June 30, 1949

ir. Walter 8. Heluces

Finsneisl fdvisor to Americun Airlines, Ine.
Hatlonzl Bank of Detroit

600 Woodward Avenue

Detroit, Hichigan

Decr ¥r. ¥clucast

It wes suggested by Mr. C. R. Emith that I write to you outlining
inventory conirel and procedures of American Adrlinee and our present
inventory pesition. .

Fe orgenized the Materi:ls Department two years ago which is
respousible for the following: Purchasing, Stores end warshousing,
Inventory Control end Surplus Sales. This resulis in coordinated control
of the company invemtory in all phases. At the end of &pril, 1949 the
total vsiue of meterinls snd repeir perts inventory smounted to $10,619,000.

The functions of the inventory control division inelude contrelling
of inventory on the shelf by reviewing usage. Those parte on which usege is
unresnsonably high sre brought to the stiention of the Engineering and
mumamwwmmmmmhm.mmmww
developing & new part or improving the existing part. Stenderdizstion is
effected wherever possible} for instance, perts and assemblies instslled
in Convairs under s Convalr number are often found to be ildemticul to paris
and assgemblies installsd in the DC-6 under sowe other identification number.

We also endesvor to heve parts or sssemblies routed through our
overhsul shop, repaired snd put buck in stock at the earliest possible date,
to avold incressing inventory levels to supply line requirements during the
period such parts sre in the process of being repalred.

The IC-3 airplsnes have been sold snd we are in the process of
disposing of the entire remaining DC-3 inventory consisting of airframe
end engine repair perts und assemblies. This invemtory at the end of 4pril
mm to $1,467,407 sgainst which = reserve of §1,261,353 had been

We will retsin 18 DC-4 sirplanes to be used a8 cargo airplsnes.
All repeirable units in excess of requirements for opersiion of these
sirplanes will be disposed of. Expendsble parts were graduslly reduced
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over the peried during which the passenger {leet was being retired, leaving
us with very little surplus of such material.

The inventory provisioned for the Dougles BC~-6 end Conveir sirplenes
was held to & minimum realiszing the requirements for new sirplenes during the
initiel operszting progrem woulé be less then thet recuired after the
sirplanes had approsched thelr first overhsul period. Adéitionsl parts must
be to sccommodate incressing recuiresents due Lo ineressed operating
hours on the sirplsnes and parts sust be procured for handling the overhaul
progrsus. This inventory is carefully reviewed snd snotion taken %o avold
having excess quantities or obgolete parts in stock.

The Heteriels Department is represented on the Project Control
Comaittee through which congideretion ig given to new design, edditions.
{mprovements and replacenents., Prior to the spprovsl end relecse of such
projects, en investigation 1s mede to determine whether or not the engineering
change will esuse certain parte on hand to becose oheolete or surplus to our
peeds. The velue of such perts as will becoms obsolete or surplus is
ineiuded in the cost of the proposed engineering change. Action teken by
ihe Project Comtrol Committee 1g then governed by the need for the proposed
engineering chenge €8 compared with the total cost of the project, including
parts made obsolete or surplus by such engineering change.

The IC-6 snd Convair eirplenes use the wer gurplus R~2800 engines
shich were purchased st a very sttractive price. Perts required for overb-
heuling these engines were purchesed in ressonably large guentities 2t
prices equivalent to spproximately 40% of curremt engine memufscturer's
ssles prices.

it cost iteme) were purchased in lesser quantities. We recently incressed
our commitments to teke care of elghtesn (18) menths' rvequirements of such
parts of which eylinders weg the greatest doller portion. For example -—-
cylinders todsy from Prati & Whitoey Aiversfs cost spproximately $360 esch
shereas these cylinders were purchssed from War Agsets stock st $90 each.
These recent commitments have shipping dates corresponcing with our future
requirements thereby svoiding the investment of dollare in sn inventory

to be put on the shell,

The remeining invemtory totalling approximstely #2,000,000 is
comprised of parts comson to the DO-i, [C-6 snd Comwair sirplanes, including
ingtruments snd radio. %e believe this to be current usable imventory.

The meterisls and supplies smount to 41,022,000 ené is controlled ss to
purchsse snd use. In fael, shis Ltem has been reduced by $300,000 during
the past year.
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The Msterials Department iz responsible for the sals of sll
surplus and obsolete inventery, ineluding airplsnes, enginmes and parts.
Experience indicates that the curremt market for surplus, obsolete DC-3
parte is very reetricted snd where large inventoriss sre being moved io
avoid werehousing and storekesping eapenses, the return has been as low
a8 3¢ to 10¢ of the cost velue. Confronted with this condition, we
esteblished the reserve for obsolescence as mentioned above over the
useful life of the asireraft snd the ssme policy is being follewed in
respect to setting up a reserve for obsolescence for spere repair parts
and sgsemblies used on DC-6 and Conveirs.

I don't believe any of us minimize the lmporisnce of this
problem and 1t is = subject reviewed smong several of us weekly. Our
general feeling is that & balanced job is being doue.

I trust that the above is helpful to you. However, should

there be further questions in your mind on this subject, please do not
hedtate to write.

Tours sincerely,

”ﬂ: b 8 Kognn
Treasurer
WiHeap

ee - ALl Amsricen Airlines Directors k




