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CHATPTER 1
INTRODUCTION

A problem which frequently arises in any purchasing
department is the recelpt of purchsse requisitions for an
excessively large number of small and rush orders which are
costly to process. An eppraisal 18 necessary to determine
if the number of requisitions and tetal dollars expended
for such purcheses are justified. 1If not, the appreisal will
indicate the inefficlency of the departments concerned.
"Inefficlent" meaning that corrective action to rsduce ths
number of such orders is either completely lacking or is feil-
ing in its endeavor.

The measurement of the efifliciency of the Alr lorce
purchasing system as a whole 1s dlfficult as the purchasing
department is too closely related and dependent upcn other
departments of the installation. [Hurther, the entire procure-
ment function is seldom the responsibility of one department.
In Alr Force procurement, the normal sequence of requisition-
ing and purchasing involves an initisting activity which has
need of the material, and a Base Supply section which pre=-
pares the requisition, and later inspects, asccepts and storses
the materisls. The primary responsibility of the purchasing
department iz to proecess the requisition expeditiously.

The Department of Defense 1s vitally concerned with

the problem of adminlstrative costs relative to smaell purcheses.



This can be determlined by a2 historicel anaysls of regulatory
procedures for procurement, and the even?ual adoption of a
scope, policy and procedure governing small purchases. The
Armed Services Procurement Regulation, effective liay 19, 1948,
provides the policy that smell orders, defined as any order,
the aggregate amount of which does not exceed $1000.00, can
be accomplished by negotiation as opposed to the formal ad-
vertising method. The purpose and primary ocbjective of the
policy is to reduce administrative costs and to eliminate
time consuming paper processes incident to the purchase, re=-
ceipt, peyment and issuance of supplises and services.

This report will evaluste the imprest funds and
blanket purchase order methods currently authorized by exist-
ing regulations. This restrictiveness is deemed required to
permlit a careful anelysis of the two most popular methods
used as opposed to a generalization covering a2ll methods.

The brief statistical report that follows of the
number end dollar volume of small purchases processed through
the utilization of the imprest funds and blanket purchease
order methods will indicate the magnitude of the problem and
the need for an efficient small purchase program by the Depart-
ment of Defense. For i'iscal Year 1956, the Alr I'orce reports
527,271 cash purchase transactlons totaling $13,600,834.00,
and 148,109 calls on blanket purchasse orders totaling
%1ll,484,820.00, The significance of these statistics can

best be appreciated when consideratlon 1s given to the fact



that the Air Force is only one department within the Depart-
ment of Defense. Whlle sdequate controls have been estab-
lished to properly ssfeguard the interests of the Government,
end tc assure that gquallty procurement is meintained, the re-
strictiveness and pitfells of these controls requlre re-
evalustion in light of past developments.

The problem of small purchases will be analyzed by
the use of the comparison method. Purchase policies and pro-
cedures of a selected large industrial concern will be studied,
evaluated, and a determination made as to the effectivensess
of such methods relative to meeting production schedules,
quality, effective use of menpower, costs, extravagance and
restrictiveness. Industrial purchase procedures will be com=-
pared with Air Force prsctices to obteln conclusions which
will indicate policy and procedure changes necessary to per-
mit the Alr Force purchasing agent to effectively pursue his

task which is: "iMore Air Force Per Dollar".



CHAPTER II
HISTORICAL BACKGROUND OF GOVERNMENT PROCUREMENT

Prior to World War II, Government procufamﬂnt was
governed by 2 mass of uncoordinated leglslation -- statutes
that had sccumulsted on Congressional records over a period
of more than one hundred years. Many were completely archalc
and many more were conflicting. 1In the sggregate they posed
en obstacle to speedy and efficlent procurement.#

The first laws regulating government procurement
were enacted on May 8, 1792. This statute merely placed the
reaponslbility for purchasing under the direction of the
Treasury Department. In the pericd 1792 to 1861 no signifi-
cant purchasing legislation wss enacted or introduced.

On March 2, 1861, Section 3709 was enacted into law.
Thie required that at least three bids be sent out for each
procurements Seven years later on January 31, 1868 Section
3710 was passed requiring that such bids be properly opened.is:
This revision was necessitated by the scandslous behavior of
procurement personnel who were favoring certain ssllers with
the greatest share of purchase orders and contracts.#

Further, the legislation provided that purchases shall be

] l], Do 2

it 5, Pe 124

# In 1862, during Cameron's term ss Secretary of War, Army
business was handled through brokers who were sll relatives
and friends of Cameron.
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made by advance public advertlising and sealed bids, and that
such bids shall be publicly opened at a designated time and
place, with the resultant contract being awardsd to the lowest
responaive bldder. Thus, formal advertising and sealed bids
became the principal method of procurement and held this dis-
tinection until World War Il.

The first break iIn the long policy of sesled bids
was the Alr Corp Act of 1926. This Act recognized thet it
was desirable to negotiate contracts rather than use sealed
bids for the purchase of sirframes with emphasis being placed
onn performance potentiasl rether than price. R. S. 3709 was
revlised to permit negotiation in certein instances, however,
s long line of Comptroller General decisions narrowed this
permission 80 much as to make 1t virtually unussble.*

Military procurement was further restricted by leg-
islation which made it mandatory for departments to purchase
shoes, brooms and brushes from thes penlitentiasry at Leaven=-
worth; brooms and mops had to be purchased from non=-profit
making agencies for the blind; no contract for supplies might
be made abroad unless it had first been advertised for thirty
days in two dally newspapers in New York City; to advertise
in the District of Coclumbia, it was necessery to advertise in
one dally and one weekly newspaper of each of the two princi-
pel political parties and in one dally end one weekly neutral

newspapere.

* 15’ p. l



Congress recognized. that wartime precurement had to
be freed from these shackles and on December 18, 1941 the
First War Powers Act was signed within ten days of lts intro=-
ducticn in Congress.

Section 201 of Title I1I of that Act permitted the
President to suthorize any department or agency of the Govern-
ment engeged in the war effort to enter into contracts and
into amendments and modificetion of contracts heretofore or
herelinafter made without regard to the provisions of law re-
lating to the msking, performance, smendment or modificetion
of contracts. The President was quick te extend to the Armed
Services this emsncipation irom statutory confusion and re-
striction. On December 27, 1941, Executive Order 9001 suthor-
ized the War and Navy Departments to exercise the full powers
and freedom contemplated by Congress. Thie, in effect, msade
negotiation the principsal method of procurement. Formal ad-
vertising and the use of sealed blds, for the most pert, was
discontinued during the war. The Act was designed primarily
to clear the way for emergency wartime procurement and to
place Government procurement on substantlelly as free a footing
as that enjoyed by private enterprise.

Following World War II, with the urging of the HMili-
tary Departments, Congress took specific steps to enact =a
permansnt single uniform authority and gulide for the procure-
ment methods and procedures of 211 the Armed Services. With

the advice and counssling of outstanding congressional,

11



military and civilien procurement officlals, the 80th Congress
enacted the Armed Services Procurerment Act of 1947, Public

Lew 413, to be effsctive lMay 19, 1948. Thus, the Armed Serv-
ices returned to the long established method of procurement
by means of formal advertising and sealed blds with certain
exceptions.

It is to be noted that the authority to use the ne-
gotiation method of procurement is not as lliberal as that en-
joyed under the First War Powers Act and its implementing Ex-
ecutive QOrder 2001 which permitted the Armed Servicss to ig-
nore the formalities of the procedures for formel sdvertis-
ing during the war; however, the restrictiveness of R. S.

2709 under which negotliation was virtually non-existent has
been relaxed. The Act with its combined authority for the

uss of both methods of procurement permits the more liberal
purchasing method of negotiatlon in those situations deemed

to be the most adaptable for such a method, but requiring that
tne advertising method be used In all other situstions.

The general rule expressed in Public Law 413 is
found in Section 2 (c¢):

"411 purchases and contrascts for
suppllies or services shsall be made
by formel edvertising, ss provided in
Section 3 sxceptesees’
Thersafter follow an enumerstion of seventeen exceptlons to
this rule.
This report will discuss solely the authority grant-

ed for negotistion by Section 2 (c) 3 of the Act which statesg,

12



in effect, that purchases and contracts may be negotiated
without formal advertising if "the aggregate amount involved
does not exceed §1,000.00%.
A. lethods of Procurement Under the Armed
Services Procurement Regulation of 1948

Militery procurement is done by two methods -- by
advertising and by negotiation. All of the Armed Services re-
guirements ere bought under one of these methods. The method
used is governed by the nature of the procurement and the to-
tal smount involved. The flirst method to be discussed is for-
mal advertisinge.

1. Formal Advertising

"Formal Advertising™ is a competitive method of
procurement of supplles and services under s procedure that
includes the preparation of invitations for bids, the publi-
cation and distribution of invitations for bids to prospec-
tive bldders, the recelving of sealed bids and the awarding
of contracts to the lowest responsible bidder.s# This state=-
ment assumes that the invitations for bids are tc be public=-
ly posted and that the contract 1s awarded toc the lowest re-
sponsible bildder -- price and other factors consldered.

This system 1is consldered bﬁ many procurement of-
ficers to be the best method of procurement. FIor instance,
the needs of military agencies are made known to a larger

number of supplliers over a greater geographicel area with

® 12, pe 27
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the result that a grester number of bids are received from
which to select the "sccepted" bid. This provides the sgency
the maximum return per expended dollar.

Awards are msde ilmpartialy smong suppllers, aend
the opportunities for fraud and favorltism are minimized.
However, 1n order for thls method to be effective, the fol-

lowing four conditions must prevail:

1. Definitive specificationsa must be published.

2« An gdequate number of suppliers must be
cepable of complying with the specifications.

3« Suppliers must be actively competing for the
buslness.

4, Adequate time must be sllowed for the formal-
ities of advertising and opening of bids.

if these conditions do not preveil, the negoti-
ation method must be used.

The Armed Services Procurement Regulation (common=-
ly known as ASPR) and further implemented by the Air Force
Procurement Instructions (commonly known as AFPI) have
established authorized procedures for this method of buying
by the Alr Force.

The Contracting Cfflcer, upon receipt of s pur-
chase reculsition, determines the method of procurement to
be used. If the election is made to formally advertise, it
1s his responsibility to effect the issuance of the Invite-

tion for Bids (IrB's) on prescribed forms; to post copies



of the IFB's on public display; to accept submitted hlds; to

properly end publicly open such bids; and to effect an award

to that responsible bldder whose bild, conforming to the re-

gulrements of the invitaetion for blds, will be the most ad-

vantageous to the Government, price and other factors

considered.

The rigidity of thls method, predicated mainly upon

the concept that awards shall be impartially maede, places g

great responsibility upon the bidder to comply with the es~

sential requlrements of the invitation for bids or suffer the

consequence of having his bid rejected. Some of the reasons

for the rejection of bids are:

le.

2e

o

-3
L]

The offering of alternative specifications.

Indicating = longer or guelified delivery
schedule.

Feilure to bid s firm price.

Qualifying or otherwise atteching & condition
to the bhid.

A major irregularity.
Taking exception to some term of the IFB.

Late bid.

Disgualifying factors in re jected bids cannot be ad-

Justed by negotistions. The Contracting Officer is prohibited

from permltting the bldder to alter his ©bid once the bld has

been opened snd recorded.

This method of procurement may prevent & criticsl

eanalysis of the motivating factors in procurement transactions

15



sntered into by the Government, snd may eliminete collusion
between buyer and seller; however, conslderation should be
given to the velue of certain adventages which ere sacrificed.

For example:

l. The opportunity to reduce administrative costs.

2+ The opportunity to cut lead time and the obtsin-
ment of more expeditious deliveries.

3« The opportunlty to negotlate.

4., The desire for permanent connections with
reputable suppliers who wlll cater to specific
needs.

5. The opprortunity to create a better goodwlill by
trading with coneerns in the local market ares.

It 18 beyond the scope of this thesis to complete=-
ly evaluete formel advertising. This discussion mersly
points out some of the salient administrative advantages and
dlsadvantages of this method.

The second method to be discussed 1s negotlation.

2. Negotiation

Procurement by negotliation is defined as the art of
arriving st e common understanding through beargesining on the
essentials of a contresct such as delivery, specifications,
price and terms.

This system of procurement 1ls used by the Air Force
when the conditions that meake formél advertising mendatory do
not prevail. The Armed Services Procurement Regulation grants

the authority to use negotlastion in seventesn specific



cireumstances, however, the only concern here ls that suthor-
ity cited in Section 2(c¢)3 of the Act.

