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United States 
Genera l  Account i ng Off ice 
Wash i ngton, D.C. 20648 

Nat iona l Secur ity and 
Internat iona l Affa irs Div is ion 

B-222859 

March 14,199O 

The Honorab l e John G l enn 
Cha i rman, Comm ittee on 

Governmenta l  Affa irs 
Un i ted States Senate 

The Honorab l e Ear l Hutto 
Cha i rman, Subcomm ittee on 

Read i n ess 
Comm ittee on Armed Serv i ces 
House of Representat i ves 

In response to our March 15, 1988, test imony before the Subcomm ittee 
on Read i ness, House Comm ittee on Armed Serv i ces, on the Defense 
Log i st i cs Agency’s (DLA) i n ventory growth, the former Subcomm ittee 
Cha i rman asked us to exam i n e in more deta i l  DLA 'S mater i e l  returns pro- 
gram and its impact on i nventory growth. In add it i on, on Apr i l  1, 1988, 
the Cha i rman, Senate Comm ittee on Governmenta l  Affa irs, asked us to 
eva l uate DIA 'S management over customer returns of excess mater i e l s. 
W e  rev i ewed how returns can contr i bute to i nventory growth and 
descr i be what the serv i ces are do i ng to reduce excess and returns. Our 
ob j ect i ves, scope, and methodo l o gy are d i s cussed in append i x  I. 

Customer returns to DIA, exc l ud i ng fue l a nd subs i stence i tems, tota led 
$3.1 b i l l i on for f isca l years 1981 through 1988 and averaged about 8.5 
percent of its sa l es. For the s ame per iod, DLA 'S tota l i nventory i ncreased 
$5.7 b i l l i on, from $3.1 b i l l i on to $8.8 b i l l i on, or about 184 percent. Stocks 
excess to its current operat i ons and war reserve needs more than tr ip led 
from $1 b i l l i on to $3.5 b i l l i on. However, there is no way to determ ine 
h ow much  mater i e l  returns contr i buted to DLA 'S i n ventory growth and 
excess mater i e l  b ecause of the h i gh number of transact i ons i nvo l ved and 
the inab i l i ty of the account i ng systems to prov i de such data. 

DLA and the serv i ces have imp l emented and have underway numerous 
in i t i at ives to avo i d excess and reduce returns. The in i t i at ives are 
des i g ned to reduce not on l y the returns but a l so excess mater ie l . In add i - 
t ion, the serv i ces have programs to improve the ir interna l red istr ibut ion 
procedures for excess mater ie l . DLA 'S account i ng system produces data 
that cou l d a i d DIA managers in assess i n g the effect i veness of the act i ons. 
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We are not mak i ng any recommendat i ons in th is report, because (1) the 
serv ices’ correct ive act ions are too n ew to eva l uate the ir impact on 
returns to DLA and (2) the September 1989 DOD Inspector Genera l ’s 
report conta i ns recommendat i ons, wh ich, if imp l emented, wou l d requ ire 
a Department of Defense returns program managed by the who l esa l e 
i nventory managers, wh i ch i nc l udes DLA. 

Background DLA i s respons i b l e for prov id i ng log ist ics support, inc l ud i ng procur ing, 
stock ing, and issu ing consumab l e items, to the mi l itary serv ices and 
other government agenc i es. Each year DLA’S s ix supp l y centers buy and 
manage b i l l i ons of do l l ars of mater ie l unt i l they i ssue it to customers 
wor ldw ide. As of September 30, 1988, DLA managed about 2.8 mi l l i on 
items. About 2 mi l l i on items were stocked, and 52 percent had a un it 
pr ice of $10 or less. 

The serv ices estab l i sh requ i rements by determ in i ng the quant ity of an 
item they need for a spec if ic per iod, usua l l y 2  years, to fulf i l l a  des ig- 
nated purpose (e.g., to operate the ir equ i pment dur ing peacet ime). Whe n  
they have excess mater ie l, they can return it to DLA for e ither f inanc ia l 
cred it or no f inanc ia l cred it, depend i n g on whether DLA needs it to meet 
requ irements. Under the mater ie l returns program, customers-pr imar- 
i ly the serv ices- must report excess DLA-managed items to DLA for d is- 
pos it i on instruct ions. If DLA needs the mater ie l, it wi l l d irect the 
customer to return it. 

DI6 g i ves customers f inanc ia l cred it for mater ie l it needs to meet peace- 
t ime requ i rements and war reserve requ irements.’ It does not g ive cred it 
for returned mater ie l a bove these requ i rements even though DLA reta ins 
it for future use. 

Returns Can 
Contr i bute to 
In$entory Growth 

1) 

Cred it returns a l l ow customers to buy needed items with the cred its, 
thereby conserv i ng the ir operat i ons and ma i ntenance and industr ia l 
funds. About 43 percent of returns made between f isca l years 1981 and 
1988 were cred it returns, and 57 percent were “no-cred it” returns. The 
no-cred it items, however, were with in retent ion l imits estab l i shed by the 
Department of Defense and DLA. Cred it a nd no-cred it returns for f isca l 
years 1981 through 1988 tota led about $1.3 b i l l i on a nd $1.8 b i l l i on, 
respect ive ly. 

