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<t Vice Admiral Eugene A, Grinstead
. Director, Defense Logistics Agency .ngfm- E3
51' Dear Admiral Grinstead: '
o
. Subject: Defense Logistics Agency Could Better Identify
and Cancel Unnceded On-Order Material

N (GAO/NSIAD-84-42Z)

We have reviewed the Defense Logistics Agency's (DLA's)
) procedures and practices for identifying and canceling unneeded
DU on-order material. We found that DLA supply centers do not
. effectively identify and cancel such material, and the practices
< followed contribute to unnecessary procurement costs and/or in-
~ ventory investment.

Within its automated stock control system, DLA has estab-
lished a review level which, when exceeded, alerts item managers
-- that on-order stocks may be unneeded and may need to be can-
celed. Item managers are supposed to review the cancellation
notices and take appropriate action,

At the Defense Industrial and Electronics Supply Centers,

‘ $1.7 million orf unneeded on-order material should have been can-

K celed but was not because of ineffective internal controls to
monitor cancellation decisions. As a result of our inauiries,
the centers canceled $654,880 of excess on-order material. But
we believe that most of the $1.7 million in excessive planned
procurements could have been routinely canceled if the centers .

. had had better internal controls, B

2 We also found that (1) when management responsibiiity for A
’ items is transferred to DLA--such as the recent transfer of

o S selected consumable items from other services--DLA managers do +3
o not adequately consider procurement astions started by the other J
1 o services but not completed at the time of transfer and (2) the .
: () criterion used by DLA manageis o determine cancellation levels R
]
- Ll X
¢ E DISTRIBUTION STATEMENT A ]
. Approved for public releasef (943390)
- G Distribution Unlimited 7 : .
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allows stc:kage of inventories above system requirements (buffer
stocks) at unreasonably high levels, 0Our findings are discussed
in detail in enclosure I.

To reduce unnecessary inventocy favestment and achieve bet-
ter use of stock fund resources, NDLA needs to (1) sstablish i{n-
ternal controls to monitor inventory managers' performance in
maintaining optimum stockage levels and (2) modify {ts proce~-
dures and ncactices for identifying and cancelina excessive on-
order material,

RECOMMENDATIONS

We recommend that vou direct the centers to establish con-
trols for monitoring and evaluating item manager performance in
canceling unneeded on-order material. As a ainimum, such con-
trols should insure that supervisors routinely creview item man-
aqger decisions on cancellation notices. B8y doina this supecvi-
gors could review, even if on an exception basis, the cancella-
tion or nzncancellatlon action and the item manager's justifica-
tion for {t.

We also recommend that you revise the program for computing
system due-in review levels to

~-consider all types of dues-in from procurement aqually
unless it has veen absolutely determined that they are
invalid and

==1limit the amount of buffer stocks fncluded in the
determination of cancellation levels, One way this can
he done is to atjudt the procurement cycle percentaqe {n
relation to the length of the procurement cycle,

AGENCY COMMENTS

On Yovember 7, 1983, we met with NDepactment of Dafense and
DLA officials to discuss a draft of this repocrt. ™hey concurred
in our findinas and conclusions aad <{ted actions, vlanned nr in
process, %0 implement our recommendations, “he full =ext of
their comments is included as enclosure II to this report.

As you *wnow, 31 11,8.C, § 720 requires the head 5? a Faieral
agency to submit a written statement on actions taken on our
recommendations to the House Committee on Government Jperations
and the Serate Commit-ea on Sovernmental Affairs not later rhan
60 days aftar w2 lata of the report and to the House and Senate
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: Committees on Appropriations with the agencv's first request fer :

-~ appropriations made more than 60 days after the date of tne .

b report.

We are sendina conies of this report to tha Secretary of
Nefense; the Director, Office of Management and Rudaet; the
Chairmen of the ahove-named Committees; and the Chairuen, fHouse

~ and Senate Committees on Armed Services. :
: Sincerely vours X
." }‘a—l‘ &u%
S Prank C. Conahan .
’. Director .
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ENCLOSURE I ENCLOSURE I

DEPENSE LOGISTICS AGENCY COULD BETTER
IDENTIFY AND CANMNCEL UNNEEDED ON-ORDER MATERIAL

N
InTROpUCTION

To carry out inventory management at its supply centers,
DLA has established the Standard Automated Material Management
System (SAMMS). This connects the centers' distribution, re-
quirements, contracting, and financial subsystems and provides
necessary data for uniformly managing DLA's stock fund inventor-
ifes.

