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The Navy, having responded to earlier GAO
recommendations, has isplemented an automatic data processing
system vhich has saved an estimated $44 million in procuresent
and transpcrtation costs between July 1974 and March 1976 by
identifying and canceling unfilled orders for materiel whkich the
requisitioners ao lcnger needed. Findings/Conclusions: Unlike
the Navy system, the Army's automated logistic systenas only
provide for derand removal on the basis of cenfirmed requisition
cancellatious. The Aray could benefit by adcpting the Navy's
system for automatic removal of invalid demands. Acay and Navy
iuventory control points are required to cancel direct delivery
back orders if procurement action has not been started when the
request is cancelled, but action should be taken only for
cancellation or materiel valued at more than $50, if procureJent
has been started. This practice has not been followed. The
cancellation of requisitions has not been quickly processed and
has cost millions of dollars. ’uny unnecessary procurements and
shipment~ have occurred because of weakness in the system, The
Navy's coitrols are inadequate to prevent duplicate £filling of
direct de. ivery of back orders. Recommendations: The Army
should provide for automated removal of iavalid recurring past
demands frcv requirement computation data bases; require aonthly
use of speciil detecticn programs for unprocessed cancellatiou
Iequests and rrompt action on unprocessed cancellation requests;
and require compliance with DOD criteria for cancellatior of
procurement or diversion of shipment. The Navy should establish
automated controls to prevent duplicate filling cf back orders.
Unifors *ime standards and management controls fcr processing



cancellation requests, similar to the standards for processing
requisitions, should be established. (Author/ss)
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The Honorable
The Secretary of Defense

Dear Mr. Secretary:

We examined the procedures and practi~es used by Army
and Navy inventory managers and their shipping activities to
respond to vequests for cancellation of tequisitions for ma-
teriel previ~usly submitted by installations or combat organi-
zations. These procedures, under certain conditions, require
cancellation of tbn procurement or diversion of the shipments
of materiel. We zlso examined the effectiveness of corrective
actions taken by the Navy in response to recommendations in
an earlier report (B-162152, May 21, 1974), which dealt with
the need for more timely and effective validation of unfilled
requisitions for materiel.

We made our examination at the Army's Aviation Systems
Commana (AVSCOM) and Tank-Automotive Command (TACOM) and the
Navy's Aviation Supply Office (ASO).

In response to our earlier report, the Navy's correc-
tive actions resulted in estimated savings cf $110 million
in procurement ané transportation costs.

Additionally, the Army and the Navy could save tens of
millions of dollars annually in prccurement and transportation
costs if, (1) the Army would remove the invalid demands from
rzquirement computations relating to requisitions for which
“he requisitioners have requested cancellation rather than
only on the basis of actual cancellation and confirmation of
nonshipment by the supply activity, (2) the Navy would improve
its automated controls over direct delivery back orders; pre-
venting shipments from both direct delivery procurements and
system stocks to fill the same back ordered requisition, and
(5, both would process requests for cancellations promptly.
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SAVINGS RESULTING FROM
ACTIONS TAXEN BY THE NAVY

In response to rzcommendations in our previous report,
the Navy modified the standard automated logistic systems.
used by ite inventory control points. This change provides
for (1) eliminsting from requirement computations invalid
demands relate¢ to all requisitions for which cancellaticn
reguests hav= been received, regardless of whethar the
materiel has or has not been shipped and (2) identifying
and canceling unfilled high-priority 30- to 74-day-old
requisitions for which the materiel is no longer needed.

Since July 1974 the Navy's ASO has included unfilled
high~priority requisitions 30 to 74 days o0ld as part of its
guarterly back order validation checks with customers. As a
result, an estimated $44 million in procurement and trarspor-
tation costs have been saved between July 1974 and March 1976
by identifying and canceling unfilled orders for materiel
which the requisitioners no longer needed.