’ War reserves are stocks that are stored in peacet ime to sat isfy increased wart ime consumpt i on; they 
are i n tended to susta in operat i ons unt i l  resupp ly takes p lace. 
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Customers e ither reta in mater ie l that cannot be returned for cred it or 
transfer it to property d isposa l  act iv it ies. If the Department of Defense 
dec l ares th is mater ie l to be surp lus, the mater ie l can be g i ven to another 
government ent ity, donated to a state, or so ld as items or scrap. 

Because the amount of mater ie l returned to DLA by the serv ices has 
rema i ned re lat ive ly h i gh, we be l i eve that l ong-stand i ng under ly i ng fac- 
tors susta in the return rate. The Department of Defense and the serv ices 
have ident if ied many of these factors (e.g., inaccurate requ irements, 
fa i lure to match items due in aga i nst excess stocks on hand, and fa i lure 
to terminate contracts for excess mater ie l o n  order) and are tak ing cor- 
rect ive act ions (see apps. II and III). 

S ince cred it is on l y g i ven for needed mater ie l, cred it returns genera l l y 
shou l d not contr ibute to inventory growth. However, cred it returns can 
de l ay or prec l ude add it i ona l purchases. No-cred it returns are excess to 
IXA’S inventory requ irements, thus contr ibut ing to inventory growth. 
However, DLA is requ ired to reta in these items to meet future 
requ irements. 

The Navy accounted for about 45 percent of the tota l sa les, exc l ud i ng 
fue ls, subs i stence, and med ica l  items, and for 49 percent of returns. It 
had a 1.3- and 2.1-percent h igher rate of returns to sa l es than the Army 
and Air Force, respect ive ly. The Navy’s rate of returns i ncreased for 
f isca l years 1985 through 1988, wh i l e the Army and Air Force rates 
rema i ned about the same. Navy off ic ia ls attr ibute the i ncreased rate to 
the Navy’s sh ip modern i zat i on program, where a l l on-board m&man- 
aged spares stock used for components or equ i pment be i ng rep l aced is 
returned to DIJL 

Act ions to Reduce 
Exdess and Returns 

Recent serv ice stud ies suggest that a var iety of factors contr ibute to 
excess mater ie l a n d  subsequent returns. The stud ies ident ify correct ive 
act ions that if proper ly imp l emented cou l d reduce excess mater ie l a n d  
returns. These act ions genera l l y fa l l i nto two broad categor ies: (1) those 
to reduce excess mater ie l a n d  (2) those to red istr ibute it with in each of 
the serv ices to meet requ i rements rather than return ing it to DLA (see 
app. III). DLA has been work i ng with the serv ices to reduce the vo l ume of 
items that are returned and then reordered with in a  l-year per iod by 
the same act iv ity. The serv ices have taken spec if ic steps to address th is 
issue. 
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Another ma jor factor contr ibut ing to the returns prob l em is when a ser- 
v ice returned an item because it was excess to one un it but needed by 
another. To address th is issue, the Army and Air Force wi l l cont i nue to 
report items as excess but wi l l ho l d the items for interna l red istr ibut ion, 
un l ess DLA needs the items to meet its requ irements. In contrast, the 
Navy ho l ds excess items for interna l red istr ibut ion but does not report 
them. However, the Navy is work i ng with DLA to report these items as 
excess so that DLA wil l b e  aware of the excess mater ie l. We  support the 
interna l red istr ibut ion pract ice as l ong as the serv ices report the excess 
mater ie l to DLA so that it can d irect red istr ibut ion of the mater ie l to meet 
requ i rements e l sewhere. 

The Army ma i ntenance depots’ current pract ice is to return items not 
needed in the current year to DLA rather than to ho l d them for future 
work. Th is pract ice appears to be a ma jor contr ibutor to DLA’S return 
and reorder prob l em, and the Army is current ly recons ider ing it. We  
be l i eve the items shou l d b e reta ined by the depots if a n ant ic i pated 
requ i rement for them ex ists. However, they a lso need to be reported to 
DLA, for poss ib l e return or red istr ibut ion e l sewhere if a  h i gher pr ior ity 
need ex ists. In another case, the Army’s computer system cannot auto- 
mat ica l l y match excess mater ie l w ith items that are on order, thus creat- 
ing a s ituat ion where the excess mater ie l o n  order is not cons i dered for 
terminat ion. A lthough a n ew computer program with th is capab i l i ty has 
been imp l emented at some act iv it ies, a more soph ist i cated program is 
requ ired for the rema in i ng locat ions. 

Agency Comments The Department of Defense agreed with th is report and sa id that it wi l l 
cont i nue to pursue the improvements noted, as we l l  as mon itor the ser- 
v ices’ progress on the act ions reported (see app. IV). 

Un less you announce its contents ear l ier, we p l an no further d istr ibut ion 
of th is report unt i l 3 0  days from its i ssue date. At that t ime, we wi l l 
s end cop i es to the Secretar ies of Defense, the Army, Navy, and Air 
Force; the Director, Off ice of Management and Budget; the Director, 
Defense Log ist ics Agency; and other interested part ies. We  wi l l make 
cop i es ava i l ab l e to others upon request. 
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The ma jor contr ibutors to th is report are l i sted in append i x V. If you 
have any quest i ons, p l ease ca l l me on 275-8412. 