DLA has established procurement cycles for items based on
value and demand for them. Procurement cycles included in SAMMS
ars expressed in months and are derived using economic order
quantity computations., Medium-and high 46llar Value items have
procurement cycles ranging from a 3- to a 22-month supply.

The system includes a due-in review level for all medium
and high dollar value items. This level consists of item re-
quirements through the procurement cycle plus a percentage of
the procurement cycle--currently 50 percent at most centers.
Bach month the system compares this review level with available
assets, both on hand and due in., When avajilable assets exceed
the review, ovr cancellation level, and their value exceeds the
economic dollar restriction for cancellation actions established
by the center, the system alerts the item manager, identifies
the on-order stocks that are unneeded, and recommends cancella-
tion. The system generates another cancellation notice on the
next monthly cycle Lf excessive on-order stocks still exist.

Item managers are supposed to review cancellation notices g
and take appropriate action. Possible actiors include:

1. Reducing or canceling the recommended buy.
2. Reducing or canceling the purchase request.

1. Reducing or canceling the contract.

4. Takinq no cancellation/termination action.

Inventory managers are supposed to hase their decisions on

xnowledge of the {tems; {.e., their nature, demand trend, and
other applicable information. Managers are also supposed to
fully document decisions to take no action.
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ENCLOSURE I ENCLOSURE I
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The aquantity to be canceled/decreased is the difference
between the total assets (on hand and due in) and total reguire-
ments through the procurement cycle (stockage objective reguire-
ment). In other words, on-order stocks exceedinag the systen
due-in review level should be cut back to the stockage objective
reauirament,

OBJECTIVE, SCOPE, AND METHODOLOGY

~our orimary obiective was to determine whether DLA's proce-
dures and nractices for identifyina and canceling unneeded on-
order material were effective and whether they contributed to
unnecessary inventory investment and/or procuremen: costs., We .. . .-
-at the following activities between July 1982 and
Aoril 1983: -

%

45,

«=pDLA, Cameron Station, Virginiaj .

-<The Nefense Industrial Sunply Center (DISC),
Philadelphia, Pennsylvania, .=.;-

-=-The Defense Electronics Supply Center (DESC), Dayton,
ohio.”

"We reviewed material management policies and procedures in-
cluded in DLA's Material Management and Supply Operations Man-
uals., The orocedures are applicable at all centers where supply
transactions are processed by SAMMS This includes the four
"hardware” centers! and medical supPlies at the personnel sup-
port center in Philadelphia.

Svecifically, we focused on policies and procedures for (1)
cowuting cancellation levels for replenishment demand items and
(2) identifying and canceling excessive cn-order stocks. To
test the efficiency of the policies and procedures, we reviewed
and evaluated the cancellation practices at DESC and DISC. We
also interviewed DLA officials and reviewed internal audit
reports.

At the centers visited, we obtained computer taves contain-
inc all items with open purchase requests that were in an over-
srocurement status as of September 30, 1982, «We concentrated on

tems still in a nurchase reyuest stage so that, as of our
review, the centers would have had sufficient time to have

1/pesc, nayton, Ohio
NDefense Construction Supply Center, <Columbus, Ohio
DISC, Philadelnhia, Pa.
Nefense General Supoly Center, RWchmond, Va,
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ENCLOSURE [ SNCLOSURE I

identified and corrected the excess on-order condition before
contract award or, if the contract had been awarded, bhefore
delivery of the material. e used standard computer programs to
retrieve and stratify data, as follows:

Overprocurement No. of items Total amount
amount per item DISC DESC Total DISC DESC Total
we—e=e(milliong)ee=-
Under $500 3,712 1,689 5,401 $n.5 S 0,3 s 1.0
$500 to $5,000 1,385 761 2,146 1.8 1.2 3.0
Over $5,000 205 256 461 4.4 15.9 20.3
Total 5,302 2,706 8,008 $6.8 $17.4 §24.3
SN ST S $ $ $2$$TE TS 2T

- Por the four hardware centers and the medical commodity as
of September 30, 1982, reported overprocurements on purchase
requests totaled about $37.1 million. Overprocurements on pur-
chase recquests at the two centers visited accounted for 65 per-
cent of these. We randomly selected 50-item samples from the
over $5,000 gqroup--50 for DISC and 50 for DESC--to test cancel-
lation procedures and practices. We analyzed each jtem to de-
termine what action had been taken oa the potential overprocure-~
ment and whether it was appropriate. Our sample consisted of
items with open purchase requests as of the September stratifi-
cation. Over time, purchase requests become contracts and funds
are obligated; therefore, our detailed review included items
with open purchase requests and/or contracts.

