Annex B

ANNUAL REPORT
of the

DEFENSE SUPPLY AGENCY

July 1, 1962, to June 30, 1963

This report covers the first full fiseal year of Defense Supply Ageney (DEA
operations.  Duaring the vear, DEA made substantinl progress in the assump-
tion of responsibilities ax intesrated manager of nssigned supplies and services
for the Department of Defense,  Hems contrally nnaged inereased five-fold and

\in\'vnlm'_\' by more than 0 pereent,

\ Moxt of the missions aid opganizations indtinlly assigned DA lad by the
end of the liseal year been succosstully absorbed, In addition, o wholesale
distribution system for assigned sapplies wis instituted: new nngenent re-
sponsibilities for chemical supplies, packaged petroleum, and industrial produc-
tion equipment were undertaken: aml @ nijor study of selocted classes of
aeronautical materiel was lnunched.  Realization ol all potential benelits of
consolidated management wis enhaneed by the continued introduction of nmane
dagement improvenients and the conduet of systems studies,

Thix major forward step in integrated Defense supply aind service pangEes
ment has been taken without impairment of support to the military Services,
as attested by DRA= high standired ol performanee during the Cubun crisis,
Morveover, it has resulted o numerous eeonomies in the Detense fogistival extab-
lishment. Al of these aecomplishments have heen due in no small measure to
the cooperation of the military deparvtinents and the Offiee of the Secrefary of
Diefense in working out the many diftienlt sl justments involved,

Assumpfion of ltem Management Responsibility

DISA centers generally have met phased sehedules established last year for
{he assumption of item mnnagement l't-spuusihi\itivs. The Defense Petroleun
supply Center aesuined management of packaged petrolenm stocks on October 1,
1062 the Defense Construction Supply  Center becnme fully operttional on
November 1, 1962 and the Diefense Automotive sSupply Center on July 1, 1963,
The Flectronices Center capitalized its first inerement on December 1, 1962 and
hy the end of the fizenl venr was eentrally mannging 380,000 items Under an
accelerated schedule, it will become fully operational on April 1, 1964, Certain
clasres of electrieal supplies included in the original electronics package are
heing shifted to the Generial and Tdustrial Cenfers, with the former assuning
the predominant share in phased inerements July 1-Decemher a1, 1963, The
Industrinl Center, which becanme fully operational in its oviginally assigned
clusses on July 10 1963, will assnmie @ single add-on cluss (electrie wire and
cable) by September 1, 1063, )
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Mennwhile, ns oan ounferowth of one of (he three connmmedity nrea stadies (he
Secrefary of Delfense assignped DSA on ifs extahlislnnent. the ageney was s
siened management of some G000 ilems in 12 clisses of chemieal supplies in No-
vember 1962, The Potrolenme Center assimmed  wanagenent of 10 of  these
classes (chemienls and solid fuelsy and the Medieal Cenfer of 2 classes € laho-
ratory apoaratus and equitnuent ) onJdaly 1, THGA.

Thus, DSA starts fiseal 1964 with nine sunnly centers fully sperationad o all
assigned classes of sunply excent for electrical/clectronie sunplies, However,
in the continting searveh for management improvements, the Seevelary of De-
fonse decided, following an over-nll review, that a consolidation of certain fune-
tions of Army and DSA inventory control points handling antemaotive and coni-
struction supplies wonld produce savings in versonnel, overhead, sud antomatic
data-provessing facilitiex,  As o resull, the Defense Automotive Supply Center
in Detroit, Mich., will be nhased ont by January 1, 1964 The Army's Tank-
Automotive Center in that eity has been designated DOD Infesrated Supply
Manager for combal and tactical vehicles of Army design. with its respon-
sibilitiex broadened (o inelude supply support (o the other military Services for
all parts peculiav thereto. Tt will asstume management of all combat and tae-
tical veliicle peculiar parts now managed by the Automotive Center, The rest
of the items centrally managed by the Automotive Center will be transferved to
the Defense Construction Supply Center in Columbus, Ohio,  Simnltaneously,
the Army's Mobility Support Center in Columbus will also e phased out anud
the Construction Center will assume part of its item management responsibilities,
The remainder will be transferred to Army installations elsewhere,

ITEMS MANAGED AND INVENTORIES
SUPPLY CENTLERS

) Ttems centrally managed (in I Tnventory value (millions of
{housands) dollars )
Commodity center e i g T SRS o e T
June 30, : June 30, June 30, June 30, 7 June 30, | June 30,

ooree2 T T1u63 0 ! 1064 1962 | 13 . 194

! (actual) (actual) (projected) | (actual) ' (actual) | (projected)
‘ ! | I |

Automotive P TS S [ | % I ,____! {800
Clothing andFestile . i 20,0« 22,6 290 11, 145, 4 '1,037.6 © SOK. 1
Construction ________ 12,0 0 121,81 277.0 760 10001 0 2065
Fleetronies.. COBNK A B3RO | ... 4128 4707
General oo A0 4461 S8R0 1245 146.6 13,1
Industrial_.......___. 16,0 337.6, 4440 1321 ] 306,71 3027
Medieal .. 9.0 RO 120 22001 20731 1936
Poetroleum - .____ 0. 6 20| 9.3 3708
Subsistenee ..o 1,0 0.9 1.0 116, 0 04. 8 0, 4
Total ______ 208, 0 |1, 0290, 0 {1, 379, 0 |1, 746. 6 |2, 412. 2 2,330, 9

F:fg)urr 1
DSA Distribution System

Another long step toward full realization of {he henefits of integrated manage-
ment has been the fultillment of DNA's charter responsibility for “a wholesale
distribution system for assigned supplies.” A DXA distribution system. basxed
upon a high priority study, was approved by the Secretary of Defense in De-
cember 1962, after coordination with the military departments,

~ .
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The new system replaces the varviety of distribution sypstems operated by the
departmental single managers and inhervited by DRAL W provides Foroqnoin-
tograted network of distribution facilitios for all DRA canumoditios to be oper-
ated under unifornt procodures,  Requisitioning and supply eontral fauetions
are contralized in (he DEA supply centers. The depot storage pattern pusitions
stock in selected depots elose to concentrations of military pests il ocedn
transport terminal= in the United States,