Donna M. Heiv i l i n 
Director, Log ist ics Issues 
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Append i x I 

Ob ject ives, Scope, and Methodo logy 

Our ob ject i ves were to determ ine (1) h ow mater ie l  returns contr ibute to 
the Defense Log ist ics Agency’s (DLA) i nventory growth, and (2) what the 
Department of Defense (DOD), DLA, and the mi l i tary serv i ces are do i ng to 
reduce returns of mater ie l  and excess inventory. 

We  performed our work pr imar i l y at DLA and serv ice headquarters. We  
a lso v is ited a U.S. s ite for each of the serv i ces and two Army s ites in 
Europe. We  ana l yzed recent DLA and serv ice stud ies to ident ify the 
causes of excess and returns, part icu lar ly in reference to DLA and serv ice 
act i ons taken s i nce our March 1988 test imony. 

Concurrent with our aud it, the Inspector Genera l  was perform ing an 
aud it of the DOD mater ie l  returns program. The Inspector Genera l ’s 
effort covered the ent ire program, inc l ud i ng DLA and its comp l i a nce with 
DOD program po l i cy. To avo i d dup l i cat ion of aud it work, we coord i nated 
our work with the Inspector Genera l . 

W e  performed our work from Ju ly 1988 through June 1989 in accord- 
ance with genera l l y accepted government aud it i ng standards. However, 
we d id not ver ify DLA 'S sa les, inventory, and returns stat ist ics. 
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k&%dums Can Contr ibute to 
Inventory Growth 

In ientory G rowth For f isca l years 1981 through 1988, DLA’S sa l es i ncreased from $3.4 b i l- 
l i on to $6.4 b i l l i on. In add it i on, the va l ue of its i nventory a lmost tr ip led, 
from $3.1 b i l l i on to $8.8 b i l l i on. About 52 percent of the i tems had a un it 
pr i ce of $10 or l ess. Mater i e l  e xcess to DLA’S budget year requ i rements 
more than tr ip led, from $1 b i l l i on to $3.5 b i l l i on, Dur i ng the s ame 
per iod, the number of days it took DLA to se l l  its work i ng i nventory] 
i ncreased from 200 to 328 days. Thus, DLA had a 64-percent growth in 
its work i ng i nventory compared to its sa l es. 

There is no pract i cab l e way to determ ine h ow much  mater i e l  returns 
contr i buted to DLA’S i n ventory growth because of the h i gh number of 
transact i ons i nvo l ved and the inab i l i ty of the account i ng systems to pro- 
v i de such data. For examp l e, an i tem returned in f isca l year 1983 cou l d 
(1) st i l l  b e in the i nventory, (2) have been so l d, or (3) have been d is- 
posed of. The account i ng systems cannot ident ify wh i ch factor app l i e s 
to a spec i f i c returned i tem. 

Cuqtomer Returns Customers, ma i n l y  the serv i ces, order and rece i ve b i l l i ons of do l l ars of 
mater i e l  e ach year. For f isca l years 1981 through 1988, customers 
returned mater i e l s va l u ed at $3.1 b i l l i on that equa l e d 8.3 percent of 
DIA’S sa l es. Over ha lf of the returns, or $1.8 b i l l i on, was excess to DLA’s 

current operat i ons needs or war reserve stocks. 

DOD’S mater i e l  returns program prov i des procedures for report ing and 
red istr ibut ing excess mater ie l . It requ i res customers-pr imar i l y the ser- 
v i ces-to report the ir excess L&A-managed i tems for d i spos i t i on instruc- 
t ions. The program a l so requ i res DLA to accept (1) for fu l l or part ia l 
f i nanc i a l  cred i t-depend i ng upon the i tems’ cond i t i on- i tems that are 
needed to meet its current operat i ng stocks and war reserve requ i rement 
and (2) for no f inanc i a l  cred it those i tems that are w ith i n its lo- and 
DOD’S 20-year i nventory retent ion l im its. 

Customers rece i ve f i nanc i a l  cred it for returned mater i e l  when DLA needs 
it to meet current operat i ons needs or war reserve stocks. Otherw ise, 
DLA accepts the mater i e l  on l y on a no-cred it bas i s. No-cred i t returns 
b e c ome part of DLA’S i n ventory that is excess to current operat i ons or 
war reserve needs. If d emand shou l d grow beyond an i tem’s procure- 
ment cyc l e, the i tem cou l d be used to fi l l orders. 

‘Work i n g i nventory is dcf inc- DLA’s current operat i ng stocks requ i rement. 
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Append ix II 
How Returua Can Contr ibute to 
Inventory Growth 

DIA accepts no-cred it returns accord i ng to DOD'S i nventory retent ion po l- 
icy, i.e., 20-years for weapon-re l ated items and econom ic retent ion” for 
other items. DLA 'S overa l l  econom ic retent ion per i od is 1 0 years. Beg in- 
n i ng Ju ly 1988, DLA wou l d on l y accept items va l ued at $13 and above. 
The $13 m in imum represents the est imated cost to process a return. 