In addition, from July 1975 through ‘March 1976, ASO's
standard automated logistic systewm removed invalid recurring
aemands totaling an estimated $244.9 million from its require-
mz2nt computation data bases. These invalid demands were
identified with canceled, unfilled orders and orders on which
cancella:ions were sttempted but rnot successful. As a result,
ASO saved an estimated $66 million in procurement costs. Of
this, $10,400,000 was saved because ASO removed $38.4 million
worth of invalid recurring demands related to unsuccessful
requisition cancellation actions. (Requisition cancellation
attempts are unsuccessful when the cancellation requests are
processed too late to enable cancellation of the related pro-
curement or diversion of chipment of the materiel to other
customers.)

ARMY CAN SENEFIT BY ADOPTING
NAVY 'S SYSTEM FOR AUTOMATED
REMOVAL OF INVALID DEMANDS

Unlike the Navy's, the Army's autcwated I...lstic systems
at inventory control points do not re.nove recurring demands of
unsuccessful requisition cancellation attempts from require-
maent computation data bases. The Army's system only provides
& demand removal cn the basis of confirmed requisition can-
cellations. However, a requisitioner's request for cancella-
tion is, in effect, notice that the original requirement is
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no londger -~evded. Therefore, what the Supply activity thought
to be a demand, and so recorded in its system, should now be
deleted. Supply activities base their inventory levels and
future Procurenents, o a great extent, on historical demands.
If this hisztory includes invalid demands, the gquantities of
items procured will likely resuit in an excess unless there

is an unfor.seen (rot conforming to historical trends) change
in requisitioners' demands.

In 1975 the Army's AVSCOM and TACOM were unsuccessful in
trying to cancel $125 miilion of unfilled requisitions for
demand-support+ed stocks for which customers had submitted
cancellation requests. This represented about 56 percent of
the dollar cancellations attempted.

The $125 million worth of unsuccessful canceliation t-
tempts represented about $68 million worth of invalid ce-ur-
ring demands which would have been used in computing future
recuirements. On this basis, we ectimate that AVSCOM and
YACOM could save an estimated $18.5% million annually in pro-
curement costs if their automated logistic programs were modi-
fied to remove these invaliag recurring demands fronm require-
ment computation data bases. Currently, they only remove re-
curring demands for confirmed cancellations.

PROMPT AND EFFECTIVE PROCESSING
OF REQUISITION CANCELLATION
REQUESTS NEELED

DOD reguires the Army and Navy inventory control points
to cancel direct delivery back orders, regardless of value,
if procurement actior has not been initiated upon receipt of
regquisitioners’ cancellation requests. 1If Procurement action
has been initiated, procurement cancellation or contract ship-
ment diversion action should be attempted if the direct
delivery back »rder's value is over $50.

Requisitioners' cancellation requests are automatically
drocessed by the computerized Supply management systems at
the inventorv control points. If the cancellation requests
are related to requisitions tor materiel that have been back
ordered for procurement and direct delivery from the suppliers
to the requisitioners, they are rejected from the computer for
manual review ang processing by the inventory control point's
materiel management directnrate.
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If procurement of the bzck ordered materiel has not
been initiated, the materiel management directorate should
immediately cancel the back order. If procurement has been
initiated and the back ordered nmnateriel is valued at more
than $50, that directorate sh:uld notify the procurement
directorate, which is supposed to research the procurement
status of the hack oré~r and determine whether contract
termination or shipment diversion is feasible and economical.

At one Navy (ASO) and two Army (TACOM and AVSCOM) inven-
tory control points, we tested the processing of 2,768 re-
quests for cancellation of requisitions. These requisitions,
valued at §7.2 million, had beer back ordered and placed on
direct delivery. The results of our test indicate the Army
and Navy could have preverted unnecessary procurements and
shipments of materiel valued at millions of dollars annually
by promptly and effectively processing customers' requests
for cancellation.

We found numerous examples of lengthy delays (several
months in many instances) in processing requisitioners' can-
cellation requests, which frequently prevented the cancella-
tion of procurement or diversion of shipment. These situa-
tions occurred because cancellation requests for requisitions
were not processed promptly and because the system did not
monitor adequately and inform munzgement promptly of the
unreasonable delays in processing cancellation requests for
requisitions.