Seven principal depots stock a wide range of DRA commodities, Tfour special-
ized support depots have similar functions but the scope of snpport for cus
{oners aud (he type of nlerial =tored is more limited in range and depth. In
addition, selocted DRA stocks are heing positioned at a munber of direst supply
support points (DESPs) within the military Services, The points selected for
this purpose %ire Service facilities at which the volume of demand ix sufficiently
high and predictable to permit diveet shipment of veplenishment supplies from
manufacturing sources to the user. Eighteen Navy DHSDIs are already operat-
ing for one commaodity and other commodities are heing considered for support.
The number of activities will vary by conunodity and be expanded whenever
it is determined that more effective support or reduced costs cun he expected,

The transition to complete centralized requisition processing and accounting
systems at Defense supply venters was accomplished on July 1, TiHEL Relocation
of stocks from other military Service Installations fo the depots in the DSA
system and stock attrition at those sites was hegun during the last half of fiscal
year 1963 and will continue over an approximate Z-year period,  Navings of
an estimated $11.5 million in annual operating costs will be realized when the
system is fully in effect.

Industrial Plant Equipment

On December 7, 1962, as an outgrowth of the second of DHA's commaodity ared
studies, the Secretary of Defense assigned the agency certnin managenment re-
sponsibilities for the multibillion dollar DOD inventory of industrial plant equip-
ment—that i= machine tools, metal-working machinery, test equipment, and the
like. To carey out theése management tunctions, DRA established the Defense
Industrial Plant Bquipment Center (DIPEC) at Memphis, Tenn.. on April 1,
1963, Permanent stafling began on July 1. 1968, and the center isx scheduled
to. attain full operational status by the end of fiseal year 1964

DIPEC will furnish common inventory management services to the military
departments for the idle portion of the Defense inventory and maintain a master
inventory of all such equipment, idle and in use, thronghout fhe Department
of Defense. It will operate central storage sitex for idle inventory, assure mnxi-
mum utilization in len of new purchases, proeure general purpose plant equip-
ment as agreed upon by the military departments, and perform other functions.
The military departments will continue to determine their requirements in both
type and quantity, manage equipment in use, nnd liu_\' special and generil purs
pose equipment not approved for central purchase,

The establishiment of DIPEC will rexult in better ntilization of existing plant
equipment assets, in reduction of the possibility of concurrent buying and selling,
11 better service to confractors eligible to uxe this equipment, in more -economical
movement, repair, and rebuild at central storage sites, amnd in more efficient
determination and subsequent disposal of surplus.

Aeronautical Materiel Study

Acronautieal materfel was the third and Iargest commodity arven designated
for stfly by DSA to determine the optimum method of management. Initinlly
a pilot-gtudy was condueted to define more precisely the range of items and nreas
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to be studled in depth, After n review of this pilot study by the Defense Supply
Council in December 1962, the Secretary of Defense directed DHA to aindy in
depth 11 Federal supply clnsses containing abouf 140,000 items with an inventory
value of about $5.1 billion, as part of the Seronautical Materiel Management
Improvement I'rogram sponsored by his office. The ltems under study represent
more than 60 percent of the dollar value of materiel directly related fo aireraft
support,

The study was initinted on Janunary 9, 1003, and the fleld research phase was
completed on August 1. The study team is now analyzing the results of its
research and the final report will be forwarded to the Secrefary of Defense
for review in January 1964,

Organization, Direction, and Control

Some adjustments were made in DA organization in fiscal year 1063. The
Commander of the Defense Traffic Management Service was given additional
duty in DRA headquarters as Fxecutive Divecfor for Transportation and the
number of major field activities vose from 11 fo 14 48 2 result of expansion of
missions. The entire headquarters was assembled in its permanent home at
Cameron Station, Alexandria, Va., by early June 1963. The Defense Logistics
Services Center completed its move to Battle Creek, Mich,, in Janunary 1963.

DIPEC was one of the three additional major field activities, Two others—
the Tracy Defense Depot Command and the Mechanicsburg Defense Depot
Activity—were established as part of the DRA distribution system. Ofther depots
in the system ave located at existing centers or remain under Army or Navy
control.

Below the level of major field activities, 19 industrinl mobilization and pro-
curement support offices were consolidated into 8 procurement sapport offices.
The consolidation of the Avmy and Marine Corps clothing factories in 'hiladel-
phin was completed with a savings of $900,000 and 218 personnel. Consolidation
and consequent reduction of 34 =urplus sales offices to 18 ix under way with a
prospective annual monetary savings of $1.2 million, and personnel -savings in
excess of 200,

A new regulation hus been promulgated providing for a standard organiza-
tional structure at ench center for the performance of common functions to re-
place variant strnctures inherited from the military departments. This step is
expected to produce more clearly defined lines of responsibility, to faeilitate com-
parative reporting and cost analysiz, and to provide a hase for expansion or
contraction without major reorganization.

For control of DS8A's extensive and geographically dispersed operations, the
Director’s hasic management concept continues to be that of centralized policy
control and decentralized operations. Goals and objectives are established with-
in a program system with a 3-year forward projection. To measure Progress
against goals, the Director holds staff reviews and analyses quarterly and com-
mand reviews semiannually. Other selective devices provide monthly data on
progress in key areas.

To reduce the formal reporting load while at the same time providing all DSA
management levels with the information they need for timely decisions, a com-
plete management information system, incorporating some 3,366 separate dafa
elements, hae been designed and is being placed in effect. The system will be
progressively automated. '

Budget and Funding

Generally, DSA uses ap{»mprinfml Operations and Maintenance (O&M) funds
to pay operating costs, except military personnel costs, and a stock fund to

A
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finance its invenforiés, It funds certain surplud disposal aectivitles out of
the proceeds of sales, :

DSA's O&M approprintion for fiseal year 1963 amounnted te $175 million.
Various adjustments with the military departments and in other areas resulted
in a total net O&M direct obligntional authority of $178.4 million. Additional
funds were received from the militnry departments as relmbursement ; total DSA
operating costs in fiseal year 1963 amounted to $195.2 million.