In using the negotiation authority of Section 2(c¢)2,
and in determining that the aggregate amount of the cantract
does not exceed §$1,000.00, consideration muat be gilven to the
possibllity of groupling requisitions into & single transac-
tion. Similerly, 1t is essential that purchases aggregating
more than $1,000.00 be not btroken down into several contrascts
which are legs than $1,000.0C merely to svoid the require-
ments for fecrmal advertising. For exasmple, a requirement may
exist within a using activity for two or more items which, if
ordered on one regquisition would exceed the ;,1,000.,00 limita-
tion for negotistion. The using activity msy order such ltems

on more than one requlsition which may or may not be ovro-

o

cessed to the purchasing officer on the same day.
The authority to negotlate does not relleve the

Contracting Officer of the responslbllity for ascertaining

hat sdequate competition has been obtained. In the interest
cf saving time, negotiatlons may be carried on informelly by
the use of correspondence or telephone; however, the number

of suppliers afforded an opportunity to offer a guotation
must be consistent with the concept of "full and free competi-
tion". This concept reiterates that the competition solicited
rmust bs consistent with the procurement types of suppiles and
services necessary to meet the reguirements of the asgency
concerned. Care must be exercised to avold any susplclon of

favoritiam or collusione.



Some of the adventages which are assoclated with

the negotiation method are:

1. Lower administrative costs.

2. Speedier dellveries due to decrease in lead
til‘i’.e -

3« Poermanenlt connecticns wlth reputable deslers
are established.

4. The magority of orders are placed 1in the
"local" market area.

5., Flexibility in bidding prccedures.
6« BErrors in bids arse easlily corrected.

7« Alternate offers can be accepted.

0

« Specificatlon changes can be expeditiously
authorizoed.
The realization thaet small and rush orders are
costly and time consuming to process prcmpted the develop~
ment of & small purchase program by the Armed Services.

The principal method used for such purchases 1is negotistion.



CHAPTER IIX
THE PROBLEM OF SMALL CR RUSH CRLERS

The most persistent problem which affects the nor=
mal efficiency of the purchasing department is the small or
rush order. The purchasing department recelves meny requisi-
tions which develop into "small or rush orders". The twe or-
dsrs may overlap. It 1s conceivable that & small order may
be marked "rush", and may, in fact represent s resl emergency
i1tem and justify all possible heste. In some cases "rush or-
ders" may require & quantity purchase which would preclude
the use of small purchase procedures. This results in an in-
crease in administrstive costs.

It is not expected that small or rush orders can
always be avolded, and it is doubtful if any firm can elimi-~
nate such orders; however, they should be held to 2 minimum
by foresight in requisitioning and by a consolidation of
requlrements.

Numerous conditions can justify the use of a amall
or rush order, for example: sudden changes in speclfications
end unexpected changes in market conditlons maey upset a care-
fully planned materisl schedﬁle; breakdowns aere inevitable
wlth an accompanylng demend for psrts or materials which are

not usually stocked.#*

# 1, ps 92
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Such orders cause a disruptiPn of normal sctivities
and increase the cost of materials, as well as operating
costse This increase 1s due in part to the greater adminlis-
trative expense involved in proportion to the size of the or-
der, and in part to the greater chance of error when the work
i3 done hurriedly.

Costs may be further incressed by, K the higher price
pald for small quantities; greater transportation charges;
the loss of quantity discounts; increase 1n workload; and
continued use of smsell purchases could interrupt the flow of
meterisls causing delsys in projects or production.

This cost may be partially offset by certasin sdvan-
tages or economles, for example:

l. Investment in inventorles l1s lowered when stock
levels are purpcsely maintained at a low level.
2. Less storage space 13 required.

3. Inventory loss is minimized in case the design of
the product 1s changed or the project 1s termlnated.

4. Vendors are contactsd more often which affords the
buyer an opportunlty to he notified of developments
in the markst.#

There are justifiable bases for small or rush or-
ders. In eny organlzstion, the unforeseen or unexpected re-
quirements for supplies may arise which demand expeditious
service from the purchasling department; however, there are so
called "small or rush orders" that cennot be justified on any

basis.

= 2, De 529
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A. Analysis of Unjustiflable Causes

These unjustifiable orders result from requisitions

which arise becsuse of:

a. Faulty inventory control.
be Poor rlanning or budgeting.
¢ce An spparent lack of confidence in the
abllity of the purchaesing department tc
get materlials by the proper time.
de The sheer habit of merking requests "rush".
le Inventory Control
Any evaluation of the procurement function must
give reasonable attention to inventory control. This term
encompasses the entire cycle of getting the required materisl,
through the manufacturing process, and to the handling of the
finished goods. Here, we will concern ocurselves only wlth
that phase of the cycle that pertalns to getting the required
- materiale This means guaranteeing an adequate supply and et
the same time keepinglinventories and'handling costs to a
minimum, giving due consideration te requirements, market
conditions, prices, obsolescence, and deterioration. How well
the invenbtory control operestion is eccomplished reflescts di-
rectly on the efficlency of the procurement function since the
maintenance of proper controls will decrease the number of re-
gqulsitions and the frequency of reordering. Of the methods
of inventory controls devised, the most widely accepted and

currently used by the Alr rorce is the meximum -- minimum
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method. This method establishes the maximum inventory to be
maintalned: e reorder point; and, a minimaum which is a lesser
amount than the reorder point to permit time to order the
material by the time the stock level resches the minimum.

The maximum level 1s the reorder point plus the loglesl stend-
ard gquantity to be ordered less usage from time of reordering
until the materisl is received. (See Exhibit I)

One serious fault of the maximum -~ minimum method
1s the tendency to establish the method and tc sssume that
the system will operate automatically. The levels established
must be subject to pericdic re-evaluation based upon changing
conditions and usage. This method rsquires the maintenance
of perpetusl inventory cards which should be periodically re-
viewed tc insure their asccuracy.

Any breakdown in the method of inventory control
which results in the forwerding of requlsitions to purchasing
in excessive quantitles and which must be labeled "rush",
indicate an iInefficlency in supply procedures.

2. Poor Planning

Cne of the fundamentals of "good" buying is the con-
solidating of requirements thereby reducling workload snd in-
creasing opportunitles for lower price through more favorable
pricing and the obtainment of quantity dlscounts.

The most logical point for accomplishing this con-
sollidation 1s in the materlal control or planning section.

It is unreslistic to rely on the purchasing agent to consoli-

date renuirements since he knows only the requirements sas
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EXHIBIT I
A TYPICAL MAXIMUM=MINIMUM
CONTROIL SYSTEM

100 yis MAXIMUM
70
20 )k REORDER POINT
20
10 ){ ACTUAL MINIMUM
10
0 THEORETICAL MINIMUM




supplied to him in the form of purchase requisitions. If two
requisitions srrive et his desk at the same time for the ssume
ftem, he cen consolidate them. If he has recently ordersd an
1tem, snd a new requirement for the same item 1is received, he
mey increase the quantity on the original order by issulng a
change order.

The purchassing depsritment 1s frequently called on
to compensate through special sttention and effort for time
lost through poor planning which results in tooc short a lead
tlume -- the periecd from the time purchasing recelves the re-
gulsition until the time the mstbteriasl is required =-- to per-
mit efficient sction by the purchasing department.

3. Loss of Confidence

Using activities ere usuelly critical of the pur-
chaesing depertment if required materials are not delivered on
time. Rarely is conslderation given to the lead time sllowed
or any other factor thet can cause late dellveriss. Irsquent
losses of production time or project stoppages due to lack of
meterials cause the using sctivity to lose confldencs in nor-
mal purchesing operztions, and to seek faster means of deliv-
ery regardless of the consequences. The purchasing depart-
ment must be slert to the possible loss of gecodwill towsrds
the department which may affact the morsle of the entirs
organization.

4. MNarking Requests Rush
As a means of obteining expeditious sction from the

purchasing department, using asctivities signal requisitions

24



gs "rush". In some cases thls is justifiable and the purchas-
ing department must provide expeditious service, however, the
receint of an excessive amount of such requisitions is en in-
dicetion that using ectiv;ties are merely marking requests
rushe. This may be the result of poor plennlng by the using
getivity in not determining its materlal needs ln time for

normal procurement action.
Be Nethods to Reduce Sericusness of Problem

Education in purchsasing procedure 1s one solution
to alleviate the unjustifiable receipt of requisitiom for
"amall or rush orders" which are not basically of an emergen-
cy nature. Ior example, s ruling can be made that when e
small or rush requisition is forwarded to the purchasing de=-
partment, the using sctiviliy must explain to management the
reason for such a requisition and to secure prior approval.
Furthermore, even i1f the reguisition 1s approved, the extra
costs, so far es they can be determined, shall be chargsd to
the activity ordering the material. This may result in a
marked reduction in such orders.

The purchesing depsrtment may be found st feult for
not glving proper attention to & practical consolidation of
esmall requisitions Into a substantial purchase order, however,
this eriticism is not often valid. For sxample, in s discus-
sion with a purchasing official at en Alr Force bsse, he stat-

ed that requisitions recelived on sny partlcular day for smsll



or rush purchsses are processed immedliately since ezxpeditious
informel procurement procedures are used for such purcheses.

He felt he could not assume the responsibility for deferring
procurement action to determine whether similar requisitlions
wlll be recelved. Consideration to consolidstion 1s gilven

wnen the requlsitions are received and assigned to buyers with-
in the depsrtment.¥

Another step in solving thls problem is to sbtudy the
requisitions in an effort to determine responsiblility and to
spply & corrective at the source. Pertinent data can be ol-
talned by selecting a period of time; by determining the to-
tal number of requlsitions received and by clessifying these
recquisitions according to dellar size, item and source. It
then should be reasonably clear whether the feult lies with-
in the supply or stores depsrtment or within one or more using
activities, or with both.

Once the responsibility has been fixed, the next
step is to decide upon a method of procedure. Varlous possi-
bilities are:

l. If the fault lies within a using activity, efforts
should be made to convice the activity to increase
the number of stundardized litems requested, as
contrasted with unclessified items. This supposes

that using activities are ordering materisls which
are not commonly cerried in stock.

2. The purchasing departmerit mey hold small requisi-
tions as received untlil & justiflable total, in
dollars, has been accumulsted.

3 17
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« Another method is to estsblish a recuisltion
celendar, setting eside speclific days for the
requisitions of specific supplies, so that 2ll
requests for s glven iltem are recelved on the
same daye«s* .

C. Practices To Reduce Sericusness of Problem

The study of this problem hes indicated that in nor-
mal operaticns there 1s a contlnuing requirement for smell
purchsses. In certaln firms the number of small orders is re-
duced by the use of a petty cash fund. Others find it desir-
able to issue montnly blanket orders to a supplier and then
obtain requlrements sgeinst that crder. An example of the
value in adopting these practices is the following cese.

l. Americen Can Company

The American Can Company has estebllished smell pur-
chase procedures which they rellably estimate have cut admin-
istrative costs in this one facet of the purchasing opreration
by more than 50%. This is considerable in view of the fact
that 100,000 "small" orders abt an average cost of {4.00 per
order were plsced prior to the adeption of small purchase pro-
cedures. This compsny uses & special form for orders of less
than $25.00 value which are issued by factories using the ma=-
terlasle ©No coples are forwarded to central procurement. All
procesaing and payment of these orders is handled through the

office at the factory recelving shipment. In addition to cut-

ting processing costs, it provides quicker payment to the
supplier.

# 1, pe 93
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Central purchasing's control on this form of "petty
cash" purchasing is through the periodie¢ checking of the spe-
cial pre-numbered small order forme. All numbered forms must
be accounted for, even canceiled or voilded forms.

The purchasing department also issues monthly, quar-
terly, or semi-annual blanket orders on selected suppllers,
to greatly reduce the number of individual orders. Individual
items against these orders are purchased by telephone or any
other communication method thaﬁ is less costly than & formal
purchase order. This method provides a means to enjoy guan-~
tity prices from the suppllier snd the retention of the advan-
tage of frequent shipments.

2. Air rorce Practices

The Air Force has established a small purchase pro-
gram which 1s comperable to small purchase methods employed
by the American Can Compeny with a few exceptions. This will

be discussed in the followlng chapter.

* 7, p. 119



CHAPTER IV
outline of the Air Force Small Purchease Program

The Department of the Alr Force hes establlished pro-
cedures to redﬁce the edministrative burden created by the
plecement of numerous orders for purcheases of smell value.
These procedures are defined in the Armed Services Procurement
Fegulation end Air Force Procurement Instructions, Section III,
Part 6 "Small Purchases". This part desls with the purchase

of supplies and services when the aggregate amount Involved

i

in any one transaction does not exceed l1,000.00.