Qur review was conducted in accordance +ith generally ac-
cepted government auditing standards. Statistics cited in this
ceport were derived from data retrieved from DLA's automated
gystem which receives input from several external sources and
internal subsystems., We considered it impractical to assess the
reliahility of data received from each 5f these sources. As an
alternative, we interviewed the inventary mnanaqers to insure
tggtiwe used the same data that 9.\ 1523 in manaaing its
affairs.

The systems and procedures at “he centers visited are fol-
lowed by ail DLA centers. We believe, therefore, that the prob-
lems identifiec in this report could occur at all centers and
t?e savings to be realized from improved procedures would be
3luni*isant,
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ENCLOSURE I FNCLOSURE I

DLA CAN IMPROVE ITS IPENTIFICATION AND

CANCELLATION OF EXCESS ON-ORDER MATERIAL

We examined 100 items that had reported excess on-order
assets of $3.5 nillion as of the centers' September 30, 1982,
guarterly stratification. Prorty-two of these ftems had reoocted
excess material on order valued at $1.7 million when we reviewed
them in January 1933, %We believe DISC and D®SC could have
canceled most of the axcessive on-order material we identified
had their procedures and practices for identifying and cancaling
unneeded on-order material been better. As a result of nur
inquiries, the centers did cancel about $655,000 of unneeded
on~ordec assets.

Causes of overprocurements

Porty-five of the 100 sample items were erroneously
reported in overprocurement status as of September 30, 1982, for
various leaitimate reasons. items were arroneously reportad in
overprocurement status mainly because valid known requirements
were for sone ceason excluded from the requirements computation
and different criteria for asset apnlication in stratification
decisions and supply control decisions resulted in different
supply positions. Additionally, some items were purposely
overordered because of center policy and, therefore, the
on-order material was not considered excessive., Por example, 13
of the DESC items were classified as Diminishing Manufacturing
Sources. This means the sole source supplier of the item has
decided not to produce it anymore and, therefore, i€ it i3
needed, DESC has one last chance to make a lifetime buyout of
the item, Since the procurement action might crepresent 1) or
more years of stock, the computer categorizes this type of item
as overprocured,

FPor the 55 items accurately ceported overprocured as of
September 30, 1982, the excess on order totaled about $2,1
million. The following tabhle shows why the on-order assets for
these items became excessive.
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ENCLOSURE I ENCLOSURE I

pESC DISC Total
Wo.of Dollar No. of Dollar No. of Dollar
itens value items value itens value

(millions) (millions) (millions)
Demand decreased after buy 10 $0.816 15 $0.574 25 $1.390

Item manager overbought on
purpose and/or in error 6 «271 9 +174 15 - 443

Logistics reassignaent

problem S +099 2 .013 7 o112
Reduced procurement cycle -
due to standard price .
increase - - L] <047 s - -047
Other 2 .019 i .039 3 .088
Total 23 $1.208 32 $0.847 59 $2.052
- L} .

Centers need better internal controls
to monitor item manager performance

The Industrial and Electronics Centers were not effeccively
identifying and canceling excess on-order material. For 42
items in our sample, $1.7 million of the planned purchases
examined were excess as of January 1983, As a result of our
inquiries, the centers canceled $654,880 of this material. We
believe most of the excess could have been canceled had
management established internal controls to insure that ftem
managers effectively respond to cancellation notices. .

A SRSk

Eleven items, erroneously reported overprocured on
September 30, 1982, had excessive planned purchases of about
$275,000 as of January 1983. Also, 31 {tems accurately reported
as overprocured on September 39, 1982, were still so as of
January 1983, in the amount of $1.418 million. After analvzing
each item to find out how it got into the excess on-order condi-
tion and to see if anything had been done to correct the situa-
tion, we referred the items to center officials for evaluation
and cancellation action. The following table shows the centers’
actions.
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ENCLOSURE I ZNCLOSURE I

Overprocurement and Cancellations

Overprocured No
No., os nollar Cancellation cancellation
items value action action
(millions)
OEBSC 22 $1.170 $0.356 $0.8143
DISsC 20 522 a/ .299 .230
b Total 42 $1.692 $0.655 $1.N44

i‘:, -— L] (1 ] * a4

~
5’3 a/tventual cancellations totaled about $7,100 more than origi-
'$g nally computed; therefore, figures will not reconcile
Lt throughout table.