DSA's O&M budget for fiseal yeur 1964 provides for $235.6 million In direct
obligntional authority. The increase of $77.2 million over the previous year (le-
rives mainly from transfers of appropriations from the military Servicex. These
transferred funds are required to finance new management responsibilities as-
sumed over the course of the past vear, including pavtieulnrly those for the
new distribution system. Since in each cage larger deductions have been made
from the budgets of the military departments as a result of the transfer of these
functions, the end result will be a greater net economy in operating expenses,
The fiseal year 1964 budget does not provide for the operation of DIPEC or for
the assumption of any additional missions that the Secretary of Defense may
assign. These will be financed, as the DR8A distribution system was initially, by
transfer of funds included in military department budgets for functions trans-
ferved.

DSA used Military Construction funds totaling $8.0 million during fiscal year
1963 to provide space for new administrative functions, and a totul of $620.000
under the approprintion title “Procurement, Defense Agencies” to purchase nee-
essary administrative vehicles, materinls-handling equipment, and special pro-
duction facilities.  Military Constroaction funds requesie'(l for fiscal year 1964
total $1,761,000 and PProcurement funds $627,009.

The following data in figure 2, retlect, by center, operations of the gefel)se
Stock Fund in Aseal year 1963

STOCK TFUND DATA
(In Millions of Dollars)

fenjer Qhligations Sales net cn];;iizr:i‘ll:f?{lsc’) o é?:\?'r(‘lg)o\i}l’]

Automeotive. _ ... __________ 7.6 9.5 103. 0 L9
Clothing and Textile. . ________ 217.7 359.4 | ___._ 141. 7
Construetion. . .. - __._______ 45. 7 30. 5 114.0 | (+15.2)
)2 (el 3161131 17, B P 40. 0 57.0 467. 0 17.0
Goneral__ - e seessmmessns 105. 5 115. 7 10. 0 10. 2
Industrial . ___ . ______ ... . 85. 1 107. 9 202. 0 22. 8
Medieal - _ __ . 69. 6 1118 | 42. 1
Petroleum - - oo .. 15. 5 17. 2 13.0 1.8
Subsistence . - .o 790. 1 820.4 |____.._._. 39. 3

/o ™ R | 1,376.8 | 1,638.4| 909.0| 2616

Figure 2

This inventory drawdown of $261.6 million ex 2eds the goal of $229 million
established when DSA was founded, IProjections for flseal year 1964 provide
for $1,863 million in sales and $1,740 million in obligations, and an, inventory
drawdown of $123 million. These inventory drawdowns represent, in each
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case, sales without replacement of long supplies and excess, and do not involve
stocks needed to satisfy nopmal peacetime needs of the military Hervices or
mobilization reserves,

Personnel

The increase in NDS8A personnel strength from 16,501 to 23,970 daring the

course of the pnst fiseal yenr has been directly related to the nbsorption of addi-

| tlonal functions from the military departments. El}:\g involved a rednetion of

approximately 3,700 in the total DOD personnel required to perform the func-

tions now assigned to I;,‘:.g. Summary statistics on -the growth and distribution
of D8A personnel strengtl'nre shown in figure 3

STATUS OF DSA PERSONNEL

June 30, 1962 Juna 80, 1963
Organization
Total Civilian Military Total Clvillan Military

111 1. 8 S [N FES I 692 670 22
DOTSC. . o is 4,600 | 4, 496 113 | 4,020 | 3,934 86
DCRC_ .. 1, 860 1, R30 30 3, K74 3, 790 84
DERC. . 433 415 18| 4,202 | 4,176 116
DGRC o 2 877 | 2,753 124 | 2,601 | 2, 685 106
1D ) i1 6 S 1,533 | 1,401 42 | 2,448 | 2,403 45
DLSC e 1,228 | 1,210 18| 1,203 | 1,190 13
DMEC__ o s s 487 451 36 | 608 H72 36
DPSC. .. 188 168 20 301 281 20
DS8SC . s 1, 665 1, 535 130 1, 646 1, 507 139
DTMS . . 1, 006 926 80 1, 026 935 91
Procurement Support

OfficS. oo oo | B I 549 540 9
Mecechaniesburg De-

fense Depot Activ- »

15 S WS, St ——— 771 764 7
Tracy Defense Depot. |- oo oo oo || oo 941 926 15
Administrative Sup-

port Center________ 80 59 21 188 138 50
Headquarters, DSA___ 535 435 100 720 621 |. 99 .

Total_____.._.___ 16, 501 | 15, 769 732 | 25,970 | 25,032 038 .
Figure 3

Further transfers of spaces from the military departments during flscal year
19684, estimated at around 5,000, will be mainly in connection w ith full imple-
mentation of the distribution system and the grndual assumption ot manﬂgement
functions by DIPEC.

The staffing of DSA has involved innumerable diffienlt personnel adjmtments
DSA has made every effort to ease the economic and psychological impaet on the
individuals involved, and to provide for personnel transferred or assigned to
DSA ample opportunity for growth and development. A cnmpmhenﬂlx'e civilian
career management program has been established.

‘In the military personnel area, one-of D8A’s most important goals is a genu-'

inely jointly staffed organization. The organization DSA Initially inherited was

w: o P y . o .
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staffed with 60 percent Army personnel, 19 percent Navy, 1R pervent Air Foree,
and 3 percent Marine Corps. The ulfimate plan provides For 30 pervent Army,
27 percent Navy. 2% percent Adr FForce, and o percent Marine Corps, The pres-
ent rate of progress indicates this goal will be achieved by Juue gRLHE 3

To provide for emergency or war, a tolal of 977 mobitzution desiguntion posi-
tions, authorized by the military doprvices for DEA netivities, hus been ingor-
porated in DSA Jolnt Mobilization Tables of Distribution. Ausignments of
qualified reservists to these positions arve heing effected.

