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FORaIORD

This report was written by a working group formed at the request

of the Assistant Secretary of Defense (Installations and Logistics). Our

assignment was to develop organizational and operating plans for a Supply

Management Review Program which the Assistant Secretary had directed be

established,

Because of the complexity and scope of the defense supply management

field, it was apparent that any attempt to comprehensively survey all

supply management functions and subfunctions and to compile and analyze

extensive statistics would not be practical and would delay establish-

ment of the review program, We therefore chose to develop proposed plans

for the Supply Management Review Program based primarily on ,r own experi-

ence and judgment, augmented by information and advice obtained from visits

to headquarters organizations and some inventory control points, reports

of review agencies, and discussions with other specialists in defense

supply management.

Our extensive use in this report, notably in Attachment F, of infor-

matior obtained from Military Service and DSA personnel, F- rticularly with

respect to inventory control point policies and practices, should be put

in clear perspective at the outset. A.I Services and DSA were represented

on the working group, and the ICP visits were undertaken simply to add to

our prior knowledge. Our sources of informetion varied greatly, from

official manuals and directives to completely informal remavks by officials

and supply specialists at widely ranging working levels. Because of tuie

nat -'e of some of our sources of information, two points should be stressed:

:1i



(1) trie !(-P polcies arnd practices we refer to are not. offered -- rneces-

saril1, beinFrig represenTative of the polioies and practices tlrcwb Tci 4L

pare nt age notes; (2) no)r is tne purpose to be on icial of any, l003 vidual

- ~cnsryoritrol point or supply manai-emn'& sItm -ae ,; ui s

:nfoi ma t ion is presented lo euipras ize tne many common b 11 s u s an t i a I

DoD~j-w id e supp ly mnanage ment p rob lems wihe - m i ,-,nt i.b al 11 u- Cd by ve

DoD policCy guidance.

Durinz the -course of' V4Si t_ to) TCPS, tne workinO :<roupj prlobed man3y

aras In wflcti potenL-,4a1 problem areas mti. exs-st. Coeof tuec~ke areas

are ri(- refle. -ed in tLis report. Thiis is due to several thling s.sm of

tone areas proboed resuIlted In proble-s S of a minor n-ature; Some i~ad rio

stgrtin-ficant commironality; and some did rio-- relate '.o improveme-it of' Duci-

Widek- policies, a working group criterion.

4e wi-o to, expre.-sz our sincere appreciatio-n to personnel of oLne lilitar;'

)D:partmentiz ar. 'be Defenc- :2iipply Agency vwhoi -!ok Lime from tnetin rz--rnlal

ur lo -is carryv out tss ro.ject
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SLI9(&RY

This summary presents briefly, without detailing the full

rationale offered in the followir, report, the findings and recom-

mendaticns of a Supply Management Review Program working group

whose assignad tasks were to recommend major supply management

areas for review, provide review guidance, and develop appropriate

organizational arrangements.

Selected review areas

The working group concentrated on the area of supply require-

mentf, because of the obvious sapport and cost implications. Most

of the problem areas dealt with in this report involve requirement

input factors, supply levels, or other functions within the require-

ment computation process. Two problems concern broader ;upply

management matters and are considered fundamental to any orderly

supply management improvement program

The first of these, "Categorization of Items for Management

Purposes," deals with establishing the key pattern of item groupings

to which differing supply management methods and degrees of intensity

are applled. The lack of consistency among the WOPs within the

Department of Defense in item management categorization impedes DoD-

wide application of improved supply management policies and procedures,

and the accumulation of DoD-wide supply managemen. summary statistics

meaningft:1 to management and review levels.. This report reoommends

that review and policy development in this area be given first

attei.l ion.
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The other basic problem area is "Sipply Effectiveness Measurement

and Analysis." Lack of con,-,n ,oncepts, rules and -easurement tech-

n!ques among the DoD components prevents DoD-wide evaluation of

supply performance against common cbjectives and supply support costs.

Review and policy development -',ork in t is area is recomended either

after the item categorizatinn problem is resolved or earlier if man-

power permits.

Other problem areas, presented in detail In Attachment F, are:

ICP asset knowltdge and control

Use rate factors and demand forecasting

Procurement lead time factors

Input factors peculiar to reparable item requirements

(repair cycle time, repair rate and attrition rate)

Opera.- ing levels

Safety levels

Procurement lead timp 1evels

Repair cycle levels

Additive stock levels procured in provisioning

Criteria for migrating provI6__)ned item assets to
demand management

Selection of Iteme fnr mobilization reserves

Mobilization requirement f%,-tors and zompuati)n techniques

Application ()f other than war reserve stocks in the
computation of mobi]zation reserve materiel requirements

Basis for decisi!ns rsgardlng preiositioned mobilization

reserve mP.t#ri& r'.lulrements

Balancing and pr( -.i. * -'hlzation reserve stocks
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Review of computed requirements

Budtetary requirements

Thie report r-ecomends concurrent attack on several of these problems

because of their importance and the promise of early peoff.

Review 4uidance

This report finds a most influential factor to be the absence or

vagueness of DoD-wide policy in most of the functional areas considered.

The development of DoD-wide supply management guidance is considered

of paramount importance. This report recommends that each of the

reviews deal with a functional topic, such as those mentioned in the

preceding paragraphs, in order to achieve the focus and depth needed

t(. develop policy solutions. Each review should involve concurrent

review efforts in all of the DoD components to which the review topic

is applicable, first to insure that policy statements developed and

recommended have DoD-wide application and, second, to have maximum

opportunity to take advantage of progress made by the individual

agencies. The recommendations concerning review guidance contain

additional details regarding the rature and content of such guidance,

and the required collaboration between OASD(I&L) and participating

organizations in preparing this material.

Orjanization and staffinj

A primary aim of this .tudy was to devise an arrangement which

vould accomplish the objective6 of the program with miniznm hzli-

cation of existing review organizations and review impact on

operating activities. A good deal of weight ws given to the size
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and complexity of the supply management review and policy development

task, which would represent an immeasurably large workload for a small

size staff.

This report considers and dismisses alternatives in favor of an

arrangement which would employ:

a. A new six-man staff within the OASD(I&L) Supply

Management Policy Directorate to manage the Supnly Management

Review Program. This would include selection of problem areas and

their priorities, development of long range review plans, develop-

ment of review objectives and guidance, and development and

publication of policy.

b. A portion of the existing internal audit-staff through-

cut the Department of Defense to carry most of the review vorkload,

under the direction and coordination of OASD(Comptroller). OASD

(Comptroller) functions, carried out in collaboration with OASD(I&L),

would include allocation of audit effort, preparation of detailed

audit guidance, evaluation of audit results and policy recommendations

where appropriate.

c. Points of contact within the Military Departments and

DSA to deal with OASD(I&L) on Supnly Management Review Program matters

including particiDation in reviews, on a selected case basis,-by

Departmental and Agency supply management personnel.

A proposed DoD Directive Implementing the foregoing is included

in this report as Attachment G.
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SUCTON I1. BACKGOM~N

In December 1964 a report entitled "Defense Procurement Manageat

Shm1l Purchase Review, prepared by the Procurement Management Review

staff of the Office of the Assistant Secretary of Defense (Installations

and Iogistics), recomnded that QABD(I&L) establish a Supply Manaement

Review Program along the lines of the Procurement Management Review

Program. ASD(I&L) approved the report and, on February 6, 1965, signed

a memorandum (Attachment A) to the Military Departments and the Defense

Supply Agency stating that he had decided to establish such a program.

The Military Deparmnts and DUA were each requested to nominate one

i.ndividual for membership in a working group to be headed by an

OASD(I&L) representative. The task of the vorking group vas "to

develop organizational end operating plans and an itinerary for

initial reviews."

The vorking group met for the first time on March 29, 1965, The

four Military Services and DSA were represen~ted (the unms of the

working group members are listed in Attacheent B). In the net two

weeks, the working group developed more definite ideas about the re-

view program and about the vw- it should carry out its assIgament. As

a result of these first efforts, a orandu to the Military Depart-

ments and DBA was prepared giving additional information about the

program and the working group' a task. A)( I&L) signed that memran~m

on April 15, 1965 (A,-LtaC1mnt C). Key poi."ts made about the 9upply

Managnt Rleview Program were that the "program is intended to provide

this office and echelons of nanagmunt within the deparwnts and



sgevnies (a) advice conce-ru~ig the relAtive importance of existing supply

problems, and (b) recammendations with respect to the relative priorities

for their solution through a centraly ocganiz develo-wnt effort,"

The program was visualized as having three key characteristic,: "a

WD-ide perspecti-e, a careful selectivity in the su.ply ma:gewnt

-reas to be reviewed, and a pronounced emphasis on policy ipx ats.

In defining more specifically the vorking group's task, the

April 15 mewranmi stated that the group was to:

"1. Select supply mwisgerzent areas of major interest from the

standpoint of military ree-diness and econoy, for the purpose of future

emphasis in supply management reviews.

"2. Develcm a standard guide wL. h cites the areas to be

covered by m p y mmnagment reviews and %tich directs the conduct c-

Vae reviews; and undertake pilot reviews to t-he ertent neceessry to

determine the adequacy of the review &.idance.

'3, Develop a DoD Directive -dnich will fonrally establish the

Supply Management Review Progr=m, cite its pui-pose and scope, prescribe

organizational arrangements and relatzonhips, and set forth the

responsib. Wties of the Office of the Secretary of Defense, the Military

Departents and the Defense Supply Agency."

-- .orking group was giver a completion date of October 29, 1965.

In i-s first wveka, the working group met with QASD(I&L) officials,

others in OSD, ar. with Bureau of the Budget anzlysts. Our principal

pLrpobe was to get their views on major suppl y management 1robJlm areas,

and +heir oplaLons on. how the Supply Management Review Program shouid

functton,.

2
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In late April and early May, we met with representatives of the

Military Services" and D A s headquarters staffs (Attaciment D).

They gave us information about their approacbes to supply management

and supply management reviews. and offered ccmmenta on this new pro-

gram. Many of the viewpoints of the various individuals and organi-

zations we contacted are tsken _nto account in the following portions

of this reort.

Also in early May, the vorki. group developed plans for orienta-

tion trips to selected inventor y control points, The purpose of these

trips was to obtain relative.Ly detailed information on upply manage-

ment concepts, polic-es and proce n res, and to develop a better under-

standing concernirg problem areas. In recogrition of the wide range

of supply managemenc functions and the great mount of time which

would be required to cover the entire field, the working group

confined it more detailed inq'airy to tne requirements area, r'-

v-isioni.rg, r,8 peni s p nez mo.i za..i.on., 9qx special program require-

ments, We knew that witbln these subjects Lxe many problem areas

inportant from the st-Rndponts of supply support and econory. We

also visuaAIzed that, after the supply Management Review Program is

established, other review areas could be added reflecting more current

subject matter priortties and manpower. iestionrqdres in each of

these requirement eareas were develo-oed1 for the use of the working

group members in obtaining comparable information from different ICPs,

Attachment E lists the 1!7Ps visited by the vorking group and includes

exwarples of the g).iiiLince provided them in advance of the visits to
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insuzv uniforxity of coerage nd the avaslability of indivi duals quai-

fled to d&Lcues the subject matter.

A special point ws made to give TIplr -overage to internal audit

operations in tbe field of supply management. (The reasons for the

particular interest in this area are discussed in detail in Section

II C. ) In mid-July one *ember of the working group assumed res-ponsi-

bility for covering this subject on a full-time b~ais. Several

meetings of audit program personnel and Supply Management Review

Progrm working g-oup members were held to exaIne possible

relationships and working arrangements between the two programs

.ii



SXTICS II. VIEWS AD RCMCN.CTTDWNS

The discussion and reccmend ations in this ection of the report

are tied directly to the three tasks (quoted earlier end paraphrased

below) assigned the working group by th- April 15 memorandm:

1. Select supply management areas of major interest.

2. Develop guidance fo ;upply management reviews.

3. Present a blueprint for he Supply Management Review

Program organization and staffing.

Before dealing with there three topics, we want to offer some

preliminary comments on three related matters that have greatly

influenced our ideas about the Supply Management Review Program:

weaknesses in DoD guidance; independently developed, differing

Service/Agency policies; and a so-called "proliferation problem."

First, there is a great atortment of supply management problems

which have been knovni about and talked about for years - but which

scarcely have been addressed by DoD-wide policy guidance. Examples

could be cited at great length; to name just a few:

- Use of recurring and nonrecur'ing demand data.

- Techniques for forecasting dcmnnd.

- "Push" versus "pull" systems of activiLy

replenishment.

- Rules or stockage,/nonstockge of items at individual

locations.

- Policies for insurance item distribution.



- Criteria for items as reperables versus

nonreparables.

- Frequency of asset reports and scope of asset knowledge

- Lasis for establishing safety levels.

- Concepts and metods for measuxring supply effectiveness.

The? appear to have been a number of rmasons for the limited amount

of DoD-wide guidsnce in these and many other areas. Parhaps the foremost

reason is the small size of the OSD staff which deals with these and a

host of other matters in the supply management policy field. Anoher

influence has been a viewpoint held by scme that OSD supply management

policymakers shmild provide 'broad policy" and "keep out of operations."

With the more recent advent of centralized actions to create standard-

ized, procedural systems such as MIISTRIP, there has been increasing

recognItIon of the effectiveness of &ach uniform techniques.

Second, in the absence of comprehen-tve and specific DoD-wide %ply

management policy guidance, the Militb.y Services and DSA have developed

their o vn policies and procedures rather independently. While . ne

voluntary collaboration and consultation take place wmong the Service/

Agency staffs, policies and procedures difcr considerably frcm one

-,v to the next, Some woald justif" .hese differences by

the differences in organization and missions of the Services and DIXA.

Further, some contend that independence and compeition in the creation

of supply management po icies and procecbia :6 stimulate inttiative and

produce the most effective management rules.

6



There are, brever, o i nlties in the individual Service/Agency

policy end procedure lmveljoWt.

- Repetitive Servtce/Agecy actions in interpret'i/izplementing

nonwpecific DoD-wide gvLiaunc.

Redundant investaent of Service/Agency manpower to design c~nly

needed policies and procedures in the abL .nce of DoD-wide guidance.

- Soe fostering of a "not !n1vented here" attitude, thereby

inhibiting use of more advanced techaiques developed by others.

- Sce difficulties in interervice cmeunication concerning

innovations, due to organizational Peparation of +I- Service/Agency policy

and procedure designers in the different agencies.

- Use of unique Service/Agency terms and definitions, adding to

difficulty in comnicating and understanding.

- Resultant wiltiplicaion of the number of policies and procedures

in eW  ritence to cover the g. ien number of common supply management functions,

thereby Rultiplying the difficulty in comprehending, evaluating and up-

grading existing systexts DoD-wide.

- Resultant criticism, particularly by OSD and BoB representatives

during budget reviews, of individual Service/Agency supply management

policies -hich have be-n created in the absence of DoD-wide guidance.

Counter to the vlewpoint favoring independent Service/Agency poliry

and procedure development, it canbe noted that, despite differences in

organizations and missions, the Services have trmendous comnality in

the range of supply functions they mist carry out, the types of supply

policies and procedures they require, and the supply management problems

7,



they mst face and attempt to solve. Out of a much greater number of

examples, commor tasks/problems for most DoD ICPs are those cited

previously and others, such as:

- Computation of budget requirements.

- Provisioning buy decisions.

- Supply levels and techniques for their establishment.

- Policies for replenislment stockage.

- Rules for redistribution versus buy.

- Criteria for economic retention.

The penalties of individual Service/Agency actions discussed

earlier would be largely avoided by the deve? rpuent of more uniform

and more specific supply managertent policies applicable DoD-wide.

The latter is an objective reflected in the words of the Assistant

Secretary of Lefense in the April 15 memorandm: "I look to the

Supply Manageu,ient Review Program for -,- appraisal of problems in the

supply m nagemert policy axea and to serve as an important input

source for more wu form DoD-wide ,1pply policy in the major problem

areas.

Third, in the course of the %orking group'b meetings with

Service and DGA personnel, there was one ccsplaint voiced con--

sistently and strongly. We have come to call it the "proliferation

probl-em." It wan said that too manV individuals and offices launch

programs and projects independent y, each intended to imorone some fTunc-

tion or process, each with deadlines t.nd a sense of high priority, most

without seffficient regard to rezou-(-s to do the lob, and many ithout



sufficient coordination . . . with the result that varying degrees of

overo and, in some cases, contradictions are built in. The finger

was pointed at OBD offices in this complaint, but it was grant-.d that

the agencies below OSD contribute to the proliferation problz y' a

similar approach to agency-initiated programs and projects which was

weak in planning and scheduling to insure coordinated efforL. We

believe that much f what is uritten in the preceding paragraphs

clearly and directly lates to the proliferation problem. With

DoD-wide guidance frequently either very general or absent for many

of the specific supply management functionsand vit. t1w Services

and DIA fairly independently crrAting needed specific policies and

procedures, it is exceedingly difficult to symchronize new improve-

ment actions with the constantly changizg, diverse Bervice/Agency

supply management systems. Aside fim such faults as insufficient

planning and inadequate coordination siacmg staff offices, which may

have contributed to the proliferation problem, clearly the past

Service/Agency approach in independectl, creating needed supply

policies, procedures, AD? systems rnd techniques, etc., has created

a complex DoD-vide supply managea.nt envirorment in which prolifera-

tion is difficult to avoid. _. kersely, if the Services and DBA

were all "singing f the s~me sheet of msic" vberever uniformity

is feasible, proliferation would be easier to control. In addition,

as policy and procedural Improveyments are conceived anyrtere in the

Department of Defense, their assimilation on a relatively concurrent

basis by all concerned would be simplified.

9



T :I three related matters just discussed: weaknesses in DoD

guidance; independently developed, diffcring Service/Agercy policies;

and the "proliferation problem" were of suf! cient importance to

nave an effect upon the approach to and accomplishment of the t :ree

principal tasks assigned the working group. TI-?hse tasks - selecti:n-

supply management areas of major interest, d&veloping gnidance foir

supply man-agement reviews, and presentirn a bluepriiL fco- t.e $xc

Management Review Program organization a-d staffing - arc addressed

in the following subsections.



I

A. Suply " mntAreas of Malor IntereL.

The votking group has identi'Pted and described - number of significant

supply management problem areas. T--se are presented in Attachnt F.

The selection of these areas was based on the knowledge of the members

of the group and on the information and advice which we received in the

course of our headquarters and ICP visits. Several explanatory cmnts

about tnese reported problem areas are iv order.

First, the mattern .escribed and discussed in Attachment F are not

represented as being newly discovered problems. On the contrary, most

if not all of them have been long-recognized and long-dlscussed by

muppl- specialists throughout the Depa&rtnt of Defense. That is a

key point: these are not new problems. Their solution has long re-

quired mnch sound work to create improved, uniform DoD-wide guidance,

takizg full advantage ol individual Service/Agency progress. To

date, there h~s not been a 3ufficiently intense proroa to make

substantial headvsy in this work.