The objective of the simplified purchase methods
prescribed 1s to reduce administrative costs in sccomplishing
small purchases end to eliminste costly and time consuming
paper processes.

It 1s the policy of the Air rorce that all small
purchases shall be accomplished only by negotiation as opposed
to formal advertising. However, in arriving at the aggregate
amount involved 1n any one transaction, there must be included
2ll supplies and services which would properly te grouped to-
gether in a single transactlion, and which would be included
in a single advertisement for bilds if the procurement were be-
ing effected by formel advertlising. Requirements aggregating
more than $1,000.00 shall not be broken down into several pur-
chases which sre less than $1,000.00 merely for the purpose of
permitting negotiation or utilizing the small purchese methods

authorized.



In soliciting quotations, related items such as
small hardware ltems, spare parts for vehlcles, or office sup-
plies may be included on one purchase order snd the lowest ag-
gregete gquotation rather than the lowest quotation on each i-
tem msy be accepted.

Two of the methods prescribed for use in the small

purchase program are:

l. Imprest runds Method.

2. DBlanket Purchase Order lethod.

Any one of the purchase methods which is determined
to be the most sultable for the immedlate requirement send
which will sccomplish the procurement in the most efficlent
and economical manner is to be utillzed.

It is further required that reasonable solicitation
of guotations from qualifled sources of suprly is to be se-
cured in order to assure that the procurement is msde to the
sedvantage of the Government, price and other factors consid-
ered, Including the administrative cost of the purchase. 1t
18 usual practice thet competition shall be limited to those
suppliers or the number of suppliers in the local trade area,
whichever 1s less. Solicitation of quotations will generally
be effected oraslly, and where prices are determined to be res-
sonebls, small purchases not exceeding #100.0C mey be accom-
plished without securing competition; however, such purchases
- are to be distributed equitebly over a period of time among

gqualified suppliers. uMost purchases in this category are ef-

fected by the use of lmprest funds.

30



L. Imprest Funds (Petty Cash)} Method

Imprest funds not exceeding $5,000.00 may be ad-
variced by a disburaing officer te a duly suthorized agent for
he "spot-cash" or c.o.d. payment for small quantities of
supplies or services.
le Conditions for Usse
Imprest funds are used in accomplishing small pur-

chases whenever all of the following conditions are present:

a« The transaction is not in excess of §100.00.

be The supplles or services are immedlately
avallable with cesh payment to be made
upon pickup or dellvery.

¢« The purchase does not requlre detasilsd technicsl
specifications or technical inspection.

- d« The use of Ilmprest funds is administratively
more economicel end efiflcient then other methods
of procurement.

In sddition to these conditions supplies will not be

-

procured by cash purchase il one or more of the followling con-

ditions prevail:

n
L]

Purchase of the supplies is not authorized by
existing regulastions or directions.

b. The purchaese 1s for §$3.00 or more and the
signature of the vendor or hls agent cannot
be obtained.

ce The cost of the item 1is conslidered unressonaple.

# 14, p. 331
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d. The cost of the supplies proposed to be
purchased for one activity from one vendor
at one time is in excess of H100.00.

e. Kequirements have been intentionally under-
stated or dilvided into parts solely to take
advantage of the cash purchase procedure.

f. The supplies are not aveilable for nickup
or dellivery at the time of payment.*

2. Polley

Imprest funds will be established for designated
cash purchasing officers who may use these funds to mske au-
thorized procurements with & minimum of accounting procedures.
A cesh purchasing officer is defined as any officer, warrant
officer, airman (first three grades), or civilien under the
command or jurisdiction of the base commander who has been
epprolnted a cash purchasing officer and designated a Class
"C" sgent finance officer by competent authority.

Cash purchasing will bhe limited, to the greatest
extent precticable, to the contracting office.

3. Procedures

When 1t has been datermined by the base supply of-
ficer or a deslgnated responsible person in base supply that
the sstimated cost of all 1tems on & particular requisition
is less than §10C.00, the appropriste contracting officer or
cash purchasing officer ls regquested to maske the purchase.
Since it 1s desired thst cash purchesse procedures be as simple

eg possible, requisitlions are forwarded to procurement

# 15, p. 390
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personnel on an extra copy of Ak korm 448 "Issue S1lip" (see
Exhibit II) or other authorized requisition form in lleu of a
formal purchase request. Lccal astore mesnegers are suthorized
to use sn informal writteﬁ requests The individual mekin

the determination to use the imprest fund method will record

the following information on the requlisition:

g+ A reguest that the items listed be purchessed.
be The suthority for making the purchase.

c. The receiving activity to which delivery
should bhe made.

d. Name, title, snd signature of the individual
meking the request.

The contracting officer, or cash purchesing officer,
upen recelipt of a requisition will meke the final dstermina-
tlon as te whether the supplies will be purchased by cash.

If he decides to purchase by cash, the purchaser will select

a source and effect payment in cesh upon delivery. At the

time of payment, a signed recelpt will be obtalned from the
vendor on Ab Yorm 385 "Cash Purchase Leceipt". This is a

multi-purpose form which serves as & purchase order, recelv-
ing report, issue slip, and payment voucher. (see Exhibit Iil,
4. Appointment and Terminstion of Cash Purchasing Officers

Any base commander 1s authorized to appoint cash

purchesing officers end toc terminate such appointmsnts whether

made by him or a predecessor. FHowever, before a base comnand-

er may appeoint any Individuel who is not assigned to the
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Exhibit III

CASH PURCHASE RECEIPT
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STATION DEUUER TO: { Crganization er nit) REFERENCE NO.
TAME OF DEALER - |location ACCOUNT SYmgoL
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|
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i
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HECEIVING REPORT NUMBER

| CERTIFY THAY THE ABOVE SUFPUIES HAVE BEEN RECEIVED AND
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purchesing functions outside the contracting office nust te
cbteined from the major alr commander. ZEach appolintment and
terminstion order must be in writing together with special
orders or letter orders, which will: (i) include designstion
as & cash purchasing officer and as s Class "C" Finance CZfi-
cer; (1i) identify the appropriate finsnce officer by name;
(1ii) and cite the maximum emount of funds which may be ad-
vanced.¥
S« Controls

Hach sppolntment and termination of @ cash purchase
ing officer must be 1In writing and must be accompanied with g
speclel order which is distributed to all persons concerned,
r exampled: the Individual belng appointed; the sccounting
officer, and the resident suditor.

Lefore funds esre entrusted to the Individual, the

1ssuance of the speciegl order provides automatic bond cover-

gge. The Individual 1s accountabls for all funds so sdvanced.

36

1f more then one cssh purchasing officer 1s appointed

for an lnstalletion, imprest funds and records will not be
merged or consolidsted nor will purchases be sffected by the
use of funds entrusted to snother cash purchasing officer.

If a cash purchasing offilcer, whlle serving as such,

becomes dlsqualified or incapeacltated to the extent which

#15, p. 394
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prevents proper perfoimence of his dutles, his sccount to the
finance officer will be closed by & board of officers asppoint-
ed by the base commandere. The individual cannot be trans-
ferred prior to final closing of his account with the finsnce
cofficer.

The smount of funds which may be sdvanced to a cash
purchasing officer 1s determined by the base commander. The
meximum amount of any imprest fund to be entrusted to any one
cash purchasing officer will be one-third of the estimated
meximum monthly disbursements therefrom, but will not exceed
$5000.00. If a fund of $1000.C0 1s established, the cash pur-
chesing officer must mainteln an average monthly expenditure
of Z3000.00 or the furd is reduced to that figure which ra-
flects the actual requirement.

The imprest fund 1s replenished upon request by the
cash purchasing officer through the use of estesblished proce-
dures which consists of the sttachment of the original copy
of AKX Form 385 "Cash Purchase Recelipt" to the reimbursement
voucher. This receipt is reviewed by the accounting officer,
the commercial accounts officer and the finance offlcer.

This review is performed to determine the accuracy of the
'amount and to determine if thers are items contalned therein
which do not meet the legal requlrements of the General Ac-
counting Offlice. The accounting officer is primarily con=-
cerned with the cltetion and certification tec the avallability

of funds and to record as an obligation the total reimburssment



certified by the flnance officer.. One copy of the relmburse-
ment voucher 1s returned to the cash purchasing officer for
his records.

The sctivities of cash purchasing officers axre sub-
ject to audits and inspections by the Resident Alr Force Audi-
tor. Such gudits and inspections are unsnnounced and include
a verificetion of cash balances as well as a determination
that complisnce with exlsting regulations is being maintain-
ed.

The AF Form 385 contains three blocks for signstures
which must be completed:

a. OSignature of the seller or agent of the seller
certifying thet cash payment has been received.
The total amcunt in words and figures will be
inserted by the sellsr or his sgent prior to

entering his signature.

be Slgneture of the cash purchasing offlcer certi-
fying that the purchase has been mede.

ce Signature of consignee or receiver certifying that
the supplles have been received and accepted.

Imprest funds cannot be deposited into any bank nor
can payment be made for purchases through the use of checkse.
The funds and records of the cash purchasing offlicer are kept
in s fire-resistant file cabinet with a three position, disl
type combination locke The comblnation to the lock is known
only to the cash purchasing officer. A4 copy of the combination

is on file with the DBase Adjutant in & sealed envelope.



Neteined records are maintained for one year after
reimbursenent and then destroyed.

Cash purchasing 1s expeditious, but is administra-
tively costly. To raduce the number of such orders, the

blanket purchase order method is employed.
B. Blenket Purchess Order Method

The blanket purchase order method is s means of es-
tablishing charge accounts with qualified sources of supnly
covering anticlpated small purchases, as requlired, of resdlly
avalilable items of the same general category. This method
obvietes the need for a multiplicity of individual purchase
orders or cash purchases for small quantities of supplies.
Elanket purchase orders for like items are placsd concur-
rextly with more than one supplier and, over a period of time
such orders are esqultably distributed among different sup-
pliers. Calls sgainst blanket purchase orders are generally
made orally, however, 1f oral communicatlion ceannot be ac-
complished, iInformal memorande is used.

l. Conditions for Use

This method is utilized in accomplishing small pur-
chases when the following conditions exilist:

g There is a repetative need for small quantities
of supplies of closely related types such as
electrical supplies, plumbing supplies, repair

parts or services, or miscellaneous iltems of
hardware.



b. The meximum sg regate monetary value of all
calls to be issued against one blanket pur-
chase order will not exceed $5000.00 with in-
dividueael calls belng limited to amounts not
oxceeding 100000, and the meximum period of
time covered by the order doss not excesd one
monthe

¢c. The supplies or services are readlily available
in the local trade area.

d. The use of individual purchase orders is deemed
more costly sdminlstratively.

2. Preparation of the Order

Blanket purchase orders placed with vendors contain
provisions relating to place of delivery, f.o.be point, terms,
and & general description of the supplies to be furnished, if
and when called for by the purchasling department, during a
specified monthly perlod, and within s stipulated aggregate
smount not in excess of ¢5000.00. (see Exhibit IV)

The order further stipulastes that the Govermment
will only be obligated to the extent cf such cells as are
actuelly mede against the order, and that the vendor shall
submit one consolidated involce upon expiration of the spe-
clfied monthly perlod or upon obligation of all monlss author-
ized under the order with payment to be made on the basis of
this one Invoice.

3. DBxecution of Calls

Upon receiving a purchase request, the contracting
officer ascertains whether the purchase can be made by a call
against a blanket purchase order and places the call with the

aporopriate supplier. Calls are numbered numerically
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ORDER FOR PURCHASE OF ORDER NO. ' CONTRACT NO. SHEET NO. :r?é For;
SUPPLIES OR SERVICES 1
DEPARTMENT DATE OF ORDER REQUISITION NUMBER OR OTHER PURCHASE AUTHORITY
ISSUED BY DATE(S) OF DELIVERY

DISCOUNT TERMS

TO: (Contractor and address)

MAIL INVOICES TO

SHIP TO: (Consignee and address) PAYMENT WILL BE MADE BY

DELIVERY F. 0. B,
G DESTINATION

D OTHER (as specified in Schedule)

I dance with your . of
PURCHASE p?egsﬁfxm]ilsh the folfowing on the terms specified on both sides of this order and on the attached sheets, if any, including delivery as indicated.
ORDER

This purchase is negotiated under the authority of sec.2(c)( ), Armed Services Procurement Act of 1947, as amended (47 U.S.Code I 51, et seq).

pevivery |, This DELIVERY ORDER is subject to instructions contained on this side only of this form and is issued on another Government agency or
ORDER | in accordance with and subject to the terms and conditions of the following basic contract:

——

TYPE OF ORDER

ACCOUNTING AND APPROPRIATION DATA

SCHEDULE (If additional space is required, use Standard Form 36)

ITEM _ UNIT
NO. SUPPLIES OR SERVICES QUANTITY] unir | pRice AMOUNT
Furnish Electronic Components as ordered $1,000.00
during the period 21 January 1957 through _
20 February 1957 in accoriance with
apecifications as follows:
a) The Government will be obligated only tq the exfent of such
calls asg actually made against this ordgr.
b) Vendor shall submit one (1) consolidated invoicq in qﬂadmplimate
ot tha end of the period, directly to tlhe Finange Officer.
¢) This orler will ezpire at the end of thq above gtated |period
or upon obligation of the total ampunt qf this qrder, |whichever
occurs first.
TOTAL AMOUNT 000.00
MARK ALL PACKAGES AND 81,

PAPERS WITH CONTRACT [ e or averiea
AND/OR ORDER NUMBERS

BY

CONTRACTING OFFICER.