The Procurement Area

Procurement awards by DSA centers during the year totaled $2.67 billion. The
planned procurement rate for fiseal year 1964 1« $3.0 hillion. Three commodi-
ties—food, clothing, and petrolenm—comprise move than two-thirds of the total
procurement prograi, with the balance divided among the.remaining aix com-
modities purchased by DSA. )

DRA seeks to reduce administrative: procurement leadtime to a minimum
through standardization and simplification of procedures and, through increased
competition, reduce procurement cost of those items for which it has procure-
ment responsibility.

In the past fiseal year, 01.3 percent of the dollar value of DSA procurement
wai on o competitive basis. Awards to small business firms totaled $043 mil-
lon, equivalent to 40.5 percent of dollar awards to all T8, firms and _exe-eedim!.
the established goal. Of domestic awards over $10,000, contracts totaling
'$41'.‘).1" million were let in labor surplus areas, ’

DSA will continue to expand its efforts toward improvement in ‘these pro-
grams during fiseal year 1964 by further broadening of the base of competition,
_emphnﬂlzing the opportunities the DSA market offers to industry, and increas-
ing use of formal advertising.

In an effort to cut the time and costs of procurement administration, DSA is
testing the use of computers in the complete cycle of the procurement process.
The high volume of small purchases has been the subject of intensive study
with a view to reduction and more expeditious proceasing.

To improve the U.S. balance of payments position and reduce the outflow
of zold, 328 out of 438 proposed purchases valued at $6.2 million that normally
would have heen awarded for items of foreign origin were directed to be awarded
for items of domestic origin at a premium of $1.3 million or 21 percent over
foreign prices, :

In the field of industrial mobilization planning, programs were established at
six centers in fiscal year 1963 and these will be extended to the other centers
during fiscfil year 1964, A field staff has been set up fto accomplish defailed
readiness planning for about 500 key items with 5,500 potential producers with
plans for expansion during the coming year.

DSA is continnally implementing and refining an integrated quality and relia-
bility program. This program, in addition to establishing a manageable system
for assuring the quality and reliahility of procured materiel, stresses the preven-
tive role of the quality discipline through liaison with developing, retailing, and
using agencies, ' : : o

Materiel Management Systems

One of DSA’s primary goals is the establishment of uniform systems and
procedures for all of ity centers to follow in the muny facets of materiel manage-
ment. Design of a complete materiel management system must, however, proceed
concurrently with operations under variant systems inherited from the military
depﬂ_t_'tments'.' Improvements in these exinting systéems cannot await the ultimate
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complete design, The approach has, thprefnrv: been to proceed by individual
gegments while making intertm improvements in other nrveas. For instance, the
Distribution System and the Management Information System are segiients for
which design has been completed and implementation hegun, During tiseal year
1063, some progress wis also made in the areas of requirements, provisioning,
and technical data,

All DSA commaodity centers are now computing replenishment requirements.
thereby ellminating the necessity for dual forecasting of these requirements by
the militnry Nervices, Improvements have been made in computing procedures
and techniques, (Meanwhile, after a year of fleld research, a DSA study team
has defined n base for development of a uniform system for application to all
DEA commodity centers, A uniform system throughout DSA will improve re-
quirements management on a broader hasis. The study is currently being staffed
and implementation is expected to commence during the next fincal yenﬁ

A thorough study has also heen made in the cloxely related functional area of
provisioning—that ix, the furnishing of spare parts, repair pares, special tools,
and test and support equipment required for end items. The major result of the
provisioning study has been a draft regulation, to be {ssued during the coming
vear, defining the relationships between DSA and the military Nervices in the
provixioning process and prescribing standard procedures and formats for pro-
visioning data.

In provistoning, as well ax in procurement, cataloging, standarvdization, inter-
Service supply support, maintenance, and inventory control, technical data pro-
vide the foundation essentinl to keeping puce with rapid technologieal progress.

E‘é(;]miml data consist of engineering drawings, data sheets, test reports, tech-
ical manualw, specifications, standards, purchase dexcriptions, and similar docu-
mentation.] D8A must assure that technical data on the items it manages are
readily available in usable form if it is to function properly.

The Technical Data Study Team ix developing a system to satisfy DSA require-
ments in thix arvea. It will entail the use of sophisticated antomatic data-proe-
essing equipment for the storage, retrieval, and distribution of data. The study
phase of the project will be completed in the first half of calendar year of 1965
with the system to be placed in effect in calendar years 1065 and 1966,  Coordi-
nation with the military depurtments is being effected to take advantage of data
already available there, but it will also entail acquisition of data by DSA from
other sources, '

The advantages of uniform systems for management of commaon supplies and
velated services can only he realized through efficient use of the most advanced
automatic duta-processing equipment. During the past fiscal year, the primary
effort was directed toward augmenting equipment inherited from departmental
single managers ng reguired to realign workload, centralize requisition proc-
essing, and improve reaction time to meet the reaulrements of the Military
Standarnd Requisitioning and Issue Procedure (MILRTRIP). In the next 2 fiscal
vears, the major effort will shift toward development of greater uniformity of
data systems and egquipment among the centers in phase with the development
of other uniform syntems for handling DRA functions. ‘

An- important development of the year was the extablishment of an active
program,. in accord with recent (General Accounting Office recommendations, to
reduce the cost of data processing through the purchuase of welected equipment
in ]ieu of rental, )

Defense-Wide Services

DSA administers Defense-wide programs for cataloging, ﬂtallﬂfjl‘dlﬂntldl_l. ma-
teriel utilization, surplux disposal, and coordinated procurement. It provides
trafic management in the continental United Ntater. It monitors MILSTRIP

AN ¢
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and reluled stunda rd Defense procedures. Tn severnl of these avens, g sgseney
has specind responsibilities for {he conmoditios it wanees ns well as penevad
responsibility for Defense-wide administration. T cooperation with the militarvy

Nervicer, DHA has Junde signifieant advinees in noproving fhiese plogriuans,

More far-reaching mensures, involving major new concepts, nre nnder stody or
developuent,

A primary problem in the Defeuse supply sysfent in perent venrs las been
the rapid growth in the number of items in the Defense (atalog. In exereising
its standardization and cantaloging responsibilities, DA s attneking this prob-
lem through two appronches, (irst by reduction of items in the exixting (atalog
and second, by controlling the entry of new ifems.