Additionally, AVSCOM officials had arbitrarily imposed
a $7,000 minimum on the value of reguisitioned materiel for
which procurement cancellation or shipment diversion would
be: attenpted. As a result, many unnecessary procurements and
shipments of unneeded materiel were made which met DOD's cri-
teria (over $50) for cancellation. Furthermore, at AVSCOM
even the $1,000 limit frequently was not adhered to. We found
many instances in which requested cancellations were not at-
tempted even though the contracted price of the requisitioned
materiel was valued at over $1,0060. This occurred because the
$1,000 minimum on procurement cancellations was based on the
standard price cited on the materiel requisition rather than
the contract price. Frequently, the contract price for ma-
teriel on direct shipment is much higher than the standard
price.
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Examples of these conditions are described below.

On December 17, 1975, ASO received a requisition
for one fixed attenuator (FSN 5905-253-3898) valred
at $150. It could nct be issued from stock and was
procured for direct delivery on February 11, 1976.

On March 20, 1976, ASO received a reguest for
cancellation of this reguisition. The attenuator

was shipped to the reguisitioner on May 1, 1976, or
42 days after ASO's receipt of the requisitioner's
cancellation request. The A0 item manager stated
that he had not received notice of the cancellation
request and therefore had not attempted to cancel the
procurement or to divert the shipment.

ASO's unprocessed canceliation requests also in-
cluded 12 outstanding requests for cancellation of a
direct delivery procurement of shoulcer bolts valued
at $816 which were over 90 days old. after we brought
these unprocessed cancellation requests “o ASO's at-
tention, the direct delivery procurement was canceled.

AVSCOM's unprocessed cancellation requests as
of January 1976 included an outstanding cancellation
request received o1 May 14, 1975, for a requisition
dated April 22, 1975, for one unit of a nonstocked
item with a standard unit price of $110. The requi-
sitioned item was contracted for direct delivery at
a price of $1,489.20 on June 2, 1975, or 19 days
after receipt of the cancellation request. AVSCOM's
procurement directorate did not receive notice of the
cancellation request until June 26, 1975, «. 43 days
later and 24 days after contract award. Cancellation
action was not attempted by procurement because of the
arbitrary imposition of a $1,000 criteria for cancella-
tion actions. Although the contracted price was more
than $1,000, the $1,000 criteria was applied to the
standard unit price of $110 cited on the regquisition.

In February 1974 Army auditors at TACOM reported that
weaknesses in its automated logistic system hindered the
timely processing of requests from customers for canceling
unfilled requisitions for materiel back ordered for procure-
ment and direct delivery. Also, weaknesses in TACOM's system
prevented prompt removal of direct delivery back orders which
had been filled from the unfilled order records. As a result,
unnecessary procurements and shipments occurred.
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According to Army auditors, TACOM was aware of these
conditiors and in July 1973 implemented a special computer
program for identifying (1) unfilled direct delivery back
orders with outstanding cancellation requests and (2) direct
delivery back orders which had been filled but not closed out.
For the direct delivery back orders so identified, TACOM took
the necessary manual actions to cancel unfilled orders or to
close out completed orders. However, TACOM was criticized
for its infrequent use of this program. The Army auditors
recommended that TACOM use this program more to prevent un-
necessary procurements and shipments of materiel.

We fonnd that the previously identified weaknesses in
TACOM's automated logistic .system still exist. Also we found
that over a 22-month period, TACOM used only once its special
computer program to identify and resolve outstanding cancella-~
ticn requests for unfilled direct delivery back orders and
completed direct delivery back orders which had not been re-
moved from the unfilled order records.

Examples of these conditions are presented below.

TACOM's special computer program run in
November 1975 of direct delivery back orders with
unprocessed cancellation requests revealed a
22-month-0l1d outstanding request for cancellation
of a direct delivery back order for materiel
(FSN 5130-792-9883) valued at $1,964. The can-
cellation request was received by TACOM on Janu-
ary 19, 1974, or 3 months prior to materiel ship-
ment on April 19, 1974. However, TACOM's procure-
ment directorate did not receive notice of the
cancellation reguest until September 26, 1974,
or 5 months after materiel shipment. Thus, nc
attempt was made to cancel the related procure-
ment or to divert shipment to fill othe1r needs.