The potent ia l  for cred it returns to have contr ibuted to inventory growth 
appears min ima l because DLA accepts them to meet its approved current 
operat i ons or war reserve needs. In effect, cred it returns genera l l y 
shou l d not contr ibute to growth because they meet known requ irements. 

The return process does not a lways encourage the serv ices to return 
mater ie l s ince, at a m in imum, they must pay the costs of sh i pp i ng the 
item to DLA. They have a lso lost the benef it of large amounts of opera- 
t ions and ma i ntenance funds for items they bought and d id not need and 
returned for “no cred it.” Accord ing ly, when DLA not if ied the serv ices 
about the h i gh rate at wh i ch the same act iv it ies were return ing and then 
reorder ing the same item, the serv ices in it iated correct ive act ions. For 
examp l e, DLA and the serv ices have programs a imed at reduc i ng returns 
by ident ify ing and e l im inat ing the causes of cred it a nd no-cred it returns. 
These causes inc l ude the lack of v is ib i l ity with in the serv ices over 
requ i rements and excess stocks between and among the ir un its. Conse- 
quent ly, some mi l itary un its returned the ir excess mater ie l to DIA even 
though the mater ie l was needed by another un it. 

Correct ive act ions a l so i nc l ude increas ing the effect iveness of data 
process i ng systems to match requ is it ions with on-hand excess mater ie l 
a n d  improv ing in it ia l a n d  subsequent requ i rements determinat ions. We  
be l i eve that as these act ions are imp l emented the returns as a percent- 
age of sa les-by serv ice and inventory center-shou ld dec l i ne. Thus, 
track ing th is percentage cou l d he l p DLA eva l uate the effect iveness of 
these act ions. 

F igure II. 1 shows the sa l es and return amounts for f isca l years 1981 
through 1988. The return amounts are based upon summary r)I,A comp- 
tro l ler records that inc l ude a l l returns, i.e., customer sa les, l oaned mate- 
rie l, a n d defect ive items, We  d id not inc l ude the Subs i stence Supp l y 
Center because its returns were less than 0.5 percent of sa les. 

‘Econom ic retent i on is reta in i ng items excess to the current operat i ons or war reserve needs because 
it is more econom ica l  to reta in the items for future peacet ime use than repurchase them. 
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Inventory Growth 

F igurb 11.1: Customer Sa les and Returns 

5 Do l l an in b i l l i ons 
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1 1 Sa l es 

Customer returns 

Note: Exc l udes fue l and subs istence i t ems 

F igure II.2 shows the percentage of customer returns to sa les. After an 
increase of about 3 percent dur ing f isca l years 1981 and 1982, the per- 
centage has rema i n ed re lat ive ly stab le ever s i nce. The percentage of cus- 
tomer returns to sa l es averaged 8.5 percent for the per iod. 
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How Returns Can Contr ibute to 
Inventory Growth 

11.2: Customer Returns as a 
tage of DLA Sa les 
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F i gure II.3 shows that no-cred it returns have i ncreased at a greater rate 
than cred it returns. 
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How Returns Can Contr ibute to 
Inventory Growth 

F igurd 11.3: Cred it and No-Cred it 
Custo iner Returns 
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Note: Exc ludes fue l and subs istence Items 

DLA’S returns data by serv ice were on ly ava i l ab l e for f isca l years 1985 
through 1988. The average rate of returns to sa l es for the 4-year per iod 
was 7.6 percent. However, there are s ign if icant d ifferences in the per- 
centage of returns by serv ice and supp l y center. For examp l e, hardware 
supp l y centers had a return rate f ive t imes the Med ica l  Supp l y Center’s 
rate. Tab l es II. 1 and II.2 show the d ifferences by supp l y center and ser- 
v ice, respect ive ly. 

_-.-.__-+ 
Tab14 11.1: DLA’s Sa les to Serv ices and 
The ir Returns for F isca l Years 1985 
Through 1988 

Dol l ars in mi l l ions .-~ --.-- ---. .--. __- ..--~- 
Sa les Returns Percent 

Amount Percent Amount Percent of sa les _- ~~~ ..__..-. 
Hardware” $ 1 1 , 2 9 0  6 5  $ 1 , 1 5 9  8 7  10.3 --___... 
C loth i ng a n d  text i les 3 , 4 6 4  2 0  1 1 6  9  3.3 
Med ica l  2 , 5 9 1  1 5  5 1  4  2.0 ___..- ~__.._ 
Tota l $17,345 100 $1,326 100 7.6 

“Hardware inc ludes Electron ics, Industr ia l, ConstructIon, and Genera l Supp ly Centers 
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1 
Tab le j 11.2: DLA Hardware Supp ly 
Cent+’ Sa les and Returns for F isca l 
Years i 1985 Through 1988 Dol l ars in mi l l ions -. _ .-.__--- 

Sa les Returns Percent 
Amount Percent Amount Percent of sa les _-. 