~In item reduetion, DSA continued to place prinmry emplasis on e s
slgned to it for management.  Supply centers renched ugrecment with the mili-
tary Hervices on the elimination of 28,000 DS A-nssigned items during the year,
plus 9,000 related Nervice-munaged items,  This excecded the extablished goal,
A goal of eliminating at least twice this aumber of unnecessary items has been
got for fiseal year 1964

Steady progress has also been made townrd improving Defense-wide standard-
jzation. Both the Togistics Manngement Institute and DSA have undertaken
analyses of the prograiu. and njor new concepts are evolving out of these
studies.  Concurrently, actions have heen tnken to improve the program within

© present concepts. Among these are initintion of a program to necomplish effec-
tive standardization of guided missile components, identitication and aceeleration
of other signifieant standardization projects with Defense-wide impact, develop-
ment of new procedures to expedite the completion and revision of specitications,
and increased use of industry standards through negotintion of ngreements with
induxtrial associntions and similar organizations.

Development of an effective “front screen” to prevent the entry of unnecessary
new items isx a primary NHA goal. Full development of the wfyont sereen”
depends on aceumulation of adequate technieal dafa.on existing items to pro-
vide 11 basix for compnring them with proposed new ones. The primary initial
effort is being concentrated in this area. LHowever, the Defense Logisties Herye
fees Center (DLRC) now provides mechanized screening of manufacturers’ part
numbers of new items on request fo determine whether they wmaufeh items al-
rendy nssigned Federnl stock numbers. With the acenmulation of technical
" data. new techniques have heen or will be introduced at the supply centers to
rupplement normal catalog sereening by qereening agninst item characteristies.

Whether as a vesult of thexe efforts or nof, the DOD section of the Federal
Catalog in fiseal year 1063 for the first time showed a net reduction—un decline
©from 3,900,000 to 5,042,000 itemx. (Net growth in the enfire Federal Catalog
< from 4,100,000 to 4,202 OO s explained by an increase in the number of ¢ivilinn
© agency items cntnloged.)

At the same time, DSA is seeking to improve catnlog service to customers.
A standard format for catnlogs prepaved by DPSA centers hax been developed,
In response to Genernl Accounting Office recommendations, 0 DRA task force
.h‘ sfudying how bext to clarify the scope of items cntatoged, introduce infer-

changeability and substitutability data into the central file, and minimize the
assignment of multiple Federal stock numbers to the same ifem. Thexe efforts,
of course, closely mesh with thoxe involved in item reduetion and the establish-
meéent of an effective "front pereen,” )

. The @luterlel Utilization l'mgm\x?is nlso being accelevated and atrengthened
along severnl lines.  Procedures have peen revised and coditied and a new
reporting system f« betng instituted. .\;-t a result of the sieeess of 0 service
test utnutmﬁunte{l_ matehing of service requirmm-u_fu against o central inventory
of long supply and excess ftemn at the Defenxe Logisties Service Center (Project
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PLURY. this contralized nudehing svstem will he eximmled foowil dfems on
October 1, 1963, Similariy. Project SILAKEDOWN, itiated as a test of joint
Service review of ilem identification data for evosseservicing i Federal Sapply
(Mlaxs 2015 (Fngine el Mystem Combooents, Mrevabb o was extenided ro eight
additional elasses of aeronautical materinl. Techuiend perscanel have heen em-
ploxed to senrvch out all pofential uses of pavhe of wenpons systenss heitg phased
out, such as NIKE-AJAX.  Ax n vesidt, nse of these purvts has substantially
inerensed, DA I also undertaking to ontimize inferservicing of stpplies and
services at the retail level between installations of (he Army, Navy, and \ir
Force,

The value of long suppliex and excess utilized thromgh the interservicing
program in fiseal year 1963 totaled $531 million, an increase of %56 million over
fiseal year 1962,

Incrensed utilization of materiel within Depariment of Defense or by other
Government agencies s more economieal than disposal as surplus where the
return is nf best likely to be only a few cents on the dollar. Inerensed utilization
has resulted in n smaller amount of property, in less desirable condition, avail-
able for sale. Thus in fseal year 1963 the acquisition valne of materiel sold ax
surplus usable property amounted to $8492 million ax compared to $1.236.2 million
in fiseal year 1062, Proceeds of $30.4 million represented n veturn of G.7 percent
of acauisition value as compared to a 7 percent return the previous year.

surplus disposal by DOTY remains, nevertheless, n large-senle enterprize, A
study of the entire program within the Unifed Ntates was conducted by DRA
during the year at the direction of the Secretary of Defense, Some 33 recom-
mendntions emerged from the study, many of which are now belng carvied out
with n view tfo making substantinl improvements in marketing and handling to
incrense refurns while cutting the costs of disposition.

In administering the Coordinated Procurement Progran, DA main effort
has bheen toward developing improved policies and procedures and prefruring
a list of existing coordinnted procurement assignments,  This will be followed
by a review and up-dating of existing assignments in conjunetion with fhe
military Services and a study of additional avens for possible inelusion in the
program. '

In exercising DNA's traffic management functions during fiseal year T, the
Defenxe Traffic Management Service (DTMS) quoted HOT,000 freight rates and
98,400 passenger rates on behalf of various Defense elements, issued 146,000
freight route orders, and aranged 14661 group movements, Some 23 million
short tons of freight and 4.3 million passengers were moved under DTMS cog-
nizance at a cost of $46:35.5 million and- $126 million, rexpectively, DTMS esti-
mated economies under the DOD Cost Reduction Progran, acerning to the mili-
tary departments, of §16.4 million ax a result of increased use of less than first
class air accommodations, throngh-bill movement of household goods, and use of
Grent Lakes ports,

Moreover, E’[‘.\i S ability to respond to an emergency was more than amply
demonstrated during the Cnban erisis, when arrangements for lnrge scale move-

“ments of men and materiel to the sontheastern United Ntates had fo be made
on short :mtlvﬂ (lose teamwork between DYTME, the Interstate Commerce
Commission, and rail and motor officinls vastly expedited these movements and
assured that the men and supplies would be in place to execute whatever act ion
the President decided upon.