TACONM's special computer program run ...
November 1975 revealed an outstanding cancellation
request received on October 6, 1975, for a direct
delivery back order for materiel (FSN 2540-087-0198)
valued at $3,856. Although the regquisitioner had
already received the requisitioned materiel by
direct vendor shipment in May 1975, a cancellation
request was submitted in response to TACOM's
quarterly back order validation check to advise
TACOM to purge from its unfilled orders file
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requisitioned materiel which had been received.
TACOM failed to act in a timely manner to close
the completed direct delivery order and a second
unnecessary shipment of materiel was made from
depot stocks on January 2, 1976.

TACOM's special computer program run in
April 1976, performed at our request, revealed
a 38-day-o01l4d outstanding cancellation request for
a direct delivery back order for 20,507 pounds of
tire treading materiel (FSi 2640-177-6817) valued
at $11,278.85. The direct delivery back order for
which cancellation was requested was one of eight
requisitions submitted on September 17, 1975, for
a total of 720,500 pounds of tire treading ma-
teriel valued at $396,275 by the U.S. Army Main-
tenance Plant, Ober Ramstadt, Germany. This ac-
tivity is the sole user of the subject tire treagd-
ing materiel which has a short shelf life of
6 months; must be shipped in refrigerated vans;
and, if stored, must be under controlled con-
ditions for a short period of time. A direct
delivery contract for the 720,500 pounds of tire
treading materiel was awarded on January 29,
1976. Approximately 1 month later on March 3,
1976, TACOM received, in response to its
request for a gquarterly back order validation
check, a cancellation request from the U.S. Army
Maintenance Plant for a direct delivery back order
for 20,507 pounds of the tire treading materiel.
As a result of the April 1976 computer printout
of outstanding cancellation requests, a rotice
was sent to TACOM's procurement directorate to
attempt procurement cancellation. However, no
action was taken by the procurement directorate
and the tire treading materiel was shipped by
the vendor on June 9, 1976. We were advised
that no procurcment cancellation attempt was
made because it was fel: that the customer
erred in submitting the cancellatior reguest.
However, we fcund n. ~+~ijence that rhe requi-
sitioner was contacted concerning the validity
of his cancellation request.
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NEED FOR_IMPROVED CONTROLS
IN THE NAVY TO PREVENT
DUPLICATE FILLING OF

DIRECT DELIVERY BACK ORDERS

At Navy inventory control points, requisitions for
materiel that are back ordered and later contracted for
direct delivery of the materiel to the requisitioners can be
referred to Navy supply poirts for shipment if supply system
stocks are received 45 Gays before the estimated contract
delivery date. When this occurs the system automatically
prepares a requisition referral notice which the stock con-
trol division is supposed to forward to the appropriate item
manager. That directorate should then cancel the related
direct delivery procurement or divert the shirment to another
requisitioner or to a Navy stock point as an increase to
system stocks.

Our tests of requisition cancellations at ASO showed
many .nstances of back ordered requisitions being filled
twice--once by contract direct delivery and again by shipment
from system stocks. These conditions resulted from (1) fre-
quent and substantial inaccuracies in estimated delivery dates
used to determine whether direct delivery back orders were
eligible for referral and shipment from depot stocks and
(2) subsctantial delays by 250's stock control division in
sending requisiticn referral notices to the appropriate item
managers so that related direct delivery procurementes could
be canceled or shipments diverted.

We did not attempt to evaluate the dollar value of un-
necessary procurements and shipments resulting from the above
problem. However, we believe that it coulé be important in
as much as the value of direct delivery back orders at ASO
during our review was about $50 million. Examples of this
condition are presented below.

