary stores (furnished by the military departments)
1. COMMISSARY STORES OPERATED, WORLDWIDE

June 30, 1963
June 30, 1953,
Conus !

Conus ! Overseas Total
80 74 98 172
34 54 35 89
7 13 1 14
90 128 74 202
211 269 208 477

! Continental United States.
2. COMMISSARY STORES SALES, WORLDWIDE, FISCAL YEAR 1963
[In thousands]

Conus Overseas Total
ATy s $240, 420 $107, 625 $348, 054
Navy.._. 127,284 50, 283 177, 567
Marine Corp: 27,810 3,256 31, 066
Air Force. 334, 259 81,438 415, 697
Total. o 1729, 782 242, 602 972,384

t Consists of cost of merchandise, $708,887, and surcharge for those operating expenses that are reimbursed
in accordance with law, $20,395.
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Selected statistics for commissary stores (furnished by the military
departments)—Continued

3. COMMISSARY STORES OPERATING RESULTS, CONUS, FISCAL YEAR 1963

{In thousands]

Salest Cost of Gross Expenses 4 | Net profit or

sales ? profit 3 loss (=) %
ATIMY . .ol $240, 429 $233, 642 $6, 787 $5, 720 $1, 067
Navy.ceoooo 127,284 122, 660 4,624 5,175 —551
Marine Corps. 27,810 26, 885 925 950 —-25
AirForce ... ... 334,259 325,700 8, 559 8,111 448
Total oo 729,782 708, 887 20, 895 19, 956 939

! Including surcharge.

2 Bare cost of merchandise.

3 Equivalent to surcharge.

¢ Utilities and other expenses paid for from the surcharge.
8 Before charging major expenses such as pay, rentals, etc.

4. COMMISSARY STORES CUSTOMERS, CONUS, 1963

[In thousands]

Assigned to base
Others Total
Living on Living off
base base

ATINY e 66 120 186 381
Navy. .. 36 209 ) ]
Marine Corps. 18 18 Q) )]
Aldr Foree. - e 109 245 119 473

Total . e 229 601 O] O]

1 Not reported.

5. COMMISSARY STORES PERSONNEL, CONUS, JUNE 30, 1963

Military personnel
Civilians Total
Officers Enlisted

men
Army. el 16 92 3,026 3,134
Navy. . R 59 1,571 v12 2,542
Marine Corps . 10 36 479 525
Air Foree. . ool 36 1,228 3,667 4,931
Total ... S 121 2,927 8,084 11,132

(End of GAO Report on Commissaries.)

NATIONAL ASSOCIATED BUSINESSMEN, INcC.,
Washington, D.C., May 18, 1964.
Senator PAauL H. DoucLas,
Joint Economic Committee,
New Senate Office Building,
Washington, D.C.

Dear SENATOR Doucras: I enclose a brief statement regarding the Defense
Department’s commissaries, subject matter of recent hearings by your Sub-
committee on Defense Procurement.

I request that this statement be included in the printed transcript of the
hearings.

My highest regards to you, sir.

Sincerely,
ELTOoN KILE.
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STATEMENT oF ErToN KILE, PRESIDENT, NATIONAL ASSOCIATED BUSINESSMEN, INC.

National Associated Businessmen, Inc., is a single-purpose organization—
that purpose being immediate curtailment and eventual elimination of Govern-
ment business in competition with taxpaying private enterprise. The hundreds
of companies that comprise our membership are economically hurt by the unfair
competition of enterprises of various sorts which are owned and operated by
the Government. A substantial percentage of these companies are especially
bothered by the direct competition of the Defense Department’s commissaries
and PX stores—and their troubles increase because the military stores increase,
instead of decreasing as was ordered by the Congress 10 years ago.

A year ago, in a statement filed with this subcommittee and printed in the
record of hearings held at that time, our association called special attention
to three items of Government competition which we believed should be eliminated
at once: First, the 2 percent loans of 4 percent Government funds granted to
the Rural Electrification Administration ; second, the Post Office Department’s
savings banks, which outlived their usefulness years ago; third, the Defense
Department’s commissaries and PX stores, which have grown to rank in dollar
volume of business along with the top taxpaying leaders of industry, where their
freedom from taxes and overhead gives them a devastating advantage over
smaller concerns.

National Associated Businessmen itself has no objection to the operation of
Defense Department commissaries in connection with installations of our Armed
Forces in foreign lands, and I am sure that this is true also of our individual
members. Nor do we protest the commissaries and PX stores at Army posts
which are widely separated from cities and towns where commercial stores are
located.

But we do object to Government operation of nontaxpaying, cut-price grocery
stores and what amount to full-fleged department stores in locations where
taxpaying establishments are available and convenient.

It is to be expected that there will be objection to any cutback of the Army
grocery stores, by those who are the beneficiaries, directly and indirectly, of the
system. As someone has said, “Nobody shoots Santa Claus”—and the military
grocery stores and department stores are certainly playing Santa Claus for a
great many people, including some who have no justifiable right to the service.

Basically, NAB is for S. 1093 and H.R. 4926, identical bills which propose to
establish a Federal policy concerning the termination, limitation, or establishment
of busines-type operations of Government which may be conducted in competi-
tion with private enterprise.

To pinpoint the broad policy proposed by S. 1093, so that there may be immedl-
ate curtailment of the commissaries, we urge action on H.R. 11259, by Represent-
ative Thomas B. Curtis, of Missouri, to promote private enterprise in the United
States by the curtailment in the competitive operation of military commissary
stores.

It is the long-established policy of National Associated Businessmen “to encour-
age private enterprise,” as stated in section 1 of H.R. 11259, “and to curtail the
encroachments thereon by competition from military commissary stores * * %

It is our hope that this may also be the policy of the U.S. Government—and
soon.

ASSISTANT SECRETARY OF DEFENSE (MANPOWER),
Washington, D.C., June 16, 1964.
Hon. PavL H. DougLas,
Chairman, Joint Economic Committee,
U7.8. Senate, Washington. D.C.

DEAR MR. CHAIRMAN : In accordance with your request, the General Account-
ing Office report to the Joint Economic Committee subject “Failure to Curtail
Operations at Government Expense of Military Stores in Continental United
States Where Adequate Commercial Facilities are Available” has been reviewed
within the Department of Defense.

As stated in the report, a subcommittee of the House Armed Services Com-
mittee conducted an extensive investigation into the operation of military
commissary stores during 1949. On the basis of an agreement reached between
the House Armed Services Committee and the military departments. certain
criteria were communicated to the services, which authorized the establishment
or continued operation of commissary stores in those cases where available
commercial facilities were inadequate or inconvenient, or where the average
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commercial selling prices of these facilities for comparable items exceeded by
20 percent the cost of such items in the commissary store.

While commissary stores were first examined by the military departments
for establishment and/or continued operation under these new criteria in 1950,
it was not until passage of the 1954 Department of Defense Appropriations Act
that it was required they be certified annually for continued operation by the
Secretary of Defense. Since the language in the act was substantially similar
to that in the Armed Services Commissary Store Regulations, no essential change
in criteria and procedures previously used by the military departments in their
yearly examination was necessary, and the term ‘‘reasonable price” for purpose
of certification has continued to be based on a 20 percent price differential. Con-
gress was aware of this interpretation when the passed the 1954 act and was
again informed of this interpretation during the hearings on the 1956 DOD
Appropriations Act. Moreover, the Armed Services Committee of the House
and the Senate have been kept constantly informed of the Department’s policy
in this matter.

The commissary privilege for active duty and retired military personnel has
had a long history of congressional recognition and sanction, and along with *
medical care and other benefits of a similar nature, has consistently been taken
into consideration in establishing military pay schedules. For example, the
privilege was thoroughly considered by the Hook Commission (Advisory Com-
mission on Service Pay appointed by Secretary Forrestal and headed by Mr.
Charles R. Hook), which deemed it to be balanced to a large extent by the hard-
ships and disadvantages of military life.

The report of the House Armed Services Committee on H.R. 5007, 81st Congress,
the Career Compensation Act of 1949 (Rept. No. 779), commented that in estab-
lishing the pay scales proposed by that bill, the matter of so-called hidden bene-
fits, such as hospitalization, commissary, and post exchange privileges, were con-
sidered. The report also reached essentially the same conclusions as the Hook
Commission, i.e., that these special benefits were largely balanced out by the
special expense of military service. In addition, the Senate Armed Services Com-
mittee Report 1255 on H.R. 5715, 82d Congress, the Armed Forces Pay Raise
Act of 1952, clearly recognized the commissary privilege as one of the special
emoluments of military service.

The importance of commissaries was also recognized by the Defense Advisory
Committee on Professional and Technical Compensation in their report to the
Secretary of Defense in 1957 (Cordiner Committee Report). This committee
recommended that continuing action be taken to reestablish and maintain ap-
propriate “fringe benefits” for service personnel and their dependents, includ-
ing adequate commissary facilities. The committee recommended further that
Congress and the public be informed of the significance and relationship of these
aspects of service life to the maintenance of an effective military manpower
program.

In developing its recommendations to the Secretary of Defense on military
pay in 1962, the Defense Study Group on Military Compensation made a dollar
valuation of the commissary store benefit to the officer and to the enlisted man.
This study group submitted estimates based upon both the cost to the Govern-
ment and the value received by the individual of the commissary privilege. These
estimates were taken into account in developing the military pay proposals which
were submitted to the Congress in January 1963.