,econd, because of the small size of the wrking group and the

short time which was available for problem identification, our approach

was to c-)ncentrate on supply management problems in the area of reqaire-

mente. This area vas regarded by the working group as haring obvious

future pay-off potential because of the clear readiness and e'onomy

implications of any waknesees in the requirement procese. The problem

areas presented in Attachnt F reflect our special focus or. require-

ments topics nd, in addition, coverage of ot&er important topics such

as ¢otegorization of items for marMewnt p rposes and supply effective-

nets measurement and analysis. Truoe who will direct wd bta.f the

21



recommended Permanent Supply Management Review Frogram orgnization

within OASD(I&L) will have the responsibility to expand upon our

problem area selections.

Third, the problem area presentations in Attachment F in some

cases include suggestions concerning the direction for improvement

but in no case include firm recommendations for problem solution.

Many of tte problem areas presented are extremely complex and,

partly for that reason, are problems of long standing. The solution

of the individual problems we have presented demands concentrated

technical specialization and attention.

A difficult, self- .iposed task was the selection of a few supply

management problems, out of the many presentCed in Attachment F, which

should be given the highest priority for -uture detailed review and

policy development. We were concerned that, if we recomm-nded problems

which we considered the most important as the first order of business,

these problems could prove so formidable, and their resolution take so

long, that no early benefits from this program could be anticipated.

Coupled with this was the recognition that the program recommended

will certainly require a "shakedown" period for the personnel involved

and the techniques and organizational relationships to be eminloyed.

However, we feel that two of the identified problem areas, while po-

tentially controversial and of long standing, are of sucn a basic

nature that the development of needed DoD policies in other identified

problem areas Is, in large measure, dependent upon their resclution.

12



II

f yve were, therefore, reluctant to dismiss these as the first order of

business for the Supply Management Rev. 4 Program even though early

resolution camuot be foreseen.

For these reasons the working group concludes that the initial

review and policy development efforts of the program should be

directed toward one of the twn nroblem ar-eas se.Lected as basic to

future progress in DOD sun. 4 managexLnt improvement. These

subjects are "Categorization of Items for Manaxgcment Purposes" and

"Supply Effectiveness Measurement and Analysis.'! We further conclude

that concurrent efforts should be directed toward other, less complex

problem areas, to the extent permitted by availability of mwanpower

resources initially allocated to the program. After resolution of

the first basic problem area, or wher the availab of sufficient

manpcwer permits, efforts can be directed to the second basic problem

area,

It is, therefore, reccmwended that the first order of busines, ;I

the Supply Managemeit Review Program be 'he subject "Categorization of

Items for Management Purposes," which deals with the grouping of items

for the application of diffeent management methods and itenslty.

Supply mazWament practices which arf !in:e1 t; .tem ... •e:oc

include' v~riations in management .nte, t:t,, (freequency and method of

stock contr.ol studies, manage.ent level and intensity ,.-f requirement

reviews, etc.); selectioyn, frequency and method of rrpo. i data foi"

perforance evliat ot s" ,aIi . .ollcy; i st: Ibut ngn piiy; k.n

echeon s fo wIch asset ,Cfc-mtatlo" is avaib le ccntUily, invrntory



f r-qu-,.ncy and quaElty, selection of items for mobilisation stockage;

collection, purification and uSe of factors used in the development

of levelS3 etc,

The management categorization of items is seen as the key patterrn

~h&1enables: understardable cormmuni cation betw.een headquarters and

1CPs, and among OSD and the Dk:D componerts, regarding different ty-pes

of items; common application of supply management improvements wh1-ich

&re tailored to aifferent item groupings; and development and

analysis of statistical datla presanted i-n understemdable incrcem ents

refecingd~~erntite tpes. There is very little DD policy in

this area end, while all DoD components apply itemn categorization

techniques, t-heir appr-oaches var-y widely.

"S-apply Effectiveness Measurement and Analysis," deal-'kg vith

the evaluation of supply supportL of the operating forces and its cost,

lia been selected LOy the -working .roup as the second basic problem for

action by thd3 aapply Manageme~t Review F_-ograrn, Supply effectivenescs

is now being measured by a variety of yardsticks against stan'dards

wh~ich vary from one organizatioan to the next and which are little more

than arbitrary goals. The considerations of cost to attain a particular

level of performance are usually restrict-ed to those imrposed constraints

"! ul'-et limitat-i ol); "110 1_ipownrc~I;ncW c dil rfforcrices in

-lp a p I&, LI.1 'c V'I: ,1 1 ( 1 m~ ' fend all~

all. management levels to conpare ICP perfonnance, or to relEte op(,-ating

-s ,,F, in terms of manpower, space, inventory, etc., to support of the

forces. Development of DoD supply effectiveness measu-rement. policy



will facilitate >cae determination of problem areas, enable as-es-- ent

of cost and degree Q± L:4rovement resulting frm new policy guidance,

and. permit the performance measurement of &:l ICTs against co n

objectives.

A number of other problems, wich are less complex than those dis-

cussed above and are susceptible to earlier resolution, merit high

priority review attention. It is recommended that indivldnal review

efforts adfdress the following problem areas concurrently with the

reviews previously proposed:

;SysTem !*uirew-nts for 1prale Items.

This smubject represents a grouping of functional problems, all

relating to reparable type items, which are described within those pre-

sentations in Attachment F dealing with various requirement input factors

aid levels, In recaimending review work initially on only the portions

of these functional problems relating to renarable items, the working

group is influ nced by the relative complexity of reparable item

requirement computations, the lack of DoD guidance in t',is area,

and the wubstantial xm.unt of funds expended in acquiring reparable

itemas. Our observations and review of past studies indicate that

reparable items represent about 75% of DoD inventory investment in

secondary items, about 70T% of the investment in authorized provisioning

programs. and about 30$ of replenishment investment programs. The

lack of DoD policy, leading to widely dissimilar levels among item

managers, poses major problems in interservice comparison and the

equitable allocation of resources.
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The working group recammends that, to insure contimig pr-,gress in

policy development, this grouping of problems should be broken down amd

reviewed in a o-edetermined sequence. The first efforts should be

directed to the 6ystem reparable item suppl y level requirements. Upon

detemination of supply. level requirement policy, input factors recquired

for computation of these levels should be identified and addressed.

Within supply levels, ve believe that repair cycle levels, repre-

senting the major portion of reparable item reqi-rements, should be

treated as first priority. Following this, or concurrently to the extent

practicable, reparable item procurewent lead time, operating and safety

levels should be addressed. Observations of some present practices in

the establishment of opermcing level and lead time level requirements

for reparable items indicate a need for early attention in these areas.

Safety levels should be addressed last, since other requirement levels

. effect or provide -the basis for safety levels.

In the process of deterndming DoD policy for supply level require-

ments for reparable items, and tecnniques for arrivirS at these

requiremnnts, all input factors needed wol'i.d be identified. The

second part of this review and policy development effort should

address input factors required, standard factor designations and

definitions, and factor collectiou. measurement and forecasting

techniques.

Add:tive 2 Levels Established ri heProvsionip,8 Process

Additive supply levels for this purpose are defined as all levls

established during the provisioning process which are in addition to

system operating, safety, procurement lead !rw and reo)iir cycle levels.

16



Addit re levels include initial equipping req>Z. zments, initial

transportation pipeline levels, "negotiated" di.stribution requirements

of fiele activities, and mazi others.

Fre observations of the working grroxp, additive levels, as defined,

constitute from 10% to over 50% of investment as a resW t of provisioning

requirement determinations. An average of about 43% was noted. This

depth of adOtive levels is, in part, precl-,ated on a variety of policies,

hiethods., cc nstraints or lack of constraints for the wide distribution of

new itemnz DoD gi,.daice in this area is limite .

Approved investment programs for Fr 1965 and FY 1966 in secondary

itcmn included over $500 million for initial provisioning each year.

Therefore, it is julged that frcm $200 to $250 million is being invested

in these levels each year with no uniform guidance, methods, or means of

comparability toward equitable allocation of resources.

Mobilization Reserve Re%!Irements

Among the problem areas presented in Attachment F, are a number

relating to mobii7.ation requirements. It is self-evident that ill-

conceived mobilization requirements adversely affect supply readiness

and economical investment of dollar resources in materiel inventories.

Difficulties and weaknesses in the determination of mobilization

rzquirementG have been reported frequently by others. Must recently,

the OASD(I&L) report entitled "Progressive Refinement of Integrated

Supply Management" (PRISM) of March 1965 criticized several aspects of

mobilization requirementc utanagement aid offered recomendations for

improv-ment. Earlier, there was QASD(I&L) staff conct- s subject

ares, and planning was begun for a project to review the mobilization
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requirements area, more fully examine shortcomings, and prepare Improved

guidance. The OASD(I&L) staff interest was in part stimlated by gn

even earlier attack on the validity of mobilization requirements by

budget exminers, with their criticim-s and budget cuts expressed

in Subject Issue documents. This history i re-flected and reinrfored

by our findings of veanessea in this area,

Three problems in the mobilization reqirements area, described

here briefly and in greater detail in Attachment F, axe nominateo.

for early review attention:

Item Selection. Lack of reasonable comparability among the

Ser% zes in the selection of items for mobilization resenre stockage

and inadequacy of the basic document ("'oD Instruction ?005.5) wich

offers guidance for the process of iteu. selecticn have been criticized

before, and are addressed In the PRISM Report, Wbile that report arcd

the planme' OAD(I&L) project in the mobilizatior. reqxirements area

both ain for improvements in Itemn selection, no extensi.ve work is

currently under way. Because it,-?u selection is the 1,.Iti&i. step and

a findwental one in buliidtr it-mr mnob '1,, ,on wq'irnerrts, w,

recomend i+ 1x the first mobi]ization requirements topic' to be the

3libject of careful review attention and irpr!ved guid-ance. Whether

this subject should be exsnined as a project under the Suppily MPan1ge-

rient Review Program 0il depend.at thp tirie of de-ision? irpon the

progress and plans resulting f-Tr the PRI'W Report and the (LASD(I&L)

ruect on the seae s..bject.
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Requirement Factors and Com-putation Techni e s. The disparity

niong ICPs in factors and techniques used to produce gross mobilization

requirements, the lack of a sound rationale for m factor vaenas used,

and the lack of refinement of certain ccuputation methods all contribute

strongly to the prevailing lack of confidence in Service expressions

of mobilization requirements. Ccaplementing the necessary clean-up

in the area of item selection. the developmer- and use of logical

factors and methods for ccoptating gross mobilization requirements are

reccmended as the second reviev topic in the mobilization requirements

area.

Aplication of Assets. This subject relates to the reduction

of gross mobilization requirements by takilg into consideration assets

anticipated to be available on or after M-day. As described in

Attachnent F, the concepts found among the ICPs vary frcm (1) applying

no assets whatever to offset gross mobilization requirements to (2)

applying all of the assets which it is assxmed will bc available on or

after !-day. The tendency, without firm guidance on the subject, is

to overastate net requirements due to inadequate asset application.

Further investigation and development of improved DoD-wide guidance

with respect to asset application is the third mobilization requirements

area ncuinated for early attention.

The relative priorites of the renaining problem areas described in

Attacbment F should be determined by the SzppJy Wanagement Review

ProgrM staff, based on circumstances prevailing at the time of decision.
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B. Rtenew Ouiamnce

r In developing and recomending guidance suitable for supply manage-

ment reviews, the vorking group took particndar note of the type of

revis conducted by the Procuremet mwnagament pevliew progrem md

the type of guidance that progrum hus hmpLayed. Xn the twwb yourw

or two. partiul[ry. prouremnt revievs ieere carried out activity

by activity (inventory control points and otber pormetactivities),

each review covering in a standardized 1mW the full range of functional

arTas (source selection, pricing,. etc.). A review guide, in the form.

of a detailed. 210 page Procurement MaaeetReview Manual, vase

iiritien and employed to prcimote usprehenaive and uniLform coverage of

allpecurmet auagement functions at each activity reviewed.

It is evident that such u1 ti -function reviews conducted on an

j activity,.tpwsatiLvity basic vould not bqt vell suited to the prime OUPP3.7

e, al.en Review Progre goal of contributing to improved ThD-iide,

aply mnaemt policies. policies usually concern functional areas-

eqIreMeMnts determination, distribution, long supply retention, etc.

If a multi-function approach to condzcting review vwus used as the

input source for policy ="-ro uts in such functional areas, two

or three years vo=td be required to review Just the major inventorY

courol points. (The Prcrbn Mngmn Review Program, required

about toyears to ieview the major proc-urinnt activities.) AF the

end of that time, Sam of the iNtion relating to the first ICPs

reviewed vmud be obsolete becase of changs made in the interim.

If a Muzti -function review approach V Jused., the suppy ing n

reviewers vould inevitebky make repetitive findings at One acetivity

21

Preceding Page Blank



after another concerning chronic, long-Present sqzgp3.y management prb-

low for which supply mannagement policy either does nort exi~st or is

not sufficiently specific.* Stch weaknegses have been t..Lred often

before in connection with all of the functional areas aAd problems

ac*ioned at the beginning of this Section and =M more. While

review of such vide scope vould ndutel re-idexrtify a whole

boot of fmiJliar problas, this approach does not offer the focus

atl the depth needed to contribute effectively to the policy sola-

tims of the problem.

We conc3.udeil therefore that it would, be necessary for each

rev~ew to be functional (one problem, area) as a basis for develop-

Ing Iplicy statmwnts. Yurther, we see it necessary that each

revier be ccuprised of concurrent reviev Ieforts in all of the

DoD cwonents to vhich the review topic ts qplicable, first to

insur thant policy sftatemnts developed and remeuded have DoD-

wide splication,. and second to have owdmun opportunitY to

consider and take advantage of progress made by the individual

ege.

Each fimctional review ould be facilitated by a work plan

which definis and describes the problem area,, states the objectives

of the reviwv, and provides practical and detailed instrtictions for

carrying cut the review. This aterial should be prepared on a

current basis shortly before cimncing the review to reflect the

mo~st timely knowledge of policies, practices. and reports of

difficultie in each subject matter area. Uspeciafl3, when the
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review ane to be undertaken tbroughi collaboration of mrpply specialists

and internal auditors, an discussed in the next part of thiLs Section,

the review Instruations sheuld be acuprebensive and detailed iLn ordor

to =nke avaLjable to the auditors the knowl.edge and advice of mzppl~y

NOWnt specialists,

It In therefore recmuended, in carrying Out tUs BuPP3Y MAngement

eiew Pmgpm: (3.) that the review be of the functional. type9 A

deacribet above; (2) that, at the tim of each review, current and

detailed review *1±dauce be prepared including Problek' description,

review cbJee e., ant review procedures; and (3) that, for review

to be com&lcted by audit personne'., the review guidance be a product

of collaboration betveen WAS(I&L) and OASD(Cctp), qs provided in

the proposed DoD Directive (Attachment G).
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C. Orffanization oad Staffin

For reasons stated earlier, it is apparent that the organization

responsible for the Suaply IManaggmnt Resview Program mt have the

caipbility of oordinating a conectin frUma3. reyievos of comex
~mi~ inagaentprob3as concurrently in all. the Services and 1MB&,

mnalyzing findings, and setting forth revnatosit respect to

Improved MDD.vide supp~y menegmt policy. A primary sam of the

voiking grupwa to devise an organizational arsVbetwich would

accomplish the object~ves of the program with minimm duplication of

existing review orgaizations a review Impact on operating

activitie

Becase of the need to condhlt functiona review on a BoD-wide

basis, as discussd earlier, and becaus, of the cxzplewdty of most Of

the problen areas to be examined, extetnsive central plannin a nd

coordination will be necesssry. Such tasks as selecting problus areas

to be reviewed., salcating review resoures, scheduling concurrent

review efforts on a given functiona subject throughout the DOD# and

intgraingthe iork of individual review groups demand organization

W.1 control at the WD level.

Several titernatives for the organization end staffing of the Sqpply

Manaeret Bviev Prvgrem vere considered. Those varied from assigning

responsibility for this progrem. in its entirety to existinmg organiza-

tiona cCCeOnent throughout the Department of Defense to creating a

completelv =ew organizational structure for this purpose.

One alternative co-Asidered is the assignmt of reSPOnibility for

coordinating and conducting the necessary reVIews to existing. supp17
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Nritwent "oPonents of the Militar7 Dpartments and OSD. There are,

in ft,, various gi'Ops conducting reviews of certain segents of 3tpply

1.%aement in conection with the review of requirement determinations,

iustfication of budgets, and in the conduct of other sxpupyv management

flanctions (ie ystem design, planvIing., etc.). Several advantages can

be seen in this alternative . It would avoid significant reorganization,

related delay, and substantial additional cost. This alternative, how-

ever, is not considered at all feasible becemse existing supply manage-

ment organizations are alremly bard-pressed to carry out their current

tasks. It was concluded that the objectives of the Supply Management

Review Progran would not be attained because resources to carry out the

ns-cessary reviews vould likely be di"erted to deal with day-to-day

cmperating problems.

A completely new organization throughout the Department of Defense,

stafted by supply specialists, to conduct the Supply Management Review

Progrim was considered as another alternative. This course can be

infered frcm the "Defense Procurement Management Small Pu±nhase Review"

report "&ich recw'ended the Supply Management Review Program be estab-

lished. %long the lines of the Procurement Management Review Progrmi."

A sumary here of the organization and operations of that program

might be useful.

The Procurnt Management Review Program organization consists of

a division ix OD and review organizations in eae!h of the Milita

Departsents and WBA. There are 43 people directly concerned with the

program, including eight analysts at the OSD level. Procurement
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management review teams may be either DoD (joint service) teams for

DoD reviews, or service teams for review of service organizations.

Normally the joint teams consist of seven or eight members. Service

teams of four or five analysts each spend from four to six weeks at

a major p~rchasing activity.

The objectives of the Procurement Management Review Program require

that the operations of procurement organizations be reviewed to assist

in improving their procurement efficiency and effectiveness. The

principal technique which has been employed is to review the perform-

ance of procurement functions on an activity basis.

The working group concluded, however, that creating a new supply

management review organization comparable to that of the Procurement

Management Review Program would not be the most desirable alternative.

The major factors which influenced this judgment are (1) recognition

of the size of the supply management review task and (2) the objective

of minimizing duplication of existing review efforts:

a. Task size

It is significant that there is a vast array of supply

management problem areas for which there is inadequate DoD policy

guidance. This is illustrated by the presentations in Attachment F,

which are by no means all-inclusive. (In contrast, the Armed Services

Procurement Regulation provides comprehensive guidance in the procure-

ment area.)

In addition to there being a great number of supply

management problem areas, many of them are extremely complex. This
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is aricuary true of some of the most important areas to be &Adxessed,

including those top priority problem areas discussed in the first part

of this section. It can be foreseen that red,-ev of such problems and

ievelo~uent of policy reccmendations may be extrezely time-constming,

and that a sizable staff would be required to make zu-ch headway &,gairnst

the large number of problem areas to be attacked.

It should be noted that a 70-man staff had originally beer

reccmended for the F-Locuxement, ianageinent Review Program, and that

that progmsi now operates with a staff of 4'). In vies' of the greater

size and coplexity of the supply management review task (an opinlo.

which seme procurement management reviev personnel share), a new

organization created to do -this job would theoreticalUy require a

much larger staff thart that used fo procurement management review.