Army $2, 7 3 1  2 4  $ 2 6 9  2 3  9.8 
Navy 5,1 2 7  4 5  5 7 0  4 9  11.1 ----... _  Air Force 3 , 1 1 6  2 8  2 8 0  2 4  ~ ~ 9 . 0  

Mar i ne Corps 3 1 6  3  4 1  4  13.0 .____ 
Tota l $11,290 100 $1,159 100 10.3 

The Navy accounted for about 45 percent of the hardware supp l y cen- 
ters’ tota l sa l es and for 49 percent of returns. Its rat io of returns to sa l es 
was 1.3- and 2.1-percent h igher than the Army and Air Force, respec- 
t ive ly. Moreover, the Navy’s rate of returns i ncreased the most dur ing 
f isca l years 1986 through 1988, wh i l e the Army and Air Force’s rates 
rema i ned re lat ive ly the same. Navy off ic ia ls attr ibute the h igher rate to 
the Navy’s sh ip modern i zat i on program. Al l on-board DLA-managed 
spares stock used for components or equ i pment be i ng rep l aced is 
returned to DLA. Desp i te th is prob l em, the Navy has imp l emented a n ew 
capab i l i ty to red istr ibute excess among its act iv it ies a nd has a lso in it i- 
ated a 73-po int program to avo i d excess and reduce returns. 

In September 1989, the Inspector Genera l  conc l uded that DLA i nventory 
managers had proper ly imp l emented DOD po l i cy a nd procedures and that 
the program’s interna l contro ls were adequate. 

Mater ie l Retent i on 
Pol icy 

Accord i ng to an October 11, 1985, memorandum from the Deputy Secre- 
tary of Defense, serv iceab le a nd econom ica l l y repa irab le mater ie ls that 
have app l i cat ion to a weapon system shou l d b e reta ined. It a lso e l imi- 
nated the m in imum do l lar va l ue of more than $20 for report ing and 
return ing excess mater ie l in DOD Direct ive 4100.37, “Retent i on and 
Transfer of Mater ie l Assets.” As a resu lt, customers were a l l owed to 
return excess mater ie l to DLA regard less of its va lue. As shown in 
f igures II.4 and 11.5, the vo l ume of DLA’S return transact ions a lmost 
doub l ed, but the va l ue on l y i ncreased by $25.5 mi l l i on, or about 3 per- 
cent after the thresho ld was e l im inated. 
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11.4: Vo l ume of DLA Cred it and No- 
Returns for F isca l Years 1988-88 

Transact lono In thousanda 
1400 

1000 

so0 

690 

400 

1966 1987 l see 
FIaca l yaar 

No cred it 

Cred it 

Page 16 GAO/NSIAD-90-68 Inventory Management 



I 

Append i x II 
Bow Returns Can Contr ibute to 
Inventory Growth 

/ 
F lgur ’ 11.5: Do l lar Va lue of DLA Returns 
for F i  : ca l Years 1988-88 
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Accord i ng to DLA off ic ia ls, the ir depots were ab le to process the 
increased vo l ume of returns without h ir ing add it iona l personne l. Fur- 
ther, even though Direct ive 4100.37 was rev ised in M a y  1988 to incorpo- 
rate the new po l i cy and e l im inate spec i f i c do l lar thresho lds, it d id 
prov ide DIA with s ome  d iscret ion. 

Beg i nn i ng in Ju l y 1988, DLA estab l i shed a $13-m in im u m  va l ue thresho ld 
for a l l  no-cred it returns, wh i ch he lped reduce the vo l ume of returns 
about 20 percent. The $13 represents DLA’s est imated cost to process a 
return. 
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On’ o i ng 

” 

Efforts to 
Re uce Excess/ 
Re urns 

Recent Army, Navy, and DLA stud i es addressed the prob l em of excess 
mater ie l , and ident if i ed numerous causes of excess mater ie l . The Air 
Force d i d not have a comparab l e  study, and DLA’S returns ana l ys i s was 
done before the March 1988 hear i ng. 

A March 1988 Army contract study ident if i ed numerous causes of 
excess, i nc l ud i ng stockage po l i c i es, systems’ defects, operator errors, 
and v i o l at i ons of operat i ona l  requ i rements. The study ident if i ed 75 con- 
tr ibut ing factors, conc l u ded that the prob l ems requ i red aggress i ve 
act ion, and recommended act i ons on 31 of the factors that wou l d  
ach i e ve max imum benef its. The Army approved changes to po l i cy and 
automated system procedures cover i ng 17 of the recommendat i o ns, 
i nc l ud i ng 12 of 15 recommendat i o ns ident if i ed as hav i ng the greatest 
payoff. The 12 recommendat i o ns dea l  w ith reduc i ng the turbu l ence in 
un i ts of repa ir parts and at stab i l i z i ng ma i ntenance repa ir programs. 
The 19 rema i n i ng recommendat i o ns dea l t with, for examp l e, more accu- 
rate ly determ in i ng what repa ir parts are stocked for prov i d i ng in it ia l 
prov i s i ons and for programmed ma i ntenance. 