In summary, the commissary privilege has been assumed and taken into ac-
count on every occasion within the past 15 years when the responsible com-
mittees of the Congress have considered an adjustment in compensation for the
Armed Forces.

It is the continuing view of the Department of Defense that the purchasing
power of the dollar of military personnel, who have no choice as to the location
of their assignment, should not be reduced by a difference in the cost of food in
various geographical areas. The commissary store serves to assist in eliminating
this differential by providing food at approximately the same price, regardless
of location.

The availability of commissary stores and the implicit belief that such facilities
would continue to be available during their term of service and upon retirement,
have been a major factor in influencing servicemen to stay on in a career status.
This is particularly true of enlisted personnel, who are the hard core of our
military forces. Any curtailment in this privilege would hit hardest at the
enlisted man with a family, and it is he who can least afford to lose the benefit.
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Increasing numbers of servicemen are married, primarily in the lower enlisted
grades. For example, in 1955, approximately 37 percent of the enlisted personnel
were married. At present approximately 47 percent of the enlisted personnel
are married and over 300,000 or 23.2 percent of enlisted personnel in grades
E-1, 2, 3, and 4, with less than 4 years’ service, are married or drawing depend-
ents’ allowances.

The commissary privilege is a substantial one for married men with families.
Based on the average differential between commissary prices and supermarket
prices, and the average annual family food costs, the annual saving from using
the commissary for a family of four would be approximately $400. To take
away that saving, without at the same time offering servicemen an equivalent
increase in their compensation, would have an adverse effect on retention rates
and particularly on the retention of service people with skills that are equally
sought after in civilian life.

The commissary store privilege would be difficult to match through pay in-
creases or changes in other cash benefits. Basic pay increases have never been
made proportionate to family size. An increase in allowance for commuted
rations would do no good for the enlisted man who is on field rations or overseas
while his family is living in the United States. Moreover. any equalizing change
in pay or cash benefits would greatly exceed in cost the present cost in appro-
priated funds for commissary store operations and be virtually impossible to
administer on an equitable basis.

The GAO report in estimating that the unrecovered costs to the Government in
operating commissary stores totaled $149 million for fiscal year 1963, based their
estimate on the premise that costs of commissary stores should be at least
comparable to the costs of highly competitive food stores. The report further
stated that of this amount, $65 million consisted of pay and allowance of military
and civilian employees engaged in operating the stores. The Department of
Defense agrees with the $65 million personnel cost figure but disagrees with the
balance of the alleged cost—$§84 million. It is unrealistic to compare all overhead
costs in commissary stores to commercial food stores, since commissary stores
do not provide facilities and services comparable to those available in commercial
food stores. For example, line items carried in commissary stores are limited
to approximately 28 percent of those carried in most supermarkets. Many serv-
ices provided by supermarkets, such as check cash services, bagging, carryout
and loading of groceries, are not normally provided by commissary stores. In
addition, commissary store operating hours are generally restricted to less than
70 percent of normal commercial hours of operation. According to the Super-
market Institute Report for 1963, commercial supermarket sales per full-time
store employee averaged $57,000 for the year, with sales per square foot of sales
space being $180 for the same period. Like data compiled on military commissary
stores, factored to equalize the sales price, reveal that annual sales per employee
amount to $96,720, with sales per square foot being $423 for the same period.

The Department of Defense appreciates the opportunity to comment on this
report.

Sincerely,
NoRMAN 8. PAUL.



APPENDIX 5
BUREAU OF THE BUDGET REPORTS ON WEATHER AND HOSPITALS

APRIL 27, 1964.
Mr. ELMER B. STAATS,
Deputy Director,
Bureau of the Budget,
Washington, D.C.

Dear MR. STaaTs: When you testified before the Subcommittee on Defense
Procurement of the Joint Economic Committee on April 21, 1964, I had intended
to ask you to report on progress made with respect to improved management in
basic weather research since you had advised us a year ago that there were 14
agencies involved in these activities.

I also wanted your views on the subject of integration of hospital facilities, a
subject of long concern to many of us, and about which Dr, Klumpp gave excel-
lent testimony the afternoon of the 21st of April.

If you will respond to these questions for the record, I shall be very grateful.

Faithfully,
Paur H. DoucLas, Chairman?

EXECUTIVE OFFICE OF THE PRESIDENT,
BUREAU OF THE BUDGET,
Washington, D.C., June 12, 196}.
Hon. PauvrL H. DoucLas,
Chairman, Joint Economic Committee,
U.8. Senate, Washington, D.C.

Dear Mr. CHAIRMAN : In further response to your letter of April 27, T submit
the following report upon the integration of medical and hospital services within
the Department of Defense.

At the time of the committee’s hearings on April 21, Dr. Theodore G. Klumpp,
former Chairman of the Hoover Commission Task Force on Medical Services,
indicated his belief that little had been accomplished in realizing the objectives
of the Hoover Commission’s recommendations 2 (a), (b), (¢). and (d). The
Bureau of the Budget and the Department of Defense have given continuing
attention to the four subrecommendations of recommendation 2. We cannot
agree with the judgment that they have not been largely carried into effect.
There is attached to this letter, as appendix 1, a summary statement of the
status of recommendations 2 (a), (b), (c¢), and (d), 3, and 4, all of which per-
tained to Defense medical matters.

We believe that the progress made has been substantial, and that continuing
effort will bring atout even closer coordination of the medical and hospital serv-
ices within the Department of Defense. We also share with the Department of
Defense the belief that under present circumstances and organizational arrange-
ments complete consolidation of common medical services, and the personnel and
facilities through which those services are conducted, would be unwieldy and
- would represent a serious impediment to the accomplishment of the missions
assigned to the Departments of the Army, N avy, and Air Force.

In order that the committee may have an up-to-date indication of the progress
which has been made in consolidation of activities, coordination of medical serv-
ices, and Defense-wide agreement on basic policies, the Department of Defense
has prepared a statement, entitled *Military Medical Services” which is attached
to this paper as appendix 2. In connection with tab A of that paper, the com-
mittee will note that the joint utilization data relate to the fiscal year 1962.

1 See pp. 248-254.
2 See also Report, July 1963, pp. 8-12.

367
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Definitive data for fiscal year 1963 have not been compiled, but the trend toward
greater joint utilization has continued.

There are exceptions to the joint utilization policy, and there will probably be
additional exceptions in the future. I assure the committee, however, that the
Bureau of the Budget will continue to review proposed exceptions and to urge
maximum joint utilization and joint new construction wherever this can be
accomplished, consistent with other programs and responsibilities of the Secre-
tary of Defense. We shall also take into account legislative policies established
as & result of review of proposed authorizations by the Armed Services Commit-
tees and review of appropriation requests by the Appropriations Committees of
the Congress.

If we can be of further assistance to the committee, please call upon us.

Sincerely,
ELMER B. StaATS, Deputy Director.

Attachments.

STATUS oF HOOVER COMMISSION RECOMMENDATIONS A8 OF May 1964

Recommendation No. 2(a) : That the medical and hospital services of the three
armed services be modified into a much more closely coordinated pattern which
will provide that military medical and hospital services within continental United
States be coordinated by assisting to a single military department the responsi-
bility under the direction of the Secretary of Defense for supervisory hospital
service in a defined geographic region and that this concept be furthered wherever
practicable in extra continental areas.

Status.—Recommendation partially accepted in that the Secretary of Defense
has designated certain hospitals in the United States as regional hospitals to
which designated station hospitals in the same geographical area will send pa-
tients for specialized care beyond the capabilities of the station hospital. How-
ever, the regional hospitals do not have supervisory responsibility for the station
hospitals.

Recommendation No. 2(b): That the medical and hospital services of the
three armed services be modified into a much more closely coordinated pattern
which will provide that patients of all military departments requiring highly
specialized medical care be concentrated into special hospitals, each of which
will serve the three departments.

Status—Recommendation accepted as to the objective and largely implemented.
Further implementation will take place as replacement military hospitals are
constructed which will provide specialized care for patients of all three military
services in a given geographical area. .

Recommendation No. 2(c): That the medical and hospital services of the
three armed services be modified into a much more closely coordinated pattern
which will provide that the Secretary of Defense be given authority to strengthen,
consolidate, modify, and reallocate medical care responsibilities of the three
departments in line with recommendations 2(a) and 2(b).

Status.—Recommendation accepted and implemented. Secretary of Defense
has necessary authority to strengthen, consolidate, modify, and reallocate med-
ical eare responsibilities under existing law.

Recommendation No. 2(d) : That the medical and hospital services of the three
armed services be modified into a much more closely coordinated pattern which
will provide that each of the three military departments maintain a medical
center, the components of which should be a hospital and a center for education
of military medical personnel occupied with medical problems identified with the
primary mission of the department.

Status.—Recommendation accepted and implemented. The medical centers
are: Walter Reed, for the Army; Bethesda, for the Navy; and Lackland Air
Force Base for the Air Force.

Recommendation No. 3: That the Secretary of Defense, with the assistance of
the Federal Advisory Council of Health, develop recommendations for revision
of the Selective Service Act to effect maximum utilization of medical personnel.

Status.—Recommendation overtaken by events. Statutory requirement for
special registration of medical personnel was permitted to expire in 1957. Pres-
ent program for procurement and maximum professional use of medical personnel
is effective. :

Recommendation No. 4: That the Secretary of Defense strengthen the armed
services training program for interns and residents, for other physicians and
dentists on active duty, and for Reserve officers not on active duty.
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This program should be planned and directed from the medical center of each
service, using selected military and civilian hospitals for special training.