We cannot offer a "correct"' figure; for all. practical purposes, the

size ane compllexity of the 'cask creates an ixrieasurable large workloa3

for any mwqJ32 size staff. On the other hand, it is 'the view of the

working group that it would be difficult to sell t1he idea of creating

a new;, large organization and to obtain the ; ecessary manpower ceilinig

increase, especially in the face of existing investment in review

manpower by other review organizations.-

b. Dupi§cation of review effort

The secund major factor influencing the working group

against recommending a new, self-sufficient organization, comparable

to the Procurement Management Review Program organization, was the

possible extent of duplication -f other revir organizations, partic-.

ularly internal audit, in terms of review effort and impaot on



activities reviewed. uTco working, group was advised of the mounting

concern by the Services over the impact of review programs already in

exi s tence,

Sensitivity to duplication was evident in an OASD(I&L) staff

report of December 1961 which recommerided the creation of a procurement

review program. There it -was stated that the establishment of a competent

review program would enable "tne eliination of such denartmental audit

and inspector general activities as are currently operating in the area

of procurement review." This early aim, stated in the preliminary plan-

nirq report, was not included in toe ultimate specification of the objec-

tives and responsibilities of the Procurement Review Program, nor is it

currently considered a desirable goal. On the contrary, the work of

other review agencies, such as internal audit, is considered by

Procurement Management Review nersonnel to complement their own

activi ties.

Those responsible for internal audit have not reduced their

effort in the review of' procuremeriu functions. Procurement Management Re-

view personnel indicate that they review almost all audit iports but find

few whiich contribute to procurement review -orojects; however, it was noted

in dlsct ssing this aspect with audit personnel in tu.e N>eid , nte rnal

audit personnel make little reference to procurement rnw .agement review

re v-P. Tt was neld by audit personnel interviewed that, to validate

othe' functions at an activity, a review of prc 22re-t functi rs is

essential. The Assistant Secretary of Def'ense (Comptrollcr) or

September 10, 164h, issued a memorandum to th, Assis ,ai Se cre tar i s f'or

Firian cial Manaement of the Military i)eDart menls ard itir, Comnitrollc r oft tii .
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Defense Suipp Agency which required t-jat audit prgrams be amended to

2_n andit coverage of P-OQuxenent praettices and procedures.,

None of the foregoing is intended to disparage, in an sense,

the effectiveness of the Procurement Management Review Program. The

view of the Assstant Secretary concerning tuat nrogr~rn is clearly

eTreesed in hio; mmeorandum of Feb-adry 6. 1965 (Attacmrcnt A).

_rther, e number of favorable ccoents wre made to us by operating

persannel regardP, the effectiveness of the Procuement Management

Peview Progrun, The sol.e point here is that we should seek an organi-

zational structure and organizational. relationships for the SIT ly

Mnageument Review 1?rogr= which will minimize dwolication with other

review or audit programs, but take fl1l advantage of the resources and

proticts of those programs,

The organiztion nad staffing ktternt've selec-v-d by the working

LgIm4 as being mc z. - suitable for thf Srpply Managenent Revieew Program

has the following elements, dIsMe tn greater detail in the follow-

itig page a

t- A ma.11 rnev sta:f within Q".D(l&,) to anage the programn,

select review areas, advise all DOD components involved of review

plnis anu, objectives, handle arrangements with other organizations

participating in tI.s program, and conduct occasional reviews on a

selected case or exception basis,

b. 'The qtaff withi.n OASD(Comp) to do the planning and coordi-

nation werk necessary to enable ntprn.1 audit p,r-onne. of the Mili-

tary Depar ents and DCA to undertke stnip?2y management re-iews.
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c. The internal audit staffs of the Military Depv&ants and

DBA to carry out the major portion of the Bpply Maaaewent Review

Prq_4am field woik,

One important aftantage of thi:s altermAtive is that possible duli-

cation between supply managenent refieve and internal audits wuld be

minimized, also avoiding both duplicatiou in manpower resources and

the double Inct on operating personnel., This approach would pro-

vide the neceasry coordination of review effort DoD-wide and has

the potential of acquiring sufficient znpower to Liake substantial

inroads on the large nimber of supply management problem areas.

Audit oftices are already staffe., mininizing organizational' and

staffivi problems, and the progrm could be implemented at an early

date more effec.tively using such existing organizations. Amng the

factors sqzporting etplyment of audit resources to undertake the

majority of the supply management reviews are (1) the basic purpose

of internal audit, and (2) the extent to which audit agencies arm

already irvolved in the review of supply managemeut functions.

Te recentLy revised DoD Directive 7600.2, "Department of

Defense Audit Policies," August 19, 1965, stated: "The purpose of

internal auditing is to pmvide thoese responsible for mana ent at

el. leiels with an independent, objective, and constructive evaluation

of the effectiveness and efficiency with which manaerial rewponsi-

bilities (including fin cial, operational, and support activities)

are being carried oi.r. All organizational coponents and levels of

operations will be subject to independent and comprehenuive sudit



review an4 appraisal. rintarnz osdit activities will Include exmining

and appraising policies., systems, preceure., records and report.'

relating, io Vrogning, bafgetinS, accountigpzounm , pl,

financial or busive.ss trastactiouns of all kinds, end other operations

huying a Impact on the expenditure of funds, utilization of resources.,

ereffec-tive aeoou~liabusnt of managemn objectives." Auditors, under

this directiveo are 'required not only to report factis ascertainedq but

to make reaDatOM in connection therewith to a;pporiate le0"ls

Saafteaent '.

The AB(omtrofler) is responsible for audit policy which Is iMple-

mested tbrough the wadit agencies of the Military Departments and other

DOmD cauponets autborized to have wauit agencies. This includes

reaipoinibili~t for developing policies, plans, and proceftra. guidance

for internal audit, the coordination of audit matters within NeD and

with outside asencies,9 and dissemination Of Udit infomation within

OnD offices. One of the functions of OASD( CONp) is the coordination

of audits wIthin DOD whichL involve two or more of the Departnenta1

audit agencies. Aitbough the matit agencies of the Mlitary7 Depart-

ments and DUA determuine the areas to be sudited ad publish audit

w~Ach&l whoa effective audit coverage of a program or function

inlveg natters whbich extend across 4epartnent&i or organizational

beundaries, "assist audits" are arranged by oASD(C..p) vhere necessary.

fthasis has been placed on the audit of oupply management fwiotions

since the pablicution, of an OAD(Accounting and Audit) Mmaid Of

0O-taber 3, 1962, "hpanded Audit Coverage of &ipply Managemnt

Operations." Fior audit purposes, DoD instractiou T6600,1 "swnwy
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Report of Audit Operations," of July 1, 1964, defines "supply manag -

ment" as follows:

"This area reflect- the manaement and control of inventories

accounted for in supply systems from development of requirements until

they have been issued to a using organization . .. It includes

appropriate depot operations, inventory control, storage and issue

and requisitioning, transportation of things, logistic operations at

aerial and sea ports, functions performed by supply management offices

such as Inventor7 Control Points and Inventory Managers. 9ue of the

identifiable functions are: Military personal property inventories,

stock fand inventories and related accounting systems, vwrehousing,

air and sea cargo transportation facilities, stock balance and con-

sumption reporting systems and ccmputation of requirements ....

Excluded fr-c this area are maintenance and overhaul, pr-curement,

and contract administration."

As its title indicates, DoD injstIuction 7600 1 :alls for a s mutry

report of audit operations by the audit organizations of the DoD

com.,ponents. Pesulting data are tn lhtei t,e fol'lowing prge-
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INTERNAL AUDIi MANPOWKR ,2

(Direct Audit Effort Only)
For Year Ending June 30, 1965

Audit Percent of
Man-Years for Time for

Audit Supply Supply
Se rvice /Agency . an-Years Manm ement Manaezent

Army 533 170 32%

Navy 307 71 23%

Air Force 859 233 27%

DSA 4o 24 I DO

TOTAL 1739 498 2*

! Source--Preliminary Information Furnished by OASD(Copp)
- (Accounting & Audit Policy)

Under the expanded audit coverage .f supply mana.emer', there is

considerable manpower devoted to rev ew of ICP f)nctions. The data

on the following page relate t- the ICPs v sited by the working

group



AUDIT MAkiPOWM1 ATr ICPS

Ax..ma1 Allocatiton
Auditors in of Man-Years Estimated

I P Residence for S222Z Mamgement

AMN( 171/ 16

SAAMA 26 14

DGSC N/Av)-' N/Av.

I3PSC N/AV.l kl N/A,.

E .25 N/Av.3i 20-22 (Est.)

WSA hiAv. j NiAv.

lj Billets were approved to expand tkis office to 22 members.

2/ Plans were underway to expand this office to 7 members.

,/ Served by regional/area offices; man-year data not readily
available.

1/ DPSC served by PbleAdelphia office of DGA Eastern Regional
Office. Thirty tw members are located in Philadelphia
branch.

/ ecial visit by one member of wor-ing group.

2/ WSA served by NAAO Philadelphia which has had 38 members in
the Philadelphia/Mechanicsburg area.

Thre is a trend of internal audit toya-d the more ccmprehenuive

type of review. Examples of such ulidits are the recent audit on

evaluation of the prograza for interservicing of ioeto within DoD

and one currently being conducted to improve the Military Assiutance

Progrma. Such exnmirations a.e scmevhat ccupAmrable to the ccmplex,

functio:LU ivlews envisioned as being mandatory in the Surpply



~iasemen: Rv-~e ?rgr~. 1X~ccap 3he31 vre vidits are conduicted on

a fftx & cat-lra.i) basis t~d on an Lat.egrated (vf±i) bass. Bt

types oil audats, bowver, are det-aL~ed exa=iat7',,ms of ;-t(a cznlex

probem. The degree of c(mplexit can ptcrbaps oe i llustratICd by tY-

&ILLcation of resovLrcea to e n. of Thca,- -udJits, m- ThoIwn below:

kncxm)es 01' Recent Cc*mpreaernsive Audits
in Vaxious Areas of Suiy L, r&eent

k 1imei Fcq-Ured) "anvt~ stci___

ARYY NIKE-He -',ales Au-i-t LQsS
(6/64 - 36k Aw Depots

4 Dirc Ds t x-icts
2 Hdqtrs. Offices
6, At dqtl S.

3C.L&-3 6 T Ist&llathons

4 usA2'Jrh

C,{ Q - w ,- P1.u

S~ippl~v Sy te= Reqponsive-
ness to FI(cc , Requizrinents 5if Conters
fo~r Ships AsseiaIes &

ReIrParts th-

orcri Auai C
'I

- Not C 'e) Slce

:XSA ateri&I Re-tius Aud-it 72 ." XA NJT-s '>-Pts DI

ANav-.,

VV



A conceirable disadvantage of the selected organizationl& and

rtaffing rmroach, vith its heavy reliance on audit manpower to con-

duct supply z aaagement review, centers around the aecessary division

of respoasibility, and possible disagreements, bet-een OASI&i) and

OQD(Ccup). The ASD(I&L) wouad not have as great a degree of control

over the Supply Management Revie-, Progra as would be possible if all

:rsonnel required for the progrnm were assigned bis office.

ASD(I&L) hes functional responsibility for supply manageeent and

logically should ha,e control and di- -tion of the progrm. Iovever,

large-scale employment of audit resouirces for the Supply Managnt

& -iew Program will require ASD(I&L) to share progr= responsbilities

with ASICa$c*!) who oversees the audit function.

Our proposal also mt, be Juidged as having a diuavantage from the

Comptroller viewpoint. We see the principal responsibility for select-

ing Supply M&zgement Review Program reviev are"s to be vested in

CAO(I&L), and the p-ncipal vehicle for undertaking these rviesv to

be the audit -encies. Under this arrraaFIent, auditors vill not be

free to select their own rev-iew areas, to the extent that they pe',ici-

pate in the Supply mManement Review Progrm. This restriction WkY be

difficu t for auditors to accept, particularly in the light of their

traiiitonal iidepeLLence based on .sAtutof jut!7ro-ty.

FinLlv, a third possible disadmatage in our reccmwrded approAch

relates to the uality of he _qulpply Kazagmert Reviev Progra audit

reports and the npobable extent to which supply manag nt personnel

will nate use of nuch rport6. The menbers of the vorkin gr'up, and

,7



some who have discusse-d this sufbject with us, recognize that the scope

and uspfVIness of past inten.&l audit reports have variedS conside-,lbly

We aftr-bute this, in somne '-eezure, to the freauent u-6e of activity-by-

activity (posts, Statiolns, ICPs, etc,) audits which have not dealIt in

sfficient concentration and depth with the supply management Problems

demanding attention. Audit P)ersoLinel strongly cormented to the vorking

group on a rizber of occasions that. in their view, supxply manaement

Qfficdalr seem tLo mak~e very little use of audit reports. Auditors

,wipl""ned that most of the supply management ob1'-ns and weaknesses

thcy observe and re,_p-rt are not new; that they- ,Rd observed and re-

ported them before but that apparently nothing had been done.

We feel that closer collaboration between supply end audit

personnel, called for under the r-comended organizational relation-

ship, ALI contribut- to improved and more useful audit results.

lpeiically, the role we have spell -tit for supply management

ptrs,_-iel - to select problem areas, i;et forth probL_.- descriptions

2._ review objectives, and participate in the development of detailled

guadance for the conduct of Supply Management Review Program reviews

by audit personnel -would inevitably make the review results more

useftl supply management officials.

Tn short, the working group does not consider t~at the severai

potentalJ disavantages of the recommended organizational alternative

cor, titute a serious tu-eat to relative effect iveness of the proposal.

The approach selected 'by the wo)rking group - reliance upon audit

manpover and capability to handle a large part of the lob - was



discussed iifformally in the -'at e stages . f ou.r study with 051? supply and

audit. officials. Without suggesting &. cc--Itaent which does not exist,

but only to indicate t.hat ',oe staff work in this area has been cdone,

me report that reactions to the plan were strikc~gl favorable.

t is therefore recommended:

a. That a small staff be established within OASD(I&1L) to xanage

the Supply Managemen+ Review Program, carryirng out the necessary

"u nctions, including the following:

1. Select the supply maunagement. problem areas to be mnoor-

porated in annual and longer range review programas, &nd establish

rev-iew topic priorities.

2. AdieteMltrDprents, DSA, and other Dot)

agencies, as appropriate, of such review plans and objectives for- developing

unif'ozn DoD-wide pclicies in specific supply management functional areas.

3. Arrange with other OSD organizations and other DoD

com~ponents for 7cheir pariicipation in the Supply Management Review Prcgram.

4. Develcip specific problem descriptions and review

objectliv'es.

5, Assist in the preparation of, or review, detail d

guidance for the conduct of individual reiews to be made by partici-

pating organizations.

6, Directly undertake reviews of selected supply management

areas where thma urgency of 0ASD(I&LI int.arzat or other special circum-

stances make the aS-4.gnment of such subjects to participating organi-

zations infeasi ,le.
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7. Obtain and a&ze report u3 and other required inf oi-Metion

fromi participating organizations.

8. In coordination vith other Ob1) organizations involved,

develop proposed IDD-vde policy guloaance indicated to be needed by

problez area Trvews and, whei-. appropriate, staff propkosals vith the

)ilitary Departrients, D)SA and other a~encies involved.

b. That OAS(C,3p) pa-rticipate in the Supply Management Review

prt-g by coordinating the audit effort necessary to accoanplish the

objectives of the prga and carrying out the necessaryi f'unc tions,

including thy, follovirg:

1. Make arrangements with QASD(I&L) concerning the extent

of Supply Marnagement Review Program pa~rt ic ipatio by audit personnel

throughout the Department of Defense; d- ect Military Departmnen~t

DSA audit participation; and, -when in~icated by chanig- :nl e rk. o--,

staffing, narge for adjustment in audit Tpr-ziptir.

~, ecrmend tc OA3I3 ',L) ra 1<~~p ~t~

3.Allocat dfes±hnated audit reso-urces to meet estaboJishCd

review programs,

4.* Deveic!- aur~.it guid.1ance for each review tc~lt- in

collaborat.ion ,q-Ath QALSD(X&L).

5. Assign. to audit agencies individnal or joint participation

in particular reviewvs, as appropriate, and coorditnate such audit efforts.

6. Obtain Ihmi participating audit agencies repor-ts A~il:.h

offer findings, evaluations and) whenever possib. e, recommendations

with respect to Do) -,,upply management policy.
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Provide to OAS(1liL), for eacn s1.p--iy ma.gmr area

reviwd aingle report wh.ich offers findir~ns, evluat o'- and." e~ee

possible, recommendations wiit- resE-ct to o-,-D S!Aprly manan emerlt ro-iiCv.

C. _-at the Militar- LDevartmnts an-d DSA natiist n te

Supply Manarnement y',eview '7ro,-rarn as follows:

1. Collab-orate withn OKS(Com-pt.rolEr) in estalis-,mr

arrangements for audit personnel- of tre 'Miitary: Departmqents and DC-A

to assist in thne Suzpl- Marnacement Fe -view Pronra. witn-ne CX 4S t

resouraces; undertake suhreview work; and report results, includinir,

reomendat4 ons for cia _7es in supply policy whenever possible, to

c! rn-mun stablishi and designat a point of' contact.I

-"i urcnwl*ruin tzue supoly management staff of each. Military

Department and DSA to be respontible for commrunication arid collaboration

witb, OASD(I&L,) on suchl matters as problem area identif~cation; selection

and priorities; guidarnce for conduct ,of reviews; and 'narticiioation in

reviews, on. a mlected case basis, by Dep-rtmenta2. and Agency supuly

management personnel,

A decision concerning the size of the staf'f sui table for tile recom-

mended new Supply Management Review organization in 0ASD(I&L) must be

ratner arbitrary; thiere i; a hiuge amount of' work to L~e done, leaving

it, a tiade-off between size of' stalit' arid lengthi of ti 4Me to make p, ogress

in this work. We are. convinced Lthat the range apd complexi ty Of suIPP2,v

manag7ement problems facig, such ani org-anlizati on and the ir Dayof~f

potential warrant a sign ,rficant. i nvest~ment in manpower reson rce..



Tere are hwever, recognizable constraints which tend to limit

huch a recamendation Chief among these is) -e believe, that

from a gracti~al viewpoint the proper approach is to attak I-ndi-

vidual, significant probie-s ir order of imtortance. While several

problem areas can be adiressed by separate reviews carried out in

the sae time frame, any attempt to extensively review and develop

better policy across a broad front in a single review effort would

be impractical and would not be successful. In addition, on a

long term basis, as the program progresses the range of problems

requiring policy improvements should decrease, For these reasons,

we recommend that a minimum staff of six su-pply specialists be

established in OASI(I&L) to start the program. As the program

proceeds, this staff could .,e expanded, if 'warranted, basQd on

increased availability of audit effort f-r :up.'-v management

revievws the necessity f,-r moro revievwc outsile :he p progranm

than are now foreseen, or -<he decision 'hat ben-f'+fs derived

could significantly increase bN s ih an %y.. sion_

The pJizenen ' :. thi.s n-, ,-rg-izai-.cn w-1..1 in OA Dh&t'- S

HtrongL y euggeted (I) by the nature cf the subject matter with

"4hich it will be engaged, and (2. by the need to keep this group

a separate entity% On the first point, we anticipate that the

great majority of +he matters c t.e dealt wIth under the Oapply

Mmngement Re,-ew Prgram wl. be 'within t: - assIgned span of

auth.rity and respcnsilbillty fhe etxihe t i Su p'ply ,anagement

Policy Directorate,. Virtully a.1l of the problem areas i-,

I Pr-d , Attachment F fai- .L -rc t'nis cstegory. On cI'- second



point, we see clearly that the &xpply Management Review Program must

'be managed by an organiztioual entity in which the personnel are not

routinely exposed to day-to-day calls to handle "fire drill" and

correspondence deadline-type work which would distract personnel from

carrying out the program. A separate division dealing exclusive.1y

with Supply Masnagement Review Program business appears to be a

requisite.