The end of fixenl yenr 1963 marked the fivst anniversury of operntions under
MILSTRIP, the new stundard requisitioning and issue procedures now used by
all elements of the Department of Defense. @ILS’I‘RII', essentinlly n menns
of automating these processes,| has proved to be an efficient and successful
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peacetime systen, and during the Cuban erisis W owas pspecially gffective. In
keeping with its asxigned vesponsibilities, DNA has maintained moniforship nf
MILSTRIT operations and procedures, including comrdingtion of chanpges aud
improvements recommended by users.

MILSTRIDP tochtigues have establizhed a precedent with unlimlfed potential
for applieation in other arens. A Military Standard Transportation und Move-
menf P'rocedures (MILSTAMEP) will be placed in effect worldwide October 1,
1963, and DSA has heen assigned a role of monitor ximilay to that it performs for
MILSTRIP. DSA s also furnishing the chairman for a tnsk force charged with
developing a =imilar system for wtandardization of inventory munngentent datn
cnlled MlLS'l‘l{{l' (Military Standard Reporting and Accounting Procedure).

Civil Defense Supplies

DRA continued support of the Office of Civil Defense Fallout Shelter Prograi
through procurement, djxtribution, storige, and supply of specially designed
shelter items of. food, water contniners. sanifation kits, and medical kits, I'ro-
ourement. during fisenl year 1063 approximated $100 million representing sup-
plies for an estimated 50 million shelter spaces, The muteriel management is-
pects of this prograni. with stocks supplied {o local (ivil Defense customers
through a network of &6 wholesale storage locations, ave effected by the Defense
Genernl Supply Center, which also handles stock management for Civil De-
fense stockpile materiel.

Relations With GSA

DSA continues itz close relationship with the General Services Administra-
tion in effecting cooperative arrangements for cataloging, disposal, standardiza-
tion, procurement, and gupply of common items. The aren of most active interext
during the past year has been that of supply management. The extablished
policy of the Necretary of Defense in thix area is that (8. should be ured as
source of supply for the DOD whenever it is more eronomicnl and there is no
loss in enpability to support military requirenients. During the fiscal year, total
GSA sales to DOD components were valued at $778 million, representing an in-
crense over fisenl year 12 of $108 million,

Of major import during the latter part of the year were diseussions pm'ti(-i—'
pated in by the Bureau of the Budget, the Office of the secretary of Defense,
DSA, and GHA which resulted in agreement on assignment of all hand tool
and paint items to GNA, except those retained for manugement by the DOD
as wenpons relafed. The ensuing transfer, seheduled for fiseal year 194, will
inerease the number of items accepted by GSA by approximately 20,000. In
accordance with a recommendation of the Joint Keonomie Committee of the.
Congress, a moratorinm hag been declared on any further substantial transfers
pending the rexults of a study. to be conducted under the auspices of the Bureat
of the Budget, nimed at the development of a, “genuine Federal supply system.”

Supply Effectiveness

While earrying out a reorganization of major proportions, DHEA hax success-’
fully maintained a record of supply effectiveness at lenst equal to that under
arrangements existing previous to it establishment, and In zome cases has
improved on it. Iixact atatistical comparizon is difficult, both becnuse systems
employed _h,\' the reveral departments to mensure supply effectiveness differed
and becnuse the JCS-upproved priorvities system under MILARTRIP significantly
ghortens the time period allowed for filling requinitions, (DA has established
its own standard system to mensure KUDDIY offectivéness in two ways, One
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mensure—stock availability —reflects the stoek position of centrally stocked items
at the time a requisition is received and edited. The other—-ou-time ship-
ments—reflects the proportion of cenfrally stocked ifems which ure offered a
carrier within the fime period allowed under MILNTRIP procedures.

@Hmmwl in these terms, over-nll stock availability for D8N0 fiseal year
1963 was 8).8 percent and on-time fitl 80.3 ]wrvmﬂ The degree of effectiveness
varied hetween centers from month to month, Varintions were caused by imple-
mentation of MILSTRIP, establishment of new supply centers, o capitalization
of large blocks of items with insufficient pipelines, and diffevences in the re-
porting systems and data utilized in computing supply perforianee,

The real test of nny militiey supply systen i its porformanee i an canergency.

Elm'im.r the Cuban crizis, when high priority requisitions ineressed uinefold

and the tofal volume of requisitions doubled over n Sweek emergency period,
DSA proved its ability fo function effectively in such a situation) The short
duration of (he crisis and (he absence of significant resupply requirements pre-
cluded a full test of wobilization readiness, but DEAN immedinte vesponsive-
ness, procedures, and relutionships with the Services and the Joint Chiefs of
Staff were realistically and fully tested.  Close linison with Service and joint
planning stnffs made it possible for DRA to promptly alert the sapply centers,
to nctivate the DRA Emergency Supply Operations Center, and to dispateh
supply expediters to major user loeations. The procedures for referral of pri-
ority allocation problems to the Joint Chiefs of Staff were effective and respoun-
sive. The performance of all DRA centers resulted in numerous expressions of
appreciation by Service commanders,

A Logisties Readiness Center, established during the (fuban ervisis, has been
continued as a permanent part of the Ieadquarters organization to provide an
over-all focal point within DSA for efficient, economical, and respousive sup-
port of the military Services and unified commands’ emergency and contingency

gm_ationq
- __?(‘rmt Reduction Im;u_y_l_'

i\'lnle maintaining or improving sunply effectiveness, DRA is also proving that
it can do so at less cost to the taxnaver. The Director has assigned the task of
meeting DEA's.goals in the DOD Cost Reduetion Program a priovity second only
to that of efficient service to the armed forces, DEA's contributions to cost
rednction are both direct and indirect., Direct participation is limited to those
gonls which are directly associated with DRAS own operational funetions and
inventories. Tndirect contributiops resnlt from DRA's efforts in administering
Defense-wide programs and performing Defense-wide services—for instance,

from materiel interservicing and traffic management—and are reflected in

economies nchieved and renorted by the military departments.