Status.—Training of interns, residents, and other physicians on active duty has
been stressed by each service over the years. Civilian as well as military fa-
cilities have been used. In addition, implementation of the Berry plan, under
which a young doctor may choose the most convenient time to fulfill his com-
pulsory service time, has generally resulted in better trained doctors for the
services.

MiLITaRY MEpICAL SERVICES

The purpose of the National Security Act of 1947 was clearly expressed in
its preamble; that it was the intent of Congress to provide a mechanism for
the authoritative management and direction of the services but not to merge
them.

During the past 17 years there has been an evolutionary progression of
amalgamation of activities, coordination of medical services and tripartite agree-
ment on basic policies. .

The responsibility for Defense Department medical policymaking, coordination
of medical programs, and elimination of duplication in operating activities
was centralized at the Department of Defense level under the control of a
Medical Service Division which was redesignated the Office of Medical Serv-
ices in September 1949. This was reorganized in 1951 and now functions as
the Office of the Deputy Assistant Secretary of Defense (Health and Medical)
under the Assistant Secretary of Defense (Manpower).

During this period joint staffing, single service procurement, cross and com-
mon servicing have been tested. Joint staffing was not satisfactory; however
cross and common servicing have clearly demonstrated advantages. A selected
list of hospitals showing joint utilization (tab A) indicates use of one service
hospital by the other two services ranging from 4.1 percent to 63.8 percent.
Geographic isolation and grouping of the troops of the three services accounts
for this spread: in Okinawa all three services use the Army hospital; in Guam
the Navy hospital is jointly utilized and Clark Air Force hospital in the Philip-
pines functions as the medical support activity for all services in the area.

As a result of DOD directive 6015.5, “Joint Utilization of Military Health and
Medical Facilities and Services,” there have been a number of hospitals reduced
to dispensary status with the patient load being assumed by a nearby hospital
of another service (see tab B for a selected list of 18 such examples).

DOD directive 6015.15, “Regional Hospitals” designates a list of 57 regional
hospitals adequately sized and staffed, regardless of service ownership, to act
as an echelon of treatment for small stations that lack capability to provide
full medical and surgical coverage. These small stations require a referral
hospital and hospitalization center for long-term cases. In this arrangement
especially trained personnel are better utilized full time and patient care is
superior (tab C).

It is significant that the overall hospitalization rate of the three services has
decreased from 11.3 per thousand in 1953 to 7.0 per thousand now and the
average length of patient stay in all service hospitals has been reduced from
16.13 days to 11.88 days over the same interval. This is due in part to better
procedures and better administration. The savings involved with the admission
of 1,151,038 patients in fiscal year 1963 is obvious. In view of the number of
long-term cases and the requirement for the military man to be fit for all duty
before being discharged, the number of patient-stay days in the hospital may
now be at a minimum.

Some 17 unified medical agencies have been established which perform funec-
tions beneficial in saving of money, personnel and by concentration of specialists
of varying categories are more efficient (tab D). A brief discussion of repre-

- sentative agencies of this group will serve as illustrations.

The Armed Forces Epidemiology Board and the Armed Forces Pest Control
Board operate for all three services. The AFEB is under single management
with the executive agent the Army. It has close cooperation with the National
Institutes of Health and the National Research Council as well as other Federal
and civilian agencies. The AFPCB is a joint agency with program direction
originating within it and the laboratory work performed by the Department of
Agriculture.

The Armed Services Medical Regulating Office is under single management,
is jointly staffed and handles the evacuation and transfer of patients within
the United States and those arriving from abroad.
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The Military Blood Program Agency is also jointly staffed. It organizes and
plans distribution of whole fresh blood, blood substitutes, and blood expanders.
This unit functioned very successfully in preparation for the Cuban action.

The Armed Forces Institute of Pathology is world renowned for its contribu-
tions to medical science. It functions primarily in support of some 278 hospitals
and 206 dispensaries providing diagnostic procedures and disseminating medical
publications based on large volume surveys.

Some 20 percent of the total medical services operating budget is earmarked
for the purchase of medical supplies. The Defense Supply Agency operating
through the Defense Medical Supply Center performs purchasing, contracting,
and wholesale warehousing.for all three medical services. It is advised by the
Defense Medical Material Board composed of the three Surgeons General or
their appointed representatives.

The Office of the Deputy Assistant Secretary of Defense (Health and Medical)
operates the Berry plan, and coordinates with the three services on the Selective
Service requirements. The Berry plan each year offers over 1,500 interns the
privilege of deferring their obligated military duty to complete their specialty
training. In this and other personnel areas this office coordinates and estab-
lishes policy subject of course to approval by the Assistant Secretary of Defense
for Manpower.

There are many ways that centralized policy and guidance are exercised by
the ODASD (M.—H. & M.). Some of these are the medical education for national
defense program, hospital construction and replacement, materiel, professional
matters, plans and operation, medicare for dependents and legislative programs
of medical interest.

There are 44 joint regulations, 42 triservice technical bulletins, and 2 field
manuals for joint use which are in part, or wholly, devoted to medical appli-
cation (tab E). A DOD directive on radiological safety is being promulgated,
others are in the planning stage.

There have been many boards and committees which have considered the estab-
lishment of a single, unified medical service and it has been proposed that a
single unified hospital system be established. None of the study groups have
recommended a single medical service.

Those activities or agencies which deal with wholesale procurement and
common items are successful in saving on personnel and funds and are more
efficient. This is clearly demonstrated in the amalgamation of medical pro-
curement agencies into a common agent. On the other hand the wholesale
activity does not extend its activities to the individual user. The medical
services exist to take care of the patient either in preventing illness or treating
him when he is ill and are thus retailers of service.

The primary mission of each service is different and specialized. Even indi-
vidualized training is mandatory in support of the technical and strategic em-
ployment of the Navy submarine, carrier, and amphibious task forces. Army
land warfare and special forces, Air Force air arm, missisle arm and aero-
medical evacuation activities.

The amalgamation of common medical services would result in:

1. loss of contact with the forces they serve:

2. divided responsibility for the forces and for their auxiliary services:

3. the establishment of a new headquarters organization. to deal with such
matters as pay, transport, clothing, and accommodations, for the amalga-
mated services;

4. an increase in the detailed liaison work between the amalgamated
services.

In summation, each service must have the authority to recruit, train. and
employ personnel accordingly if it is to accomplish its mission. It follows a
tested principle that every commander must have full competence over all his
troops.

In a related sense a separate hospital authority within the Department of
Defense would not lessen the requirements for personnel to man the hospitals.
would institute a separate echelon thereby increasing liaison and communica-
tions, void the response to the Surgeon General of the respective service, evolve
difficulties in staffing the field operational organizations and create problems
of esprit de corps.

The present organization of the medical services provides for Department of
Defense coordination and policy control and unifies the medical services where
necessary or desirable. Departmental and operational control to accomplish
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the mission peculiar to each service is maintained. While not perfect, we
believe the present military medical structure is the most feasible, flexible, and
efficient when compared to a separate medical service or as another medical
echelon within the Department of Defense.

Tas A

Fiscal year 1962 joint utilization average daily patient load—Active duly patients

Percent utili-
Hoaspital Army Navy Air Force Total zation by
other 2
services

Beaumont_ . ____________._.____ 177 2 26 205 13.6
Brockel__.__. 321 3 11 335 4.1
Fitzsimons. 322 4 88 414 22.2
Letterman.. 201 3 40 334 12.8
Madigan. ____ 186 2 21 209 1.0
Valley Forge. 382 | - 29 411 7.0
Walter Reed. 581 1 58 640 9.2
Fort Dix_____ 286 4 27 317 9.7
Fort Bragg._. 246 4 13 263 6.4
Sandia Base._ 7 2 7 16 56. 4
Tripler.____ 159 202 32 393 59.5
Okinawa 78 98 31 202 63.8
Charleston, S. 3 133 20 156 14.7
Chelsea, Mass_. 48 193 41 282 315
Great Lakes ___ ... _._._____. 124 641 7 772 16.9
Philadelphia. . ... ... 15 533 34 582 8.4
Portsmouth, N H___.___________ 2 28 28 58 51.7
Portsmouth, Va__ 76 770 9 855 9.9
St. Albans_.__ 116 407 50 573 28.9
....................... 36 16 52 30.7
Wright-Patterson.__.._._...___.. 12 2 197 211 6.6
Scott. . 13 2 156 171 8.7
Carswell________________________ 10 5 79 94 15.9
Elmendorf .. . . ... 24 4 45 73 38.3
Clark e 23 9 47 79 40.5
Wiesbaden. .__________._______.__ 37 7 130 174 25.2

1 Brooke Army Hospital because of its highly specialized capability has maintained an average daily
patient load of 11 active duty Air Force even though it is located near the Lackland Air Force Hospital which
is the largest Air Force hospital.

Nore.—These are selected stations whose geozraphic locations and the departmental deployment of troops
combine to make joint utilization an effective reality.

TaAB “B”

ExaMpPLES OF CONSTRUCTION AND QPERATIONAL PLANNING FOR JOINT UTILIZATION
OR REDUCTION OF HOSPITALS

1. Langley Air Force Base, Fort Monroe, Va.: The Langley Air Force Hospital
is now under comstruction and includes the Army requirements in that area.
When it is completed the Army hospital at Fort Monroe will be reduced to a
dispensary.