It is therefore recommended that the responsibility for directing

the Supply Management Review Program be assigned to a new division of

the SVpply Management Policy Directorate of OASD(I&L), to be staffed

with six supply specialists capable in analytical work with diversi-

fied experience in Defense supply ranagement,

One last comment and suggestlon relat 7' to the earlier recomen-

dation that OASD(CLUp) make arrangements with OASD(I&L) concerning

the extent of audit personnel participation in the Supply Management

Review Program. Sp indicated earlier, 1.,740 man years were devoted

co internal audit in FY 19 5. Of these, about 500 man years were

expended in the supply management area. There are a number of refaons,

two in particular , why it appears wise to schedule ini " ally a limited

portion of total audit manpower to this new program. Audit officiaaq

will continue to require that a substantial portion of the audit

manpower now working in the supply management area be available to

make audits at the tim-, at the place, and on subject matter inde-

pendently selected by auditors. We also foresee that some learning

time will be required to effectively exploit the working relationship

4 3



and procedures we have proposed between supply management and internal

audit. During this shakedown period, we anticipate that both the

new OASD( I&L) Supply Management Review ProgrsmA staff and the OASD)

(CamIp) staff coordinating audit participation will. d'velop increas-

ing capability to direct and manage the progran, enEaolin5 a later

build. ,xp of audit manpower which can be effectively employed. It

is therefore recmended that, In making c'rrangements for internal

audit participation in the Supply Management Review Program,

QAS(Gomp) give favorabie consideration to using for this purpose

1-T to one-thi4rd of the audit manpower previously devoted to work

in the supply management area, and that the employmem. )f this

level of audit manpower be phased1 in graduia~ly in the first one

to two years of Vie Supply Management Review Prograni.
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ASSISTANT SECRETARY OF DEFENSE
WASHINGTON, D.C. 203C1

ATITAC'.'L 4

February 6, 1965
INSTALLATIONS AND LO0JS"I

M)nIM FOR T[E ASSISTANT S3CRETARY OF THE AM (I&L)
THE ASSISTANT SECRMA OF THE NAVY
THE ASSISTA SCRUR OF THE AIR FORCE (M)
TEE DIRECTOr, DEFENSE SUPPLY AGENCY

SUBECT: Establisbwe t " a aply Management Review Program

In a report by zCr Procurement Review Staff c December, 1964 ent' tied
"Defense rocurement Managesaent Small Purchase Review, it is recca-
mended t zt this Office -stablish a Supply Management Review Program
along the linc. of the 'rocirement Management Review Program,

During thk first ': years abo fifty reviews of procurement
activiV a have bLe made. These activities obligate .2. ,t 80% of
Deferse proct ement, dolla.s, As a direct result of these reviews
and the ensu!fg recommendations, procurir",, organizatiori hbave elim-
inated dnrlicate -tfori and ;tremnlined procedures; ' duced
ftatnistrative ad-time and provided more time for the procurement
Tur' tion; redr-ed tm; .se o. cost-plus-fixed-fee cnnt-acts vA. im-
proved the r-lecti-n of ccntract type,,; broadened the use of com-
petitive prucurevw t; and impro., d pricing procedures.

I -n conviniced "-t ccmparable gains can be realized thnr-gh a
similar review mechaMn m I n the wrnply management area. Accor"'ngJy,
I .have decided to establish a fPulp1y Manageme it Review Program.
This prorm w .l b? Bur:rviasea by the Su~pJly Management 7oJ1cy
Directorate vithin tais Office.

I belteve it will be advantge .as to establ'-3h a working group, in
which you.- represontatives _ma participate to develop organizational
and operating pl. 3 and an Itine-ary for initial revi:ews. These
reviews, which we xpect t atch about April 15, Iq65, should Frve
as sound eperienc frcn which continuing review procedures mtr be
derived. The groi : w' _1 be headed by Mr. Walter B. Golcd.inger of this
Office. I would appreciatve receiving within forty-five days your
n)nmlnation uf one 'ndividual who can assist in establishirn, this new
progrM.

(Sigmed)

PAUL R. ICKATIUS
Assistant Secretary of Defense
(Installations and Logistics)
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A-TACUD T B

COMPOSITTON 01 THE WOW.cNG 3WROUt

The working group was chaired by Mr. Vtlter B. -jol,:ihnger, CAL-b

(I&L). The Service/Agency representatives cn the working group ver--

Mr. Henry M, Levin, Amy

Comiander Frank N W.r-,n EK' Navy

Mr. Wendell I' Allen, kr For c

Mr Wili rI ncm n , Maxzn- rq,

Mr. Tames R, &-e efense ,--Iy qency
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ASSISTANT SECRETARY OF DEFENSE
WASHINGTON, D.C. M30O1

A TAC(MT C

SR 1L5 Apr41 1965
'"IAUATIONS AND L06511C1

MRNIM) FOR THE ASSISTANT SECRgK.ARY OF THE AIR (I&L)
THE AS-91STAIVT SECRETAIU OF THE NAVY (I&L)
MME ASSISTANT SBCETA OF TE AIR FORCE (I&L)
THE DIRWMTP) Kn8ZM SUPPLY AC=CY

2flJXC: Supply Management Rheview, Program

Ir reference to My m aradu of February 6, 1965, a working group
hb been organized, under the project direction of Mr. Walter B.
GolL'inger, Staff Director of the Rlequirinents and Provisioning
Division, Directorate for azppily Managmnt Policy of vV offic-.
Service/agency representatives named to participate full-time gue:

Henry X. Levin, ArWy
Frank N. Worden, Cdr. SC, Navy
Wend-11 G. Alles, Air Force
Wiliam Francoise, Marine Corps
.Tmes H. a&mes, Defense Supply Agency

This gx~- v7111 work as a single body toward a ecarpletion date of
October '9. )65. Specialists in selected functionai areas ma,
frIN tibL to tlae be requsted ffrom the militaryv serrices mad DSA
to assi st ike group 1-n a adyisory ca~aity.

To ampi i.-r my February 6 meraucoa, I look to tihe fupply monegmnt
Review 1.. ,rm for A appraisal of problems in the suppl y swAftant
Ic'Itcy &r.4 and to serve as an important input source for mor*

ui -o ira Do -vide mrppty policy in the major problem arma. This
pr -- w is 4--tanded to pxride this office and echelons of manage-
M.nL within he departments and agencies (a) advice CO.rMn::g the
ratlve importance of existing suply probiemm, and (b) reconimend&-
tLona with retnect to the relative priorities for the'-- swolution

tbn, a cent.-x'dy organized drr'elopent effort.

I v. uii..li za that the 9apply Manaemnt Reviev Progrum vill ba"v a
ThD- -d~e perepec-L yev, a careful selectivity in the supply maeeef
aretic to- be- reviev*;, and a pronounced emnphais on policy improvements.
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Ir the latter respect, the -orogra should furnish a basis for ccz-
paring and 6,lecting the most effective policy/practices employed
.'y one or more of the agencies for use by siJ. agencies where appropri ate.
The - and ony other unique characteristiop of the Supply Management
Review Program -must be de¢eloped Aurther to miriLmize dupll it ion in
objectives and approach between this program and other ,rviev
efforts.

I will expect the working gozp, vith your &s8istance mnd advice, tc,

1. Select mipply management areas of major interest from the
standpoint of milJitary readiness and ecorximy, for the purpose of
future emphasis in stqpply mangement reviews.

2. Develop a standa rd guide wh-ich cites the ae" to be
covered by supply management revievs and which directs the conduct
of the reviews; and undert&ke pilot -iew to the extent necessary
to determine the adequac, of the review guidance.

3. Develop a DoD Dij'ective which will formaJLly establish the
Suppl Management Bevi.ev Progrm cite its purpose and s ope,
prescribe organizational arL u-ents ind relationships. and set
forth the responsibilities of the officef the S-creta-ry cf Defense,
the MiLita-y Departments wn, the Pkf;. - 0u~ppi .44ency.

I ,. order to insure that the- eff:ts of the orkdin group are criented
,owrd major areas of au-pi marge-ent n-terest it ia JslralU thait.

;'ior 'o visits to field intaL.lationa ', npet.n a are held witl al
least the department/agenc-y e cuic , ited 1elong:

Ar'~ - Office, Deputy Cielef of Ct!"f for I/ist~ c
Ary Materiel &and
9upply and Mainlveace :omaid

y- rea ui of Supp-ics and Acccunt6

Air v-rct - tcrat .-- ppiy & &c -. i e , UK. US"
He~Aarte Air Fore i~igti Ss FCd

ar-ine Co-ps - Headquaxters Marine Cores

DSA - Heaqurte-rs Defcnse Agl oency

Prior to theo meetir g, thc "orkIn .roup w-,l prv'de ar )utlirl
of topics to be coverd, an agenda and a acieduLe. &3oxdquent to
servicer/agency wetin~g discus3ed above, visits wild be made to



selected field installations where mqpp3y managment on a large scale
is performed. These activities via be selected after discussion
with service/agency headq~arters and vill be of sufficient numbers
to provide a thorough uestdigof the, difterences whicdh .exst
vithin and ngthe services.

I am comfldert 1he 8'augg l ngnn Review Progrus wil 1itify
aireas In vhich important Improvements can be made. By stimulating
more responsive mqnay~ support and addtional cost savings, this
work vill contribaite direct3.y and Indirectly to increased readines
of the operating forces.

All Deparbsent of Defense agnies involved are requeted to cooperate
fully in developing and ini-tiating this new Program.

(Signed Pawl R. Ignatius)
PAUL Be I(RAMUM

Assistant Secreta7 of Defens
(installations and Lagiitics)
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HEAZqUAfT "VISTIT 30CMMIE

Service/Agency headquarters visits wre made as follows:

Air Force April 26, 1965

Deterse Suiply Agency April 27, 1965

MNrine Corps Apxl 29, 1,965

Air Force Logis ics MV 4, 1965
C mand, Wright-Patterson
Air Force Base, Ohio

Army may 6, 1965

Navy m~q lo,, 1965
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I
AaTAL1IKENT E

ICP VISIT SCHEDULE AND GUIDANCE

iCP Inclusive Dates

Aviation Comiand May 24-28, 1965

St. Louis, Missouri

Ships Parts Control Center June 7-11, 1965
Navy
Mechanic sburg, Pennsylvania

Defense General Supply Center June 21-23, 1965
Defense Supply Agency
Richmond, Virginia

San Antonio Air Materiel Area June 28 - July L, 965
Air Force
San Antonio, Texas

Defense Personnel Supply Center July 6-8, 1965
Defense Supply Agency
Philadelphia, Pennsylvania

Marine Corps Supply Activity July 12-14, 1965
Marine Corps
Philadelphia, Pennsylvania

A copy of the type of gitidance prcvided to the ICPs prior -Lo

working group visits is contained in the following pages.
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Supply MWc F-owram

[~Cr Visit (, ,ance

1. Genera±L

The information contained in the foi.1ov-ng paragraphs and in
Attachment 2 is provided to seek stanJardlzaTion of coverage
during ICP visitE, proivde guidance and tmne for preparation,
lead to participation by individuals qualified to .iscuss
subjects in detail, and fc.-i the basis for presentations.

2. First Day - Supply ManagemenT Proolem Arelas

During earlier or-entatior visits in OSD anmi Sevi.ce and DSA
headquarters elements, stress ras p;.aced. or. problems .n supply
management. Thesc ,isuc :ois have glven the vlorkang Group some
understanding of the problems at thes ve It is now neces-
sary to (1) obtain CXP informatior regarding the scope and
importance of supply managemen problems at that level and (2)
learn of ICP's current or proposed problem iol-,ioris,

To accomplish this, it is aesirable that each ICP visited devote
all or a major portion of The first day of the visit to this
subject. Presentations or cdiscussions hohuld describe major ICP
problem areas, their rela-tire 3irtortance, their causes to the
extent Xnown, and proposed solutions rnere thinking nas progressed
to that point. To provide a h ter understanding of the types of
problem areas of in.rerezT .-r the Work'.ng Group, tne following are
mentioned as areas you ms v rgh to discuss: linutations of ADP
equipment or techniques, 'syE'ew" rcquirements versus higher
"distributior, requ:iemenrt, fs ity reQuirements i put data, diffi-
culty in selection Of items, for *.bciization reserve stockage, and
problems tn MAP support .dar.ce n-erre~at ion The foregning
are illstrative, far from aii-inc-,isare, and are not intended
to inrpiy any restriction of z,.r -Ct IP-0+atter. & eas to be con-
sidered .in ex daI.ning probieni ca n-e: lolude lack of policy
guidance, pciicy .unance ffipji! t.. interpret or implemenL,
time compression, tralnrin, cc.

In addition to c ..ctA-s ons lby voiur representatives and the Working
Group of the aspects of proiems -resentted by TCP personnel, the
Working Group vii!L bdso offvr for ,!.cussion areas mentioned as
problems by other organizqtm f- "'i.e Lurpooe of the latter dis-
cussion, wherc topics had ti,* been pz.esonted as problems at thb" ICP
being visited, will be to determae +hc lo'ai so,Ltion or the reason
the problem doe : not exi s.

2. Second Morning - Existing Review Frogramni

Since the purpose of tne working ':roup is to develop a Supply
Management RevLew Program, it is imrportu+ tpe group become aware
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Of all exioting review program$ including thnos& cndjcted through.on-site insection and tbose VUicli generate frVJM data accuinu1ation,presentation and snalysis. Devirtmentea/ ency review progrm
have been covered in a general WWy at the' headquexters level butit I s desirable to de&11 vith the subject itn consIdera)3y more detail
at the ICP :level.

It is requested -that *t'nis subject be opened by a preeventatiorl
covering reviLeva oeing mhde of the ICP by higher headquarters
and those which aire spif-imposed, This briefing should provide
&'Lail regarding the frequency; technique; preparation required,
such as generation of ADPE prInt-ciuta, file se~gregation, question-
neire completion, etc.~; and the composition of the group making
the reviev0 Special attentio'n should be giveni t-he results of
these reviews and the uses made of the review products with
emphasis on-problem areau highlighted and policy changes wh2ich
have resulted from these efforts.

3, Second Afternoon - Discussion of Slapply ?4anagem~'nt-

Certain are*as of supply managemnt are to be covered in more
detail as outlined in paragraph )A. It is not desired, however,
t) ~liit the subject matter of the orientation visit to those
specified in paragraph 4e During the second afternoon the
,Working Group should be am-:Ised of other areas or functions
,ich constitute a significant vark~cad at Itie ICP~. While
formal presentations are optional, it is desired that the, Work-
ing Grouzp meet with individuals qualified to discuss these areas
on an informal basis. Icamples., illustrative and not all-,
inclusive, of subjects which my be appropriate are ICP responsi-
bility for -technical data and cataLoguing, utilization and dia-
posal programe, organization and& resource planning, etc.

4. RunaInder of Visit - Working Level Orientation

The remainde~r of the visit will. be devoted to a study- of specific
areas of the IC? operstion The Working Group will divide into
three teams of two men each; these teams will simultaneously
obtain a detailed orientation in the policies,, procedures, formulas,
etc,, for fl) provisioning requirements, ( 2) replenisluent require-
ments, and (3)a, mobilization requirements, and b. special program
requiremente. Additional guidance vith respect to each of these
areas is contained in Attacbment 2,

During this phase of the orientation, it is planned to review the
methods involved vith the vorking level personnel at the ICP who
have the responsibility for performing thn'se operations. Since
the Working Group does not wish to divert t large number of
personnel from their reguleir work, it i.s suggested that a min-ram
number of individuals knowledgeable in the areas named serve as
focal poinrts for the discuasion and that other individuals be
called to participate as needed-
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Three meeting places suitable fP the. ocfA tdon ofr t4'r -VW
tens and the related ICP personnel wiL. be rxired. Since same ,f
the time will be rpent in a detailed review of #-rk sheets. et*.,
table space will be required.



Sup~j Mro~gaee't Pro hxgrn

uljAnca for Selectel ;r~ten"ation Ares

1. Greneral.

Detaile,! ore a 'll4 be An.ih in tVie rasbriefly outlined
in the following pr~.ra~hf. _'_n each area,, tVere will be interest
in reviewing iev" ~ Ie.?iL. lnlP s-XpD).y control studies,
progr=a da-.a eerA. da ~1*+, :=e ;2renea'( form'II&S. etc.

The ofitnt~c~.. b ' -ea if s fe'if -civatations " several
copies) rep~ese'attt±7 of pcClic~y gid&ace were salected in ;4-vance,
and all guliaice & Ac.: r~King ?pe. -ire for a detailed explora-
tion of the procesr sisazbe.~ -fr ret"srence. Ex-Aples chosen should
be indicativte of the ncrmal methols used. ag vell as acm to illustrate
deviationu frrm ~ -.e~~a t vcrld be most beneficial if the
individuais wc actuy m&!.e th'e ~ tciard./or are respons.-:ble
for I.he i temi 6L ipo~ -4. 1±.1be or isscn.

At the time of t.Ms cmreen7 rsa8te orientwton, requests Wa
be wvde for op_'es c-f p ~ape :# * ncliicing applicable regula-
tions, sireai''e* c ot-ier gzidance and working dcc'.uents.

Coerrge Of:

a. ?.TAz:- ' pro ,& _es for &.. elp-en L,' cf provisioning
reqirewzt~s, ir:zh &-Y a l &o'w.ces, operating levyel
(V.a/Igo e& at zve.cImoe.'xt ;l1A evel), safety ) YeL, pro-
c' ;2reent !ead time reV:r~et InW..a. overhe require-

b. Nt 2!n of rec.ureverts vith e&'-h of the foregoing
r'a rmeir e metg~ for cozr.-,u~b~e xmreparable items,

{ '.ra :~;~x ~ '~ ~a.e 'tM. Y otelf life items, etc.;

c. Distri~rticv .i et end/or- &-itribution. restrictions;

d. Pnjgraw -!- !,C ~.~ee~i i r ~n requiremnts,
XUCt ~ as e ..eaaTIic- PIPLIV.p' r conce-pt'& operational
plwisl RU,~ test and e'el~.o~rep-ortFk etc.