pws
Y
. The fact that the centers could not or would not cancel
fy $1.044 million of the potential overprocurements does not imply "
f{ that we agree with their position. Por example, regardinag 10
;;J fitems with excessive on-order assets of $526,000, DESC officials

a informed us that they could not do anything as the procurement

status had changed to the contract stage and, therefore, it was

N4 too late to cancel the overprocurement. The fact that a oro-

N curement is on contract does not necessarily mean that cancella-
. tion cannot be attempted. One item, a circuit breaker (Stock
e Yo. 5925-00-407-4709), was reportedly overorocured by 81 units
Vot on purchase request, or $192,400, as of Senptember 30, 1982, As

of January 20, 1983, 215 of 257 undelivered units on contract
were excess in the amount of $563,200. We called this potential

overprocurement to DESC's attention on February 9, 1983. DESC
] officials initially did not try to cancel or reauce the buy be-
‘u; cause of ocast supply problems with the item, 9y March 17, 1983,

d anly 176 undelivered units were s3till on contract. On March 130,
N 19831, after reconsidering the information we »nrovided, DESC

officials agreed that all 176 units were excessive, bhut bv this

- time, only 91 undelivered units were still on contracz., 1€ I7SC
L is successfil in cancelina the 81 units, it will save $192,400;
ij “Yowever, tf it had been more agaressive, an additional $370,800
e may have heen savad.

|
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ENCLOSURE £ ENCLOSURE [

We cavieved the 31 ftems that had excessive on-order assets
as of September 1982, and January 1983, to find out why the
excesses hald not heen canceled. The following tadle shows why
the items were still overprocured as of January ")383,

Reasons Excess On Order Not Canceled
DESC DISC Total
%o, of hollar %Wo. of Dollar No. of oDollar

ftems value {items value items value

(Dollar values in millions)
Item managetr took no actfon ‘% $0.892 11 $0.360 23 $1,2%2

Cancellatinn action incom~

plete or unsuccessful - - S .108 H +108
togistics reassignment

dues-in ignored -3 2059 = - 3 2038

Total 18 $0.950 16 $0.468 31 $1.410

[ D N e N B

The Cact that loaistics resssignaent dues-in were ignored in
cancellation decisions .s significant, not by the magnitude of
their inctidance hut, as Aiscussed later, because it indicates a
systemic problem that distorts the supply position of an {tem
and, therefore, the need for cancellation action. ]

The following ace examples of conditions we found.

-=0n Yy 5, 1982, the computer recommended that DISC buy
130 units of a retaining plug (Stock Vo. 5340-00-257-
6743), This was hased on nrnjected Jdemands of nine units
per auacter and a procurament cycle of 36 months. During
the September 30, 1982, stratificacion, a new higher
standarsd price w.3 astablished and the recommended buy
was reduced by 87 pluas. In reviewing this recommenda-
sfon, the item manager noted the fact that thare nad deen
8 recant change in the (tem’s gtock status and that
Samand had dacressed, ThHe item manager did not coasider
how decreased demand and change i{n unit orice affected
the procurement cycle and, charefore, the decrease i{n
total reguirements. de crecomputed the requirement and
Aecernined that, as of January 21, 1983, the buy could de
tediced by 92 4nics, As 3 cesult of our February 1993

{aguiry7, the {%en manaqer reduced the huy by 80 units and
- 3sv7e4 327,934,

- - - - w a -
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ENCLOSURE [ ENCLOSURE ¢

==0n July i4, 1932, the computar recommended that NISC buy
22 pounds of rivets (Stock o, $120=-00-929-9305), vslued
at $196.34, The item manager moAi’{ad the demand fore~-
cast rasslecing in a buy of 5,000 pounds of civats at
$42,350, As nof the 3aptamber 30, 1982, stratifica<ion,
the {tes was reportedly ovarprocured bsyond the stockaqs
obiaceive b7 4,461 pounds, or $3%,197, The ftas wunagar
tried to cancel all 5,000 nounds on “tovasber 5, 1982,
Apparently, the attempt sas unsuccessful becsuse ss o€
Harch 5, 1931, the ficst significane daliveries wers
cecelivsad, The amount Deing deliveres dSased on cucrent
demand rspresents aAn unnecassacy {aventory {nvestaent
of about 15 years of supply beyond required levals,

SAMMS has bean designed so that {tem agnajgacs can, ro the
axctant apnrooriate, rely on Lt to make deciainas, Various sup~
oly control studies are generated by the coeputer which require
s0ome type I action by the item manager. Por examplaes

== buy studv notifies the manager that 4ssets are
needed and, therafocea, that a huy needs to de made,

==A cancellation notice alarts the manager when assets
on hand and due in are excessive.