Navy In January 1989, over 60 Navy top supp l y representat i ves of the Nava l  
Supp l y  Systems Comman d  prepared a 73-po i nt p l an of act i on to reduce 
i nventory growth. The 73 po i nts fa l l i nto 8 broad i nventory in i t i at ives to 
avo i d excess and red istr ibute excess more eff ic ient ly. For examp l e, one 
ma j or in it i at ive was to ident ify excess mater i e l  o n order to see if con- 
tracts cou l d be term inated to prevent add i t i ona l  e xcess mater i e l  i n the 
supp l y system. 

Other Navy act i ons i nc l ude in i t i at ives to i ncrease the accuracy of fore- 
cast i ng i nventory requ i rements and to exam i n e the requ i rements mode l s  
used to determ ine econom i c  order quant it i es, i nc l ud i ng in it ia l orders and 
reorders. Another in it i at ive is to rev i ew read i ness-based spare stock 
i tems to determ ine if reasonab l e reduct i ons can be made. 

DLi i Over the past 2 years DLA has addressed the h i gh rate (about 19 percent 
of returns) at wh i ch serv i ce act iv i t i es returned and reordered the s ame 
i tem with i n a year. DLA prov i ded the serv i ces w ith a sub j ect i ve samp l e  
of 10 to 20 i tems each for se l ected act iv i t i es and asked each to he l p i den- 
t ify and m i n im i ze the cond i t i ons that contr i buted to the ir return and 
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reorder. The serv i ces ident if i ed severa l  c auses and in i t i ated correct i ve 
act i ons. 

Ef 
Re 

fbrts to Red istr ibute 
~t/.wns 

DOD and the serv i ces have ongo i n g act i ons to improve inter- and intra- 
serv i ce red istr ibut ion of excess to reduce returns to DLA. 

The Army ident if i ed three contr ibut i ng causes for the return and 
reorder prob l em. The causes were (1) the pract i ce of requ ir i ng its ma i n- 
tenance depots to return to DLA a l l  mater i e l  not needed w ith i n the cur- 
rent year for cred it, (2) the fa i l ure of Army supp l y managers to match 
i tems on order and due in to those on the ir computer-generated excess 
l ist, and (3) i naccurate requ i rements. The ma i ntenance depots later reor- 
dered s ome of the i tems they had returned to DLA because they needed 
them for the ir ma i n tenance programs. Fa i l ure to cance l  orders for 
excess mater i e l  a nd i naccurate requ i rements a l so contr i buted to the 
prob l em because act iv i t i es cont i nued to order and return mater i e l  they 
thought they needed but d i d not need. 

The Army is attempt i ng to e l im i nate these causes by (1) a l l ow ing its 
ma i ntenance act iv i t i es to reta in current excess mater i e l  to meet known 
future requ i rements, (2) mod i fy i ng its computer program to match 
excess due- i n i tems automat i ca l l y  and to cance l  those that are excess, 
and (3) inst itut ing a track i ng and report ing system to ident ify repeated 
requ is i t i on data on a quarter ly bas i s for the s ame item. The Army a l so 
p l ans to estab l i sh l im itat ion goa l s for the amount of mater i e l  returned 
and reordered. 

Accord i ng to a DLA ana l ys i s, ma i ntenance depots account for the most 
i tems returned, and Army depots accounted for 6 of the top 10 act iv i t i es 
return ing and reorder ing the s ame i tems. To conserve its industr ia l  
funds, the Army has adopted the pract i ce of return ing a l l  i t ems for 
cred it that are not needed w ith i n the current year. Former ly, it reta i ned 
i tems for up to 3 years if there was a pro j ected need. Such i tems were 
not c l ass i f i ed as excess because they were with i n estab l i s hed retent ion 
l im its. Both Army Depot Comman d  and Corpus Chr ist i Army Depot off i- 
c i a l s sa i d that the Army had apparent l y exacerbated one prob l em by 
try ing to so l ve another. 

Because of the d iff icu lty in forecast i ng needs for ma i ntenance programs, 
Corpus Chr ist i off ic i a l s be l i e ved it wou l d  be better to d i scont i nue the 
rev i sed pract i ce and ho l d i tems a year or two if there was a pro j ected 
need. A headquarters off ic ia l agreed that the current pract i ce does not 
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a p p e a r  r e a s o n a b l e  a n d  r e q u e s t e d  t h e  Army  Dep o t  C omm a n d  to c o n s i d e r  
h a v i n g  its ma i n t e n a n c e  d e p o t s  reta i n n e e d e d  i t ems w ith a  d em a n d  fore- 
c a s t  i n t h e  n e x t  6  to 1 2  mon t h s .  Howev e r ,  t h e  Army  Dep o t  C omm a n d  
h a d  n o t  m a d e  a  d e c i s i o n  at t h e  tim e  of o u r  rev i ew. 

Exce s s  o n  Order a n d  
Inaccurate Re q u i r ements 

T h e  Army  h a s  mod i f i e d  its c omp u t e r  p r o g r am to i dent i fy a n d  c a n c e l  
e x c e s s  d u e - i n  mater i e l . A l t h o u g h  th i s mod i f i c a t i o n  h a s  b e e n  imp l e - 
me n t e d  at s om e  act i v i t i es, other act i v i t i es st i l l n e e d  a  mo r e  s o p h i s t i c a t e d  
p r o g r am. 