3.Replenistmert ReVidrTent8

Ccnmerage of:

a. CesiiJr of J.tAw anomagement, :ategories;
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b. Crite.ea/procedures for handling itms as "replenisment"
iLtAzs (Instead of "ZIEw" or "p-ovisioning" items).

c. Kinds/sizes/basix of s'p-P3. levels for various manage-
ment categories of replenisnt items;

d. Kn'vledge and control of assets, and use of asset data
(including validation tecbniques);

e. Knovledge and use of demand and other requirements input
data (including validation);

f. Deand forecasting techniques;

g. Requirement ccmputation tecbniques/forms/for.ulas, includ-
Ing basis for Judgment deviations frcz standard procedures;

h. Requirements ro' iev or audit policies/and procedures
(including 'post-avard review);

!.Stratifcation;

3. Budgeting.

11. * obiLization Reserve Requirements

Coverage of:

a. Pol icies, procedures and specific criteria used in select-

ing items fo- mobization reserve stockage;

b. Policies and procedures used in ccmputing mobilization
acquisition and retention levels, Including application of
peacetime on hand and on order asets to gross mobiLtza-
tion requirments; app1ication of assets via post-H Day
orders; and consideration of sbstitutes;

C. Criteria for categorizing mobilization requirements as

4prepositioned."

5. Special Prog r. Requirements

Coverage of:

a. Gidauce v..th respect to "non-recurring" prora or project

requizient s;

b. Tecbviqaes and metdolog ewPloyed in the determination of

these requirents;
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c. Control of assets -eoerrvei fr f ? a pr rec rm'ts
including phase-out of requArements as assets are iss;ed to
satisfy the requirement and canceilatlcz of rc -iiremen-s
when asset iLsues to saet.sfy the total requirement are
complete;

d, Controls to avoid using special progrwm requirement iss.es
as a factor in replenishment requirement dez.erminations;

e. Magnitude in terms cf frequency of establishing or re.
computing special pr-rr re irem.n nber of line
items; dol:.ar v&'Lje, -wrkoad in'.' bred.
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iA7 rAC1H4ENT I

This attachment contains "etailed &rclysis of the 19 problem

areas considered by the ,rorking group to be of sufficient importance

to be made a part of this report. These problems are not lis:er in

order of importance, except for the first two which concern basic

supply management matters considered fundamental to an orderly supply

manag-ment improvement program.

Each of the following problem presentations sets forth existing

DoD policy; describes the problem area, with special emphasis on the

differences in findings at the ICPs visited and the relationsbip

of weak or absent DoD policy to these vaiations; and offers the

working group's conclusions.

Ti1e problem areas discussed, in the order of thei: presentaticn

Page Number

Categorization of items for it-nageulent Purposes ....... 67

upplv F'..-ctveness Measurement and Analysis ......... - '

IP Asst KnIowledge and Control ....................... 87

Use Rate Factors Lnd D.--,,a:d Forecasting .............. 03

Procurement Lead 'iz-" F!tcrs ......................... 103

Input Factc-, Peculiar to Reparable :tem Reqirements
(Repair Cle Time, Repair Ratf arG Atrltion ate).1ll

Operating Levels ....... ... 110

S&fety Levels ...................... ......... n

Pron:rement Lead Pme 1 "vel ....... ............ l4



Page N~umber

Repair Cycle Lc-,,els ......... ..

Additi-ve Stock Levels Procured iit Provisioning. . ... . . 1' l

Criteria For Mig-ating Provisioned Item Assets
to Demand Maaeet-.... ........

Selection of Items -for Mobilization Reserves ..... ...... 6

MobL-ization Requirement Factors a-id Computation
Techniques. ....... .................................... 173

Application of Other Than ',.ar Reserve Stocks in the
Coput~tion of' Mobilization Reserve Materiel
Requirements ......................................... 177

Basis for Decisions Regarding Prepositioned Mobilizatim

Reserve Materiel Requirements ......... .................183

Balancing and Protecting Mobilization Reserve Stocks ......187

Review of Coarputed Requirements.....................-....191

Pudgetary Requirements............ ...................... 197
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>.iOkznO :; :C a t . -. P

a-, -e -. a", -i

L 0'oitl:tSrol&sc c-trm C a

nbe ece er a ubet 'ecirex&t aont an ee Ara

:cr6 - ~-- -eaco=L ins ucro,,a, hao 3=at

s a r' n _ i 'a re>ort can be r e-.a r e :'r u), an.-' c c e

pL rciwrr t csuzeo vnuec 4to ),cn ie -aract ite- and,

(4) non-rerarar l n whzen these brea'.,c--:w_ e if ni rant

raracran .1 of the same 7ntato eie r

s'ensreferen ced acroe bIut aanos nc o 'C re t 'e"uiremit -. r h i

DoD Ins: sruction LI§7Tanuary II 4 ujc:"Control), SurelIy and

Pos itioning of M.ateriel," expres-,ses the -co'm ncnrliaina d

centralization of materie. n,-anagemen:-. it ines centralized items3 as

'Chos Van for whi ch the cognizant IC, of a M Litaiw Benartment or the

lISA has prescribed central manag~ement and Pnocurement, i. , central re.quire-

mnne> determinat ion, surresy, control.., distributioni, st11ookagt:e and procurement

direction by the cognizant ICE". It defines-- decentral1 ized I-L v as, ";Phose

item~ls for which the cognizant ICI of a Military Deep-rtment (thieS. has;

prescribed local mi~anagement and procurement by Lates, post: ', Camp1js ai1 tain
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~iI e~c.PIO2i 1.s fa', -i a ti I v or Sa -i z.a tI a

7.air-rectnive, o , se

iy t-,u i a c e for ar.&- ful-t!'-z, :a nageent aZ teo r lzIt sn C: e -LTr"I 1"

Do~;'~ D~c nst ucu on 4C4 merb ect Ma:

MateiclPirz eline, In~cludin Levels o ~rl,:ae eeec

charact-eristics of the item o- category" and to "invent oi--iv

in adoressing; the suject of frcjuency ofreln eetsn

relation to the esala.nto levels.

Maken togetLher, th.,-ese directives seem to imply t-hat t ,e ri- na for

maragemerfrt attention s-hould incliude a combination of IfIactors relatin,- to

the reparability of the item-. , the dollar va-lue of' the de:mari annd/or the

unit price, and possib-1- demand characteristics, as reflected by references-

to insuranrce items and provisioning, item-S.

B. Prob-lem Description.

IP item -nana,7emen t categores -are establiSh.EaldnrQ to enab-L Lhe

annlicaticn of rmanagement techniques of differInC, typ es or intensitie3

selectively suitable for the ,ypell of items in the different manaE,,-ie'-

groupings. Some of the prime charac-teristics which form the ba.sib o

categ-orization are the unit price of' tfoe item or its- per-Lodic deinanu va- ut-

dema.,d f'recluency, thle reparabii~y of the item-,, and other characta riAcL ti di

the item (such as3 end item. versus repair part). Tailored to thes ao ter-

istics and to the resulting ranagement cate;gories, a wide range of mnanaLdemunt

methods; are empilcyed which directly, affect the dienrh anid brea(th of stoci,
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A~et ciche to*sorucason. ir on cae;:ry rc ous i~ee uderdetert

-orio wh~ 1 anoth-er category,, reuae7 the att wa ono orld-wide

a 7 4ost ver-'ftere-J-w of

comuisations is rezazed -to t he management category. The methlod of computation

ranveiona:ac-eseLrsed erioa ae in on ste y t o a m-anually -

gzenerated ,reduc- in ano,,her category-. One TOP visitedJ hLad five comru-ta-

tronal ,iaehod > i " - Co. T ct rC C- e-n

eat.eiorirattoin c?:-,,e aci nve nan,

Only onle of the s~ix Ktvis-ited devi-ated from a rairrern of u 7nu~

aemand valiae or unit, -prise, or a obnaamof' bos:I as the basis for a

urncoa maae- " catgoy --egent'aton. The TCP wb±ich nev'atas included

hilyF do-llar valu- a, one of nine varying charaos.eristio~ ca,:ed on ca

reouliarittes wh ', raymne-n the item0 , which cannot be mrna7ea Soelv on

a recurring acrand cas-ts and/nor. an2L cyX eer4ion' ah

Varsabla, a" ocg the five 1>ungdlTar value a,. a. pimrv determinate

factor inoluid t.rie us-e of (1) arsual decaiznt. va u -_ (0) unit price or, (-) a

cumradnarien ofi both. Anot'her \rawa ,a he disaonof' the highest

do1 Ta r sgetolr mcnageiant categeraza- ion oh;l oh var Lad betwe~en groupings

with ar anula. CIaad value Iloor' of ,c ) to ,,Bl astgt '~h floor?

of $4,000.

Two of the ICPs, O-per! _.11tn': once: ol icy1!' guidance of the sex~s higher

headquarters; i nd ica t, ed thiat ,c t c x' i vI t, VI w potL i cy c a Lled fo r

the toT iowxng catctgora-zat von lt ic.T do.. tar IlVld - to 4 r~. tailiuu dollar

demwand - $hO.0 o40 ,~~ '.c.; high do I a xct-n ,j,9: A 'omtnh

categ()ry, '"VIP,' was airrie;c itc en: h LI' t'sIacyrtal12demland

with Ino demand rd ic e aao y',Onef ni thw ti;tlis was sslu thet
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-c- g r (&x"ult -ror co the -o' icy change: owdo.lar Jemand

~ C xl3.COLJC57. - . 'o ~l;and 1-ihhdo r

over
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v~te a ro ow lO dolarvale -$ 4-ct $), 500; medium doll ar v,-,"

$,ZO lto ~ 0;high dollar value - over 000 O anid csa -rnn 1 -; " r

value -over $25,1C0 and -selec-ted for '.ntensive rianagement.

One TOP ,c-1cidered the characteristics' of demand value ann'k reoIrabil-t'',

and -ihdsvided! ren,,arable items into three categories - repair- Sit

spares andl e'uinments.

llof the TO-Ps- visited had other criteria fez- catet'oriz!l.icy- One TOP

cornddemand fre;uency with the va.LUE gorus Item- havinC, in exce. of

2.- demand,- a year were- considered fast, movers while t o-e havirg less

hari3 Iemands- b;.tr crore than one esscons idtred ss.ox. -movers--. Other

:ateorie LTUvoixred Were "Linsirance, . provisi1onirLg , "eci< un.1trat i

Ie 110sd developeC, a gene-ric groupLng, of V'em ,hCh_ insutd ciCtn

on !Iite Cu., .-size range; and tneircsbt tt o intcrchangeab~ t

no ana em otO rouping.
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ICP which did not emphasize demand dollar value pla:A Considerable reliance

on this codification for its major management breakout. Other ICPs used it

in varying degrees. This coding system involves factors such as: fixed

stock levels; reparable items with stock levels based on repair cycle require-

ments and washout rates; deteriorative nature; requirement for ICP approval

prior to issue; seasonal items requiring scheduled procurement; and items

issued as kits, sets, chests and assemblies.

Several other management codung approaches were observed at the ICPs

visited. These were not common among the ICPs or were used in such a minor

way that they were not considered of sufficient importance to warrant mention

in this report.

C. Coclasions~,

Although problems exist in the area of categorizing items f-, centralized

versus decentralized management, dealt with in DoD Instruction 4140.T, efforts

are currently underway to make improvements in this area. The working group,

therefore, confined itself to problems involved in the categorization of items

for management It the ICP level after the detemi ination has been made that they

are subject to centralized management.

Review of the item management classification problem at ICP level during

this study reveals that there has been no substantial change in the problem

as described in the report of the Materiel Management Data Systems Study Group,

OASD(I&L), dated November 1962 and published under the title,, "Responsive

Automated Materiel. Management System 1968 (RAMRS 68)." OSD policy for the

categorization of items for management purposes is required as a first step

if comparable management attention is to b e given comparable items at all ICPs.
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it s noted that the RA1v4AS study did, off' ,: . detailed viewnpoint which couJLd

secve as a join". of depar-ture for furthe--;td and ultimate reso-lution.



SUPPLY EFFECTIVENESS MEASURE4ET AND ANALYSIS

A. Existing DoD Policy

There is virtually no DoD-wide policy guidance dealing with

supply effectiveness measurement and analysis. DoD Directive

5105.22, November 1, 1963 (revision), subject: "Defense Supply

Agency (DSA)," in paragraph VI. "FUNCTIONS," under subparagraph

E, "Systems Analy.;is and Design," states: "4. Review and evalu-

ate the operation of the supply and service systems assigned to

DSA and make changes as required to improve the effectiveness of

operations." While this guidance is addressed to DSA, no com-

parable guidance to the Military Departments was noted. However,

the Services and DSA are constantly reviewing their supply systems

to improve the effectiveness of the operation, as can be attested

by the next generation systems under development.

Further guidance from OSD on the performance evaluation of a

segment of the supply system will be forthcoming in the immediate

future through the implementation of the Military Supply and

Transportation Evaluation Procedures (MILSTEP). "These procedures

will produce uniform defense-wide logistics performance measurement

reports to be used in achieving the following objectives:

1. Establishment and revision of the UMMIPS time standards.

2. Evaluation of performance against established UMEEKPS
time standards.

3. Establishment of performance reports to provide for
point-to-point reporting by shipping activity and
carrier performance by carrier.

4. Evaluation of performance of each segment of the
transportation pipeline.



5. Determination of supply systems workload and

materiel availability.

6. Provide transportation planning guideline.

7. Provide the basis for traffic pattern analysis."

As can be noted from the above objectives, this procedure deals

more with transportation evaluation than supply evaluation and will

provide only a small segment of the total supply performance evalua-

tion in being today. However, it does illustrate the feasibility

of expanding existing systems, in this case MILSTRIP and MILSTAMP,

to provide a standerd evaluation system. MILSTEP is applicable to

"stocksd" items only and is scheduled for phased implementation with

one phase becoming eIfective January 1, 1966, and full implementation

July 1, 1966. This procedure will proyide OSD, the Services and

DSA with reports for comparison purposes and will permit the estab-

lishment of more realistically established processing time standards

within the supp]y system.

B. Problem Description

ICPs within all of the Services and DSA collect and analyze various

types of data relating to (1) supply performance measurement and

analysis, (2) workload measurement analysis, (3) inventory condition

profile, and (4) supply performance cost. Their purpose is to

measure performance against goals or standards, identify areas where

improvements have been made or are needed, and provide personnel

incentive.
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Supply performance measurement and analysis

All of the ICPs have been provided some guidance by the Services

and DSA concerning performance measurement indicators, reporting

frequency and format, and the goals or standards for evaluating

performance. Performance measurement methods in use generally fall

into two categories:

1. End item support

ICPs and Services providing supply support for aircraft,

missiles, and certain other major end items and systems use, as a

principal indicator of the degree of supply support, data on the

operational readiness of the end items or, more accurately, data

indicating the extent to which these end items are not ready to operate

due to lack of needed materiel. The terms and measurement methods

used vary among the headquarters agencies and ICPs; as a result,

it is difficult to make meaningful comparisons among the Services

with respect to such indices as aircraft out of commission

for lack of parts. In addition, the goals or standards to which

performance data are related differ among these organizations and

appear to be set arbitrarily.

2. Supply system responsiveness

Apart from measuring degree of support for particular

end items, all of the ICPs employ data and techniques to measure how

well their segments of the supply system respond to demands placed on

them. Some are such direct measurements as the percent of requisitions

-e-.ilting in on-time shipments, and the percent resulting in delayed

shipments (back orders;. Some indirect measurements, indicating the
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potential ability of the supply system to respond, include the number

of items in an out-of-stock position, the rate of warehouse refusals,

and comparisons of procurements for stock replenishment versus for

direct delivery to requisitioners.

A basic difference was noted in the effectiveness evalua-

tion approaches under conditions of appropriation funding and stock

funding. Stock funding appears to place more emphasis on the

relationship of projected sales and realized sales. Appropriation

funding appears to place more emphasis on percent of on-time actions

with little or no emphasis being placed on the cost of achieving a

high on-time fill rate.

The Services, DSA and individual ICPs have established

goals for supply system responsiveness. Most of these goals relate

to such performance measurements. as the percent of shipments made

within the time standards prescribed. Two of the headquarters agencies

have set this goal at 85% while another has pegged it at 96%. Another

Service did not have an established goal in this area at the time of

the visit of the working group but it is understood a goal has since

been established. The working group found no scientific approach to

the establishment of goals. One headquarters indicated it used the

average of the three best ICPs as the goal for the next month. Some

indicated they are "commarnder established" and others indicated gradual

raising of the goals as TCPs begin to meet them to "keep the sights high."

Pt best the goals seem to be arbitrary and sometimes based on no more

than the conviction of some one with the authority to make the decision.
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Headquarters and field personnel commented on a number of problems

inherent in the measurement of supply system responsiveness. One area

of difficulty is the relationship of partial fill to total fill on

replenishment requisitions. None of the Services/Agency appear to

nave gone beyond an approach that no credit for on-time fill can be

taken for a partial quantity.

Some of tLe managers felt that performance criteria should recognize

a difference between response to stock replenishment requisitions for

a quantity sufficient to last over a long period and response to an

out-of-stock requisition for a quantity of one where the requisitioner

was holding a due out to the ultimate user.

Another area of concern was how to deal with the required delivery

date, either as specified on the requisition or as derived from time

standards, versus the processing times prescribed in measuring

responsiveness.

Still another subject which aroused consiaerable debate was the

criteria for analyzing supply performance in connection with requisitions

due out. There are four schools of thought on this matter. One view-

point is that the number of stock numbers upon which there are back

orders is the proper criterion. Another is that back order magnitude

should be reflected in dollar terms. A third opinion is that the

number of requisitions involved, regardless of the number of stock

numbers o.i their dollar value, should be the basis for measurement.

Another position is that the number of pieces on back order should

serve as the proper indicator.
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Another area subject to much discussion was the measurement of

performance for 'not stocked' items as contrasted to existing measure-

ment of "stocked" items. ince there is no DoD policy relating to the

basis for stocking items, performance can be raised by ICP election

not to stock items subject to infrequent or sporadic demand. Pre-

scribed policy for processing times covers only stocked items uo i.iost

performance reporting is confined to those items. There is little

effort made by the Services, DSA or the 1CPs to evaluate performance

on not-stocked items. One Service indicates this is a serious omission

which precludes the establihment of realistic lead times for these

items.

Another point of contention vas the lumping of high management

intensity items with the low management intensity items for performance

determination, It was contended that low availability of items accorded

only "exception" management counted as much against an ICP as did the

low availability of high management intensity items. The IC? commander

who raised this point felt that he required an evaluation system which

would judge his performance on items in rele.tion to the higher head-

quarters policy for their management.

Workload measurement and analysis

All ICPRiServices have reporting teenniques designed to measure

workload and/or provide the basis for the determination of performance

measurement. For example, total requisit ions processed ib e work-

load factor and it is also tne basis for determining performance in

arriving at the percent of requisitions filled on time, back ordered,
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rejected, suspended, etc. Other examples of data collected in this

category are: number of item studies, number of procurement requests

computed, number of receipts and issues, counts of catalog actions,

materiel release orders, direct delivery orders, back orders,

requisitions ir work, suspended requisitions, issues by priority

groups, rejects, etc. These reports may be expressed in pieces,

stock number items, tons, dollar value, etc., as appropriate, ard

in some cases may be reported under several breakouts such as issues

by tons, dollar value, item count, etc.