Zach caenter has, astablished raview levels for approving orocure~
ment/cancellation aztions hased on certain Aollar lisitacions,
~he Ltam nanagsr aay totally approve, totally Atzapncove, or ad-
just the quantity on a buy or cancellation notice, but the
actinn ausr ha apocaved by the appropriate reaview leval, #nu-
ever, if the ftem aanager dcesn’t respond tno s cancellatioi
noticae, this ac%ion s not reviswed by hijher lavel manageiant.
This lack of acticn by ({tem managars was zhe major reason that
potential ovarrcascements were not canceled,

NPSC and N13C ~fficials aareed that chey A{4 noc ave
effective in%arnsl controls o insure that cancallation nocices
were 27%3ccls9ly responded to £v the tem manager, ‘i ellizve
most nNf the axcessive olannedt arncure: ents a4 {dancified could
have “ueq canceled 1ad the centers cedquired superzisncs %) <ari-~
odfcally reviae cancellztioa snd aoncancellation azsions anAd
feen nanauacs’ Jiszf{ficatinons fZor chem,

Svstam due=in revsiey layal criverinn

needs *0 he ~~A.%iad

Centers 3re 10t affacsisely :asilecring onenrier assecs
from logis=ics casssignmencs (n computing ¢ @ rusins 294cells-
tion) level., 34Aicionally, =14 :rizerion {5r comustine the

11




ENCLOSURE I ENCLOSURE [

cancellation level allows unreasonable amounts of stock (buffer
levels) to be included and, therefore, the potential amounts
eligible for cancellation may be understated,

DLA knows that ft has had problems with the way centers
have treated existing dues-in from losing inventory nmanagers
during logistics reassignments., These problens became even more
evident during the recent transfer of consumable item managemeant
to DLA. DLA thought the problems we had found during our review
had been corrected. 1In a June 1982 memorandum, issued pefore
our review, DLA said:s

*All types of dues-in from any losing inventory manager
should be included in the supply control orocess.®

In the same memorandum, DLA stated the problem it wished to cor-
cecet.

“However, a review of recent supply control studies
indicate (sic] that some program changes have occurred
vhich deviate fron the established policy. Specifically,
assets are not being applied properly and buys are being
generated wvhere logistics gain dues-in are adequate."

Pifteen of the 100 itens we reviewed were recencly assigned to
DLA for mar.agement. Centers still were not adequately consider-
ing logistics gain dues-in when computing procurement and/or
cancellation levels.

In the procurament process, SAMMS considers losing inven-
tory manager contract dues-in as valid but ignores their pur-
chase request duas~in. In contrast, when computing system due-
in review levels, which notify item managers of potentially
unneeded on-order material, SAMMS totally excludes logistics
gain dues~-in. 1In some instances, these practices contributad %o
reported and/or actual excess on-order conditions and precluded
item managers from being notified of potential overprocurements,

The £21llnwing examples i{llustrate the conditions we found
ar the centers,

==On Julv 7, 1982, a DISC item manager initiated a huy for
25 eccentric arms (Stock VNo. 1680-00-152-4419), valued at
$8,057. at that time, 150 units were due ia on a ‘lavv
purchase reqguest, There were no cancellation notices on
thie {Zem 3ince the purchase raguest was excluded from
the SAMMS' computation of the system due=in review fZan-
cellatinn) level, The {zem arentually was reporzed as

12
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ENCLOSURE I FNCLOSURE I

being overprocured durinag the September 30, 1982,
stratification. (NDLA's quarterly stratification
considers all logistics qains as valid dues-in,
and they are applied against requirements before
center-generated dues-in).

-=0n September &, 1982, DESC's computer recommended th
center bduy one piston cvlinder (Stock No. 1440-00-735-
6311), valued at $447. At this time, there were 30 units
on hvnd and 29 Aue in on an Army contract. The item man-
ager ianared the dues-in and increased the recommenced
buy to 21 uniti. The item was reoorted as nverprccurad
in the Septe.ber 30, 1982, stratification. A cancella-
tion notice was sent to the item manacer on January S,
1983, recommending cancellation of all 2! units on th
DESC purchase request because all 29 units on the A=y
contract had been delivered. As a result of our incuiry,
oesg canceled the purchase request for 21 units and saved
$9,677.