T h e  Army  h a s  a l s o  o p e n e d  fac i l i t i es i n Eu r o p e  to imp r o v e  t h e  red i str i bu- 
t i on of e x c e s s  mater i e l s . T h e  f irst two fac i l i t i es a r e  fu l l y o p erat i o n a l  a n d  
a  th i rd i s s c h e d u l e d  to o p e n  i n N o v emb e r  1 9 8 9 .  T h e  fac i l i t i es enter i t ems 
returned b y  Army  un i t s i nto a  c omp u t e r  that d e t e rm i n e s  wh e r e  a n  i t em 
is n e e d e d  a n d  i s s u e s  d i s p os i t i o n  i n struct i o ns. T h e  i t ems a r e  a l s o  e n t e r e d  
i nto t h e  Army  Mater i e l  C omm a n d ’s  Sta n d a r d  De p o t  Sys t em, wh i c h  c o n -  
n e c t s  t h e  fac i l i t i es, a n d  t h e  Army ’s  Gene r a l  Mater i e l  a n d  Petr o l e um 
Act i v i ty’s  s y s t em, wh i c h  m a n a g e s  a l l  of t h e  Army - own e d  DLA mater i e l  i n 
t h e  fac i l i t i es. 

T h e  Army ’s  U.S. fac i l i t i es report a l l  n o  cred i t DLA returns to t h e  Gene r a l  
Mater i e l  a n d  Petr o l e um Act iv i ty, wh e r e  t h e  returns a r e  ma t c h e d  w ith 
other Army  r e q u i r ement s  for red i str i but i on. Acc o r d i n g  to Army  off i- 
c i a l s, t h e  p r o c e d u r e  d i ffers from the other s e r v i c e s  b e c a u s e  t h e  fac i l i t i es 
s h i p  the i r e x c e s s  mater i e l  to t h e  n e a r e s t  Army  dep o t ,  rather t h a n  ho l d -  
i n g  it at t h e  un i t l eve l . 

N a v y  T h e  N a v y  i dent i f i ed s e v e r a l  contr i b ut i n g c a u s e s  to e x c e s s  returns, 
i n c l u d i n g  (1) c ompu t a t i o n s  that c o n s i d e r e d  quant i t i e s  l e s s  t h a n  DLA 'S 
un i t of i s s u e - t h e  n umb e r  of i t ems i n a  p a c k a g e -wh e n  ca l c u l a t i n g  
i n v e n t o r y  l e v e l s  a n d  (2) d e c r e a s e d  i t em d ema n d s ,  wh i c h  c a u s e d  returns. 

T o  r e d u c e  t h e  amo u n t  of mater i e l  r e t u rned to DLA, t h e  N a v y  h o l d s  infor- 
mat i o n  o n  part i a l  e x c e s s ’ i n a  centra l  c omp u t e r  f i le for 7 5  d a y s  to ma t c h  
a l l  o u t s t a n d i n g  or n ew  requ i s i t i o ns a g a i n s t  t h e  f i le. T h i s  s y s t em tr ies to 

‘T h e s e  a r e  i t ems a r e  e x c e s s  of imme d i a t e  r e q u i r ement s  b u t  w i th a n  ant i c i p a t e d future d em a n d .  
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match se l ected excess items to other act iv it ies’ requ is it ions to avo i d 
returns and reorders, 

In Ju ly 1988, the Navy rev ised its procedures for mater ie l returns for 
o l .A-managed inventory items. Accord i ng to Navy off ic ia ls, part ia l 
excess items with ant ic i pated future demand are not reported to DLA but 
are he l d for interna l red istr ibut ion. Further, the items are reported to 
the Navy’s defense program for red istr ibut ion of assets where they are 
matched aga i nst Navy requ is it ions. 

&A-managed items that are in tota l excess ( i.e., there is n o known need) 
are returned to DLA for both cred it a nd no cred it. Accord i ng to Navy 
off ic ia ls, the Navy had shared data in its red istr ibut ion computer f i le 
w ith DLA'S Defense Supp l y Electron ics Supp l y Center on a test bas is, and 
was beg i nn i ng to do the same with DLA'S Defense Construct i on Supp l y 
Center. They i ntend to share f i le data with a l l DLA supp l y centers. 
Accord i ng to a DLA supp l y off ic ia l, fu l l coord inat i on is pend i n g comp le- 
t ion of the defense automated address i ng system modern i zat i on effort. 

Air Force The Air Force ident if ied three factors contr ibut ing to the return of items 
to DIA. The factors were (1) unant i c i pated reduct ion in demand, (2) base 
inventory ad j ustment ga ins, wh i ch resu lted in excess mater ie l, a n d (3) 
ant ic i pated returns of DLA-managed items to the Air Force supp l y sys- 
tem from its customers. 