D D FORM 70 REPLACES EDITION OF 1 APRIL 1953, WHICH IS OBSOLETE, AND ALL MILITARY Y GPO: 1856—0-392260 A F
1 JUL 55 DEPARTMENTAL FORMS USED FOR THIS PURPOSE. (SEE ASPR 16.003.) - =
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beginning with number one, and & separate series 1s used for
each blanket purchase order. The call number succeeds the
purchase order number. Lor example, 1f the purchase order
number is 57-2000, the first call is identified as 57-2000(1).
Cells placed within the specified monthly period must be deliv-
ered within that period. Delivery must include sll ltems in
the quantlties ordered. If partisl delivery 1s mede the bsl-
ance of the ltems are cancelled from the call and reordered

in a subsequent period or, time permitting, within the same
monthly period, however, a new call number 1ls sssigned. Calls
remeining undelivered at the expiration of the monthly periocd
are sutomatically cancelled, and delivery will not be accepted
if the vendor delivers the iltems subsequsent to the final day
of the monthly period.

Calls lssued that do not exceed $100.00 may be
placed wlthout considerstion being glven tc the cbtainment of
competition, however calls in excess of $100.00, because of
the competitive requirement, sre placed with the blanket pur-
chase order suppller offering ths best price and delivery.

4, Controls

Blanket purchsse orders, prior to release to sup-
pliers, are forwarded to the appropriation accounting officer
for certification of fund sveilability for cbligation of sub-

sequent calls.



Recelving reports of ltems received as a result of

cells placed are accomplished Iin two manners dependent upon

whether the items are purchased for dellivery to Base Supply

or to sn Alr force Service Store.

If the items are purchased for delivery to Eacss

Supply, an Individusl receiving report for each c¢all 1is re-

guired and 1s processed as follows:

Alr rorce Service Store, s consclidated recelving rencrt 1ls

Upon placing s call, the purchesing department
prepares the required receiving report in suf-
ficlent quantity tc effect normal distribution.
One copy is retained In suspense and the balance
is forwerded to the receiving activity.

The quantity received column and the certifl-
cation of receipt are not completed by the pur-
chesing department.

The quentity ordered is placed in parenthesis
Immediately followling the nomenclature of each
item, end the order and c¢all number is inserted.

Upon recelving the supplies, the recelving sc-
tivity completes the quentliiy received column,
certifies to the receipt of the items, and ef-
Tects the distribution of the recelving report
to all distributees.

When the 1tems are purchased for delivery to an

.

suthorized and is prepared es follows:

s

b

Upon plecing & cell, the purchasling dspartment
makes appropriate entries such as cell number,
price, and quantity ordered upon the requisi-

tion and retsins the requisition in a suspense
file.

The vendor 1s advised that his shipment must
Include s delivery ticket, in triplicste, which



de

that the blanket purchase order is completed, and that a con-
solidated involce covering
the Finance Offlcer. Upon receipt of thls involce and veri-

fication against receiving reports recelved from the recelv-

contains the following information: (a) name of
contractor, (b) blanket purchase order number

and call, (e¢) name of individual making the call,
(3} nomenclature of supplies, (e) quantity of
supplies and the price.

The receiving component compsares the supplles
recelved ageinst the listing on the dellvery
ticket, notes all exceptlons, dates, and signs
all copies of the delivery ticket.

The original copy of the dellivery ticket ls for-
warded to the Air lorce Service Store, the sec-
ond copy 1s forwarded to the purchasing depart-
ment, and the third copy is retained in the rs-
celving componsnte

The purchesing depasrtment compares the informa-
tion on the delivery ticket with the purchass re-
quest to assure compliance with the call order.

When the delivery ticket covering the final call
is received, the purchasing department nctifles
the recelving component that the blanket pur-
chase order is completed and reguests that =
conzolidated recelving report be furnished.

Based upon the delivery tickets, the receiving
component prepares 2 consolidated recelving re-
port in sufficient quantity to satisfy distri-
bution requirementa.

The vendor 1s notifled by the purchasing department

2ll cells should be submitted to

44 .

ing component, the rinance (fficer makes payment to the vendor.#
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Ce Need for Appraisal

This discussion on the procedures estsblisned for
small purcheses must be appraised to determine 1f purchssing

is measuring up to its responsibilitye

48



23

CHAPTER V
APPRAISAL OF THE AIR FORCE SMALL PURCHASE PROGRAHM

This appreisal will consist of a discussion of the
orgenlization structure for procurement as 1t pertalns to the
Small Purchase Branch, centralization, and to the reasonable-
ness, and effesctiveness of the procedures used for small pur-
chases.

At most air bases, the responsibility for Base Pro-

urement usually rests upon the Base Supply Officer. The term
"Base Procurement" denotes the purchase of materials, supplies
and serviceslby an Air Force installetion for use and consump-
tion by that installation or other Iinstallations assigned to
it for issue of materials and supplies. These items are gen=-
erally of & "housekeeping!" nature such as office supplies,

and so-called "off-the-shelf" items and are usually bought in
small gquantities.

This unified operetion results in close integration
of the supply and purchasing functions to great advantage.
Stock records, inspectlon and scceptance, and issue to using
gctivities are included under thls operstion.

Undor this operation, the Base Supply Cifilcer re-
rorts to the Deputy for Materiel who is st Staff level and

reports to the Cormmanding Officer.

* 16, pe. 28



This organization structure may be sufficlent to
melntbain the proper mensgement controls at most Alr Force
bases, however, due to the mission of the installation which
is appreised here, the responsibllity for procurement does not
rest upon the Dase Supply Officer. A Directorate of Procure-
ment has been established whichh is headed by & Director who is
responsible for the purchasing function.

The mission of the installation is dlrected toward
the sccomplishment of research, development end test in elec-
tronics, geophyslcs and human engineering. To support this
misgsion and to operate and malntaln & large eir base regquires
thousands of items which include speclalized and standsrd e-
lectronic components and supplies, specialized test equipment,
lesboratory supplles and common housekeeping items. Some of
these requirements sre furnished by the Air Force from its
prime depots, however, the majority are purchased through the

Sese Procurement Divisicn of the Directorate of Procurement.
A. Organizetion Structure -- Base Procurement

The Chief, Small Purchase Branch reports to the
Chief, Base Procurement Division who reports to the Director
of Procurement. The Director is on Staff level and reports
to the Commanding Officer. (see Exhiblt V)

This line of responsibility mey have the effect of
promoting a better organization. Being on the same level as

other princlpal depsrtments should promote more effective

47
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Exhibit V

CHART I
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purchasing operations. When purchasing is sssigned to a sub-
ordinate tier, the effects may be noted in the mode of opsra-
tions. Purchasing wmay find itself in a position where pur-
chasing operstions are being dlrectly supervised and formulated
outside the procurement office.

Being a part of the Commanding Officer!s 3taff and
participating in current and future planning offers the Direc-~
tor of Procurement knowledge of future requirements'which in
turn afferds his department the crrortunity to plan its opsra-
tion to meet demends. Advance krnowledge of asnticipated work-
loads will enable purchasing to effectively plan work schedules,
and to arrange a proper manning of positions thereby meking
its full contribution to the successful operation of the sir
base and its research missione.

l. Organization Structure -- Small Purchase Branch

The Chief, Small Purchease Bran;h is assisted by
twelve purchasing agents, elight cof whom heve been appointed
cash purchasing officers, and three clericsl assistants.

These individuals actuslly do the buyinge They review the re-
quisitions, scolicit quotations, determine price, srrange for
delivery and interview salesmen. The genersl rule is that
each buyer is usually asszigned a particular commeodity or group
of commodities. The soundness of such assignments should not
be guestioned. There are at least three good reascons for the

general rule:

a. It allows the buyer to become & specilalist in
one or more related types of commoditles.
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Such specislists are in s position te buy to
the best advantage because of thelr greater
knowledge of the materiasls, of thelr markets,
prices, sources and individual salesmen.

be Confusion within the department itself as
well as throughout the installation is re-
duced to s minimum because of definitely as-
gigned responsiblility for most requirements
of a given item. It also facilitates the
consolidation of reguirements.

ce Since a salesman commuonly offers a related
line of products, his time and effort are
conserved becsuse he neads to contact but a

single buyer.

As indicated at the ocutset of the present chapter,
the second consideration, orgsnization-wlise, is concerned
with the proper degree of centralization of procurement
responsibility.

Cne basic thought should be kept in mind whille dis-
cussing centraelization. The most commonly sscribed edvanteges
such as better prices through consolidation of requirements or
better transportation rates sre merely the results of an or-
ganization which 1s administered by e peréonmal whose specilsl
interests, aptitudes, experlience and training qualify them
for dealing with problems related to getting the proper qual-
ity of the right quantity et the right time for the best

price.w3

% 1, pe 36
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2. Centralization vs. Decentralization

Alr Forece Procurement Instructions, Section II1,
Part €, Paregraph 3.604(a)(2), revised 6 July 1956, states
that cash purchzsing will be limited, to the greetest extent
possible, to the contracting office. Prior to that time,
cash purchasing officers were not procurement rersonnel as
suche. Most had other duties assigned and were under the su-
pervision, in the most part, by & supply officlal within
their perticular organization, and were physicelly located
within the supply office of the organization. The revised
regulation caused the centralization of these "purchasing a=-
gents" into the procurement office to be supervised by pro-
curement officials. |

Pricor to the revislion ¢f the regulation, easch or-
ganization within the instellatlon, so far ss cash purchas-
ing was concerned, was an independent unit. There was dupli-
cation in buying the many supplies which were common to all
orgenizations. There was no uniformity in the quantities or-
dered, no standardization es to brand or grades, and no con-
trol over the quantitles to be used over a perlod of time.

This method placed the Base Supply Offlcer at a
serlous disadventage. It became difficult to obtein Iinforma-
tion for statistical purposes or stock control as to the quen-
tity of materisls In stores or cn ordere. The lsck of such in-
formation often resulted in a shortage of some materisls and

an excessive stock of others.
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Realizing the shortcomlngs of the program, the Air
I'orce, as previously stated, took corrective action to place
the responslibllity for this type purchasing and 1ts supervi-
slon upon procurement officials who by thelr training end ex-
perience were dsemed to be betier qualified in formulating op-
erational procedures.
The advantages derived from centralized buying are
substantial, for instance:
2. The consolidatlion of quantitles usually results
in quantity discounts.
be The rsgulation and control of inventoriese.
ce 'The more accurste zdaptation of purchases to
needsa, resulting Irn lower cost as 1t pertains
te salvage and scrasp due to obsolescence.

d. The reduction in sdmlnistretive costs incurred
by duplication of effort.

ee A reduction in clerical assistance since in
decentrallzed procurement, the department
usually maintains their own offices and
clerical forces.

f« The buyer's Jjudgement is not swayed by the ini
tiator of the request who often times is the
buyert!s direct supervisor or some other officisl
of the orgsnlizatlon.

g+ A closer check is maintained to determine whether
reguirements are being understated to take azd-
vantage of cesh purchasling procedures.

h. The buyer can be assligned other duties of a

procurement nature when worklcad permits.
While centralization for cash purchasing has been
achieved to a great extent, there are presently buyers as-

signed to Al Servlce Stores. These stores perform a supply



function and are under the Jurisdliction of the Base Supply 0f-
ficer who has staffed the stores with the necessary recelving
and issuing personnel, inspectors, clerical assistants and
MenNsgerse.