In addition, DLA's criterion for computing cancellation
levels is inadeaquate because it allows sianificant buffer stocks
to accrue before the item manager is even notified of poten-
tially excessive on-order assets. The criterion--stockace ob~
jective requirement plus percentage of procurement cycle (zsu-
ally S0 percent)--is aenerous when one considers that procure~
ment cvcler for medium and high dollar value items range froa a
3= %5 a 22-month suponly. The criterion iacreases the notentzial
for accumulating unreasonably high levels of on-hand and on-
order stccks before cancellation action is attempted. addi-
tional levels of inventory of up to an 11-month supoly above
system requirements are unnecessary, in our opiaion.

"his oroblem became even more apparent in sur review cf
NISC managed items. DISC's current buffer levels (opercentace
orocurement cvcle teriod) are se:t at 30, 150, and 200 percent,
devending on the item's Federal Supply Class. For example,
§tock Wo. 3120-00-517-8932 is in Supply Class 3129, which has 2
15N-vercent buffer, As of Januarv 21, 1983, the stockaace zziec~
cive for this item was 26 units and the orocurement cvcle
reguirement was 72 units. The buffer level of i0& inits (73"
sercent %imes 72) would have aciually been gra2ater than the ra-
guirements £or the item, The item manager would rot have
received a cancellation notice until the on-hand and on-oriar
guantitv exceecded the cancellation level 5£ 204 anits.

Ve halieve a tancellation level critarion that allows zu:2-
fer levels ar2ater than system requirements nraclades timelw and
affective idenzification and cancellation of excess sn-oriav
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gtocks. This contridbutes to unnecessary inventory {anvestment
and/or procurement costs by understating the potentially axces-
§ sive ca-order stock that aav be eligible for cancellation. Ad-
h ditionally, we “elieve excluding logistic gains dues-in %rom the
supply control process distorts resilting procurement and can-
cellation decisions and, therefore, can also sontribute to un~-
necessary inventory investment and/oc¢ procurement costs.

b AANS,

Y
" J’I’f’/ .l' 'A' ¢

)

CA -,A{a .l_"&- X

LAY
"

s .
)

e g
DR Al )
.

y

]
'
S

e

NPl

E
P—

TOAE
.

1"

Wk

>

’ b | 1

R4

POV PPy

. .'..~f.'.o.'{~/.:_:...._-’..'...-.’.;,..--..\.-‘..:...'\.~..-.._.. WAt \..~:’_‘. LGN } . \.\‘. \-. .

4



av¥a®. g, € ML ™ -~ A i ol S A T - - 1‘4- R > e T\ . PR ) RUAACILIE I T e
= . o

¢ ' . . ~.

e . ENCLOSUPE 11 , ENCLOSURE II [
{

:_ ASSISTANT SECRETARY OF DEFENSE
.: WASHINGTON DC 2030t
::
. MANPO§§Q

> RESERVE AFFainS

. AND LOGISTICS 18 dee isud w

" -

PO Mr. Prank C. Conahan

"\ "\‘ Dirsctor

' National Security and International

" Affairs Division

" General Accounting Office

S vashington, D, C. 20548

SO Dear Mr. Conahans

2 N This is the Department of Defanse response to General Accounting Office
SRS (GRO) Draft Report, “Defense Lojistics Agency Could Better Identify and Cancel

- Unneeded On-Order Material,” dated October 14, 1983 (GAO Code No. 943390-0SD

'.:~ C‘l‘ h- 6370,0
‘\' -7
e ¥e concur in your findings and recommendations except for one error of

, fact which is identified in the eaclosed detailed comments. We have discussed

\ this with members of your staff and they have agreed to make the necessary

1‘. m.

f-, The ooportunity to comment on this Report in draft fomm is appreciated.