During fixeal year 1963, DSA accomplished direct cost reductions toinling
%G1.8 million, exceeding its established goal of $531 million by 21 percent. Eho
largest single item, rednetion in operating costs, uummtml for $31.3 million, this
being, in Iarge part, the difference between military Nervice estimates of the cost
of performing DSA functions and the amount actually budgeted and spent by
DEA for these mu'nnsv.:-.lj Refinement of xecondary item reguirements and sav-
ings achieved in initin[spare provisioning accounted for $24 willion, Value
engineering nccounted for an additional $2.1 million, item reduction decisions
on D8A-assigned materiel, $2.8 million, increased :'nmpptltive procurement, $1.0
million, and shift from cost-plus-fixed-fee to firm-price or incentive-type contracts,
£0.6 million,

In addition to these recurrent annual savings, the invenfory drawdown of

$261.6 million produced n one-fime savings, @no R142.7 lmllinn‘af which has

-
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heen transferred o Nervice necounts to meel i flitary personmel contsfs @ nil-

lion hag been returned to the Navy Stock Fund

Cost reduction gonls for fiseal years 1964 and 1943 bave been set at #8685 wil-
lion and $123 million, respoectively. These expinded goals reflect nnficipated
inerenses in aperating expense snvings as the IXHA Dislritmtion Mystem heeoles
fully effective, and such other management improvenents ax an enthancetf effort
‘tn reducing seconduky item requirements and promeotion of value engineering and
competitive procurement. New gonls have alxo been added in the areas nf pm-l:'-
aging and preserving and controlling the entry of new ifems.

Conclusion

DSA hax achieved substantial sonng progress in the integrated mnhagement
of axsigned supplies and services in fiseal year 106G3.  The initial obstaclex that
confront any new organization have now been largely overcome. The agency
is moving forward to establish thoxe uniforn, efficient systems for handling its
responsibilities, the lnek of which was a prinaey renson for its establishment,

The future holds many challenges. Some parts of the DNA structure ave yet
to be completed, Difficult adjustments, like those involved in the rearrangements
for handling automofive and ('I)llh“f.l'll('t'lﬂll suppliex, hand tools and paint, will
have to be made, Supply effectiveness rates in sotle areds must be improved.
Better ways must hmfﬂﬂf'ﬁn af(-{-éler\ﬁte stundardization, and control the enfry
of new items into the supply systenn  New missions may be assigned. DEA moves
forward to meet its future challenges, confident that it is building on sound
foundations established during the initial phase of it operations, and that its
wbjectives will be met:

— First, and foremost, to provide offective logistic support {0 the operat-
ing forees of all the wilitary Serviees in war, peace, and emergency.
' —Second, o provide that support at the lowest I,_lus:-;ihl(\ cost 1o the tax-

payer.

AL T, MONAMARA,
Licutenant Ceneral, US4,
Dircctor, Defense Supply Agency.
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Table 34
DEFENSE-WIDE SUPPLY
Nel Antuaal Annunl
Line items Personnel | inventory snles -+ { obligations
centrally on hoard | invespment{ (millons | (millions
manuged (milllong | of dollars) | of dollurs)
of dollars)
SUPPLY CENTERS
) June 30, 1962 208, 000 | 13, 649 1, 747 1, H42 1, HH6
June 30, 1963 ____|1, 0249, 000 | 20, 572 2, 446 1, 639 1,377
Automolive Supplies !
June 30, 1962 || i e
June 30, 1963, _____| 103, 000 692 89 10 b
Clothing & Textiles ?
June 30, 1962_ 20, 000 4, 606 1, 145 439 368
June 30, 1963 . ... 23, 000 4, (020 1, 041 368 218
Construction Supplies
June 30, 1962__ . __. 12, 000 1, 860 8 1 *
June 30, 1963. " __ | 122, 000 3, 874 109 35 46
Elecironics Supplies
June 30, 1962___ . e v 5 O I | A Ny
June 30, 1963 . ____ 3RY, 000 4, 292 413 57 40
General Supplies
June 30, 1962 _____ . 50, 000 2, R78 125 105 119
June 30, 1963 . ___ e 45, 000 2, 691 149 120 105
Industrial Supplies
June 30, 1962 .. ____ 116, 000 1, 532 132 104 113
June 30, 1963 _ .. __ 338, 000 2, 448 322 108 85
Medical Supplies ?
June 30, 1962 __ . _. 9, 000 487 221 94 106
June 30, 1963.__ . 9, 000 608 212 109 64
Petroleum 7 '
June 30, 1962__ .. N I (73, 1 MR (Ru——— *)
June 30, 1963 .- 1, 000 301 10 16 v 16
Subsistence ? '
June 30, 1962_ . ____ 1, 000 1, 665 116 K00 850
June 30, 1963 . __ ___: 1, 000 1, 646 102 827 790

1 Pepurtment-wide responsibility for automeotive supplies was established on April 13, 1901: center was
partially operational during fiseal year 1863 and beeame fully operational on July 1, 1603, P

2 Operated as Single Manager agencies until transferred to I’efense SBupply Agency during the second
half of fiscal vear 1942,

3 Department-wide responsibility for construction supplies was eatablished on April 13, 1961, center was
partially operational during the closing months of fiscal year 1962 and hecame fully operational on November
1, 1902,

4 Less than %500,000. .

$ Department-wide responsihility for electronic supplies was estahlished on December 27, 1861; center
was partially operational during fiscal year 1963 and is scheduled to hecome fully operational on April1, 1864,

¢ Partially operational as Single Manager agenctes when transferred to Defense SBupply Agency during
the second half of fiscal year 1062. '

7 The Defense Petroleum Supply Center differs from the other centers in that the military Bervices retain
ownership of thelr whclsale stocks of petroleum supplizs except for packaged petroleum products trans;
ferred to IDSA ownership on October 1, 1982. DPBC does, however, procure petroleum products, bulk as
well as packaged, for the military Bervices. '

¢ Obli zations of Departmental petroleum stock fund divisions totaled $1,178 million.