The stores are strastegically located for maximum u-
t1lization at the sir base. The "sutomotive" store which
stocks spare parts for vehicles and relatsd items 1s located
at the liotor Pool; the "repair and utility" storec which stocks
1tems cormon to the meinténarnce of the air base, its bulldings
and grounds is located in & warchouse adjacent to the Lase
Maintenance Office; and, the "electronics" store which stocks
glectronic components and supplies 1s located wlthin the
bullding that houses the Electronlcs Directorate.

This method of supply procedure is a relatively new
concept established by the Alr Materiel Command and 1s aimed
at faciliteting the procurement, receipt, inspection and issu-
ance of supplies and materlals to the using activity with the
least smount of paper processes. For example, the sbtore man=-
ager can recuest purchase ection by use of Informsl memoranda.
He csn authorize the buyer to acecept substitute items offered
by vendors and can increase or dscrease the cuantity desired
vithout further coordinstion with the using ectivity or the
base supply cfflce.

Experlience indicates that the fullest utilization
and effectiveness of blanket purchase orders 1ls Jpossible when

the responsibility for administration of the procedure 1s

9%
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placed upeon both the buyer and the store menager. The buyer
to place the culls, and the store maneger to recelve, inspect

end issue receiving reportse.
Be Effectiveness of the Smell Purchase Program

It has been established that the average time re-
quired to complete a cash purchase transaction for ltems not
stocked at AF Service Stores is twenty-one days. This was
determined iIn a study made by selecting requislitions et ran-
dem and followlng thelr routing.

The length of time taken to buy & simple "off-the=-
shelf" item 18 unreasoconable, yot understandeble when conslder-
ation 1s given to the complexity of the Air Force supply sys-
tem. It 18 difficult to convince the initletor of the request
that the process time cannot be decreessed unless established
procedures are clrcumvented or szmended. The user falls to un-
derstand why 1t should take so long when, as he states, 1f he
were buying for himself, he could have the item by simply con-
tacting the vendor and having the item delivered.

1. Routing of EReguisitions

When e user becomes aware that an ltem of supply is

required, he prepares a request for the ltem which is forward-

- ]

property offlicer within the orgenization.

sd to the responsible
The responsible property officer reviews the reguest and
searches stock listings tc assign the applicable stock listed

number, and the proper Alr lorce nomenclature of ths iltem.



Hlas office then prepares an "Lssue S1ip", AF Form 448, which
is forwarded to the base supply office requesting that the
desired item be issuede. Upon receipt of the "Issue S1ip" =t
the bese supply office, variocus actlouns are taken such as ed-
iting and vouchering, and finally the applicable stock record
card is reviewed to deiermine the avallablility of the item for
lssuee.

Assuming that the item 1s "out-of-stock" the euthor-
f1zed person withlin the base supply office approves the ltem
for cash purchase snd forwards the 1lssue slip tc the sppro-~
priste cash purchasing officer who usually requires three days
to place the order, effect pickup or delivery by the vendor,
and to forward the procured ltem to the using activity.

The procedure greatly differs when the requested

“item is normally avaiiable at an Al" Service Store. Unce the
datermination 1s made that the item is "out-of-stock", the
store mansger by informsl memorandum requests the buyer as-
signed to the store to procure the item. The buyer then deter-
minss whether cash purchesing or a call asgsinst & blanket pur-
chase order is the most sppropriate method end effects'the
procurement.

This procedure 1ls expedlent because the user is not
requirsd to prepare an issue sllip for transmittal to the basé
supply office. He merely prepares a short form requisition
which he hend carries to the store, asud draws the item from

stocke This means that the required item 1s made immediately
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available tc the user or csn be purchased within s matter of

hourse.

It can be stated that although purchasing methods

have been simplified, supply procedures have not been suffi-

o

clently amended to keep pace, and that the process will be

time consuming until such time a&s proper consideration 1s
glven to realistlc mensgement plenning which could effect a
reduction in time for the processing of the lssue slips.
2+ Growth of Cash Purchasing

An anelysis of dsta pertaining to cash purchasing
indicates s continued growth iIn the use of this method of pro-
curement. (see Exhlbits VI end VII) This method ls possibly
being used as a panacea for the disadvantzges found in the
plscement of an excessive amount of smell locel purchases.
One cf the weaknesses 1In the continued use of this method 1i=
that some apathy may generated in doing very little to cor-
rect the situation. Reliance may be placed on a reedy-msds,
sasy course, to the extent that proper plenning suffers.
ifany emergencles are nct work stoppages or breakdowns. They
occur from lack of plenning and lack of concern in being pre-
pared to prevent emergency buyihg.

The liberaliéaticn of festrictions on the use of
cash purchasing has partislly brought sbout this sltuation.

When cash purchasing was first established, the only items



Exhibit VI

CHART 11
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suthorizsd for purchase under this method were those that
were consldered expendable and nct intended for stock. This
reguletion, as emended, and in force at the present t;me,
does not contain this limitation.

The Alr Iorce instasllation under study reports the

following dats pertalning to cash purchases:

1952 1956 % Increase
Noe. of Petty Cash Actions 1,475 10,808 730
Dollar Velue of Purchases 39,424 260,475 004
Totgl Dollars Expended--
All Orders 2,501,435 5,110,000 100

This data 18 significant in pointing out that the
total dollars expended in IFiscal '86 for all purchases in-
creassd by approximetely 1007 over 1952, however, the number
of cash purchase sctions increased by 7307.

3. Costs

The average cash purchase order during Fiscal '36
amounted to $33.00 end conslsted of two line items. Based on
g reported cost of 42.75 per order, it 1s indicated that the
administrative cost ~- procurement-wise =-- amounted to
$29,722.00. (10,808 sctions x $2.75)

It is dlfficult to justify this cost. 1t appears
excessive and possibly illustrates the extravsgence of this

method.
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Proponents of this method argue that cash purchas-
ing is justified on the beslis that consideration must be glv-
en tc the savings effected.in other areas, for instance:

g« Savings are effected through simplified
accounting procedures.

be Yo inspection of mesterials 1s required since
1tems purchased under this method are mainly
stendard and brand name products.

¢s No formel recelving unit is reguired.

d. Less storage space is requlred.

e. Project delays ere minimized since formel pur-
‘ chase procedures require a longer lead time.

f+. Paper processes have been reduced.

Those who are inclined to disagree state that most
of these functions have not been eliminsted. Some of them
such 28 receipt of material, payment of the orders, end tem--
porsry storage prior to issue of material to the initiator of
the reguest have been incorporated into the cash purchasing
procedure, and are accomplished by the cesh purchasing officer
who 18 required to deviate from his principal task which is
purchasing, and to sssume the duties of s clerk. The signifi-
cance here 1s that clericsl personnel are not ss highly ssla-
ried as the more specialized purchasing agent.

4. Reduction of Costs

The most effective method employed to reduce costs
relative to small purchases 1s the use of the blanket purchase

order. This was determined by & study of the operations of

the previously mentioned "electronics" store.
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The data collected shows that during the period
January 1, 1955 through May 31, 1955, 331 cash purchases a-
mounting to $23,844.00 were made. All other items for store
stock were purchased through the use of formal purchase pro-
cedures by the Base Procurement Division. ‘

During a comparable period in 1956, subsequent to
the adopition by the store of the blanket order method, no
cash purchasss were mads. Calls Totaling 975 were made a-
gainst 95 blanket orders issued. The total expenditure a-
mounited to $52,190.00. No items were purchased through the
use cof formel purchase procedures by the Base Procurement Di-
vision.

A comparison of line items purchased during the pe-
riods under study shows that under the cash purchasing method,
644 line items were purchased, and under the blanket order
method 1,561 line ltems were obtained.

No additional personnel were required to effect
this substantial lncrease in the purchasing activity. Some of

the principal causes for this efficient use of manpower are:

a2« The full time of the purchssing agent 1s utilized
in the performance of the buylng function.

be The use of traveling requisitions provides & method
for the maxlimum use of repeating requisitions. Trsv-
eling requlsitions have two basic sdvantages:

1. 7They eliminate the writing of =
requisition for each purchase.

2. They serve as a purchase record
carde.
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The second of these is .probably the most important
to the purchasing operestion. The traveling requisition not
only eliminates the need for keeping elaborate record flles
but ectually aids the purchasing agent tc do a more efficlent
jobe. The form used as a requlsition is a complete purchase
record, presenting 21l essential data pertalning to the item
in one plece, at the time the item comes up for consideration.
Once the requisition 1s delivered to the purchasing agent, it
is posszible to start immediate purchase sction without refer-
ence to files since the form conteins such historicsl data as
when, where and at what price the item wes last procured.

(see Bxhibit VIII)
5. Adequacy of Controls

The controls belng utilized are probably the best
that can be economically and practically enforced. It 1s dirf-
ficult to state that any set of controls cen ever be sdeguate
te the extent that the ingenuities of the human mind can be
foreseen. Therse 1s slways the pcasibility that control and
regulatory procedures will be clrcumvented.

The greateét danger lu the establishment of the cash
purchese procedure was the possibility thet funds may be mis-
appropriated. The Air Force hes recognized from the outset
that his risk is inherent within the procedurs, however, it 1s
bellieved that this risk 1s more than offset by the sdvantages

of this method of procurement. While this risk cannot be
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minimized, it can be reported that, at this installation,

no misappropriation of funds has been recorded since ths p

cedur
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CHAPTER VI

COMMERCIAL APPRCACH TO THeE PROBLEM OF SMALL PURCHASES

The methods employed by commercial orgenizations
to combat this problem of small purchases are varlied. Sone
firms use cash, others use blankei orders or a combination
of bothe Liost firms attempt to effect a reduction in the
number of such crders by sbtudying inventory control methods
and applying corrective messures at the source of the
problem.

The sources of information concerning the commer-
cial approazch to the problem of small purchases includes a
personsl interview with the Division Purchaaing Agent, Semi-
Conductor Division, Sylvanla Electric Products, Inc.,%* snd

selected resdings.

=

The company selected for comprehensive study 1s
one of eleven divisions which comprise the Sylvania Corpora-
tion. Each divis=ion has its own purchasing organization which
reports functlonally to the Director of Procursment loested at
the home office of the corporation.

The purchesing depsrtment of sach division differs

&8s to slze end orgeanization. They vary with the particulsar

regulrements of the organization. The Semi-Conductor Division!

purch&éing department includes a Division Purchssing Agent who
reports to Division Manegement, four buyers, three clerical

assistants and a secretary.

* 19
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A. Policy and Procedurss of Semi-Conductor Division

It is the policy of management to discoursge the
requisitioning of small quantities of items. It 1s the rs-
spongibllity of the materials control group to meintain pro-
per inventory levels which will provide & steady flow of ma-
terials to the various departments of the organization.

The decentralization effect caused by the establish-
ment of purchasling departments in each of the divisions is
controlled by the policy that only those items peculiesr to the
operation of the division willl De purchased by the division
fer local consumptione MNaterials common to all divisions are
purchased centrally by the purchssing department lccated at
the home office of the corporation. This policy enables the
crganization to make volume purchases with the inherent sd-
ventages of lower pricee, larger discounts, lower shipping
charges, and a stable flow of deliveries.

1. Procedures

The two most commonly used methods to reduce the
number of smsll orders, cash purchasing end blanket purchase
orders, are used to s very limited degree.

Cash Purchasing

This method is used primarlily in emergency sltua-
tions suéh a8 breakdowns and work stoppages. The maximum
order sllowable is §$10.C0, however, in dire emergencies this

sum can be exceeded. There has been no imprest fund
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eatablished primerily for cash purchasing. The required sum
is drawn from a petty cash fund and charged to the propsr ac-
counting expense control number to ascertain that the proper
depertment will be charged with the cost of the item.

Requisitions for emergency cash purchases are pro-
cessed in the same manner &s any other requisition. The re-
guliring sctivity submits the requisition to purchasing con-
teining thereon the proper signatory authoritlies and spprov-
als. The purchasing department reviews the requisition and
determines the method of procurement.

It is felt that the use of cash purchasing is an
inefficlent method, time consuming, reguires special handling,
and disrupts normal operations.

BElarket Order lethod

The use of blanket purchase orders is not prscticel
since 90% of the 1tems procured are made to specifications
snd are not the ususl "off-the-shelf" item.

A limited number of blanket orders are plscsd for
the purchase of gesses, and for other repetitive items which

are purchased in lsrge quantities.

Be Argus Csmera, Ince.

A Uniqgue Answer to the Smell Order Problem

Argus Camers, Inc., o recently acquired division of

Sylvenla Electric Products, Ince., has an answer to the small
order problem which 1s being studlied. It is possible that the
method may be adopted for use in other divisions.