The Air Force d id not ident ify any substant ia l  act i ons that cou l d min i- 
m ize or reduce returns but it d i d inst itute procedures to min im ize post- 
return sh i pments ( i.e., Air Force bases wi l l ho l d items for a longer per iod 
of t, ime, a l l ow ing red istr ibut ion to other bases) in Apri l 1989. It a lso has 
recommended changes in h ow it accounts for, reports, and red istr ibutes 
excess mater ie ls, wh i ch a l ong with its other p l a nned act ions, may 
reduce the amount of excess returns. The Air Force d id not have any 
spec if ic act i ons to address the second and th ird factors. 

The Air Force a lso rev i ewed its mater ie l returns po l i cy for DLA i tems and 
changed its cr iter ia for return ing mater ie l. Part ia l excess mater ie l wi l l 
cont i nue to be reported to DLA but wi l l on l y b e returned for cred it ( i.e., 
when DIA needs the mater ie l). Otherwise, it wi l l reta in the part ia l excess 
items for interna l red istr ibut ion. The Air Force wi l l report the excess 
mater ie l quarter ly to DLA to prov i de the agency with v is ib i l ity over its 
managed items. Air Force off ic ia ls be l i eve the rev ised procedure wi l l 
decrease the amount of mater ie l be i ng returned. DLA-managed stocks 
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that are in tota l excess to Air Force requ i rements wi l l cont i nue to be 
returned to DLA on a cred it a nd no-cred it bas is, 

In its September 1989 report, the DOD Inspector Genera l  conc l uded that a 
un iform DOD program managed by the who l esa l e i nventory managers 
shou l d b e estab l i shed for the latera l red istr ibut ion of reta i l act iv it ies’ 
(e.g, Army and Air Force bases and Navy sh ips) excess mater ie l. 
Accord i ng to the report, in recent years the serv ices have estab l i shed 
the ir own programs to interna l l y red istr ibute excess mater ie l for DLA- 
managed items. The programs have been successfu l  a n d he l ped sat isfy 
other reta i l act iv it ies’ requ irements. However, current serv ice red istr i- 
but i on procedures can restr ict us i ng reta i l excess assets to fulf i l requ ire- 
ments of the same serv ice and exc l ude the who l esa l e i nventory manager 
in the dec is i on process. 

Estab l i sh i ng a cross-serv ice red istr ibut ion program managed by the 
who l esa l e i nventory managers wou l d not requ ire a change in ident ify ing 
and report ing excess mater ie l at reta i l act iv it ies. Reta i l  act iv it ies wou l d 
sti l l screen mater ie l at least quarter ly a nd report it under ex ist ing excess 
mater ie l report ing procedures. However, who l esa l e i nventory managers 
wou l d not rout ine ly prov i de return author izat ions for sh i pp i ng mater ie l 
to who l esa l e storage depots. Instead, the inventory managers wou l d 
red istr ibute the excess mater ie l to act iv it ies with ex ist ing requ i rements 
(backorders) from any serv ice, and wou l d use the rema in i ng excess 
mater ie l to fi l l subsequent requ irements. We  agree with the report’s con- 
c lus i ons in th is matter and that who l esa l e i nventory managers shou l d b e 
respons ib l e for red istr ibut ing serv ice excess mater ie l throughout the DOD 
supp l y system. 

The Inspector Genera l ’s off ice found that DOD needs to red istr ibute 
excess mater ie l o n  an interserv ice bas i s as we l l  as on an intraserv ice 
bas is. The Ass istant Secretary of Defense (Product ion and Log ist ics) 
genera l l y concurred that such red istr ibut ion is needed. In add it i on, the 
Air Force and Navy are genera l l y support ive, a l though the Army has 
some reservat ions. A ma jor obstac l e to interserv ice red istr ibut ion- 
interserv ice re imbursement-has been informa l ly reso l ved among the 
serv ices. 
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(L/SD) 
FEB"5 1990 

ASSISTANT SECRETARY OF DEFENSE 
WASt i lNOTON. O.C. 20301-8000 

Mr. Frank C. Conahan 
Ass istant Comptro l l er Genera l  
Nat iona l Secur ity and Internat iona l Affa irs 

Div is ion 
U.S. Genera l  Account ing Off ice 
Wash ington, DC 20548 

Dear Mr. Conahan: 

Th is is the Department of Defense (DOD) response to the Genera l  
Account ing Off ice (GAO) draft report, "INVENTORY MANAGEMENT: DLA's 
Mater ie l Returns Program," dated December 21, 1989 (GAO Code 
391617/OSD Case 8212). 

The DOD has rev iewed the report and concurs with the report 's 
f ind ings. We wi l l cont inue to pursue the improvements noted in the 
report and wi l l mon itor progress on those act ions. 

The Department apprec iates the opportun ity to rev iew the report 
in draft form. 

Sincere ly, 

J 
/ I 
&sJ * , 

f 
LL -B&4- 

Dav id . Berteau 
Princ ipa l Deputy 
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‘Ma jor Contr ibutors to T h is Report 

Nat iona l  Secur ity and Richard A. He lmer, Ass istant Director 

Intdrnat iona l Affa irs 
Robert T. Bontempo, Eva luator- i n-Charge 
Roger A. Carro l l , Eva luator 

D iv’s ion, 
I 

Caro l yn S. Blocker, Wr iter-Ed itor 

Wa h ington, DC. 

Y 
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