2. Great Lakes Naval Hospital, Fort Sheridan, Ill.: The naval hospital was
constructed to absorb the inpatients from Fort Sheridan which was reduced to
a dispensary operation.

3. Long Beach Naval Hospital, Fort MacArthur, Calif. : The Long Beach Naval
Hospital has been authorized and funded by the Congress but not vet constructed.
The original plans provided for the absorption of Army inpatients from Iort
MacArthur permitting the reduction of Fort MacArthur Hospital to a dispensary.
However, Congress reduced the Long Beach Hospital from 500 to 350 beds ob-
viating this move. Army and Navy have an agreement that at such time as may
be appropriate an addition to Long Beach will be programed rather than replac-
ing the Fort MacArthur Hospital.

4. Fitzsimons Army Hospital, Lowry Air Force Base, Colo.: By an operational
change, Fitzsimons Army Hospital has absorbed the inpatient load from Lowry
Air Force Base permitting that hospital to be reduced to a dispensary.

5. Aberdeen Army Hospital, Bainbridge Naval Station, Md.: The new Aber-
deen Army Hospital was planned and is being constructed to absorb the Navy
dependent inpatient load from Bainbridge Naval Station.

32-669—64——25
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6. Charleston Naval Hospital, Charleston Air Force Base, S.C.: The Charleston.
Naval Hospital assumed the inpatient load of the Air Force in that area. Asa
result a new Air Force dispensary was built in lieu of a hospital.

7. Fort Dix (Walson Army Hospital), McGuire Air Force Base, N.J.: Walson
Army Hospital was planned and constructed to absorb the Air Force inpatient
and specialty outpatient load from McGuire Air Force Base permitting the lesser-
construction of a nonspecialized dispensary for McGuire. Further enlargement
of Walson Army Hospital is now in planning.

8. Okinawa Army Hospital: The Army hospital in Okinawa was planned and
constructed to assume all inpatient care for Army, Navy, and Air Force in that
area and has done so.

9. Tripler Army Hospital, Hawaii: Tripler Army Hospital has assumed all
inpatient care for Army, Navy, and Air Force in that area.

10. William Beaumont Army Hospital, Biggs Air Force Base, Tex.: Beaumont.
Army Hospital has assumed the inpatient load from Biggs Air Force Base per-
mitting reduction of the Air Force hospital to a dispensary.

11. March Air Force Base, Norton Air Force Base, Calif.: March Air Force:
Base Hospital now under construction was planned to absorb the Norton Air-
Force Base inpatients. The Norton hospital will be reduced to a dispensary when
construction is completed.

12. 121st Evacuation Hospital, Army, Korea : The 121st Evacuation Hospital,
Army, in conjunction with the smaller Seoul Army Hospital assumes inpatient
care for all services in Korea.

18. Chelsea Naval Hospital, Hanscombe Air Force Base, Mass.: At Hanscombe
Air Force Base the class A dispensary with 15 beds was reduced to a class B
dispensary without beds. Chelsea Naval Hospital assumed the inpatient load.

14. Madigan Army Hospital, McChord Air Force Base, Wash.: McChord Air-
Force Base Hospital was reduced to a dispensary and Madigan Army Hospital
assumed the inpatient load.

15. Offutt and Lincoln Air Force Bases, Nebr.: The Offutt Air Force Base
Hospital now under construction was planned as a regional hospital to absorb
a portion of the inpatient load from Lincoln Air Force Base with the remainder-
absorbed by VA hospital, Lincoln. These actions permitted elimination of new
hospital construction at Lincoln and a dispensary is being built in lieu.

16. Portsmouth Naval Hospital, Pease Air Force Base, N.H.: Pease Air Force-
Base Hospital was reduced to a dispensary and Portsmouth Naval Hospital as-
sumed the normal inpatient load. Specialized referrals are sent to Chelsea
Naval Hospital, Mass.

17. Portsmouth Naval Hospital, Fort Story, Va.: Inpatient care for Army
personnel at Fort Story and other smaller units in the area is provided by Ports-
mouth Naval Hospital.

18, Hill Air Force Base Hospital, Naval Supply Depot, Utah: Hill Air Force
Base Hospital absorbed all medical care for the naval supply depot permitting the-
closing of the Navy dispensary.

Tas C

List or REcioNAaL HosreiraLrs

Regional hospitals Stations and military elements served

Naval Hospital, Portsmouth N.H_ Pease Air Force Base, N.H
Naval Air Station, Brunswick, Maine.
U.S. Air Force Hospital, Griffiss Naval Supply Depot, Scotia, N.Y.
Air Force Base, N.Y.
Naval Hospital, Chelsea, Mass___ L. G. Hanscom Field, Bedford, Mass.
Otis Air Force Base, Mass.
Military elements in the greater Boston area..
Specialized referrals from military installa-
tions worldwide.
Naval Hospital, Newport, R.I__.__ Military elements in Narragansett Bay area.
Naval Hospital, St. Albans, N.Y.. U.S. Army Hospital, Fort Jay, N.Y.
Naval Supply Depot, Bayonne, N.J.
Other elements in the Greater New York area..
Specialized referrals from military installa--
tions worldwide.
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List oF REGIoNAL HospiTaLs—Continued

Regional hospitals
Walson Army Hospital, Fort Dix,
NJ

Naval Hospital, Philadelphia, Pa.

Walter Reed General Hospital,
Washington, D.C.

Valley Forge General Hospital,
Pennsylvania.
Naval Hospital, Bethesda, Md____

U.S. Air Force Hospital Andrews,
Andrews Air Force Base, Wash-
ington, D.C

U.S. Army Hospital, Carlisle Bar-
racks, Pa.

Naval Hospital, Portsmouth, Va___

Womack Army Hospital, Fort
Bragg, N.C.
Naval Hospital, Charleston, S.C___

Naval Hospital, Memphis, Tenn___

U.S. Army Hospital, Fort Mec-
Pherson, Ga.

Martin Army Hospital, Fort Ben-
ning, Ga.

Naval Hospital, Jacksonville, Fla__

U.S. Air Force Hospital, Orlando
Air Force Base, Fla.

Naval Hospital, Pensacola, Fla____

U.S. Air Force Hospital Eglin,
Eglin Air Force Base, Fla.

U.S. Air Force Hospital Maxwell,
Maxwell Air Force Base, Ala.

Stations and military elements served

MecGuire Air Force Base, N.J.

Naval Air Station, Lakehurst, N.J.

Naval Air Station, Johnsville, Pa.

Dover Air Force Base, Del.

Naval Air Station, Willow Grove, Pa.
Other military elements in the Philadelphia

area.

Specialized referrals from military installa-
tions worldwide.

Primarily Army elements in the greater
Washington area.

Specialized referrals from military installa-
tions worldwide.

Specialized referrals from Army and Air
Force installations worldwide.

Primarily naval elements in Potomac River
Naval Command-Severn River Naval
Command area.

Specialized referrals from military installa-

ations worldwide.

Primarily Air Force elements in the Greater
Washington area.

Specialized referrals from military installa-
tions worldwide.

Indiantown Gap, Pa.

New Cumberland General Depot, Pa.

Olmstead Air Force Base, Pa.

Naval Supply Depot, Mechanicsburg, Pa.

Letterkenny Ordnance Depot, Pa.

Military elements in the Norfolk-Ports-
mouth tidewater, Virginia area.

Specialized referrals from military installa-
tions worldwide.

Pope Air Force Base, N.C.

Seymour-Johnson Air Force Base, N.C.

Myrtle Beach Air Force Base, S.C.

Charleston Air Force Base, S.C.

Other military elements in the Charleston
area.

Naval Air Station, Memphis, Tenn.

Memphis General Depot, Tenn.

Mallory Air Force Station, Memphis, Tenn.

Other military elements in the area.

Naval Supply Corps School, Athens, Ga.

Robins Air Force Base, Ga.

Turner Air Force Base, Ga.

Marine Corps Supply Center, Albany, Ga.

Moody Air Force Base, Ga.

Naval Station, Mayport, Fla.

Naval Air Station, Glynco, Ga.

Naval Station, Green Cove Springs, Fla.

Other military elements in the Jacksonville
area.

McCoy Air Force Base, Fla,

Patrick Air Force Base, Fla.

Naval Air Station, Sanford, Fla.

Naval Air Station, Pesnacola, Fla.

Naval Air Station, Whiting Field, Fla.

Other military elements in the Pensacola

ares.
Tyndall Air Force Base, Fla.

Craig Air Force Base, Ala.
Gunter Air Force Base, Ala.



374 ECONOMIC IMPACT OF FEDERAL

List oF REGIONAL Hosprrars—Continued

Regional hospitals

U.S. Air Force Hospital Keesler,
Keesler Air Force Base, Miss.

Naval Hospital, Great Lakes, Ill_ _

U.S. Air Force Hospital, Selfridge
Air Force Base, Mich.

TU.S. Air Force Hospital Wright-
Patterson, Wright-Patterson Air
Force Base, Ohio.

U.S. Air Force Hospital, Offutt
Air Force Base, Nebr.

‘U.8. Air Force .'Hospital, Forbes
Air Force Base, Kans.

U.8. Air Force Hospital Scott,
Scott Air Force Base, Ill.

U.8S. Air Force Hospital Sheppard,
Sheppard Air Force Base, Tex.