; oo

> 5\:’.”. 8, . .t

) Princi» . s

’ (g 3 |
) ‘J . v $ oo ..) i
b - As stated b
a 1
» L
', L
o, L
’ ‘|
.. GAC nste: Pace te‘erences in this enclosure have been chanred j
- =2 szrrescend o =hcse in she final rerer:. :
. :
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N GAO CRAFT REFCRT - DATED OCTCRER 14, 1983
RN (GAO CODE ND. 943390) - OSD CASE ND. 6370
l.‘.~
“DEFENSE LOGISTICS AGENCY COULD BETTER IDENTIFY
AND CANCEL UNNEEDED ON-CRDER MATERIEL®
ot
s DaD FOST™ION
i\ * & & & e
e
FINDING A: = The Defense Logistics Agency (DIA) Can Improve Its Identification
And Cancellations Bxcess On-Order Material. Of ths sample 00 itare
b ! taken as of September 30, 1983 (fram 461 DISC and DESC items having more than
N v~ $5000 overprocurement), GRO found 45 of these items to be esTonscusly reported
O - in overprocurement status for varicus legitimate reasons. Por the S8 itaws
~, accurately reported as overprocurad, GAO fourd the excess on order to be about
- $2.1 million. GAO further found that 3l items accurately reported as
NS overprocured (in the September 30, 1982 sample) were still overprocured as of
e Jamary 1983 in the amount of §1.418 million. And, of those 45 itams
I S erronecusly reported in overprocuremmsnt status from the ariginal sawple
j,' (Septamber 30, 1982), GO found that as of Jmwary 1983, 1l items had
b excessive planned purchases of about $275,000. Noting the systems and
o~ procedures at the centers visited are followed by all XA Canters, GMO
concluded therefcre that the problems identified could occur at all Centers
, ﬁmmmmumnm&uwmmmu
B significant. GAO referred the 42 items (31 + Ll = 42) to Center officials for
N evaluation and cancellation, and noted about $655,000 in cancellations. GAO
(6 further noted, however, that the Centers could not or would nce cancel 310«
N million of potential overprocuraments. GAO statad the fact that t.l'n
:, nﬂdmmmmme:um
A", agresment with the Centers' psition. In fact, GAO concluded tha beuuudn
procurement is on a contract does not necessar yﬁmmtmuaumcm't
< be attempted. (pp. 7-9 of GAO Draft Report)
A
'-'\\ DoD Position: DaD concurs. It should be noted that a decision not to cancel
o all identified potential overprocurement is a matter of perscnal judgment on
\:’_ the part of the raviewing individuals. Each manager must make a judgment
N o~ related to the quantities of materiel expected to be needed in future months.
Tha administrative and possible termination costs associated with cancelling
contractual quantities can result in a non-froductive action when:
\ .
:“‘ 1, There is high pxrobability that potential overprocured quantities will
be utilized during a Sfuture period:;
L 2. The availability of such quantities will negate the need for
procurement funds during a future period; and
-2 3. Cancellation of contractual quantities would cause a repetitive
:::: purchase action in the ensuing months
Y
~5 Cancellation should be attempted when & three conditions cutlined do not
. exist.
-s
2
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¥ GO reviewad the 31 items that had excessive on-crder assets as
W 1982 and January 1983 to determine uwhy the excesses had not been
- cancellad. GAD found that the contimiing excesses were caused by (1) the Item
Manager tock no action—23 items, (2) the cancellation actions were incarplets
or vasuccessful—S items, ard (3) the logistics reassignment due—ins were

. : ignored--3 items. GAO noted that DIA's Standard Autcomated Materiel Management
Yo Systam (SAMS) generates a cancellation notice to alert tle Item Manager when
N assets on-hand and due-in are excessive. While each Center has established
review levels for approving Item Manager cancellation actions, GAO found that
if the Item Manager does not respond to a cancellation, this lack of action is
not reviewad by higher level management. GAO further found that this lack of
3 action by Item Managers was the major reason that potantial overprocuraments
ware not cancelled. GAO noted that officials agreed they did not havwe
effective internal contraols to ensure that cancellation notices were
affectively responded to by tha Item Managers. GAO concluded that most of the
. exessive planned procurements it identified could have been cancelled had the
- Centars required supervisors periodically to review cancellation and

A non-cancellation actions and the Item Managers’ justification for them. (pp.
N 8=11 GAO Draft Report)

DoD Position: DoD concurs.

< PFINDING C: Due-Ins Level Needs to be Modified. GAO noted that
DIA recognized that it has had problems with the way Centers have treated
axisting due-ins from losing Item Managers during reassignment, but thought
the problems found in the GM) review had been correctad. GAO found, however,
that SNMMS treats due-ins fram losing Inventory Managers as if they were
custamer returns. GAO further found that, in the procurement process, SAMMS
considers losing Inventory Manager contract due-ins as valid but ignores their
purchase request due—-ins. 1a contrast, when computing system due—-in review
levels, which notify Item Managers of potentially unneeded on-order material,
GO fourd SAMS totally excluded logistics gains due-ins. GAD concluded

y that excluding logistics gains due-ins fram the supply control proceis

! distorts resulting procuremant and cancellation decisions ami, therefare, can

also contribute to unnecessary inventory investment and/or procurement costs.
(on. 1li=13 GAQ Draft Revport)