Time 1s saved and paper work is decreased by the
use of a special local order system. This system eliminetes
the need for processing receiving reports or invoices. The
system 1s specificelly for -- and limited to -- non-repeti-
tive purchases of less than $100.00 worth of materisl from a
loecal source. (see Exhibit IX)

A check, signed by the Director of Purchsses, 1s
an integrel pert of the form, so that materisl is paid fﬁr
immedietely. The check is payeble from a speclal revolving
fund estsblished for this purpcse. 1t 18 the responsibility
of the purchasing agent to maintsin records for smounts ex-
pended and to request that the fund be replenished.

The form used for this method of "cash" purchase
ig a S-pasrt unit set with one-time spotted carbon paper pre-
inserted by the manufacturer.

One buyer handles all requisitions and orders com=~
ing within this system. Iie selects the source and prepseres
the crder. After he has removed one copy cf the S-part form
for follow-up end file reference, he presents the finished
form to the Director of Purchases who signs the check.

The first copy of the order, which includes the
check, 1s given to the vendor upon receipt of the materisal.
Some local orders are delivered by the supplier; others are
picked-up by the company. In elther case, the vendor re-
ceives the order and check when the meterisl is in the hands

of & company employee.
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Une carbon copy of .the order and check go to Account-
ing, serving as & voucher. It also serves as a source document
for expense distribution.

When the goods are received, Receiving stamps 1ts
crder copy, thereby eliminating the need for a separate re-
celving reporte. One copy of Ehe crder accompanies the me-
terials to the requisitioner, snd it 1s used as & "move"
ticket.

A festure of control which the company employe to
protect 1itself 1s by speclfying on the order that materiasl cen
be returned for full credlt if the condltions of the purchase
are not met by the supplier.,

The Director of Purchases reports that everybody con-
cerned 1s well pleased with the system. Suppliers like it be-
ceuse they are peild promptly, without any boockkeeping or paper-
work expense. Requisitioners ere happy with the fast servicse
they get from purchasing and the vendor. And it substentially
reduces the workload in Purchasing, Receliving, and Accounting

where small orders are usually an expensive nulsence.#

Cs The Anemcrstat Corporetion

How to Keep Costs Down on Small Ordars

The Anermorstat Corporation of America employs the

following pollicey in 1ts purchesing to reduce costs generated

* 8, pe. 83



by the placement of numeroug small orders. In an article
entitled "An Efficient One-kan Purchasing Department®, lir. D

S+ Ammer proposes that:

a. Group & number of items on a single purchase
order whenever possible.

b. Get suppliers to cooperste on invoiclinge.
Try to coordinate one involce with one order
for convenience in processing. Whenever
possible, have vendors bill all the ltems
covered by a glven order on a single invoice.

c. Issue standing orders &to cover & year's re-
guirements whenever prectlcel. Arrange for
relesse shipments against the order by
telephone.

de Stendardize Tor the seke of standerdization.
Hven if standardizatlon does not bring a di-
rect savings in product cost, the resultant
reduction in number of items purchased and car-
ried in inventory make the effort worth while.

8. DLducate suppllers to tell you honestly what they
can de¢ for you on delivery and glve repeated
bueginess to those who keep thelr promises. Ly
following this policy, you can eliminate the
need for most follow-up effort.+

De. Allis Chalmers

3 ldegs that Simplify Purchasing

in an article by Paul V. Farrell#i, this company's
policy 1=z stated as "1t 1s economically unsound to spend time
and effort on buying something to the point that edministration

on an order costs more than the purchased item". To avoid

'*9, Pe 73
## ]JO, p €6



this unsoundness, the company ewploys the following three

idess:

as ©Omall Local Order Systeme.
he OCpen End Orders snd Feleases.

¢. The Trasveling Requisitione.

The first two are in general use and the third has
been successfully tried out in the Canadian Division snd is
being considered for other divisions.

The compeny finds that the most disturbing problem
1s the purchase of miscellaneous supplies of smell dollar
value -- from 1l.00 to 310.00.

In small organizatlons it is common practice to
treat such purchases with little or no fcrmality’throuuh the
use of a petiy cash fund. Internsl control is easy because
few individuals are concernede.

This is not the case in larger firms. Internal con-
trol is difficult, eand documents are necessary for the control
of the request, the euthority te purchese, peyment for and re-
ceipt of goods. Such paperwork and routine can bring costs in
axcess of the material's value.

The company's simplifled approach to the problem
will reduce costs and provide adequate controls for asny com-
pany, of any size. 1t iIs celled the Locel Purchese Order

System.
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Locel Purchase Order System

Only certain types of orders sre processed under
this system. kirst the requirement must be & "shelf-item"
that can be purchased locally. If 1t cannot be purchased lo-
cally, normel documents are used instead of the speclal form.
The second qualification is somewhst arbitrefy- The. value of
the materizl must not exceed $l10.00. The system csu be used
te purchase ltems of s greater value in emergency situations.

-

This system is controlled with cne form, the Loca
5

]

Purchase order. It has six parts, is prenumbered and carbon
interleaved. The form originates In any one of meny centers
controlling the requisitioning of materials ~- such as main-
tenance, materlial or engineering departments. |

When a Locel Purchgse Crder comes through purchssing,
1t is burned over to = huyer specifically charged with the
sugll-order operstion. He actually operstes as a mcbils buy-
er. 5s has & ststlon wagon, and 1ls equipped with a "Page Loy"
nocket type redio receiving unit. This gives him constant
contact with various sectlions of the plant. It is his respon-
sibility to do the buylng to £11ll1 all Local Purchesse Urders,
He 1s free to make es many ftrlps throughout the metropolitan
arca £8 necessery and 1z furnished with sufficient petty cash
funds to pay for sll purchuces.

The effectiveness of the system can ke mescured by
coemparing the number of forms used before and after the a-

doption of this method:



iorme used in LReguler Procurement System:

&. Purchase Requisition (4-part)

b. Purchase Order Form (9-part)

ce Lollow-Up File

de I'ecelving Report

rorms Used in Locel Purchsse Order Sysatem:

e+ Local Purchsse Order rForm (6-part)

The system also eliminates sccounts payeble records,
as well as records in the receiving and involce sudliting de-
pertments.

A less tanglible, but sti1ll satisfying result is the
complete satisfactlon of using departments with this method.
In a busy ccmpany, users of small volume items cannot afford
to expend a great deal of time on paperwork and follow=-up.
The Locel Purchase Order System guarantees them individual
attention, quick service end avellabillity of s buyer at ell
timese This is importasnt in emergencies, where the radio-
cormunication system is used most effectively.

Open End Orders and Releases

Under this system, the company negotlates purchases
of iteme bought repetitively fer a term of one year. All
terms and condltions of the crder are resolved at the jagin-
ning. csrom then on, it becomes a routine procedure as re-
leases are made against the original order.

The system currently employed provides that produc-~

tion scheduling prepares the relesse order as parts are
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required, and submite it to purchasing, who, in turn forwards
it to the vendor.
The benefits of cpen end orders have gone beyond

the Purchasing Depsrtment. Productlion Schedullng, for sesxsample,

| ot

cen now change its regquirements from month to month. Sebtter
inventory controcl is achieved since Production Scheduling and
llateriel Control must now regulerly check inventory.

Suppliers appear to be hsppy with this arrangement
since 1t provides them an over-211 picture of anticipated re-
gulrements and enables them to adjust thelr own production
schedules gsc¢cordingly.

The Treveling Requlsition

The "simplest method plus the best contrel" formule
has been used successfully in the Canadian Alllis~Chalmers
Division with & traveling requisition. This system uses four

forms:

ae Habteriel Control's "Ordered and Recsived!
be Kardex Ledger (The Traveling Requlsition)
¢. Purchase Order I'orm (5-part)

d. (hange Notlce Form (b-part)

The Kerdex Ledger, meintained in the Materisl con-
trol Depsrtment, shuttles between Materisl Control and Pur-
chasing as a traveling requisition for receilving requirements
of stendard parts or meteriasls. The cerd céntains spaces for

26 transsctionsg without ths need for repetitive clericesl work



cther then indicating the quantity nesded, the date required),

and an authorized signature in the "Ordsred" section of th

@

card. Feverse side of the caerd shows part number and order-
long description, a list of aporoved venders with discount
terms and fe.oebe point for each, and ceclumns for convention-
el purchass order record entries sc that the entlre transsc-
tion can be processed promptly from a single reference.

The chapter has described the techniques employed
by several commerclal organizations to reduce adminlistrative
costs in thelr smell purchase order program. Admittedly,
the number of approaches to this problam probably approxi-
mate the number of firms endeavoring to formulaste efficient
amell purchase programs. IHowever, the smell purchase pro-
grams presented 1n this chapter are representstive of the

commerclal approache.
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CHAPTER VII .
COMPARISON BETWEEN COMMERCIAL AYTD AIR FORCE PURCEASING

Industrial management recognizes that purchasing
requires continucus wisce sdminlistratlon with pollicy flexi-
bility to insure adsptations to current procurement pro-
blems. I'eilure to recognize the importance of the purchas-
ing function can sdversely affect the entire business
enterpriss.

Certain trends are apparent snd should bes noted.
for instance, there is a growing recognition by top mansge-
ment of the baslce Importance of procurement as one of the
major functlons of the business; a growing awsreness of the
essential neture of inventory control, particularly so fer
&s production materials ere concernsd; and a corresponding
organizationsl trend tc consolldste the several aspects of
procurement into sn executlve department to be grouped un-
der some such title as that of "materials menagement .

In direct conflict with the commercial trend to
coordinate mabteriels management into one executive depart-
ment 1s the Alr Force policy of divorcing the purchasing
functlion from DCS/Materiel and the establishmént of a sepa-
rate Directorate of Procuremente In the past five years
the Alr IForce has separeted these functions in meny of its
bases, and the trend indicates a continuance of this

practice.

*1,D02

-

0‘



7

It apvears that commercial purchasing is more ef-
ficient than the military, and obviously, it should be if s
company is to remsin reasonably stable end to operate profit-

ably. 1t 1s this motivation that prompts the commercisl or-

I

genization to effectively control Inventorles; to be carefu
in its vendor relations; and to constantly strive to lmprove
policy end methods.

In the past few yesrs, milltary purchasing hss
been critlclzed by meny orgenized groups within the country
thet 1s in any manner interested 1n government procurement.
Some of this criticism is unwsrranted. Military purchasling

does not profess to be as efficlent as commercisl purches-

b

ing for many reasons. One of the reasons which deters effi-
clent military buying "cost wise" are the social snd demo-
cratic aims which these critieal groups fail to recognize.
A+ Democratic Aims

Purchesing for the military services is done with-
in the framework of prescribed procedurés and policlies en-
ected by Congress in the broader national interest. There-
fore, purchasing performence should not be evaluated strlct-
ly by the same standerds applied in private industry, but

should ke consldered in the light of broader goals and the

scope of operation permitted to the purchasing officer under
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this pattern, msking allowence for, the price of impartial
democratic action. Llor example:
l. Preference must be given tc suppliers
located in certain sectlons of the
country which have been classified
as disbressed lsbor aress.
2. Preference must be given Lo groups of
suppliers classifled as smell busliness,

i. e. 5, concerns empleylng less than 500
persons.

As long as the accent in militery purchasing is on
tmpartiality, and as long &s 1t is mandatory to accompllish
soclzl aims through defense spending, militsry procurement
will not compare faveorably with meny phases of Industrial
procurement.¥%

Be Regulatory Controls

The Armed Services Procurement Act of 1947 is gen-
erally accepted as providing an excellent set of ground rules
for thes regulation of militery procurement. Thess rules,
however, do not provide the basdis for making millitary pro-
curement as efficlent as industrial procurement.

The Air Force buyer habituslly obtalns good, com-
petitive prices, however, hls total costs sre higﬁ hecause of
edministrative red tape and expense. It is not unusual for
the government to take 90 days to purchase something that
industry cen buy in two weeks.

Supply procedures, which zre not the responsibility

of purchasalng, reflect thelr weaknesses upon the efficlency
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cf the Alr Foree purchasing system. An inadequate Inventory
gystem and lack of standardlzation reflect upoun the mainte-
nance of preper inventory levels, and are used ss a yard-
stleck to determine how well purchasing cen meintain inventory
levels througn the purchasing function.

Cne of the fundamentals to sfficient procurement
is found in continulng vendor relations. The motivation for
such relations differs greatly between the industrisl buyer
end his counterpert ln the military. The military operates
without the profit motive which 1s the incentive that prompts.
efficlent industrlial purchssing.