U.S. Air Force Hospital Carswell,
Carswell Air Force Base, Tex.

U.S. Army Hospital, Fort Hood,
Tex.

U.8. Air Force Hospital Lackland,
Lackland Air Force Base, Tex.

Naval Hospital, Corpus Christi,
Tex.

William Beaumont General Hos-
pital, Biggs Air Force Base, Tex.

Brooke General Hospital, San An-
tonio, Tex.

U.S. Air Force Hospital, Minot
Air Force Base, N. Dak.

Fitzsimons General Hospital, Den-
ver, Colo.

U.S. Air Force Hospital, U.S. Air
Force Academy, Colo.

U.S. Air Force Hospital, Fairchild
Air Force Base, Wash.

U.S. Air Force Hospital, Hill Air
Force Base, Utah.

Stations and military elements served

Brookley Air Force Base, Ala.

Barksdale Air Force Base, La.

England Air Force Base, La.

Greenville Air Force Base, Miss.

Navy Support Activity, New Orleans, La.

Other military elements in the New Orleans
area.

Truax Field, Wis.

Naval Air Station, Glenview, Ill.

Naval Air Station, Minneapolis, Minn.

Other military elements in the Greater
Chicago area.

Wurtsmith Air Force Base, Oscoda, Mich.

K. I. Sawyer Air Force Base, Mich.

Kincheloe Air Force Base, Mich.

Clinton County Air Force Base, Ohio.

Bunker Hill Air Force Base, Peru, Ind.

Lockbourne Air Force Base, Ohio.

Lincoln Air Force Base, Nebr.

Naval Air Station, Olathe, Kans.

Richards-Gebaur Air Force Base, Mo.
Whiteman Air Force Base, Mo.
Altus Air Force Base, Okla.

Tinker Air Force Base, Okla.
Amarillo Air Force Base, Tex.

Reese Air Force Base, Tex.

Perrin Air Force Base, Tex.

Webb Air Force Base, Tex.
Goodfellow Air Force Base, Tex.
Dyess Air Force Base, Tex.

James Connelly Air Force Base, Tex.

Randolph Air Force Base, Tex.

Kelly Air Force Base, Tex.

Bergstrom Air Force Base, Tex.

Brooks Air Force Base, Tex.

Specialized referrals from military installa-
tions worldwide.

Naval Air Station, Corpus Christi, Tex.

Nz}rval Air Station (auxiliary), Kingsville,

ex.
Naval Air Station (auxiliary), Beeville, Tex.
Na;l\‘zal Air Station (auxiliary), Port Isabel,
ex.

Other military elements in the area.

Holloman Air Force Base, N. Mex.

Biggs Air Force Base, Tex.

Walker Air Force Bage, N. Mex.

Primarily Army elementsin the central Texas
area.

Army specialized treatment center.

Glasgow Air Force Base, Mont.

Grand Forks Air Force Base, N. Dak.

Duluth Municipal Airport, Duluth, Minn.

Malmstrom Air Force Base, Mont.

Lowry Air Force Base, Colo.

Specialty treatment center primarily for
Army elements worldwide.

Ent Air Force Bage, Colo.

Larson Air Force Base, Wash.
Utah Ceneral Depot, Ogden, Utah.

Naval Supply Depot, Clearfield, Utah.
Tooele Ordnance Depot, Utah.
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List oF REGIONAL Hosprrars—Continued

Regional hospitals Stations and military elements served
U.S. Air Force Hospital, Luke Air Williams Air Force Base, Ariz.
Force Base, Ariz. Naval Air Facility, Litchfield Park, Ariz.
U.S. Air Force Hospital, Nellis Indian Springs Air Force Base, Nev.
Air Force Base, Nev. Camp Desert Rock, Nev.
Madigan General Hospital, Wash- Fort Lewis, Wash.
ington. McChord Air Force Base, Wash.

Naval Hospital, Bremerton, Wash_. Bangor Ammunition Depot.
Keyport Torpedo Station.
Naval Shipyard, Puget Sound.
Jim Creek Radio Station.
Naval Air Station, Whidbey Island.
Military elements in western Puget Sound
area.
U.S. Air Force Hospital Travis, Beale Air Force Base, Calif.
Travis Air Force Base, Calif. Stead Air Force Base, Nev.
U.S. Air Force Hospital, Mather MeClellan Air Force Base, Calif.
Air Force Base, Calif.
Letterman General Hospital, Cali- Hamilton Air Force Base, Calif.
fornia. Primarily 6th Army elements in the San
Francisco Bay area.
Specialized referrals from milltary installa-
tions worldwide.
Naval Hospital, Oakland, Calif.___ Naval Ammunition Depot, Hawthorne, Nev.
Naval Air Station, Lemoore, Calif.
Naval Air Station, Fallon, Nev.
Primarily naval elements in the San Fran-
cisco Bay area.
Specialized referrals from military installa-
tions worldwide.
U.S. Army Hospital, Fort Ord, Naval Air Station, Monterey, Calif.
Calif. Post Graduate and Line School, Monterey,

Calif.

Military elements in Monterey Peninsula
area.

U.S. Air Force Hospital, George Marine Corps Supply Depot, Barstow,
Force Base, Calif. Calif.

Naval Ordnance Test Station, China Lake,
Inyokern, Calif.
U.S. Air Force Hospital, March Norton Air Force Base, Calif.
Air Force Base, Calif. Mz(a)riﬂe Corps Base, Twentynine Palms,
alif.
Referrals from George Air Force Base and
other Air Force installations in southern
California, Arizona, and southern Nevada.
Naval Hospital, Camp Pendleton, Marine Corps Air Station, EI Toro, Calif.
Calif. Military elements in Santa Ana-Oceanside
area.
Naval Hospital, San Diego, Calif_. Military elements in greater San Diego area.
Specialized referrals from military installations
worldwide.
Station Hospital, Port Hueneme, Naval Air Station, Point Mugu, Calif.
Calif. U.S. Naval Missile Test Center, Point
Mugu, Calif.
Oxnard Air Force Base, Calif.
U.S. Air Force Hospital, Vanden- Pacific Missile Range, Point Arguello,
berg Air Force Base, Calif. Calif.

Nore.—The above list of hospitals is not all inclusive of the total military
hospital system. Many hospitals not listed are in isolated areas that do not lend
themselves to regionalization and they will continue medical coverage provided
in their assigned mission.

The above listing is not restrictive and does not prohibit medical care on a joint
utilization basis for any cases, regardless of service, that may be generated locally
or transferred in by proper authority.
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Tae D
UNIFIED MEDICAL AGENCIES AND ACTIVITIES

CIVILIAN EMPLOYEE HEALTH BSERVICE

Department of Army designated to provide authorized health service for civil-
4an employees of DOD in the Washington, D.C., area.

ARMED FOBRCES INSTITUTE OF PATHOLOGY

Established as a joint agency of the three military departments subject to the
authority of the Secretary of Defense and under management control of De-
partment of the Army. There are 35 officers assigned.

CHARTER FOR THE ARMED SERVICES MEDIOAL REGULATING OFFICE

Establishes ASMRO as joint agency of Army, Navy, and Air Force to regulate.
flow of patients of the Armed Forces and use of bed credits within Conus. Army
is executive agent and is responsible for administration.

ARMED FORCES EPIDEMIOLOGICAL BOARD

Establishes as joint agency of the three military departments under manage-
ment control of Army subject to authority of Secretary of Defense. Purpose is
to provide scientific and research data on problems of preventive medicine.

JOIRT COMMITTEE ON AVIATION PATHOLOGY

Establishes a Joint Committee on Aviation Pathology under AFIP. Consists
of organization within DOD, and the military services of the United Kingdom
and Canada. Acts as a focal point for dissemination of information on pathology
as applied to aviation and flight safety.

THE ARMED FORCES PEST CONTROL BOARD

Established to serve as a joint activity of the DOD under management con-
trol of Army. Mission is to funection as coordinating and advisory body and to
provide liaison with other agencies.

ARMED FORCES RADIOBIOLOGY RESEARCH INSTITUTE

Established within DOD as a joint agency of the three military departments
under authority of Secretary of Defense and under management of Secretary
of the Navy. Chief, DASA, sponsors the development and establishment of the
Institute and coordinates the research program. Mission is to conduct research
essential to U.S. military services, national welfare, and well-being of mankind.

DEFENSE MEDICAL MATERIEL BOARD

Established as joint activity subject to authority of Secretary of Defense
and under professional policy guidance of Assistant Secretary of Defense (Man-
power). The Secretary of Navy provides administrative support of internal
administration and operation of the Board. It shall provide coordination, advice,
and assistance on professional-technical aspects of medical materiel and in the
field of military medical supply.

DEFENSE MEDICAL SUPPLY CENTER

Operating under the aegis of the Defense Supply Agency, the DMSC performs
unified medical materiel purchasing for the three military medical services.

JOINT UTILIZATION OF MILITARY HEALTH AND MEDICAL FACILITIES AND SERVICES

Established DOD policy requires planning for and the practice of joint utiliza-
tion of military health and medical facilities and services to attain the most
efficient and economical operation of the three military medical departments con-
sistent with the attainment of their primary mission. This policy applies to per-
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.sonnel, facilities, construction, patient regulating, patient beds and staffing,
-dental, veterinary, education and training, preventive medicine, and laboratory
-service.