LNl

U
LRy

DoD Position: DoD concurs except for the statement that *...SAMMS treats

ram losing Inventory Managers as if they were customer returrs®. In
the meeting with GAO representatives an 7 November 1983 it was agreed that he
statamant would bes deleted fram the final report since it is inaccurate. -

PINDING D: The Criterion Used By DLA Managers To Determine Cancellation
Levels Allows S e of Inventaries Above System Requirements (Buffer
Stocks) At Unreasonable High Levels., GO found the criterion used by DIA
manager to determine cancellation levels (i.e., stockage cbjective requirement
plus percentage of procurement cycle (usually 50 percent)), to be generous
considering that procurement cycles for medium and high dollar value iters
range from a 3- to a 22-month supply. GAO concluded that DIA's criteria fcr
cancellation levels are inadequate because they allow significant buffer
stocks to accrue before the Item Manager is even notified of potentially
excessive on-order assets, GAD further concluded that additional levels of
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inventory of up to an ll-sonth supply above system requiremants are

unnecessary. GAO finally concluded that a cancellation level criterion that
allows huffer levels greater than systen requiremants precludas timely and
effective identification of excess cn-order stocks. (pp. 13 and 14 GAO Draft- - ]
Report)

Position: DoD concurs. The criterion used to determine "tuffer stocks®
o h value items with a 3-6 month procuremant cycls is not overly
generous since it represents only a i} to 3 month supply. Agpradmately 508
¢f potential overprocuremant identified in Pinding A involves these items.
Tha use of a variable buffer lsvel for longer procuremant cycls items is
appropriate. (Ses response to Recommndation 2.)

RECOMENDATIONS
GAO recammnded that the Director, Defense Logistics
(Dﬂ).&tmmmﬂmm for monitoring and

mmz_mmmmwmmmmm.
(As a minimm, GAO suggested that such controls shauld ensure that superviscrs
routimly review Item Manager dscisions on cancellation notices.) (p. 2, GMO
praft Report)

Position: DoD concurs, Contrel procedures should be established over the

teview of on order quantities identified as potentially unnseded. The DIA
unuuu.uu-:oumtngm

a. LONG TERM ACTION

(1) Develop and implement within UIA's Standard Autcmated
Materiel Managemant System (SAMMS) a mechanized cutput control over items in a
potentially overprocured status. Provision will be made for mschanized
recording of action taken and autcmatic followp for non-response.

(2) Specifications for implementation will be included in the
Agency's current effort to mxiernize and upgrade the Materiel Management
System, Target Date for implementation is: December 1986,

b. CURRENT ACTION

(1) Develop a uniform hard copy report which records all Item
Manager notifications of potentially overprocured items. This report will be
provided to first line :upervisory personnel for monitoring and recording Item
Manager action and performance. Hard copy reports will be subject to second
line supervisory review.

(2) Target Date for implerentation of the Qurrent Action is:
February 1964.

C. Campliance with the planned actions will be subdect to periadic
Hediqume:s Staff Review during regularly schediled Materiel Management
Reviews,

REOOMMENDATION 2. GO recomtended that che Sirector, DIA revise the program
for computing due-in review lavels to
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- consider all types of due-ins fram procuremant equally unless it has been
absalutely detarmined that they are invalid; and

== limit the amount of buffer stocks included in the determination of
cancellation levels. One way this can be done is to adjust the length nf the
grocurement cycle percentage in relation to the length of the procuresant
cycle. (p. 2 GAO Draft Report)

DoD Pesition: DoD concurs. The program for camputing due-in review levels
and the criteria used for notification of potential cancellation quantities
should be modified. The DIA will initiate the following actions:

a. Davelop and implemant revised specifications for inclusion in the
SAMS which will consider all dues-in in computing potantial cancellation of
an ocrder quantities.

b. BExpadits the implemsatation of an existing policy change which will
modify the criteria used in detemmining cancellation notices. This change was
previously documanted and an improvemsnt in the implemsntation scheduls is
apgxopriate. The revised criteria will permit use of a variable cancellation
leval upon the length of the procuremant cycle. In addition, the
criteria will consider a dollar valus threshold below which it is not
considared econcmical to cancel.

Target Date for implementation: March 1985. This Target Date considers
available programing rescurces and existing program schadules.

Irplementation of the planned actions will be subject to pariocdic Headquarters

snft reviev and evaluation during regularly schedulead Materiel Managemsnt
Reviews. .
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