ASO placed a direct delivery order on
February 11, 1976, for five fixed attenuators
(FSN 5905-253-~-3898) at $150 each. The five units
were to be shipped direct to five different
requisitioners to fill high-priority requisi-
tions. Based on an aestimated contract delivery
date of June 28, 1976, the five requisitions
were also eligible for referral to Navy stock
points if system stock became available prior to
45 days befure the estimated direct delivery date,
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or until May 14. One of the requisitions from
the Air National Guard, Madison, Wisconsin,

was referred to NAS, Alameda, on February 26,
1376, and shipped the following day. According
to ASO's procedures a computerized requisition
referral notice should have been forwarded to the
appropriate item manager within 10 days so that
the related direct delivery procurement unit
could be canceled or shipment diverted to system
stocks. However, we were advised by the item
manager that notice of the referral was not
received. On May 1, 1976, or 65 days after

the requisition was fille” by referral, it was
also filled by direct shipment.

Another of the five requisitions from
Bergstrom Air Force Base, Texas, was also
filled by direct vendor shipment on May 1, 1976.
However, it was filled again 11 days later by
referral to NAS, Alameda. This occurred because
uuder ASO's procedures, open requisiticns on
direct delivery contracts are not closed until
the estimated delivery date, which in this case
was June 28, 1976.

AS50 ordered two shaft assemblies (FSN
1680-310-2123) at a unit price of $322 from
Lockheed California Company on January 12, 1976.
One unit was to be shipped to NAS, Alameda, for
system stock needs and the other to be shipped
direct to an activity at NAS, Cecil Field, to
fill a back ordered requisition. The estimated
contract delivery date was April 9, 1976.
Therefore, the unit ordered direct shipmert
to the activity at NAS, Cecil Field, was '
eligible for referral to a Navy stock point
until February 24, 1976. Lockheed shipped
both units on February 3, 1976. When the
unit shipped to NAS, Alameda, for system stock
needs was recorded at ASO as available for
issue, the computer automatically referred the
Cezil Field direct delivery requisitior to
NAZ, Alameda. Thus, the requisition activity
at Cecil Field received two units insteaa of
the one unit requisitioned. Also, the regui-
Sitioner was only billed for one unit resulting
in a lost sale.
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MENDATICNS

The - Army and Nav
annually if (1) the A
requirements computat
cancellations of requ

Y can save tens of millions of dollars
Imy would remove invalid demands from its
ions which are related to requests for
isitions, (2) the Navy would improve its

10



B-=162152

controls over direct delivery shipments of materiel to fill
back ordered requisitions, and (3) both would process requasts
for cancellationc of requisitions promptly and effectively.

Accordingly, we recommend that you direct:

==The Army to (1) provide for automated removal of in-
valid recurring past demands from requirement com-
putation data bases on the basis of requests for
requisition’ cancellations, (2) require the Army's
TACOM to use monthly its special program for detecting
unprocessed cancellation requests for direct delivery
back orders and to take prompt action to clear the
unprocessed requests for cancellation of requisitions,
and (3) require the Army's AVSCOM to comply with
Defense's criteria for cancellation of procurement or
diversion of shipment on requested cancellations of
requisitions back ordered ‘or direct delivery.

--The Navy to establish the necessary automated controils
over back ordered requisitions scheduled for direct
delivery which will prevent sl.ipments from “oth direct
delivery procurements and system stocks.

—-Establishment of uniform time standards and management
controls over processing of requisition cancellation
requests by inventory control points similar to the
time standards that exist for processing requisitions.

As you know, section 236 of the Legislative Reorganiza-
tion Act of 1970 requires the head of a Federal agency to
submit a written statement on actions taken on our recommenda-
tions to the Bouse and Senate Committees on Government Opera-
tions not later than 60 days after the date of the report and
to the House and Senate Committees on Appropriations with the
agency's first requests for appropriations made more than
60 days after the date of the report.
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We are sending copies of this report to the Director,
Office of Management and Budget; the Chairmen, Senate and
House Committees on Government Operations, Appropriations, and
Armed Services; and the Secretaries of the Army and the Navy.

Sincerely yours,

Al St

%Fred J. Shafer
Director
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