STAFFING OF MILITARY MEDICAL TREATMENT FACILITIES

Establishes the principle that joint staffing is unnecessary except in emer-
gencies. This does not preclude joint use of specially trained personnel irre-
spective of service affiliation.

REGIONAL HOSPITALS

Designates regional hospitals, regardless of service, to provide definitive
support for small stations that lack capability of full medical and surgical cov-
erage. Lists Army, Navy, and Air Force regional hospitals and the bases they
‘support.

UTILIZATION OF BEDS IN VETERANS' ADMINISTRATION HOSPITALS FOR MILITARY
PATIENTS

Provides that certain types of patients of the military services be transferred
'to VA hospitals for treatment.

DEPARTMENT OF DEFENSE BLOOD PROGRAM

Established as a joint agency of the three military departments under au-
thority of Secretary of Defense with Secretary of Army designated the respon-
sible agency. Provided to cover the collection, processing, and distribution of
whole blood and its fractions, under all degrees of emergency conditions.

RECRUITMENT OF PROFESSIONAL CATEGORIES OF MEDICAL PERSONNEL

Under the Berry plan and the Fisk addendum to the Berry plan, the major
physician procurement activities of the Defense Department have been unified
into an integrated operation conducted by the Office of Assistant Secretary of
Defense (Health and Medical). This action has served to eliminate competitive
procurement of young physicians completing internships and residency training
to serve as reservists for 2-year duty tours. Similar programs under Defense
auspices for procurement of dentists and veterinarians are also conducted by
the Deputy Assistant Secretary of Defense (Health and Medical).

MEDICAL FACILITIES CONSTRUCTION PROGRAMS

A critical review of all medical construction programs originated by the three
military departments is conducted by the Deputy Assistant Secretary of Defense
(Installations and Logistics) to insure that all medical construction projects
have been developed under uniform criteria and do not duplicate existing or
planned construction by another service.

INTRAGOVERNMENTAL PROCUREMENT ADVISORY COUNCIL ON DRUGS (IPAD)

This Council is composed of representatives from the Armed Forces and the
Federal agencies and offices engaged in the procurement, regulation, and use of
drugs and provides a forum for the exchange of information relative to quality
control, manufacturing standards, and the exchange and dissemination of ad-
verse drug reactions, both among the Federal agencies and with the American
Medical Association.

Tas E
LisT oF JoiNT PUBLICATIONS HAVING MEDICAL IMPLICATIONS

REGULATIONS

1. AR 1-35/SECNAV INST 4000.20/AFR 400-27, “Basic Policies and Principles
for Interservice Support,” August 2, 1960.

2. AR 15-97/BUMEDINST 6510.6/AFR 160-127, “Joint Committee on Aviation
Pathology,” September 3, 1957.

3. AR 31-1/NAVSANDA PUB 301/AFR 145-27/NAVMC 1121-A, “Single Man-
ager Subsistence Supply—General Policies, Relationships, and Responsi-
bilities,” December 11. 1959.
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4.
5.

N

10.
11.
12.

13.

14.
15.
16.

17.
18.
19.
20.

21.
22,

26.
27,
28.

30.
31.
32.
33.
34.

AR 31-TNAVSANDA PUB 307/AFR 145-33/NAVMC 1121-G, “Single Man-
ager Subsistence Supply—Procurement Inspection,” April 23, 1957.

AR 31-14/NAVSANDA PUB 314/AFR 14540/NAVMC 1121-N, Single Man-
ager Subsistence Supply—Care of Supplies in Storage—Nonperishable
Subsistence,” April 4, 1957.

AR 385-274/SECNAVINST 7020.4A/AFR 172-3, “Host-Tenant Relation-
ships,” June 10, 1960.

AR 40-12/Navy General Order No. 20/AFR 161-4, “Medical and Agricul-
tural Foreign and Domestic Quarantine Regulations for Vessels, Aircraft,
and Other Transport of the Armed Forces,” June 28, 1962.

. AR 40-29/BUMERINST 6510.1B/AFR 160-38, “Armed Forces Institute

of Pathology,” December 29, 1954.

. AR 40-31/BUMEDINST 6510.2B/AFR 160-55. ‘“Central Facilities Provided

for Department of Defense by the Armed Forces Institute of Pathology
and by Histopathology Centers,” January 17, 1963.

AR 40-121/SECNAVINST 6320.8A/AFR 160—41/PHS GEN CIR NO. 6, “De-
pendents’ Medical Care,” December 16, 1959.

AR 40-122/SECNAVINST 6320.9A/AFR 170-18/PHS DIV FIN CIR NO. 41,
“Fiscal Policies—Dependents’ Medical Care,” October 31, 1961.

AR 40-125/SECNAVINST 6322.3/AFR 168-3, “Civilian Medical and Dental
Care for Dependents of Foreign Military Personnel of the NATO Nations
in the United States,” May 21, 1963.

AR 40-350/BUMEDINST 6320.1B/AFR 160-107/PHS GEN CIR NO. 14,
“Medical Regulating to and Within the Continental United States,” Octo-
ber 12, 1959.

AR 40-431/BUMEDINST 6150.18/AFR 160-31, “Record of Exposure to
Ionizing Radiation,” September 12, 1956.

AR 40441/BUMEDINST 6200.1A/AFR 160-62, “Joint Utilization of Certain
Armed Forces Medical Laboratory Facilities,” January 23, 1963.

SR 40-530-7/BUMEDINST 4600.2/AFR 160-113, “Patient’s Identity Tag,
Patient’s Baggage Tag, Patient Evacuation Manifest, and Patient’s Un-
accompanied Baggage,” April 30, 1953.

AR 40-535/0PNAVINST 4630.9A/AFR 160-52, “Aeromedical Evacuation,”
October 28, 1955.

AR 40-538/BUMED CIR LTR 50-92/AFR 67-40, “Property Exchange and
Accountability in Evacuation of Patients,” August 7, 1950.

AR 40-5362/BUMEDINST 6230.1D/AFR 161-13, “Immunization Require-
ments and Procedures,” December 10, 1963.

AR 40-566/AFR 160-131, “Cardiovascular Disease Followup Study,” August
22, 1961.

AR 40-570/AFR 160—49, “Food and Beverage Vending,” June 17, 1958.

AR 40-574/SECNAVINST 6250.5/AFR 91-22, “Aerial Dispersal of Pesti-
cides,” September 10, 1962.

. AR 40-579/AFR 161-3, “Liaison with Public Health Service,” March 12, 1962.
24.

. AR 40-657/NAVSANDA PUB 395/AFR 160-48/NAVMC 2573, “Veterinary

AR 40-655/ATR 160-65A, “Prevention and Control of Communicable Diseases
of Animals,” December 1, 1961.

Food Inspection,” February 8, 1961.

AR 40-920/AFR 160-42, “Veterinary Laboratories,” October 4, 1950.

SR 40-920-1/AFR 160-43, “Veterinary Laboratory Service,” October 4, 1950.

SR 40-1025-1/NAVMED P-1294/AFR 160-13, “Joint Armed Forces Statisti-
cal Classification and Basie Diagnostic Nomenclature of Diseases and
Injuries With a List of Surgical Operations,” April 1, 1949.

. AR 55-107/CNO Ltr Ser 1414P40/AFR 75-48. “Policy Governing Transporta-

tion of Passengers Aboard Vessels of Military Sea Transportation Serv-
ice,” September 20, 1950.

AR 55-118/0PNAVINST 4600.3/AFR 75-92, “Policy Governing the Trans-
portation of Infirm Dependents by Sea or Air,” March 24, 1954.

AR 55-355/0PNAVINST 4600.8/AFM 75-2/NAVMC 1175, “Military Traffic
Management Regulations,” March 1. 1958.

AR 58-1/0PNAV P 44-2/AFM 77-1/MCO P11240.46, “Joint Procedures for
Management of Administrative Use Motor Vehicles,” January 15, 1962.

AR 59-8/OPNAVINST 4630.18A/AFR 76-38/MCO 4630.6. “Air Transportation
Space and Capability, September 13, 1962.

AR 59-12/0PNAVINST 4630.12B/MCO 4630.7/AFR 76-15, “Movement of
Traffic by the Single Manager Operating Agency for Airlift Service
(MATS),” September 6, 1962.
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. AR 59-15/0PNAVINST 4630.21/AFR 76-12, “Transportation of Non-Military

Passengers and Materiel on Military Attaché Aircraft,” November 5, 1963.

AR 59-25/0PNAVINST 4630.15A/AFR 76-27, “Air Transportation Services
Provided in Support of MAP, NATQ, SEATO, and CENTO,” September T,
1962.

AR 59-105/0PNAVINST 4630.13B/AFR 76-30/NAVMC 1169, Aerial Ports
of Embarkation,” July 12, 1961.

AR 96-20/0OPNAVINST 4630.10/AFR 76-6, “Responsibilities and Policies for
Movement of Traffic on Other Than Military Air Transport Service Scheduled
Aircraft,” June 11, 1953.

AR 115-10/AFR 105-3, “Meteorological Support for the U.S. Army,” March
23, 1962.

AR 550-70/OPNAVINST 4000.23A/AFR 400-7, “Service Support Responsi-
bilities in Spain,” December 22, 1955.

AR 600-240/NAVPERS 15858/AFR 34-12/Mar Cor P-7, “Marriage in Oversea
Commands,” October 14, 1953.

. AR 700-22/AFR 400-31, “Horses, Mules, and Working Dogs,” January 27,

1961.