The non-allowance on the part of the militery to
neintalin continuing vendor relations is another of the in-
herent weaknesses in government procurement.

Cs Vendor Relatlous

This is the relationship of understanding between
buyer and seller. The buyer understands thet the seller's
product is good, that 1t is priced competitively, snd will be
delivered on time. The seller understands that ss long as
these principles are observed, he will be able to rely upon
continued business from his customer. Industriasl buyers de-
sire permenent trade connzctions with reputeble suppliers,
end will patronize the same seller as long as it is deemed
sdventageous to his company to continue this relationship.

This condition does not lmpede the Impelling force

of free competition. OUn the contrary, when a supplier real-

izes that a concern to whom he sell his product 1s 2 regular



and reliable customer, he becomes all the more sware of the
need to bid eccurately, to price closely, and to kesp hils
promise of quslity and deliverye.

Thies reletlionship can have but one result. It pro-
vides better performance and better products; with timely
deliveries at lower prices. This, probably above all other
facets, makes industrial purchasing efficient.

It is the prohlbltion of this relationship thet
gonerates one of the wesknesses In military procurement ef-
ficlency. Impartiallty is the keynote of millitsry purches-
inge. The concept of "full and free" competltion must preveil.

Ds Inventory System

The Keep Commisslion, created in 1505 to reviesw the
entire Covernmental procurament problem, made a comprehensivse
study and found, among other things, "an unnecessary variety
of types and sizes of articles being purchesed; & lsck of
definate specifications; lsck of good inspection procedures;
and & need for grester coordinastion of procurement
activities".#

The Hoover Commlission Report of 1549 indlceted, in
essentially the seme langusge, that the same feults still
exist.

As recent as 1954, the Hoover Jommission study

indicated thet Government purchasing lags fsr behind

% 5, p. 126



industry in methods and procedures. The major faults men-
tioned are the lack of proper cataloguing of iltems and an
ineffective inventory system.

¥indings show that the most glaring offender 1is
the military, malnly because 1t is the biggest buyer. iil-
lions of different items are purchased without consideration
being gilven to proper cetalogulng or standasrdization. Lor
exgrple, E00 different kinds of screwdrivers ere purchasede.
It is felt that withoubt effectlve catalogulng and inventory
control, there 1g a great posslbllity of over buying, over
stockling, and finelly of losing track of what has already
been boughte.

It can be stated that the methods of inventory and
production contrel found in industry aid the efficlency of
the purchasing effort since without an effective inventory
control, there 1s no wey of geering purchases to asctual
needse.

E. Methods for Small Purchases

As previously noted, industrial buyers procure
small orders under varied policies and procedures. While
the use of cash purchasing is limlited, the open-end or blan-
ket purchsse order l1ls used most effectively.

1. Cash Purchesing

The Industrilal buyer 1s ususlly limited to smer-

gency purchases of ¢10.00 or less. This sum cen be 2xceeded

by obtaining the riecessary management spprovals, hewsver,

the use of & purchase order is preferred.



The Air Force buyer iz limited to purchases cof
$100.00 or less. He can buy ltems for immedliate consumption,
for emevgencies, snd for inventory. It is deemed more sdvan-
tagecus to place & cash purchsse order in preference to =
purchese order mainly because it 18 less expensive, more sx-
pedlient and reduces lead time.

This varliance in policy 1s possibly attributseble

to the effective use of proper inventory controls. Industry,

=+

if it 18 to remain competitive, will take the necessary cor-
rective action to reduce the number of smaell orders. The
placement of a large number of small orders 1s possibly an
indication thst proper inventory levels have not been estab-
lished or that increases in productlon and other uwnususl de-
mands are affecting inventory levels and keeping them st too
low 2 point.

2. Blenket Purchase Orders

To reduce the number of small orders, both industry
and the Air Force make effective use of the blanket purchase
order method., While policy differs in some respects, the
procedures sre similer and creste the same effect.

The Air Force has tested thls method and hss found
it to be desirable, and intends to broaden 1its scop; by cheang-
ing the regulation. However, for the purposes of this di§~
cusalon, reference will be limited to the current application

of the method. ' /



Comuerclal Practices

In 1ndustfial purchaesing, an open-end or blanket
order is plsced with o reputable supplier, and usually all
reguirements for the particular category of items asre pur-
chasged from the ons source without consideration to further
competitive pricing since the company 1s ususlly satlisfied
to esteblish e permanent relstionship which will sssure a
contlnuous scurce of supply, and at the same time making its
long term needs known to the supplier.

The industrlal buyer effects purchases against the
blanket order by telephone or release order. Partial ship-
ments sre accepted, and the vendor is permlitted to practice
back order proceaures. The original order mey extend from
one month to one year with fixed terms and conditions and
with a presrrsnged billling scheduls.

Alr I'orce Practices

The Air Force permits blanket purchase orders to
be pleced for = one month period in sn amount not to exceed
$5000.00 with no call order to exceed 1000.00. Call orders
in an amount less than ¢100.00 cen be placed without compet-
itive pricing, however, if a call exceeds $100.00, competi-
tive prices must be obtained from et lesst thres sources.
This conditlion causes the Lir rorce buyer to appear to be

less efficient than the industriel buyér in the number of or-

ders placed and the total time expended in placing each order.

E3



Calls sre placed by telephone or informal memo-
randums. (Calls are treated as sepasrate orders which forces
the buyer to negotiate price, terms, conditions, and deliv-
ery on each call.

The Lir borce buyer is forced to insist that all
1tems ordered must be delivered within the month ordered,
and that 1f all items are not delivered, the partial ship-
ment 1s sccepted; and the balsnce of undelivered ltems iz
cencelled. The cancelled portion of the order must then be
procured from either the ssme source or a competitor in e
subsegqguent period. This, in effect, 1s the plscemsnt of
two or more orders to satlisfy the initisl requirement.‘

This policy places s hardship on the vendor since
i1t does not permit him the flexibility nor the time required
to obtain the items from his supplier. 1t is not to be ex~-
pected that the vendor will cerry the requlred number of =
given item in inventory at all times. Unless he is permitted
the time to obtaln the qusntity required Ifrom his source of
supply, the tendency, on the psrt of the vendor, is to offer
es being availeble, only the quantity in current inventory.
This creates the situstion whereby the buyer 1s forced to
gcliclt other sources to complete the purchase requirement,
which consumes more of his time, thereby incressing admin-

. lstretive costs which reflect upon purchasing efficiencys
In an interview wlth s distributor of electronic

components and materlsls, the interviewee stated that while
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he consldered the Ailr rorce te hie & valued customer, his com-
pany would require at least a y1,000,000.00 inventory wl*c
would permit him the opportunity to submit & gquotstion end
to deliver "off-the-shelf" all items requested at one time
under current Alr lLorce procedures.¥®

Air orce procurement cennot be compered to com-
mercial techniques. The basis for comperison snd the desta
by which to compare sre not homogenous.

Compelling factors which promote and gulde the Air
IForce and industry are dissinmiler. For instance, the respon-

ibility for the control of administrstive costs rests upon

industrlel management who can effectively and quickly intro-
duce cost seving factors, however, due to regulatory proce-
dures, the Alr rorce Contrecting Officer is not permitted
the necessary latitude to quickly and effectively reduce

costs by the implementation of prescribed purchasing methods.

it 1s the writer's opinion, that, In the fisld of
small purchases, certain changes in policy and procedurss

will promote a more effective and efficlent purchasing or-

genlzstion. The proposed chenges will be discussed in

i
&

following chaptere



CHAPTER VIIL
PROPOSED CHANGES TC AIR 1CLCE PCLICY AND PRCCEDURES

ihe realization theat specisl purchase methods would
raduce sdministrative costs snd expedite the placement of or-
ders in the field of small purchases prompted the Department
cf Defense Lo establish the policy and procedures outlined in
the Armed Services Procurement Regulstion, Section 111, Part
% "Smell Purchases". This regulatlon is the authorizstion
by which the Alr Force has established procedures for cash
purchasing gnd blanket purchase orderse.

The eatablishuent of these procedures has effected
& reduction in edministrative coste in the placement of small
orders. ror example, if the cash purchase method wsre not
suthorized, the placeuent of & formgl purchase order, Iln an
amount less than (100.00, Is estimated to edministratively
cost $13.00. This does not faverably compsre to the sstimated
#2+75 cost Tactor for the placement of & c¢ash purchase order.

To further reduce coats, the blenket purchase order
method was introduced. Cost deta for the placement of orders
under thlsg methed 1s 4ifficult to compile due to meny con-
tingecles, however, purchasling officlals state that 1t costs

less to place & call against a blanket purchase order than

it does to cash purchase the requested item.is¢

% 15
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The maln conslideration here 1s the estzblishment
of methods to reduce administrative costs and to effect
fester procurements. While thls has been done te & degres,
it is bthe opinion of the writer that certasin changes to cur-
rent policy end procedures together with the standerdization
end simplificeation of inventories will creste s grester sav-
ings by meking more sffective use of purchasing personnele.

The proposed changes should increase the efficiency
of the purchasing department by reducing the time sxpended in
clerical functions by the buyer thereby permitting more time
for the actusl placing of crders. Thls should lnereess his
productivity with a resultent savings in sdministrstive
costs. This 1s premised on the fact that as productivity
increases, the unit price tends to decrease, therfore, as
the number of orders pleced by a buyer incresses, the cost
¢f placing each order decresses.

The proposed chenges to smell purchsse procesdures
wlll make reference to s Tunding procedure which provides
thaet et the beginning of each month, the appropristions sc-
counting officer will issue sa AF Form 405 "Cbligation Au-
thority" to each Cash Purchasing Cfflcer. Obligation au-
thoritles will be ilssued in amounts sufficient to cover all
enticipeted cash purchsses based on historical expenditure

information for each Cash Purchase Cfficer. Upon receipt of
the obligation suthority, purchases will be accomplished with-
out further recourse to the appropriation scecounting cofficer

or the Iinsnce officer



A. Proposed Changes te ASPIL 3-804 "lnprest
rund Method" and AFPL Lmplementations.

p o

e« The use of cesh be dlscontinued.

he Authorize tlie use of a check form similar
to Oxhibkbit IX herein In lieu of cash.

c. Authorize Class "C" cinance Ufflcers, Cash
Purchssing Cfficers, to sign chiecks in pay-
ment for supplies and services procured.

de JIssue en oblligetlion authority to each Cesh
Purchasing Officer at the beginning of esach
month in en amount besed upon historiecal
sxpondliture informetione.

s, Devise a B8-part unlit set form interlsaved
with carbon paper. Copy Lo. 1 snd copy
Loe. 2 of the set to contain the check form.
fe« Bstablish the following dlstribution of each
orders:

Copy To. 1 to vendor together wlth check.

Copy Yo. 2 to Finance Officer together with

cerbon copy of check.

Copy No. 3 tec Supply Property Accounting Cffice.

Copy No. 4 to Inventory Accounting (lonetary) Unit.

Copy No. © to Appropristions Accounting Cfflcer.

Copy No. 8 retalned in the file of the Cash Tur-

ghasing Officer.

1. Proposed Procedure for Cash Purchasing

thils proposel wlll in no manmer affect requisition-
ing or purchsse procedures. 1t mainly provides for payment
by check in lieu of cash for msterials procured under this
methed. This will effect.a reduction of time expended by
the Cash Purchasling Cfficer in non-buying functicns such gs

the melntenance of a cash fund; the dally balancing of the

fund; the dlisbursement of cash when materisls sre delivered;

(D

o



the preparstion of reimbursemgnt vouchers; asnd, the constant

visits to the Finence 0ffice to obtain funds.

ke

Cae

Ge

The Proposed iethod ls es rfollows:

Upon receipt of the item ordered, the Cssh Pur-
chaging Officer wlll prepare and sign the check
which will be given to ihe vendor or his agent
together with Copy No. 1 of the order.

The Cash Purchasing Cfflcer will ennotate the
total amount of the order on the reverse side
of AF rorm 405 "Ubligetion Authority" and main-
tain a current balsnce of unexpended funds.

-The Cash Purchasing Officer will effect dis-
tribution of Copiss FNce 2, 3 snd 4 of the order
within one dey of the procurement.

At the end of the month, the Cash Purchasing
Officer will return the expired obligstion
authority form to the Appropristions Account-
ing Officer together with all accumulated
Copies No. & c¢f all orders chalged thereto,
at the same time obtasining the following
month!'s obligatlon authority.