It was noted by the working group that the workload mieasurement

reports were used with varying degrees of intensity and success for the

determination of day-to-day work force allocation and long-range

staffing. There was little use of thest data in equating performance

achieved to the cost of attaining that level of performance.

_,ost of the orkload reporting systems viewed were not in sufficient

depth or detail to provide all of the costs involved in achieving a

given degree of performance proficiency and at best provided only

a basis for broad comparison of work volume with operating costs.

Inventory condition profile

All Services, DSA and ICPs utilize, for all types of items,

other evaluation devices designed to reflect the condition of the

inventory and stock control. Examples are periodic reports which

indicate: new item growth, long supply and reportable excess items,

inactive items, asset status change, reasons for item studies, reparable

generation and return, inventory accuracy, materiel release/warehouse

refusals, etc. Some of the above elements are reported in the terms
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of line Ltem count. Others are reported as dollar value and some

have both count and value assessments.

Supply performance cost

There was little evidence of any activity employing techniques

which permit an assessment of the cost of attaining any degree of

support effectiveness or inventory condi-ion. Most activities evaluate

the manpower cost, space (office and warehouse) cost, EDPE rental,

inventory investment, etc., and some headquarters compare one ICP

against others in these respects. The techniques employed, however,

permit only a sketchy relationship between cost and performance and

no evidence was seen of any application of methods which produce a

direct relationship between the cost of variations in depth and

breadth of inventory and support effectiveness.

1his same observation was made to the working group by a

representative of Rureau of the Budget. In pointing out the need

to Tie the effectiveness rate to a cost to attain that rate, he

used the example of an ICP with an excellent weapons operational

rate but which tied up many yearC of inventory and caused not-

operationally-ready conditions in other parts of' the world. This same

individual pointed out a tendency of management to give the most

attention to the actual performance rate (at rating time) rather than

to performance trends.

Along the same line a representative of OSD(Camp)(Budget) pointed

out that one budget reviewer's performance standard is how much materiel

goes excess, while'the inventory manager's performance standard is how

often he has a not-in-stock condition.
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Use of reports

Publications of compiled statistics, and presentations to top manage-

ment at ICPs and Servi:,°gency headquarters, are common results of the

collection of data on performance measurement, workload and condition

of the inventory.

The most common method is by the use of published reports. These

V ery in both frequency and content, One Service produces, semi-

amually, P volume of some 500 pages under the title "Inventory

Control Opertions at Supply Distribution Activities." This document

reflects a Service ccmpilation of performance and workload count for

all of its TCPs. Another Service produces a monthly publication

entitled "Management Yardsticks" which includes some 26 graphic

presentations and the supporting description for the 
past fiscal

year and the months to date in the current fiscal year. 
Another

publishes a monthly report of some 120 pages titled "Summary Manage-

ment Data Reprt." This report covers both summary data for all

ICPs as well as data on the individual ICP statistics, and is on a

current year basis with some areas indicating two previous fiscal

year summaries vith the current fiscal year figures on a montnly

basis.

Illustrated oral presentations to top management 
are a common

product of the reporting system. These vary in content but most are

on a monthly basis. Most of the presentations are based on parts of

the monthly publications with viewgraph illustrations 
representing

pages of the publication used as the briefing 
method. Most ICP
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commanders maintain the same charts of their internal operation as

the Service/Agency prescribes for its top management presentations

and publications.

In two instances noted, the performance data reported to the

headquarters by the ICPs is utilized at the higher headquarters

to develop the "score" in an TCP performance contest.

In one case the headquarters rated its ICPs in each of some

20-25 performance elements reported and published these ratings.

These performance elements are designed to indicate weapon

operational readiness, materiel availability and condition of the

inventory. In this instance little consideration was given to the

cost to the winning ICP of attaining the winning score.

In the other case the headquartersa 4elects and publicizes the

"Top Three"? ICPs. The "Top Three" selection is based on a combination

of three factors; workload - which equates to volume of transactions,

etc.; resources - which represent manpower, money and space; and

effectiveness - which is materiel availability within stipulated time

periods. The "Top Three" are published in alphabetical order so that

the "winner" is known only to the selection group.

The working group noted the necessity for reporting the same

information in several ways. In most instances this is based on the

level to which the report is addressed and the degree of summary or

detail desired. This was illustrated at one ICP visited whLdh

produces three periodic performance type reports, each for a different

management level. One monthly publication is titled "Command Indices."
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Its purpose is to preent trend indicators relative to command operations

to be used by staff and operating officials as a means of evaluteing

trends and measuring the degree of attainment of established goals.

The same ICP produced a quarterly publication titled ?. . . Review

and Analysis Second Quarter FY 1965." Its twofold purpose was

stated to be: (1) to provide concise summation of significant

accomplishments, to aid staff and operating officials in measuring

the degree of attainment of established goals, and (2) to furnish a

synopsis of activities of this command for the interest of other

personnel. The third publication was titled "Statistical Reference

Book." It was published montihly as a presentation of statistical

data covering the major functional areas of the various directorates

and offices within the command. It is intended to serve as a manage-

ment tool for directors/office chiefs and their personnel in evaluating

accomplishments of their particular work areas as compared to others

In the command.

C. Conclusion

Despite lack of DoD-wide policy on the measurement and analysis

of supply effectiveness, systems and techniques for this purpose are

obviously needed, and various approaches previouj]Jy described are

empLnved by the ICPs and their headquarters agencies. The systems

in use involve great amounts of data in assortments which vary from

one organization to the next. This raises questions concerning

(i) the minimum amount and variety of data required to serve this

purpose, and (2) a practical means to aggregate and evaluate masses
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of differing types of data (responsiveness to requisitions, manpower

employed, inventry investment, number of items managed, ad infinitum).

On a lek general note, we observe an emphasis on measuring and

reacting to indicators of relative success or failure in performing

the supply support mission (percentage of requisitions filled on

time, etc.). It should be stressed that there are no "standards"

recognized DoD-wide (such as '85% of all requisitioned quantities

supplied on time') which stand for "successful" supply support per-

formance. This does not suggest that any such single standard

(e.g., 85%) would be feasible or appropriate for all groupings of

items, recognising differences in such factors &1 essentlality and

cost. Howe-er, the complete lack of either DoD-wide specific supply

performance standards or even general guidance along this line leaves

a vacuum which is filled by more or less arbitrarily established

"goals" which vary from orn= Service/Agency/ICP to the next.

In contrast to the emphasis on performance measurement, there is

less emphasis on measuring and reacting to indicators of supply support

costs (inventory investment, manpower, EDPE, facilities, etc.). Along

this line, for example, the relative size of the staff, from one ICP

to the next, is not tied to any indices recognized DoD-wide (such as

number of items managed, size of procurement program, etc.), nor to

any "standards"' relating to such indices.

Considering the extreme importance of the supply support job which

the Services and DSA have to do and the massive investment in resources

which has been made to enable that job to be done, it appears to be a
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.is and fundamental omission that there are neither DoD-wide

recognized systems nor standards for Jufging, on a c.npjarable basis

throughout the Department of Defense, how effectively and how

economically the job is being performed.

This is scarcely a unique observation on our part. The long-

standing and intense interest in this problem is illustrated by

the attenti-n given to "measurement of logistics performance/

effectiveness" during the .ogistics Researcn Conference held in May

of this year. Of nine working panels, one was fully engaged in this

subject. The panel's report is clear and strong evidence that we

still require straightforward answers to the most basic questions in

this area. For example, in describing "problem areas and techniques

for solution," the panel's first sta'tement was "One of the most

important areas was that of identifying logistics systems objectives.

This, perl %ps, is the most critical feature of evaluating logistics

performance/effectiveness . . . we must carefully define what the

system is supposed to do."

One of the speakers who addressed the Conference spotlighted

the performance/effectiveness measurement area in the following

statement:

"Our studies have confirmed the feasibility of maintaining

at the headquarters an up-to-date data bank of summary information

which can be retrieved on a situation or exception basis. Required

data elements are now being identified, cataloged and defined in a

manner which will assure thorough compatibility amon6 workload
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projecti. ns, operating goals, performance standards, manpower and

budget requirements, and after-the-fact accounting for manpower,

cost and performance. This is a big order. I look forwa.d also to

the day when we will have, throughout the DoD, a commonly accepted

formula for evaluating logistic effectiveness and efficiency. Our

management information system will be much more valuable when it

can measure performance against standard criteria."

While this problem area ts more complex than most discussed in

this report, its fundamental nature and Importance demand that every

reasonable means be used to coordinate and expedite current efforts

on tiiis subject, and produce practical and uniform DoD-wide guidance.



ICP -A= KNOWLED AND CONTROL

A. Existing DoD Policy

DoD Instruction 4140.1, October 12, 1956, subJect: "Inventory Management

Policy," paragraph IV D states:

"Each inventory control point shall maintain a world-wide inventory

of all item under its cognizance. For those items which are not included

in periodic Inventory status reports on a quantitative basis, reports will

be made to and 'ata maintained by the inventory control point in such monetary

terms and groupings, ,and upon such frequency, as necessary to assure sound

evaluation and control of inventory. Each inventory control point shall

extend its reporting control over selected items of materiel under its

cognizance to include those items and quantities which are within tactical

operational commands and in the hands of users in accordance with the

instructions contained in Reference (d)."

The 3atter reference is DoD Directive 440.9, "Inventory Manapment

Report for Materiel in the Military Supply Systems." That Directive was

cancelled on July 8, 1963, by DoD Instruction 4140.18, "snagdent end Trans-

action Reports for Appropriation-Financed Materiel." The latter alludes to

a policy regarding depth of asset knowledge and control in prescribing in

Paragraph IV that "status reports for appropriation-financed principal items

will -nclude world-wide assets in use." Similarly, in &fining "principal

items" in Inclosure 2, Paragraph II, DoD Instruction 4140.18 refers to a

need for "central knowledge and control of all assets owned by the military

service or Defense agency."
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As can be seen. these DoD directives give only very general

guidance concerning IOP depth of asset knowledge and no clearcut guidance on

ICP control of assets at the various supply and operating echelons.

B. Problem Description.

Systems used today to maintain TCP knowledge of.assets at various

echelons and to control those assets vary considerably from one ICP to

the next.

Fou of the ICPs visited have transaction-by-transaction knowledge of

the status of all assets. by location and condition, within their "wholesale"

distribution systars. This up-to-date asset knu:;ledge is a product of the

requisition processing system employed by these ICPs: centralized ICP

processing of all materiel requtsitlons placed on the wholesale distribution

system.

The other two 1CPs receive transaction reports from wholesale system

storage and distribution point- to which customer requisitions are addressed.

One of these ICPs indicaT-ed ttat the addition of inventory balance Informatio,

witni the implementati on of MILSTRAP, would provide it with inproved asset

validation procedures. The other ICP stated that, upon implementation of its

.next generation inventory management ,,ysten, it will become the central point

for receipt of requis:.tions, and wi4i maintaln storage point balances and

prepare shipping orders to :.he appropriate storage point.

The foregoing relates ;o Rnowledge and control of assets within the

whoiesale systems.

Most of the ICPs visited hav ce ome form of periodic report of assets

f ro actiLvtel; beLov; ne n:ormal wholesale or -reporting system. These reports
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are for the high management intensity segment of the inventory and vary from

.continuous reporting of inventory changes, by serial number, to periodic '4

reporting of past consumption and current balance information, The segment

of the inventory' involved in this type reporting is generally confined to

the high dollar value items which are subject to repair. Another segment

frequently reported in this depth is "equipment" items in the hands of units

where use is typically authorized by allowance documents.

All of the ICPs visited have some form of financial inventory reporting

which covers the dollar value of the total inventory held by those activities

obliged to render such reports.

Trends toward more complete asset knowledge below the wholesale level

were noted both in the systems in use today and in those which are scheduled

for next generation implementation. Several of the ICPs visited pointed out

the advantages of existing high value reparable item asset knowledge obtained

from existing systems, and most of the next-generation systems include plans

for centralized asset knowledge of some range of the inventory. The items

considered for centralized knowledge in the next generation systems vary from

ICP to ICP, but the range is generally indicated to be in the high and medium

dollar value area. ICP knowledge of the asset position will result from

transaction reporting under MILSTRAP criteria.

Even after obtaining the objective of increased knowledge of assets

below the wholesale level, complications will continue to exist in ICP

control of those assets due to the command or local "ownership" of stocks

which are within the authorized levels established for those activities.

Even where stock funding and reimbursement is not involved and materiel is
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* Sueok tree7 from IIIwhol'esa _u u l: ~& ~eV ~ 7 .I:~

t1oday thos loe ecelons view -6me~s "r 'wners of o.a1c

quantities. S_ uch- -ssetsz are not routwonel avaisaule to terrur

nImts vija the IS'P uLLC5,'s the current 1owner" -re~rm te cuntiie

abl' Ps excess 3 l t 'neeul. Under siocco IuinCtn,

Km se whlesae system, thee s ls a linanclia ar.-Uament fcsr theLoa

C. Conclusions.

It, woaio no-ear that any of the ariouis ar- rachie~ -c u, !Io ot

knowledge and' asset, control viewen,- at, the ICFs visi-e are '. clihin Wt

of the current, exTr.emely general Od"D goio~uidaric I earicw-

of appiications of the pmlicy, regarding as Bet tnotw'<el~ sa_ 7g-e-1,ed .r

clarif icat ioni. The rcoss-ibility o-f is~rrved cussom2er su-,- an a dA' iuP-,

utilizatLion of ass)eLs through inc"eas -ed ICY k-now,.ledge ains conimo of

below thei whlsaelevel, coupled with _ma i'catrJons that next genoration

0 ystemis are headed in tli.,s directio. sisadtoa oeec otene

for OdD r)olicy in this area,

bobD-wide colicy/ guidance must be ma'rcu 2 c concernin) thle authoriLtyr

and resronsibility to2 IVP:; obtaining, and imalntainto aao sesi

various_ sup,,ly and operatling, echo ns_ within and below the wholesa-le system.

DoD r~ol tspy regarding,_ tlhe a-uthority of' ICY's to direct redistribution of

a~e:at echelon:, ,below the who P esale 1Level ThoulPd h e stated. Snpci f ic

~.r' v a, ucii a:i o oLiar va Pic, it emi ess;LentiaLity and s3upply oPerating
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conditions, which guide decisions concerning the items for wiAich the ICP

will exercise the authority and the circumstances under which the authority

will be exercised, must be made a part of the policy.

93.



USE AM FACTO1W3 ANDU MEWW CSTML

A. Existing DoD Policy

DoD Instruction 3232.4, April 2, 1956, subject: "Policy a.

Prin,-iples Governing Provisioning of &d Items of Materiel," provides

limited guidance in the establishment of projeeted use -ate f'ctors

for provisioning requirement computations, This Instruction states

that one of the DcD provisioning objecti, ,a is that usage information

developed during design and test stages will be made avalle to

personnel responbible for the Belection of iteLs required for mainten-

ance support. The Instruction also provides tr t obligation may be

pla ed on contractors to fhrnish requirements recammendations,

implicitly necessiLating contractor projection of use rates in such

cases.

Current DoD policy includes several terms which relate to the rate

at which item assets are requested or used, which bears on repl,. ish-

ment requirements. DoD Instruction 4140.4, September 3, 1954, subject:

"Management of the )tsceriel Pipeline, Including Levels of Supply,"

speaks of the 'average rate of replenishable demands.," DoD Instruction

4140.L., June 24, 1958, subject: 'Feazetime Operating and Safety Levels

of S tpply, " uses the term "repetitive demand" in several places and, in

describing the factors involved in a forwala, states that "A is the

axrnlUl. value of' demand in dollars." The s~ae directive also uses the

term "aticipated replenishable demwids."

DoD Instruction 5000.8, June 15, 1961, ;ubJect: "Glossary of Terms

Used ,i Areas of Financial, Sunply and Installation Mano , ," carries

the following dpfinitions relating to the &bow:
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Issues. Nonrecurrinr. An issue made on a one-

time bauis with no foreseeable subsequent demand.

from the requisitioner.

Recurring Demand. A request ma&c, periodically or

anticipated to be repetitive by an authovized

requisitioner for materiel for consumption or use

or for stock replenis~hent.

Nonrec,,rrin&Demand A request made by an author-

ized customer on a "one-time" basis to provide

irtial or authorized increases in allowances or

stockage at ny level, or for modification of

equ.pment, special plaaned programs, and one-time

repair or rebuild requiLvments.

DoDl 4140.lv-, the instruction manual for MLS=TRI, states: "the.

demand code is a mandatory one-digit alphAbetical ch!aracter to indi-

cate to the management element of a dlstribution system whether the

demand is recurring or nonrecurrin4." Codes and their descriptions

from this manual are:

Code P. N :-rring Deinad for Spmecial Pr(gram Requirements.

A demand made on a one-tiem besis to sailsfy special program require-

ments (SPR). This ccde will be entered in requisitions for SPR when

such rejairements have been previously identified and made known to

the responsible Inventory Manager of th supplying Militiry Service

or Agency.

Code R. Fecurrirtg Dmand. A demand to replenish materiel

utilized cn a JAv-t'-dla bas.



Code N. Nonrecurring Demand A lfnfnd made on a "one-time"

'basis. Normally to prc-vide initial stockage allowances, meet planr-d

program demands, and to meet one-time pr)Jects or maintenance

requirements.

Code 0. Nc Demand. To be &-s.igned by requisitioning ativities

in submitting requisitions lor suosit.Ae Items which are eceptable

in lieu of prevtously rejuiitionea, but iel.ayei. items,.

Code S. Comissary Resale Items, fNot applicable to this

d.iscussion, )

DoD Instruction 4140 24, September 10, +.964, subject: "Require-

ments Priority and Asset Application for SeL:ondaxy Items," paragraph

V 9, in defining issue requirements, states: "The estimated demands

for issues of the items during the apportionment year, exclusive of

+hose shown as stock due-out. The following breakdown will be

provided. (a) rec'rri:6 and b) nr-,nrecuirrn1g."

B. Problem Description

9 Use rtte factors, initia&, prov-isionrng

Pn; Iezted use factors ezTldlod- in pro-isioning (e.g., replace-

ment factcr, failure faclcr, mean .tme tiD r-naoval) are normall a

function ol anticipated use ,ver a specific peri-Id in relationship

to a program element, such --c flying nours. overhauls, population.

It was apoarnt from our visit :uat a w.de variawc, exists w-ithin

the DoD, both in the methods ana Lnfnrt-,mrcn sources employea in estab-

lishing these projected use rates.

At tw !CPs visited almost com ple~t reliance vas placed on

the recacendation of t',e contractor. Revi'ew ,f these recaomendations
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for subsequent change, based on either individual technician's judgment

or experience with similar items, was generally limited to high dollar

value items. In some instances projected replacement rates of relatively

high cost reparable items were arbitrarily set by stock aneaysts as a

percentage of mandatory change times establIshea by techniciens.

At another ICP, replacement factor "look up" tables were used

by technical personnel havirg the responsibility for assigning pro-

jected use rates. The tables had differing factor values assigned to

generic item groupings and, where appropriate, to item sizes, tolerances,

RM ratings and other measurement elements within the generic item

groupings. While contractor recmmendations and usage during test and

evaluation were available in some instances, almost complete reliance

was placed on the values in the tables. Although apparently based on

historical experience, no controlled or timely progrem or procedures

for reviewing or updating the table values was evident.