AR 700-32/0PNAVINST 4000.40/AFR 400-15, “Logistic Support of United
States Nongovernmental Nonmilitary Agencies and Individuals in Oversea
Military Commands,” August 17, 1956.

. AR 905-10/AFR 211-20, “United States Soldiers’ Home,” August 3, 1962.

TECHNICAL BULLETINS

. TB MED 9/NAVMED P-5052-9/AFP 160-17-1, “Antibiotic Therapy,”

October 1, 1958.

. TB MED 15/NAVMED P-5082/AFM 160-24, ‘“Department of Defense Disease

and Injury Codes,” July 1, 1963.

TB MED 31/NAVMED P-5052-21/AFP 161-1-6, “Scrub Typhus (mite-Borne
Tsutsugamushi Disease),” June 28, 1962.

TB MED 62/AFM 160-10, “Medical X-Ray Protection,” May 7, 1957.

TB MED 81/AFP 160-5-10C, “Cold Injury,” February 4, 1960.

TB MED 82/NAVMED P-5052-22/AFP 161-1-4, “Sandfly (Pappataci, Phle-
botomus) Fever,” December 29, 1961.

. TB MED 89/AFP 160-5-13, “Pilonidal Disease,” September 16, 1955.
. TB MED 97/AFP 160-5-9, “Rheumatic Fever,” November 5, 1954.
. TB MED 114/NAVMED P-5052-15A/AFP 161-1-9, “Immunization,” Septem-

ber 5, 1962.

. TB MED 119/AFP 160-5-12, “Shigellosis (Bacillary Dysentery),” March 29,

1955.

. TB MED 124/NAVMED P-5052-18, “Plague,” May 13, 1960.
. TB MED 138/NAVMED P-5052-23/AFP 161-1-8, “Cholera,” June 28, 1962.
. TB MED 142/NAVMED P-5052-1A/AFP 161-1-5, “Filarial Infections of

Man,” March 2, 1962.

. TB MED 159/NAVMED P-5052-7/AFP 160-5-19, “Amebiasis,” May 21, 1958.
. TB MED 162/AFP 160-6-9, “Care of Patients with Injuries of the Spinal

Cord,” June 1, 1955.

. TB MED 164/NAVMED P-5052-10, “Malaria (Clinical Features, Treatment,

Control, and Prevention),” June 30, 1959.

. TB MED 167/NAVMED P-5052-6A/AFP 161-1-7, “Schistosomiasis,” June

20, 1962.

. TB MED 175/NAVMED P-5052-5/AFP 160-4-1, “The Etiology, Prevention,

Diagnosis and Treatment of Adverse Effects of Heat,” August 7, 1957.

. TB MED 193/NAVMED P-5052-2A/AFP 160-5-15. “Poliomyelitis,” Octo-

ber 24, 1960.

. TB MED 204/AFM 16043, “Complications of Blood Transfusion,” August

11, 1950.

- TB MED 208/AFP 160-5-6, “Viral Hepatitis,” March 13, 1961.
. TB MED 212/NAVMED P-5-52-14/AFP 160-5-22, “Viral Infections of the

Central Nervous System,” June 30, 1959.

. TB MED 218/NAVMED P-5052-3/AFP 160-5-17, “Epidemic (Louse-Borne)

Typhus,” December 6, 1956.

TB MD 223/AFP 161-1-1, “Respiratory Protective Devices,” August 20, 1962.
TB MED 229/AFM 160-4, “Sanitary Control of Water Supplies for Fixed
Installations,” December 17, 1957.
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26.
27.
28.
29,
30.
31.

32.
33.

3.

35.

36.
37.

38.
39.

40.

41.

42,
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TB MED 230/NAVMED P-5052-11/AFP 160-5-5, “Treatment and Manage-
ment of Venereal Disease,” December 11, 1959.
TB MED 231/NAVMED P-5052-20/AFP 161-1-3, “Prevention of Spread of
Tuaberculosis in Armed Forces Hospitals,” August 31, 1961.
TB MED 236/NAVMED P-5052-13/AFP 160-5-20, “The Management of
Pulmonary Tuberculosis,” September 3, 1958.
TB MED 242/NAVMED P-5035/AFP 160-6-3, “Health Hazards From Pro-
pellant Fuels and Oxidizers,” June 21, 1954.
TB MED 243/NAVMED P-5036/AFP 160-5-8, “Interviewer’s Aid for VD
Contact Investigation,” June 1, 1954.
TB MED 246/NAVMED P-5046/AFP 160-2-4, “Medical Management of Cas-
ualties in Nuclear Warfare,” December 4, 1963.
TB MED 252/AFP 160-5-16, “Acute Renal Failure,” August 24, 1956.
TB MED 254/AFP 160-6-6, “Permissible Dose From EXternal Sources of
Jonizing Radiation,” May 6, 1957.
TB MED 255/AFP 160-12-3, “Care and Management of Laboratory Animals,”
May 16, 1958.
TB MED 256/AFP 160-6-12, “Hazards to Health From Ozone,” August 20,
1957.
TB MED 257/NAVMED P-5052-8/AFP 160-5-4, “Coccidioidomycosis,”
July 25, 1958.
TB MED 260/NAVMED P-5052-16/AFP 160-5-11, “Prevention of Hospital
Infection : Staphylococcus,” June 10, 1960.
TB MED 261/NAVMED P-5052-19, “Tularemia,” September & 1960.
TB MED 262/NAVMED P-5067/AFR 160-44, “Veterinary Food Inspection
Procedure for the Inspection of Milk and Milk Products in Bulk Dispenser
Cans,” September 16, 1960.
TB MED 263/AFR 160-50, “Identification of Inspected Subsistence,” Octo-
ber 26, 1960.
TB MED 264/NAV SANDA PUBLICATION 403/AFM 160-38/MCO 10110.15,
Veterinary Food Inspection Procedure for Sampling Ground Meat,” June 18,
1961.
TB MED 265/AFP 161-2-1, “Threshold Limit Value for Toxic Chemicals,”
February 8, 1962.

TECHNICAL MANUALS

. TM 5-632/NAVDOCKS TP-Pu-2/AFM, 85-7, “Insect and Rodent Control,”

February 1, 1956.
T™M 8-227/AFM 160-14, “Methods for Medical Laboratory Technicians,”
August 3, 1951.

. TM 8-240/AFM 10642, “Psychiatry in Military Law,” May 22, 1953.

TM 8-242/AFM 16045, “Military Clinical Psychology,” July 31, 1951.
TM 8-255/NAVMED P-5064/AFM 160-16, “Operational Procedures for
Military Blood Donor Centers,” October 1959.

TM 8-256/NAVMED P-5079/AFM 168-3, “Armed Services Whole Blood
Processing Laboratories Manual,” July 1962.

TM 8-285/NAVMED P-5041/AFM 160-12, “Treatment of Chemical Warfare
Casualties,” December 12, 1956.

. TM 8-292/AFM 160-16, “Physical Reconditioning,” May 8, 1952.
. TM 8-300/NAVMED P-5065/AFM 160-19, “Autopsy Manual,” July 1, 1960.
. TM 8-340/NAMMED P-5083/AFM 160-28/VA Pamphlet 10-72, “Methods

of Preparing Pathologic Specimens for Storage and Shipment,” September
6, 1963.

. TM 8-500/AFM 160-8, “Hospital Diets,” December 9, 1957.
. TM 8-525/NAVMED P-1333/AFM 146-7, “Sanitary Food Service,” June

1953.

. TM 8-640/AFP 160-14-1, “Joint Motion Measurement,” March 30, 1956.

FIELD MANTUALS

. FM 21-10/AFM 16046, “Military Sanitation,” May 6, 1957.
. FM 31-8/NAVMED P-5047/AFM 160-27, “Medical Service in Joint Oversea

Operations,” January 9, 1956.
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EXECUTIVE OFFICE OF THE PRESIDENT,
BUREAU OF THE BUDGET,
Washington, D.C., June 13, 196}.
Hon. PAuL H. DOUGLAS,
Chairman, Joint Economic Committee, Congress of the United States,
Washington, D.C.

DearR Mgr. CHAIRMAN : In your letter of April 27, 1964, you inquired as to prog-
ress in the management of basic meteorological research during the past year.
There has been no reduction in the number of agencies supporting research on
weather related problems affecting the accomplishment of their respective mis-
sions. In our view, any advantages to be gained from consolidation of such
research are outweighed by the disadvantages attendant upon separating re-
search from user requirements.

However, efficient management of the Government’s program of meteorological
research requires effective overall coordination of the related activities of the
agencies. Significant steps have been taken during the year to improve the Gov-
ernment’s organization for planning meteorological research, with certain focal
responsibilities being assigned the Department of Commerce.

The Bureau of the Budget has issued a circular, copy attached, that prescribes
policy and procedural guidelineg for planning and conducting Federal meteorolog-
ical services, including applied research and development to improve these serv-
ices. The circular defines basic meteorological services and assigns responsibil-
ity to the Department of Commerce for arranging for such services. The circular
-also defines specialized meteorological services and makes user agencies re-
sponsible for arranging for such services, after obtaining Commerce’s views as
to whether basic services can meet their operating requirements. The Depart-
ment of Commerce is developing an overall plan for the integration of basic
-and specialized services, which will be used by the Bureau of the Budget in re-
viewing agencies’ budget requests.