4 Procenremant awarda hv NPRC far natealanm totaled €1.182 million,



APPENDIX | 355

Tabkle 35
DEFENSE-WIDE TRANSPORTATION SERVICES
Military Afr Militaey Ben Defense Trallic
Tronsport “Transportation Management
Service ! Hervice? Service !
PASSENGERS CARRIED
Bispal Tt TI0R o wsosmmroee {, 171,000 440, 000 4, 198, 000
Fiscal Year 1963 - ----- 1, 360, 000 412, 060 4, 260, 000
CARGO CARRIED (In Short Tons)
Fiscal Year 1962 __ .- --- 182, 000 | 25, 810, 000 24, 001, 000
Hiscal Year 1963 __ - ----- 184, 000 | 25, 613, G600 | * 22, 904, 000
Dry Cargo Tonnage
Fiscal Year 1962__ - -—--- 182, 000 | 5 6, 667, 000 9, 338, 000
Fiscal Year 1963 _ .- - ~-- 184, 000 | * 6, 608, 000 49, 268, 000
Petrolenm Tonnage
Fiscal Year 1962 .- --- e 019,143,000 14, 663, 000
Fiscal Year 1963 __ - - -|-----------~ 6 19,005,000 13, 636, 000
EXPENSES (In Millions of Dollars)
Fiscal Year 1962___ .- - ---- 389 425 7 582
Tiscal Year 1963 - - —-- ——— 412 444 18 508
Payments for Commercial Services '
Fiscal Year 1962 ___ - -- : 185 331 574
Fiscal Year 1963 .- - --- 212 341 Ly 59‘0

e ——

I Responsible to the fingle Maonager for Alirlift Service, the Becretary of the Air Force.

2 Regponsible to the Single Manager for Ocean Transportation, the Secretary of the Navy.

3 Established in 1956 as the Military Traffic Management Agency (MTMA) responsible to the Single
Manager for Traffic Management within the United States, the Secretary of the Army. Regponsibility for
this function was assigned to the Director, Defense Supply Agency, on August 31, 1961, and was assumed
on January 1, 1962, on which date MTMA was redesignated the Defense Traflic Management service
(DTMS). :

« Excludes 137,300 tons of uncrated household goods moved on Government bills of lading to oversea
destinations from the continental United States. ,

5 Reported hy MSTS in measurement tons—12,667,000 M. T, in- 1662 and 12,555,000 M.T. in 1963—and
converted to short tons on an eatimated ratio of 1.9 to 1.

i Reported by M81'8 in long tons—17,002,000 in 1642 and 16,860,000 in 1063—ond converted to short tons
on a ratio of 1 to 112, : ’

7 Includes payments made hy the military Rervices to commereinl carriers far, trunsportation and the
administrative costs of DM'T'S. s

s Bxcludes costs of $g48 million for uncrated heusehold goods moved on Government, bills of lading to
oversen destinutions from the continental United States. A :
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Table 36

FEDERAL CATALOG SYSTEM

FIDERAL CATALOG
Number of Ttems al Beginning of

Number of Items at End of Year_

Fiseal year 1942

Fiseul year 1063

4, 159, 519

Yolr. . - covverangmas o 3,014, 120
Number of Items Added - _ - 638, 542
Number of Items Deleted 3493, 143
Net Inerease. .. oo ____ 245, 399

1 689, 652
626, 647
164, 005

4, 159, 519

4,222, 524

Department of  Defense @
Items . . ____ 3, 966, 214
Other Agency Items______. 193, 305

3, 942, 218
280, 306

June 30, 1962

June 30, 1963

Number Percent Number Percent
INTER-SERVICE USE
Army '
Itemsin Use.___ .- ________ 1, U38, 895 |.____. 1,081, 828 (___ . __
Items Also Used by other
Serviees_ . ... _________. 426, 846 | 41. 1 378, 231 35. 0
Navy
Itemsin Use___.__________ 1,240,276 |- ____ 1,367, 067 | . ____
Items Also Used by Other
Services_ . . ___________ 283,919 | 22. 9 347, 758 25. 4
Marine Corps
Itemsin Use___ ... _._.____ 278,362 [______ 274,909 |______
Items Also Used by Other .
Services__ .- ______ 179, 863 | 64. 6 182,073 | 66.2
Air Force
Itemsin Use._____________ 2,130,843 |______ 1,866, 785 [-_____
Items Also Used by Other _
BOPVIOEE. o o i s 445,378 | 20. 9 387, 246 20. 7

1 Includes 45,859 items added to total through correction and improvement of reporting proedures.
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Table 38
EXCESS AND SURPLUS PROPERTY '
(In Millions of Dollars)
I*iscul year Flacal year
1062 1063
GROSS REUTILIZATION AND DISPOSALS? ... 5, 173 5, 098
REUTILIZATION WITHIN DEPARTMENT OF
DEFENSE. ... S —— 1, 112 1, 157
Wholesale Inter-Service Supply Bupport. .- -—-- 353 420
Intra-Serviee o oo e 637 626
Inter-Service. - .- e mmm—mmm == 122 111
OTHER REUTILIZATION AND DISPOSALS __ ... 4, 061 3,941
Military Assistance Program.... - -------------- 68 i1
Reutilization by Other Federal Agencies .-~ -- 203 177
Donations . - - - oo mmmmmemmmmmmmmmmmm == 258 233
Sold as Usable Property - - oo - cooomommammmmmoo 1, 236 8492
Designated for Sale as Serap- .- ------------~ - 2, 233 2, 538
Other Dispositions_ o occooooommommm oo 13 16
Destroyed or Abandoned . - .. ——-o-o---S — - 50 74
CASH PROCEEDS REALIZED .. . oooommm--- 135 99

1 Pata have heen adjusted to conform with new reporting requirements that were prescribed on May €,
1963, and with audit reports prepared for the Cost Reduction Program. The principal effect of these
adjustinents was to eliminate intra-Service transfers of property by property officers, amounting to about
$1.1 hillion per year in fiscal years 1902 and 1963. ' C

12068 not inclide disposition of surplus combatant ships—§145 million and $103 million, respectively,
[ or Ancal years 1962 and 1963,