Still another ICP, while obtaining contractor recommendations,

placed the greatest reliance on a machine program which averaged actual

system demand for similar items for similar equipments to arrive at

projected use rates for provisioning cumputations. This program has

the advantage of furnishing to the provisioner information on current

demand being experienced on similar items. One disadvantage is reliance

on "issue" information as "usage" information.

2. Use rate factors and demand forecasting, replenishment requirements

There is a wide disparity among the ICPs visited regarding inter-

pretation of the demand information provided by the ILSTEI requisition

and use of this data in requirement computations.
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One ICT receives reports each 1.5 days o1' recurring dem& is

only, Any requi sition reccived which is not "fl" coded is not reported

to the ICP; hence, all other (nonreported) demands are assumed to be

nonrecurring and are not considered. in computing supply level.s. The

next generation system, which tChis ICP will adopt in the near future,

will provide ICP knowledge of all codes. This 'I.*' stated that field

coding i.s relatively reliable and, although the item rmanagL.-s can

challenge field coding, little of this is done.

By contrast, another ICP has all of theKEISTflP codes availa-

ble at the time of computation and, as a policy matter, considers

requisitions ith a blank in column 14-4 as nonrecurring demands. Here

the view was expressed that the field is not very reliable in inter-

pret'lng the ~fJP guidance. 'This IC? stated that its item managers

change the demand history on betveon -, nd 1l0% of the items during

the couxse of manual cciputations or reiwof machine computations,

Another ICU, which h-.as a lo,, -voiume of demand-bazed iteTs

uses oth the "R" and "N" codes az er~ni~ recurring service

tminod,; 'T" anid 11, coded re"-.sitions are not considered r-_c-rriDEg.

Itc=n rtia4Sers at t.)Is IC? have the ,uthority to chiange de.mand history.

1,~uaote IC? feels that th-S re,,spo-nsibility for proper

L) Ling rests v, th thc uist~mner and generumv' aCcepts the codes 5rub--

ra Itte d. 1,A- a sel t .--, man ag tme.i t p: e du r e, It em marAg ei-ars rev;,-e w

Lti dermnd f?3ct~r h.'gh dollar value itlems onl-).

T1he 1r7e., i.g '' Jsindicnted that codlng 10% the cust-caei,

is not ac-ceptale wrd. In bo, _th 'ntneitem =wanar have the
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resTr,-nsibilitv fcr decioung the relative value of recurring and non-

c rrng demand information ac.cu=mlated.

Disparity miong the ICPs was also seen in the ways they

forecast future demands. Some of the problems related to application

of the demand data a.a reflected .n the follovIng:

One ICP has five methods of making demand forecasts.

Three methods are ubed for reparable items (average quarterly demand,

average quarterly re+urn, and the mean time between removals). The

method to be used In a ccmputation is selecteQ by the item mana4ger.

Data is collected over a 24 month base period to provide quarterly

averages. For nonreparatle items, this ICP ias two methods - one

no: lOW dollar value items, and another for medium and high dollar

value iterqs. The low dollar value item basis is gross demand (total

zssues) For medui, and high dollar value items, the ICP uses the

recurring demands as indicateL by field coding in requisitions,

reviewed and ad.,usted by the item managcr. The reviewed and adjusted

dermand is termed "selective demand.

Anoth ,r IC" has two methods of determining the ue rate.

The ICI' issue ra-> _. applied to item.s whtch are idefined as "re-pn Ir

pnrts" and for which r T,, .ert" s are corr-puted on an EQ ban is 7

IC c. -ate la deriveJ fTrv. four years actual replacecnt Issue

mh~sto ... s tub e:t o df..ication by the mare er. For example,

,'t.r tb:f,-u: year" experience indicates a r-Aptd1, descending Issue/

.. at i that t " Wi ll be reccrputed using the past

yu, - :issue experfien:e az the base per:'od. For the range of



items termed "spares," this ICP bases the vqt' rate on item failures

that require replacement. This rate is tailored by the Ianager on

an item basis considering item characteistics, failure pattern

anaLysis or reliability forecast, and experience on €coweab.le Items.

The third ICP uses a demand-based system utilizing trend

extrapolation. It was noted that this ICP produces a computer report

of a comparison of forecast demands with actual demands on a weekly

basis for managazent analysis.

Another ICP utilizes recurring demand information but

employs a weighting technique to give more emphasis to recent months.

The next generation system to be employed by this ICP wiln introduce

the use of a tracking signal in recurring demand computations.

The remaining two ICPs illustrate the wide range of

approaches used. One ICP ut lizes a set of complex mathematical

techniques eploying single or double smoothing, shifted as trends

ehange; different factors for fast, slow and insurance items; demand

filteri k etc. The other uses unweighted, field-indicated recurring

demand over the last twelve months, permits item manu7ers to change

machine results, and plans to use a double smoothing techbr...rji in Its

next generation system.

C. Conclusion

Projected use rate factors are the commn denominator in deter-

mination of all stock levels computed during the provisioning process.

j The relative correctness of this projected factor has the greatest

bearing on either the understatement of requirements with its
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subsequent impact on effective support, or the overstatement of

requirements and related cost effects. It follows that all valid

elements of intelligence relating to projecting this factor should

be used.

A detailed review of all methods presently used in the DoD for

projecting use rates in the provisioning process should be conducted

toward development of DoD-wide policy in this area. Particular

attention should be applied to:

1. Methods used, including currency and

completeneas of information.

2. Actual usage compared to rates projected.

3. Degree of reliance which should be placed

on contractor reccmendatiops.

4. Degree of reliance which should be placed

on past experience and the need for controlled

programs and procedures to provide this

information to provisioners.

While the vorkil.' group did not have an opportunity to discuss

demand data with the field level at which requisitions are generated

and the initial demand coding done, the reports fram the ICPs visited

indicate the existence of a serious problem. Conclusions regarding

the interpretation of demand data provided by the MTLSP codes

entered by requisitioning activities are:

OSD definitions, policy guidance and the MILSTRIP demand

code definitions should be aligned to eliminate any question
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regarding their interpretation. The policy should be enlarged to

r relate the MIL8TREP codes in their exact terms to the factors

involved in requirement cmputations. Coupled with Improved defini-

tions, policy guidance should be sufficiently detailel to permit

machine selection of the exact demands to be employed in cczzputing

req'iirerants. The guidance should also specify criteria under which

item managers are authorized to modify collected data.

The process of forecasting future de mnd rates needs the follow-

ing effort:

OSD policy should be expressed concerning the forecasting of

fuvre use rates. Guidance should cover such aspects as the length

of lie base period, with criteria for selection of longer or shorter

pericb., or the use of indefinite length history; the weighting of

the hittory as in exponential smoothing; application to reparables

and coniumables, etc. There should also be policy expression con-

cerning )reference for mathematical techniques which place varying

emphasis ca information based on its age, provide trend forecasts,

signal questionable data, apply factors related to the frequency

of movement )f the item, etc. In this connection, it is pointed out

that all of te next generation systems discussed in the course of

this study inalude plans to use ccuplex mathematical techniques

which vary as Adely as the techniques employed today.
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P00bTr 7.QAY TIME FAC'i)S

A. Existing DOD Policy.

lrocur-emen lea-' tim~e is 4defin-d in DoD Intruction 5000.8, Jue5, 19i61,

sut~c: sryof Terms Used in the Areas of Finance, Supply and inst a'la-

tion Management", sa the "'time lnte-r&. bctween the initiation of procurement

:.Ctori and, bht receipt lrz tie supply evatem of materiel purchased as a result

of such actiori, it is &. l o mat'erieJ t- be c~btained Irom RL- sour'e

outside the procuring dep --.-ment or by naetr .ithin the departmat. t

JI: , mpos-d of two principal a-Lement6, amnistative i*,Ed-time and prodwuttion

lea-time-"

Adriistr- tive lead time, is defined In 'the sae~ dcemnt -w3 the "time

interval1 be-tween iniltiton of rro,,reent ation ex 'Letting of a Coatract or

o~otgof ant C_,der)

fPn-duction ap time iE dfined i. the came document as tiie "ttme interval

betwnei, the petof a contra;A and reo~eipt Jinto the supply system of

materiel acquired."

DoD Instruction 4140,20, August 26, 1963, subject:, "Base Supply Levels of

Repaqrable Type Items", makes reference to a related factor - order anid shipping

time. This is defined substantially thu same as the DoD Instruction 5000.8

definition of procurement lead time excepu that 4140., ) confines its applica-

bility "only to materiel. within the suppl,, -ystem...." and segments order and

shipping time into order time and shipping time.

13. Problem Description.

1. Lead Time,Tnitial Provisioning.

Procurement lead time factors used in computation of initial provision-

ing r'! quirements generall~ylnclude production lead time segiientq and, in some
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cases., added fixed administrative lend time segments. Frow. ICs, visited At Can

generally be stated that (a) use of fixed production 3ead times for rather

broad generic or management categories is r~be rule rather than the exception

and (b) production lead times used ar-e based on the concept that items will

- out of Production at the tine replensmnt, as eq1,Ired. The_:. wps Qo e-i>-

dence of cousideration of ,he fact that the same items are, in some cases.

planned for 2adta-yeper production, due to aiulti-year end Item procluement.

Accrdngl4: they sh')uld be available, during the period for which provisicr :.

oupport is belng computed., on a shorter procurement lead time thanni~ pred~-,

cated on a "cold 'base".

Of the four IC~s visited which compute provisioning requ,: rements,

two use t.he sin of a variable production lead time and a fixed administi-.tive

lead time in determining procurement lead time. An attempt is made to deter-

mine actual production lead time but generally the lead -"me is assigned :oL

bran~d categoric3 of Items in lieu of individual ite--ms.

Anrther ICF used produ.ction lead timre only. Here ngain, _,is was

generally based or) broad generic item categories.

Stilli another IC? used a fixed procurement lead tIne for Pill items

:,n certaiu managemen.t categories with n~o definition of what lead time segments

were included, Th-is vas established at six months for one management category

and tvCt montbs fa-, atitber. lnstruct~ozas requiired that actual lea' tu-

~ ~ if titCv rovIJ be- am~er~aimed. For these two Management categories,

'~not 'd ~tta st~eitz- coul"'I have ti icr a six or +/ ivemhla

timp assigned azdPrg on rtbv --10 Item bIeflti prov~sloncd, FP r other ma-i

agnent CaT. gorles" 'rar*.abl 1>,ad t,.me:s vere used but were 71-ns-allv based on

trcai gereric gopnS



2. DPad Time,Replenishment Requirements,

Procurement lead time as defined in DoD Instruction 5000.8 does not

include consideration of a considerable portion of the time which elapses

between the time the item reaches a reorder condition and the time the firm

quantity for procurement is passed from supply to procurement channels.

Several of the ICPs visited termed this interval activity lead time. This

period tends to be more extended for high dollar items than it does for low

dollar items. Operating procedures in general use permit the passing of

machine-computed low dollar buy quantities to procurement either automatically

or after limited review, but typically require detailed review by management

for high dollar buy quantities, with increased review intensity as the dollar

value of the bu5 quantity increases.

When it was possible to isolate the factor of activity lead time at

the ICPs visited, it was found to have the greatest percentage spread of any

of the segments involved. The maximum activity lead times ranged from 10 days

(with an average of 3 days) at one ICP to 4 months (with an average of 2

months) at another ICP. Since activity lead time involves e period between

whi&- the quantity of stock on hand reaches the replenishment point and the

determination of an actual buV net quantity, the frequency with which com-

puters do item studies is a determining factor. As the " ,vanced systems which

propose to do ite studies on a "real time" basis a-- implemented, this portion

01 activity lead tiae will be reduced.

It was learned that most ICPs visited do not collect ind use lead

time data broken into the two segments referenced in the definition cited.

Rather they tend to lump those two segments, plus activity lead time, into
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one ttme per!..d_ This tendency precludes accu-ate determinatio- of the sour,::

ani causes of delay between need +o buy and receipt of the inventory. A. ,-

vtsited indicated a need to collect lead time by segment Pnd several will

achieve this in the near fiture upon progression to the next generation of

system design.

In instances in which the !CP is currently accumulating egmeed :Irt

periods either under com,,ter control or b5 off-line procedures, it was deter-

mined that circumstances tenk. to ma-ke estab.lshment of a definite average t( -

fP- each segment a rather anscientific undertaking. Factors contw bting to

wide variations were determined to be such things as (1) extended review pe:-

.ods to determine the accuracy of the net requirem~nt when large dollar buys

are involved, (2) extended review periods to determine the advisability of t -

;nvestment when funds are short (as they were at the end of FT 1965 whenI

several IC s were visited( . extended %egotiat-ion #i me !nvxrIved when pro-

A:Ict ion qampLes are required, J1) extended productiorn t imp whcn gor-r~iment

rnished nater~el l. Involved but not available, and (S) di ,tcrtlovs :,

--istorical data when abnormal administrative actions a, - tik'.j and not, cm-

" nated for in tte data cotletiou proces&.

A common variable was the collection of lead ttre data bv FSN

verseis by supply class. :t was noted that, in iastances . which d,,0c is I

Se,,ng collected by supply lass most LCPs indcnited ,i need to hnv o t~ e tr-

f1,rmat,.on by FSN and in -no instance lndl&rted piris for +rte immediate .>tur-

to convert to data co] lectlon by FSN. Tt. va - pointed o-,. Ir this instt.? t,.t

the data will not be usable gndlng the coiloct 'o, of f e h't y t

provide a firm base for lead time projection.
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Another variable noted was the criterion used for judging when the

end of the production period has be-n reached, for the purpose of measuring

the p luction lead time segnent. One TCF visited useu "shipment of one half

of the ordered quantity" as Cermination of the production period while

another ICP used the "first normal delivery".

Equwlly as variable were the criteria for the use of past history

of lead times. In one instance- only the last procurement was used, in

ano~ker, the last three; while, in a third case, considerable history was

collected with heaviest weight being given the most recent three procurements.

Two ICPs visited respectively used fixed and maximum administrative

lead times. In both instances, 3 monthr was the time involved--used as a

maximum by one ICP and as a fixed fig-are at another. In the instance of the

ICP using 3 mon+ s as a maximum time, a study had been conducted and it was

determined that of 10 items studied, 140 hrd an adrministr'tive lead time greater

than 4 months.

in no case was It found that different lead times have been estab-

lished based on unit cost or consumption dollar value. However, considerable

evidence was fct_ - of the use of various contracting techniques whichY among

other things, have the effect of reducing he lead time on stable demand/high

value items. Techniques such as variable quantity., on-call delivery, minimum/

maximum quantity, multi-year, etc., contracts were ,3ed and it appears that

the frequency .f their use is increasing.

The greatest degree of commonality was found in the practice of

"fixing" (or manually "setting") lead times. In most, instances, and regard-

less of the mriner in which the historical data is collected--by machine or
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manually.+ by F.T or supply class--pro'edures were available for the Itew

class manager to Introduce a new figure to override a computed time,

C. Conclusions.

Consideratioa shou-d be given to the inclusion of the activity lefid t'-e

e]gent in the DoD definitkons and policies regarding lead ti=e factors ;:I

their use in requlrement computations. Action in this area is aecessar

t.-e actual time sp n Is 0o be reflected in computations. Further' col.c-. " 7

of activity .lead tine data would be useful in deterrani'.u, where delays -e

during the full s.'an of time between the traqsaction which creates the need

and fulfIllment of the need.

As an extension of the above, ccnolderation shc'ld also be given to a

change in the policy to require that procuirement ',ad time dta he collected

in 1'entifiable segments such as activity,, administrative, and product icn

lead times With the trend toward accumuaition of data by FSN .-ather th:

by FSC, collection In the three segments b1 item wil permit nmcngem l!at

effort to reduce the lead time in the items hav ,. th- gr, i+est o"L. 1

This management effort should inc lude annLysi-s o the . o f;arluoiis

tecbhniques which can be employed to reduce tfhe- ead lime-, and NhD p c-v

should state the objectives regarding lead time reduction in .ach of tie

segm(ntr for higi value procurements versus low val.e procuremen:t s to ,

th~e lowest lead tlme 1:lvestment for the h1gheps. dc,11an segment.

A related probier co'-ce-g, thA, point in time when ProcLuiment >ad

c 'ued Judged to hsve ended. In.'ettai +V , i'dlut,? guidan' +> . -

danced bv the use of ondlin point, whlch :ul9. v-,"j 7y to 'm uonthc "0 V

IPm' v1s!,P3.



Policy guidance should be provided with respect to computation .)f' pro-

curement lead time factor values. Consideration should be given to such

aspects as the number of procurements for which procurement lead time should

be coliectea, how much emphasis should be placed on most receu' procurements,

and what recognition should be given to special attention or peculiar cir-

cumstances which shorten or increase Lhe lead time. There is need for

policy guidance regarding the conditions under which lead time can be fixed--

manuall- set, overriding zuichine or other routine cOputations.

For new items enterin6 military supply systems, where lead times are

manually established, consideration should be given to providirguIdance

on (a) the use of Indlvidual I.tem production lead tis. based on item

chara; eristics, versus fixed lead times for broad -anragement or generic

item categories and (b) use of "in production" lead times versus "out of

production" lead times in cases where the end item production will continue

through the period for which initial support is beirZ c,,ipu-ed.



IMWU FACTORS PECULIAR TO REARABLE ITEK PSQJIRMOUST (REPAIR CYCLE

TIMU,_EI2AIR RM.'Z ATTION RAT~E)

A. Existing DoD Policy

DoD Instruction 4140.20, August 26, 1963, subject: "Base Supply

Levels of Reparable Type Items," pro-ides the concept for establish-

ing stock levels of reparable items at individual posts, camps,

stations and bases, ani lists the input factors to be used in

establishing these levels. These factors include repair cycle time

and repair rate.

Repair cycle time is defined as "the time normally required for

an item to pass economically through the repair cycle, excluding

any extraordinary awaiting parts delays and any intentional

extended transit, st"-age or repair process delays." Repair cycle

is defined as "all the unserviceable stages through which a

reparable type item passes from the time of its maintenance replace-

ment until it is restored to serviceable condition. The repair

cycle includes such stages as: removed; awaiting shipnent; in

transit; in pre-repair screening; in process of repair; and return

to serviceable stock."

While DoD Instruction 4140.20 does not state a definition of

repair rate, the Instruction indicates that the term represents

"the anticipated number of maintenance replacements that will be

repaired .... " This Instruction docs not pro-ide factors for

use in determining system (depot, wholesale, etc.) requirements

for centrally manaqed items.
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DoD Instruction 4140.24, September 10, 1964, subject: "Require-

ments Priority and Asset Application for Secondary Items," while

not providing input factors, per se, for computing reparable item

stock levels, does establish approved requirements strata for

reparable items and implies the factors upon which these strata

will be based, i.e, maintenance replacement rate, recovery rate,

and repair cycle time. This Instruction, however, is directly

applicable to the stratification of existing inventories and its

pertinence to day-to-day reparable item management would be by

implication only. A repair cycle is defined for stratification

purposes as "the average period of time between the pick-up on

inventory control point records of an item in unsex' iceable

condition and the restoration of that item to L. ready-for-issue

condition."