2. Advantsges of the Proposed lListhod

The Cash Purchesing Officer is relleved of the
responsibility for safeguarding end maintaining
o cash fund.

Daily balancing of the cash fund wlll not be re-
quired.

The inherent dangers assoclated with the msein-
tenance of cash funds such g8 loss or mis-
approprigtion are elinminated.

The estsblishment znd reimbursement of funds
procedures will be abolished.

The possibility of the Cash Purchesing Officer
being wlthout funds is reduced. Under the pre-
sent method, unless reimbursement vouchers are

speedily processed, the Cash Purchesing Cfficer
may be placed in en inoperative vositicn due to
lack of funds.
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Incresses to obligatlon suthorities can be
eagily obtained slimply by centacting the
Appropriestions Accounting Officer and re-
questing en additionsl .allocation of funds.

Crders placed on & c¢«.Cede basles but received
prepald can be paid by the mailing of the
order and check to the vendor, thereby e-
liminating the present procedure of pre-
paring & formsl purchase order on a confirm-
ing basise.

The proposged change 1n no mannsr sffecls the
requisitioner or the vendor since materials
are obteined end issued as Quickly as under
the cash method, snd the vendor receives im-~
mediate payment.

more complete controls sre esteblished. lYor
example, under the proposed method the Appro-
pristion Accounting Offlcer 1s aware of the
exact dollar amount budgeted for thls type
procurement; cancellsed checks returned to the
inence Qfficer can be verified against the
file copy of the check end order; and, the
danger of overobligation of funds ls decreased.

The Cash Purchasing Officer's time expended in
non=-buying functlons 1s greatly reduced, thereby
providing a means to utilize his services to
grester advantage. This saving of time should
result in an lncreased output in the number of
raquests processed by each Cash Purchasing Officer,
which, in effect, reduces the administrative

cost of each order placed.

Be. EKevision and ArPlL Implementetion to
ASPR 3-606 "Slanket Crder iiethod"

The implementestion cof ASPR 3-808 by the Alr rorce,

effective 2 March 1957, mainly revises the method of nego-

tistion to be utilized for the establishment of blanket nur-

chase sgreements, and it

to be 1lssued asgainst ons blenket purchase agreement within

a fiscasl gquarter.

permits requests totaling ¢15,000.00

L{8]



Under the revised regulation, the Contracting Of-
ficer will negotlate with each propesed charge account ven-
dor to obtaln en understanding of a pricing basis for non-
competitive orders (less than $100.00). Usually this will
be a metter of discount from some recognized price list.
The Contracting Officer will prepare a memorandum for rec-
ord, briefly outlining the understanding of the parties,
and will meintain the memorandum in the blankel agreement
file. This memorandum need not be redrawn at the beginning
of each blanket purchase sgreement period, but should at all
times represent the current understanding. Periodic spot
checks will be made to sssure that blllings conform to
understandings.

The maximum pericd of time covered by a blanket
purchase agreement will not exceed 3 months or extend be-
yond the end of the fiscal quarter in which negotiated.

The maximum aggregate amount of requests to be issued a-

geinst one blanket purchase egreesment will not exceed

Slanket purchase agreements, prior to relsase to

suppliers will be forwarded to the Appropristion Account-
ing Officer for certification of fund avellability for ob-
ligation of subseqguent calls. The unobligated balsnce of
each blanket purchase agresment will be adjusted at the end
of each month to reflect the smount estimated to be re-

quired for the remalinder of the period of validitye.



In order that obligations ere accurately recorded
and reported in the month in which incurred, the Contracting
Officer will furnish to the appropristion sccounting compo-
nent written verification of the toltel number and monetary
smount of calls placed during each monthly pericd.

l« Evealuation of the Revision

The writer fsils to see any improvement to the pro-

cedure az a result of the revision. The new method creates
an additional clerical workload to be absorbed by purchasing
with no apparent improvement in effectiveness or efficiency.

l'or example:

g« The Contracting Cfficer must maintain a file
of current price lists for each vendor with
whom an agreement is written if a pricing be-
sig 13 to meintalned, =2nd 1f the spct check of
involices called for by the regulation is to
have substance. This will require a grest desl
of clerical effort if all changes to price
lists are to be posted. It eppesrs simpler
to ask the verndor for the price, less dis-
count, at the time the order 1s placed.

be Unobligated belances of blanket purchase a-
greements must be reported and sdjusted at
the end of each month. This, in itself,
poses no problem, however, the Contracting
Cfficer is faced with the responsibility of
accurately forsecasting requirements for sub-
sequent perlods or requesting that the EBase
Supply Officer perform this funetlion. In
any event, time and effort are expended in
a non-buying activity.

Ce Writiten notificetion must be provided to the
accounting component of the number and total
monetary amount of cslls placed each month.
The compilation of such records is currently
practiced, and 1ls required for reporting pur-
chase actions to higher headquarters; however,
& separate report must be prepared and for-
warded to the accounting compcnent. This
further adds to clerical effort.

g2
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There sre two distinct advantageous noted:

The number of blanket purchase agreements to
each vendor within 1 yesr 1s reduced from 12
to 4.

The vendor is provided the opportunity to of-
fer & longer dslivery, and to practice back
order procedures. Iiowever, the items ordered
must be delivered within the blanket purchase
agresment period.

2+ Proposed Revision to ASPRE 3~606 and AFPIL
Revision %o Blarket Purchase (Order liethod

The writer proposes that the reguletion be re-

vised to reflect the following:

S

o
.

Ce

Retention of the "o0ld" method.

Provide that the meximum period of time covered
by & blanket purchase agreement be 1 year, snd
that the agreement contains only such Informe-
tion as type of materials to be cordered, terms,
conditlions, and both time snd trade discounts.

Establish & procedure for the 1ssuance of a
monthly obligation authority by the Appropri-
ation Accounting Officer in a monetary smount

based upon estimated expendltures for all orders

under this method.

3+« Advantages of the Proposed lethod

Commitment and obligation of funds is limited
to one month. This offers the accounting com-
ponent & control whereby the expenditure rate
and amount 1s readily determinaeble. The need
for & separate report from purchasing will be
obviated since the obligation suthority form
will serve as the report document when returned
to the accounting component st the end of the
monthe

The number of blanket agreements prepared for
sach vendor in 1 year 1s reduced from 12 to 1.
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¢ Leallstic delivery dates can be established
gince the vendor is not as restricted in time.
This should effect better vendor relationshlps

with a substantlal reduction in the delinquency

rate and number.

d. Savings are effected by the reduction of cleri-

cel offort on the part of the buyer, thereby in-

ereasing the time avallable for the pursult of

purchesing functions, and the more efficient and
effective use of manpower.
Ce lieed for Standsrdization end Simplificaticn

The Air Force has studied the problem of standsrd-
izetion and simplification of lnventories and has programmed
the cetaloguing of inventories.

The object of standardization and simplificstion
is to select and stock items which will serve ss meny 8if-
Terent uses ag posclible, and to ellminate variations which
ere not essential. This should promote interchangeebility
between different uses of certein items,'and gid in elimi-
nating the purchase of = variety of types and sizes of ltous.

1. Adventages

LAdventages asttributable to the stendsrd
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simplification of inventorles, ss affects purchesing, are:

I.educes the number of ltems Inventoried.

Reduces the number of requests for small purchsases.
Alds in the prepasration of larger purchase
reguisitionse.

Deereases the numbser of reguisiitions forwarded

to purchasing.

Heduces the number of orders placed by purchasing.



w

0
o

The conclusion which .follows will evaluate the

findings of the writer, and a determlinetion wlll be made as

to the significance attached to the proper maintenance of

o

i

inventory controls and purchase procedures g8 1t affect

he national defense and economy
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CHAPTER IX
CONCLUSICN

This study of the problem of small and rush orders
indlcates that in normel operations there is a contlinuing
regulrement for small purchases. At times the item l1s need-
ed immediately. If normal purchasing procedures sre used,
the cost of processing & purchase order could exceed the vel-
ue of the item. In sdditicn, the standard processing might

be time consuming end unsstisfactorye.

It is advisable to have some means of expediting
this sction with a minimum of cost and effort. One way is
through the use of an imprest petty cash fund whereby cash
can be psid when picking up small items on local purchase,
slimlneting the need for formal purchase orders, receiving,
inspection and detailed eccountinge

If a petty cash fund is employed, it would be nec~
esgary to have periodic balancing, proper suthorizations, and
other ressonasble controls. If petty cash is not used, an in-
vestligation must be made to employ some other method.

In certain firms the number of smail ocrders is re-
duced by the use of blanket purchase orders. Requlirements
are purchased agsinst these orders by informal means, i.s.,
by telephone or soms other method of Inexpensive communi-
cation. At the end of & stipulsted perlod, & consoclidated

invoice is received, checked and paid.



The use of any speclal purchase method 1s depend-
ent upon the justification that & specisl procedure is nec-
assary to promote an efficient operation. This can be de-
termined by & comprehensive study ol inventory control meth-
ods, plamnning, standerdization, lead time, the total number
of orders placed in & given pericd of time, the average a-
mount of each order, end the number of orders placed st or
below =& certain asmounte

In a commercisl orgsnization, regardless of size,
the possibility thet such a study will eid purchesing is
greate The number of items Inventoried can be ascertailned;
producticn budgets besed upon both histerical seles data
and msrket analysis aild in plenning; constant efforts cen
be msde to standsrdize inventories with resultant savings
in costs of purchasing snd manufacturing; and, lesd time
cen be reduced by the sbolition of unnecessay and, some-
times, duplicate effort under the guise of contfola.

The Alr Force 1s probably the largest buyer in the
worlde Millions of items are inventoried. The proper con-
trol of these inventories is difficult. Planning suffers
from budgetary limitations and methods which rerely permit
a complete twelve month purchasing cycle durling a year.
Purchasing 1is geared te eppropristions and budgets which may
net provide sufiicient funds to adequately provide zll the
materials required for normsl operationse This reflects in

a curtaliment of the purchasing ectivity.



Requirements and demends .for supplies and services
remain constant during this periocd of limited purchesing sc-
tivity, thereby csusing a depletion of inventories. Ffurther,
the Alr Force, because of its stringent controls, requires 2
long leed time to procure its needs.

The proposed changes in the preceeding chapter are
me jor deviations from current authorlzations and will require
the cocrdination and coopersticon of the purchasing depart-
ment; the compiroller; and, the base supply orgenlzation if
they are to be considered. There are certain responsiblli-
ties which must be delegated to and accepted by purchasinge.
or exsmple, under current regulations the Cashi Purchssing
Officer cannot meske payment by check for goods snd services
procured; obligation authoritles cannot be used in cash pur-
chasing or in the placing of blanket purchase agreements;
and, deviations from the use of prescribed forms are not
allowed.

Purchesing requires g flexibllity in operations
which 1s presently lacking. TPurchasing should not be re-
stricted in 1its efforts, but should be given the latitude
found 1n meny commercial organizations. This should ensable
purchasing to more sfflclently service the orgenization by
procuring the requlired 1ltem, or‘a sultable substitute, at
the lowest pocssible price consistent with the concept of
"quelity" procurement which is defined as "that which fits

a product to a given use".



During these times of high costs bothk for labnr and
materials, 1t 18 the responsibility of the Govorumert #b ppﬁc-
tice g strict austerity program, and to constantlﬁ-aﬁah;the
one "best way" to procure its needs efficlently and
economicallye.

In an article entitled "liore Defonse for Every Dol-
lar" which appesred in the January, 1956 issue of Natlons
Business, Mr. Charles E. Wilaon, Secretary of Defense, states
that one of the vital requirements for the provision of re-
quired defenses is the promotion and practice of real econo-
my which must be the constant mission of every responsible
officlal in the Defense Depasrtmente

The writer feels that the following quotations from
¥re Wilson's article will 1llustrate the need for constant
and vigillant studies 1n the areas of methods improvement,
cost analysls, cost reductlon, and the more effective use
of svellable manpower.

"iinsncial property sccounting, better inventory
menagement, and improved catalogulng and standard-
ization have provided the basic tools for the sf-
fective control of material on hand, the identi-
fication and disposal of surplus stock, and the
determination of realistic operating end mobili-
zation requirements".

"Beonomy in 21l cur asctivitles is one of the most
essential in our military progrem. I1If we are to
support active and effective forces at asbout the
present level over a long perlod, we must practice
g strict susterity in dey-to-day operations. As
the cost of our tremendously compliceated military
eduipment ineresses, we muat redouble cur afforts
to eliminate weste and duplicatlon of every kind.

We must get the maximum of defense out of every
dollar spent.
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