While the division of responsibilities between the Department of Commerce
.and the National Aeronautics and Space Administration for the development
.and operation of meteorological satellites is not covered by the circular, the two
.agencies have recently reached a new agreement as to their respective respon-
sibilities. The agreement clarifies previously existing arrangements under
which NASA develops new satellite systems and Commerce procures and oper-
ates the systems when they become operational. Meteorological satellite opera-
tions and supporting research and development will be included in the overall
Federal plan.

In addition to actions taken to improve the coordination of research and devel-
opment in support of meteorological services, steps have been taken to improve
the planning and coordination of research directed toward more general under-
standing of atmospheric processes. The Interdepartmental! Committee for At-
mospheric Sciences, a constitutent of the Federal Council for Science and Tech-
nology, has been strengthened by elevating the level of agency representation.
This Committee considers the quality and direction of the Government’s basic
research activities in the atmospheric sciences, including meteorology, and the
relationship of applied research and development activities to scientific advance-
ment, as distinct from agency missions.

The Committee has established eight task forces that are studying special
areas requiring attention in planning Federal activities in the atmospheric
sciences. Agencies have been deisgnated to take the leadership in each of the
areas being sutdied, working with other agencies concerned. The purpose of
these studies is to identify problems and recommend appropriate corrective
actions.

The chairmanship of the Interdepartmental Committee for Atmospheric
Sciences has been shifted from the National Science Foundation to the Depart-
ment of Commerce. The Assistant Secretary of Commerce for Science and
Technology, who is the Chairman, is also charged with facilitating coordina-
tion of applied research and development in support of meteorological services,
pursuant to the circular described above. Therefore, this key official is now able
to provide leadership in the coordination of all meteorological research activities.

We will be glad to furnish further information to you about coordination
under the above arrangements as activities develop, including copies of any
reports of general interest.

Sincerely,
ErMER B. Staats, Deputy Director.

Enclosure.
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ExeCUTIVE OFFICE OF THE PRESIDENT,
BUREAU OF THE BUDGET,
Washington, D.C., November 13, 1963.

Circular No. A-62.

To : The heads of executive departments and establishments.

Subject : Policies and procedures for the coordination of Federal meteorological

services.
1. PURPOSE AND COVERAGE

This circular prescribes policy guidelines and procedures for planning and
conducting Federal meteorological services and applied research and development
to improve such services.

The guidelines are designed to improve organizational arrangements and proce-
dures for the planning and conduct of Federal meteorological programs with the
objective of meeting essential user requirements most effectively and economi-
cally. The guidelines (@) reaffirm the central role of the Department of Com-
merce with respect to basic meteorological services; (b) clarify the respective
responsibilities of the Department of Commerce and the user agencies for basic
and specialized meteorological services; (c¢) establish procedures to facilitate
coordination and the timely resolution of outstanding issues; (d) provide for
evaluating user requirements within the context of a balanced and integrated
Federal plan; and (e) fix responsibility for continuing and systematic review of
meteorological services and supporting research.

Policies and procedures with respect to basic research in meteorology are not
within the purview of this circular because such research is only indirectly re-
lated to improvement of weather services and often has other objectives. The
Federal Council for Science and Technology will continue to have cognizance
over basic research in the atmospheric sciences, which includes meteorology. This
also includes the supporting applied meteorological research, as defined herein,
in terms of its dependence upon and contribution to the atmospheric sciences.

2. STATEMENT OF METEOROLOGICAI, SERVICES AND BREQUIREMENTS

(a) “Basic meteorological services” include all activities, that are possible
within the given state of meteorological science, required to produce or complete
& description in time and space of the atmosphere. In general the products of this
brocess are meteorological in nature and are not necessarily useful in such form
for the operational needs of users. These services also include those activities
required to derive from raw data the products needed by the general public in
their normal everyday activities and for the protection of their lives and
property.

’ll‘he general functions involved in providing basic meteorological services
include:

(1) Measurement of the meteorological characteristics of the atmosphere,
made with sufficient density and frequency to meet the needs of the general
public and the common needs of all users.

(2) Collection of these measurements for processing.

(3) Analyses and prognoses of meteorological variables, including esti-
mates of their probable error distribution, and interpretation of the analyses
and prognoses for meeting the needs of the general public.

(4) Distribution of these meteorological analyses and prognoses to out-
lets for subsequent interpretation for the operational needs of all users, and
the distribution and display of operational products to meet the needs of
the general public.

(b) “Specialized meteorological services” include those activities, derived
generally from the output of the basic meteorological services, which produce
those products needed to serve the operational needs of particular user groups.
These user groups include, among others: aviation, agriculture, business, com-
merce, and industry.

The general functions involved in providing these services include :

(1) Establishment of parameters needed to serve solely a particular
operational purpose.

(2) Collection of data from specialized measurements which conform
with the established parameters.

(3) Analysis of the data obtained from specialized measurements.

(4) Interpretation of the analyzed data and the making of prognoses
to meet the operational needs of users.
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(5) Distribution and display of these specialized products to meet the
needs of individual users or groups.

(¢) “Supporting research” includes those applied research and development.
activities whose immediate objective is the improvement of the basic and special-
ized meteorological services as defined herein,

(d) “User agency” is an agency whose mission requires meteorological
sservices either for its internal operations or at part of its direct services to a
clientele group. “Mission requirements” include those requirements directly
related to the primary mission of the agency. When such mission involves
direct service to a clientele group requiring the provision of meteorological
services it is included within the terms of this definition. Also, when the
agency has no such clientele relationships but its internal operations require
the provision of meteorological services, its mission is included within the terms
of this definition.

(e) “Common requirements of other agencies” include the needs for basic
meteorological services necessary to support their specialized meteorological
services. Such requirements also include those needs for specialized meteorologi-
<cal services common to two or more agencies.

3. COORDINATION OF METEOROLOGICAL SERVICES

(a) The Department of Commerce, with the advice and assistance of other
agencies concerned; will establish procedures designed to facilitate a systematic
and continuing review of basic and specialized meteorological requirements,
services and closely related supporting research. The Department will under-
take such reviews with the objectives of (1) establishing, and revising as appro-
priate, needed basic services, and (2) advising other agencies on the need for
.and organization of specialized services. The objectives of these continuing
reviews are to assure a timely identification of need for new or revised services
and to develop those services, either basic or specialized, that most efficiently
meet the need.

(b) The Department of Commerce, to the maximum extent practicable and
permitted by law, will provide those basic meteorological services and support-
ing research needed to meet the requirements of the general public or the common
requirements of other agencies. The Department of Commerce will arrange
for the conduct of such services by the Department, by other agencies, or by
non-Federal organizations, depending upon the most effective and economical
.arrangements.

(¢) User agencies will arrange for specialized meteorological services and
supporting research when their mission requirements cannot be effectively ac-
-commodated through the basic services and supporting research. Before sup-
porting specialized meteorological services and research, the user agency should
-obtain the views of the Department of Commerce as to whether its requirements
can be met satisfactorily through the basic meteorological services and support-
ing research, including appropriate adjustments therein. The Department of
‘Commerce will, to the extent consistent with effective and economical use of
resources, conduct the specialized services that support the mission requirements
of user agencies.

(d) The above provisions will not apply to (1) the division of responsibilities
between the Department of Commerce and the National Aeronautics and Space
Administration for development of meteorological satellites; and (2) meteorologi-
cal activities involving special military security considerations. Arrangements
with respect to the foregoing activities will be set forth in separate
-determinations.

4. DEVELOPMENT OF A FEDERAL PLAN

(a) The Department of Commerce will prepare and keep current a plan, and
obtain periodic information on its implementation, for the efficient utilization
of meteorological services and supporting research. The purpose of such plan-
ning is to achieve the maximum integration of current and future services and
research consistent with the effective and economical accomplishment of mis-
sion requirements. The plan should include (1) all civilian meteorological
services and supporting research, and (2) those meteorological services (basic
and specialized) and supporting research programs of the military which are
significantly affected by, or which affect, civilian meteorological services and
supporting research. The plan will be directed toward relating such meteoro-
logical services and research to requirements, as established by the user agen-
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cies. It will also serve to develop the coordinating arrangements neded for
the optimal use of the basic and related specialized meteorological services and
supporting research in an efficient overall system.

(b) Planning should be directed toward the establishment of both long-
range and intermediate agency objectives and the development of programs
related to both sets of objectives. The Department of Commerce should assure
that the plan, relating proposed programs to fiscal year and longer range
objectives, is available for the annual preview of the various agencies’ budgets.
for fiscal year 1966 and thereafter. The plan should clearly identify planning
assumptions, any unresolved interagency issues, and the views of the agencies
concerned with respect thereto.

(c¢) In preparing and revising the plan, the Department of Commerce will
obtain the advice and assistance of the principal agencies providing or utilizing
the meteorological services. To this end the Department should establish
appropriate arrangements for obtaining continuing advice from the principal
agencies concerned. The Department should exercise leadership in assuring
that differences of opinion are resolved expeditiously. The division of responsi-
bilities among agencies for provision of meteorological services and supporting
research will, insofar as practicable and permitted by law, conform with the
guidelines set forth under section 3 above.

6. OVERALL REVIEW PROCEDURES

When major differences among agencies cannot be resolved through consulta-
tion, the head of any agency concerned may refer the matter to the appropriate
agency within the Executive Office of the President for consideration. The
Presidential staff agencies will keep each other currently informed of meteoro-
logical issues and will cooperate in achieving their timely resolution.

KERMIT GORDON, Director.
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