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I received your better of June 26, 1975, outlining improvements 
you are going to make to your supply management system. 

Often suggestions are received with the best intentions for 
implementation but do not materialize, usually due to the lack of 
good follow-up procedures, I appreciate the fact that you iwt~nd 
periodically report the progress you are making to usU 

to 

We are,‘assessing the efficiency and effectiveness of the city’s 
*systems for supplying materi.aLs to its agencies. Since there is no 

central suppjty manager for the city who knows what stocks are on hand, 
we selected three major departments for review, including DES. 

We did not do a lot of detailed ‘verification work to measure, 
for example, the accuracy and completeness of stock record cards* 
Rather, we decided to quickly assess how weI1 each department is 
managing its supply stocks and to inform departmental officials of ou?L” 

. observations and suggested solutions. Later, when we prepare a report, 
we hope to show the positive steps that city officials have taken to 
improve conditions. I&n addition, since many problems hat;e to be 
resolved--some at the department’s level and others at the Mayor or 
City Councik Level, we set out to start an easly dialogue on possibls 
remedies D For these reasons X have prepared this somewha%. detailed 
ex.p.lmka&ioa for your tfenefita 



The basic objet 1 r’s of a supply management system are to: (1) 
limit investment irl stocks kept on hand; (2) physically safeguard 
items to prevent tieterioration, wastes or theft; (3) use resources 

: on hand rather t.han procuring new material, and (4) dispose of 
property when no longer needed. 

As early as 1912, the House of Representatives recommended that 
a facility be built to warehouse supplies H x x x stored at scattered 
points throughout the District, -to be issued x x x on proper Irequisi-’ 
tions and with an accurate system of current records, so that the 
stocks on hand and the deliveries to any department can at any time 
be accurately known.” 

In 1959, the GAO reported that ” x x x the procurement and warem 
housing of common use materials and supplies on a decentralized basis 
is uneconomical and hinders the adopting of uniform policies and 
procedures 0 ” 

In 1969, GAO reported to the Mayor the following observations: 

5 . . “After several years, the (central) catalog and central supply 
management program has not been developed, and no reports are 

1 generated that could be used by agency or Procurement Office 
personnel for making decisions with respect to reducing the 

. number of individual items purchased,, increasing or decreasing 
inventories, 

’ procyxinents m 
or determining requirements for consolidated 

[GAO concluded that] x x x improvement x x x 
,,‘” ‘) 8 appears to be dependent in part upon the development of a 

6 L District-wide supply.management program that includes zequkrem 
ments planning and inventory control x x xc” 

In 1972, the Nelsen Commission found there was no central control 
over District inventories and expenditures for supplies, As in the 
past, there was duplication of stock and excessive inventory investa 
ment in all departments. In other words9 the Commission found that 
nothing had been done, 

The Commission completely opposed the approach adopted by the 
District at that time to centrally manage supply stock&-i.eSp to 
establish a’ commodity management system, which provide-s that a desigm 
nated department supply specific categories of materials to all 
MSQT:9 0 As you know, this approach was abandoned earlier this year, 
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3 We believe that the city and each depar&ent can realize sub- 
stantial savings 1:~ implementing a centrally managed supply system. 
Far’ example, a I *-rlLral authority for the city might warehouse and 
distribute itw+ commonly used by departments or, have them shipped 
directly from the vendor to the requesting department: In addition, 
this central authority could periodically review items stocked by 
departments (peculiar to their operations) to assure that only minimal 
quantities are kept on hand, However, we recognize that initiating 
such a system would require the approval of city officiaLs and 
possibly a few years before it is fully implemented. 

We believe one logical place to begin %s establishing a good 
supply management system in each department. Up- to-date and accurate 
records are essential in each department to show what stock is on 
hand, how much is’used, and how much stock is obsolete OK excess. 

At present, all locations in your department do not have this 
basic information. Decisions on what to stock, when and how much 
to reorder, are often, at best, a guess. In addition, there are 
many items that are stocked at more than one location--e.g., plumb- 
ing and electrical supplies-- for no apparent reason except convenience0 
We found i‘nstances where one location had excess quantfties of an 
item on hand, while at the same time, another location was out buying 
this item to replenish stocks, 

Mr, Rogers’ letter to Mr, Ingram (copy furnished to GAO with 
your letter of June 26, 1975) shows that the basic supply management 
problem in your department has been recognized--i.e,, to establish 
current and reliable inventory and usage data. There are two items 
in Mr. Rogers’.letter that J. believe deserve your personal attention: 
(I) establishment of a revolving fund in order to be able to rout%nel.y . 
order the same item for alI. I.ocations, and (2) departmental outhsrity 
and responsibility for operating your supply system. 

Consolidating orders for an item enables the purchasing office 
to obtain better prices and reduce administrative paperwork--i.,e., 
preparing separate purchase orders and contracts. This can be done 
without changing accounting or financing methods, assuming ordering 
locations know at what point and how much to order and, the 
departmental. central purchasing office can get requis%t%oners, to I 
op2rat63 cm the same ordering cycles for the same items. 
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However 9 a revolving fund to accollltt for departmental stock 

inventories and finance replenishing stocks should make it easier 
and administratively less cumbersome to consolidate orders. lt 
implies’that there would be one inventory value for the dePartmen$ 
and one stock manager. 

At present, stocks are financed, ordered and accounted for 
separately by source of revenue--e.g., general, sewer, and water 
fund. A revolving fund, eliminates the need Co separately identify 
stocks by source of revenue and any artificial barrier to consolidating 
stocks and orders would be eliminated. 

Revolving funds used by other Federal agencies to finance suppky 
operations has been known to foster more economical and efficient 
supply systems. Such a fund includes accounts for cash, accounts 
receivable, inventory, and accounts payable. The stock manager must 
be concerned with an inventory turnover rate which will satisfy 
customer demands and require a minimum dollar investment. If inventories 
increase and issues decrease, tinore of the fund capitalization is tied- 
up in inventory; consequently, less cash is ava$kable for the Procuremewt 
of new supplies. 

1 am not suggesting that you adopt a new method of financing and 
accounting for your departmental inventories. However 9 I would Iike 
to know if You consider a change in method, to for examgle, a revolving 
fund, desirable and feasible. *’ 

(2) 

At preslent .9 it appears that Mra Rogers serve5 in an advisory 
capacity for supply management matters in your department. His charter 
seems to be limited to issuing Policy statements on suppby, Any changes 
he considers necessary p appears to require the voluntary cooperation 
of many personnel in your department--e.g., administration and bureau 
chiefs as well as supply personnel assigned to them, 

My staff recently visited several other cities for comparison 
purposes 0 The City of Baltimore essentially has one department that 
supplies all city agencies. All personnel report to one authority. 

The City of Philadelphia has a centrally,managed system. SUPPlY 
personnel are assigned to individual departments,#not the central 
supply authority. Hotjever 9 if the central supply authority determines 
that an item should no longer be carried in stock or too much stock 
is ma hand in comparison to usage to satisfy program requirementso the 
central authority can order that the stock be fraasferred 6pr dlsp~sed~ 
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me know what you plan to do about these mat$ers, 
questions, plaEbse call. . 

-.- ‘SincQKBly yours, 

Prank Medico 
Assiat’ant Directsr 

cc; Mr, John ‘Ingram, DES 
MK, Frank S, Borris, DES 
#ta Clha~l~sl R. RQ~QKS, DES 
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