B. Problem Description

This problem is concerned with input factors which are peculiar

to reparable items and applicable to system requirement coputations.

There are three separate factors in this category. These are:

1. Repair cycle time

2. Repair rate

3. Attrition rate.

Lacking definitive DoD policy for development and application of these

factors for the management of reparable items at the system level,

each Service or ICP has developed its own methods. There is a marked

dissimilarity among them in factor identification, measurement and

forecasting, both in methods used for new reparable tems entering
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supply systems through the provisioning process and for established

items.

Repair Cycle Time: At one ICP visited, variable projected

repair cycle times were established for new items entering the

mster inventory record during provisioning. Sub.equently, hetow-l-

cal actual repair cycle times are maintained by a machine progrem

and averaged periodically. This averaging, to establish a repair

cycle time, includes total "repair-in-process" and "in transit"

times for ccmercial or nonre~piting activity overhaul, but only

"repair-in-process" time for overhaul by reporting activities.

At another ICP reparable items were divided into two categories,

those requiring mandatory removal and replacement after fixed time

periods plus other selected high dollar value items, and those

requiring removal based on condition only. Fixed repair cycles

of 4 and 6 months respectively were used in requirement determina-

tions, both for new and established items. More intensive manage-

ment, including rapid transportationj us used for the former

category. The repair cycle was defined as the time between the

date of a supply control study resulting in repair action to the

receipt of the first shipment in the supply system from such

repair action.

At a third ICP a fixed repair cycle time of 6 months was being

used for all reparable items entering the system through the pro-

visioning process. Later variable repair cycles are entered in the

inventory record for established reparable items based on experience.

A new program for reparable item management is being implemented.
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flu ~or~also nrovid_,_s fcc rab. re-pair c-yei-e times fo~r

relet:aetr-oTine.ment :com_,xroLrcno,, These rep&-r cycles vili

be masu.& rm the time of isrsu.e of a senriceable item until

tne item vbich It replaces Isq r-etzrned to a se~ebccondition.

At Lnother ICP repair cycle -Imes for bot+h the iewets an,;

bast~sz (users) were estab1ished for syste-m management for both new

items and established items Thc a"s were variable fir djepotj) repair

ind fixed a&t ' 0 days for bas:> Repair cy cle tine-s we re measure d

fr,_ n he time of mainten&ance remova1 tcl?, the i tam, untii it was

mtumeiJ to a sericeable condition

R' 2 ar Rte:A sy~sten repoair rate Is svnorwaus with a system

.:cove.rabilitfy rate :For mo-st method.-, cit sensed, "recoverabi lit-f'

- +t,.?nesu* factor used in sy7,stem. nmnagement

At one .P, the reptair rate vas iesi~matet1 - r3 the'ra'be

rrnrate -f reay fisisu ( F'tirc r- 1 sirtaniy Ts

espm :e as . orr~nt~g-' 4 tems trdito CC-7,ar

wr~o a~ n~r,'~dix'Vrcr U asear-r'ea.i 1-nrdition.. Th " -, -em

(f t e itaij fcs wh:L re-pair is te-yond tile capabilIty of field-

.rfa:.ften4A,LCC andi whibro are retuirned to toe system for repair. These

raves;wrre pnflec.od b"y technicjans ft- new trns entering the

:netoyrecord thhw e h rf l&rn rcs nd wer-e later

rt ,e't by machsLne programs based n htstori'aiL11 exprreie, With,

:sY. 'em *len&A representing failure --ate,

At anioth IjC?' ni) rpIr rate, per so, ar' vsab hed but, in

&f'c the repatr rate was the raste of retiurn to the bystem of'



ur~serveabre mndzatory time change repsarable ltems. For itam.s

replaced tased or _Item condiltion, the erf'rate, in effect, Was

t-he rate of retur of uLnserviceable items less the experienced

depot attrition rate. Thnese retm-i-, rates were established di~ring

item control studies by etexminng av;erage, qe--terly demnand and

aver:,e quartc retuins over a nast progr&am element and applying

the ratio of returns to forecast demnd over a :future progrw.

_.ement. During provisioning compUtations no att"r.ion was fore-

-ast so the repeir -ate anticipated equaled 10*: maintenance

replacements foreca-st in item computations

At another ICP, a system re-pa-ir rate was developed for estab-

lished items. This rate was tased on the repair rate per month

and w-as derived as a D nction of the average monthly demand

anid the average monthly% washout quantity. No repair rate or

recoverability rate was assigned for new it-'ms entering the system

thr ugh the prov-isioning process.

At still ir~other ICP. both base and depot reparable iten factors

enter into system requirement co=ntations. Base repaiL rates are

assign6ed for both new and established items, For new items 100%

recoverability is normally projected until experience is gained.

Therefore, the base repair rate for new items, expressed over a pro-

gram segment, is the maintenance replacement rate less the Tate of

return to depots for repair. For established items, base attrition,

is eOlso dedv cted. from maintenanct replacement to arrive at the Lase

repeair rate. No rlepot repair rate is assigned. However, a System

wearout rate Is developed and used in somme computation&l methods.
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rreco I ao I I Lriepalir)r-e

Attrition Rate. TIhe system attrYtion rate re-re snc h

number of reparable items. per time perl-ods, determined to b1e beyond

At one ICF observed, no system attition rate Was developed for

d-trect use in computation&! form.las. instead, the qu-rTerly demand,

anticipated or experienced, Less the s ;tem recoverability rate, was

used to represent attrition zrAte. This rate vas developed for re-w,

items during the pruvisioning process but applied in operating level

determinations only.

At another ICP> the attrition ,ate w'as simlarLy developed as an

indirect function of the issue ratt. and the rate that the itas- L

i,-tujrned from repair in an issuable condit-Ion. These rates were a_

ex~pressed as a rate 'per segment cfI nprogra el~arc'n , N,. zt-:rition rate

,was used in deteim-Iru-ng riorem:atzing the proivisioriin6 proc ess,

wilth ICK0% recov rcilit-y - Jw- '.ted. NornaJAly thcis 100% recoverability

asskunpt2 ,fl was us'l>. -iee-in~~e4 studies for the reparable ito m

having rsandatony change ti~nc s.

System att-k on rates were assigned by one 10' -to all new and

es:, ,,.shed items as a pe-rcentage of the average monthly recurrring

,Inand for the i temn.

Stilli another ICP c-mputed system attrition rates ens a percentage

of reparable items replaced. T1his wasi based on the total of field

maintenance and depot condemnations,
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C. Conclusions

There is no definitive D O po~icy for the Identification measure-

ment and forecasting of input factors for uie by wholesale managers

in computing system reqmziremeats for reparsb] items.

There is a great dissinll&rity in nmes, definitions, measurement

methods, and numerica&l valaea ncrw being usedi for reparable item

management.

Problems in reparable item management have been evident for a

long time; some of the dlffi-atiez ve observed were addressed in the

OASD(I&L) Aviation Materiel Management improvement Program in 1962.

It would appear thAt progre4s toward fall employment by item

managers of appropriate repw-al.e item factors with realistic factor

values would be accelersted by more preciee and uniform DoI guidance.
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OPKRATIWY LENELS

A. Ex~sting DoD Policy.

An operating level. of supply is described in DoD Instruction 5000.8 as

being tChe "quantity of mater'iel required to be on hand to meet replenishment

issue demands during, the intervAi between !rrival of successive replenishwnt

shipnents".

The OSD policy statement on operating level, from DoD Instruction 444

September 3. 1954, subJect: "Irrvgemcent of the Materiel Pipeline, Including

Levels of Supply", follows.-

"The operating level of supply of each item or category fo-r a distri-

bution point will be equivalent to the average ra-te of replenishable issue

demands of authorized support eljraents, tiries the normal interval 'between

reple-nishment shipmento. The normal interval between replenishment shipments

must be expressed in a unit of time which is the same as that used to express

the average rate of replenishable issue demands. Th-e average demand rate should

be based upon a period sufficiently long. to give validity to the demand data

sample

The OSD policy statement fron DoD Instruction 42.119 June 21, 1958,

subject: " acetime Operating and Safety Levels of Supply", follows.,

"The objective of this Instruction is to provide for more effective

and economical operating nd safety leven ri of supply for these tpe f its

(conEuable) by utilizing-

"la. Economic order and procurement principles for the establish-

ment and maintenance of optimum operating iteve mea....

"III POLICY
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"A. Operating Level of Supply

"1. It is the policty of the Department )f '-f

that operating levels and replenishment cycles, for eat:.h repet.tiv- ,ca'i

consu .able item, will be adjusted to that point where total variable co,-

cf operation are minimized. This condition can geLerai-.y be a ,ec b-

application of the economic order principle whicb attem't. to eqia '

cost to order to the cost to hold. This principle may be expieqsed 'v

I formula :

"Q is the economilc cuvder quart-ity 1r, jr]-].ar
A is the annuql value of demand in . 1ar";
C is the cost to order In doL 'ars. f..
H is the cost to hold expre 5ed as a percentsRe
per year,

Eccptions to this policy will be permitfed "-he'-

military reasons; (b) deteriorat~c ,'

seasonal buys, economic production r.n .Lr i r, i ,' - -,

p' actices would dictate a different q -ar t y ' - : ,,r'. .

able; (e) procurement funds are oiot a ,..ah,.

"2g ilements of 'Cos.

"(a) As a mini:ruxm the cos t .id- -'4- , .

but need not be limited to the following cost element,,,

"requirn'chot s r'ei t;w.

In c I2 0l i-'i
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"Preparation, recording and sutbmissjoi ,4

requirement requisitions and purchase
requests.

"Cont rol and documentation incident to s'p
ment and reccipt.

"(b) As a minimum, the cost to hola oill include

but need not ',e li~iited to the folloving cosLC elementrs:

"Interest on dollar inventory in~estment
(which for purpose of this Instruction
will be Fsue to be 4 percent)i.

"tApplicable stock control and financial
control.,

"Care and preservation.

"Storage.

"Deterioration and shrinkage,

"~Obsolescence.

3. The operating level f-r c--ntrally distrl-

butoel stocks computed undeir this Instruction for certral1 ( stributllon points

loctited within the otilAl 1"R1~ United Swutes will be. based on total, sysl er.

wide rr'plenishable demnd,,. Separately computed opei'ating level ir-

aut~iorized for oversL is c-imauds,

"4. The operat'rig level computed under this

Inrtruction for .)cal distribution points, both; in LIONITS and oversetaswl

be based on iticipated repienishable demands ft each- local dist-ribution

point witteut -egard to oper--ting levels ma~nta"'Aed at oentrt I distrlbuiion

points.
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"5 Each Military Department will determine the

additional applicable costs to be included in the economic order qua nt.t

formula set forth in paragraph 1 above."

DoD Instruction 414O.2o, August 26, 1963, subject: "Base Supply Level

of Reparable Type Items", is applicable tc "reparable type. Items at indivi-

dual posts, camps, stations. and bases". In paragraph IV B 4. it makes "ie

following statement:

"Economic Order Quantity

"The economic order quantity is a function of (1) tte cost ti

order and (2) the cost to hold .... In computing economic order quantities

for reparable items, the rate of demand from external supply sources rather

than total demand (maintenance replacements) shall be used."

Existing DoD policy for the establishment of operating level depth f-)i

secondary items during provisioning is general and is sotaired In DcY

Instruction 3232.4., April 2, 1956, subject: "0licy aud Principles (zovern-

ing Provisioning of End Items of Material". This Instruwtion states thaT

"Initial spares and repair parts ... requirements normally vill be establis e

for that period of time that extends from delivery of the end Item of materia3.

until sufficient usage experience has been accumulat 3d to permit determinat itin

of requirements by a Military Supply System." This period has been call-d.,

in various service implementing directives. a "usage data development

period" or an "initial support period" and is generally syr-onymous vith

initial opereting lev: . This Instruction does not distinguish betveer repar-

able and consumable items. It, therefore. does not indicate any dif~ferenc-e
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in the factors to be considered, or the tecniqueb to be employed, in com-

puting operating levels for reparabl-e versus consunable items durirg pro-

Visioning.

B. P'roblem Descripticn.

1. Operat-ing Level,, -initial ProvisioninF.

Lacking definitive DoD volicy for the establishment of opeiatinfg

levels for secondary items durirkg, provisioning each service lias dett-mined

4;he initial operating levels considered appropriate. T3hese uary ccrsidierably

among, the c ervices between item managc-.r witlain th"e services .xnd, to same

extent,, between weapons system,; supported by ain ICP.

At one ICP visited, the operating -avejl for consu-mables, >Uia in

during provisioning, rer-erte6 .Iree months systemn stock based on' the

replacement factor and ite,- population. Tis,. level was used for most manage-

munt categories and was based on a lo-q!2 Ti2 deison. Tue same ICP lays in

a f-vo'lve months operatirng level of coisumai.Les for Su')-sysems pplica tle to

cne , or weqpon systemn. Tyhis is dliect ed by h~gier authority ir the service

1:--Ord liOP visited W4,thin tbl~ s;ame Miiay Depirrumaent .provions

4 CIv .OjtI operatin lee t Ual new. & onsuibl- temns introdived du.r-

i ird lOP Procurs what I., o.aLd tin "e :sromic order quaqntity" of

ic1ths, upply for co -. uomable Ittms dur.,ng pro-vistonng, ailthough the six

Itix- figuire eind fact ors normally ss.caiwith economic order

1: A ' a" not us-ed.

~~~Y:TOP v~sited usec- the forcsoa st aninual dollar demiand to arrive

-I m opcratt.ng -;c!o quit -ty. Th-I* F~ aPyE Arv either 9 tbh. ee

ou*~rmk-nt l 1evel.1 r-l ucin g th five f JwI'~cs emand valu



Two 1CP.L visited were not concerned with initial provisioning deci-

sions, although one was accepting initial supply support requests from the

services as a result of their provisioning determinations. As required by

applicable directives$ theje forms contain the services' estimates of the

item quantities expected to be used In one year. These requirements are

placed into the inventory record as a "program requirement", in the form of

numeric stockage objectives. until demand experience takes over. One half

of the requirement is considered an operating level during this period a2d

the reminder a procurement lead time level.

Four ICPs concerned with establishing initial levels for reparable

items were visLted. pour methods for establishing initial operating levels

were used.

At one ICP; a six month operating level was established based on

anticipated issue (maintenance replacement) rates. This level, however., has

the effect of representing an n ggrogate of an operating level and repair cycle

level., with the major portion of tae assets subsequentl y required to fill the

relair cycle. Although no condemnation rate was considered in establisdng

the level, assets above those required to fill the repair cycle would, In

effect, be used to supply replacements for condemned unserviceable items.

Recent direction from higher authority, which had not yet been implemented,

reduced this level to three months.

Another ICP based system operahing levels for new reparable items

introduced during provisioning on the Wilson EOQ formula using the projected

annual dollar vaie of condemnations as an input factor.



Two other ICPs established separate operating levels and repair

cycle levels for reparable items in the provisioning process. One estab-

lished operating levels, based on issue (maintenance replacement) rates,

of two months for "mandatory time change" items and four months for other

reparables.

The other ICP established designated "stock levels" for reparable

items during provisioning. These levels, however, are apportioned between

depots and bases (using units) based on the anticipated repair rate for

each and, therefore, cannot readily be equated with system operating levels

established by other ICPs. In addition, this ICP generally ignored poten-

tial attrition rates during the establishment of provisioned levels and

established no lead time or safety level, per se, for reparable items.

Therefore, the "stock levels" established represent an operating level, a

lead time level where subsequent condemnation is experienced and, in effect,

a safety level to cover fluctuations in repair cycle times, .,pair rates,

attrition rates. and lead times. In additiong where overhaul of the next

higher assembly was planned, a thirty day stock level was established at

repair depots based on the anticipated overhaul program and an assigned rate

of component vearout during these overhauls.

2. Operating Leel, Replenishment Requirements.

With respeo to consumable items, the ICPs visited were fairly

unanimous in their use of the fundamentals of the EOQ principle expressed

in DoD Instruction 4140.11 end apnplied variations of the three factors:

(1) annual value of demand; (2) cost to order; and (3) cost to hold.
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Aother e >.':nt ,m-- -Yrnona I tt e f r.siIion of " ce t r.F

order quintit j t.o insut, that, pro,urement.s did not exceed a fxeI.,..

usulrly arbiL.rary. lilmJt based on considerations which vary from 10P tc ICP.

The ceilings varied from 2 years to 5 years. "Floors" (minonum size of b.y

uei'e also applied, rangLng from 3 months tc, 5 mot"hs. Most TCO used -a

The greatest fluctuation was noted in the factors of cost to orz'er acd

cost to hold. These ranged from one ICP using a cost to order of $25, - -S.-

age cost of 1% pe- year., an interest cost of 4% per year and an chsocIseence

risk cost of either 5% or 33%t .o another ICP usIng a cost of $36- to procurre

,nder formal advertising and $116 on a no-advertlsed basis with r ]5 crst

to store. Another ICP used a pzoourement cost of $30, ard 5% as the cost to

ho Id.

The biggest problem noted in the )perat~nF je,"el area was ('Ite lack of

,iThfinte poli-y and extreme arlati'n in piactlce regardtng the appi..c-t~oo ov

the EOQ principle in determining oprating levels for rep .a. items Scre

CCFs use the same formula for machine oomp'tatln the *peratingee :

1bott consumabe and reparable Items. vlle some <tle separ'te macbine- f r u: -

for reparables and consumables.

The mechanics of application of EOQ techniques differ 7onsiderably

among the ICPs. Two ICPs have relat vely complex coaputer programs for t,

dt.termInarion of the economi operating level/order quantity. One such prog-ani

incorporated tests for price breaks to take advaitnoe of the most economic -rder

quantity and varied the operational level to accormodate t.hp economic quanti-y

thus determined. Other ICPs have worked out tabes w4iic : o:n3ider the bas
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factors of the E0Q theory and use a mwnunl table reference to determine

the proper quai. ity. Tne tables in use are based on varied interpretations

of the current guidance. One difference was seen in -the use of dollar,-value-

of -ari 'al-demand factor at most ICPs in contrast *to one ICP which uses ui,,At

cost to determine EOQs within the low demand set;;ent of its inventoryi

C. Conclusions.

1. Initial Provisioning.

There is no definitive DoD policy governing ihe establishment of

operating levels for secondary items during provisioning of new equipments/

weapons systems. tacking definitive policy each service or ICP has estab-

lished its own. A relatively limited ICP review indicates that operating

levels for new items established during provisioning differ exteasively

within the DoD,, not only for unlike weapons systems but also for similar

equipments/Weapons systems. Of particular note is the frequent use cf f)ixed

operating levels for all consumable items provisioned by an ICP, or for all

ccnsumable items provis..)ned in support of a particular equipment/Weapon

system. If variable operating level guidance, within DoD Instruction 41140.11,

has merit for replenishment requirement decisions, applicability of such

guidance to provi.sioning requirement decisions should be explo.Led and made

clear. It is considered that a detailed functional review of this area could

lead to identification of valid differences in establishing operatin6, levels

during initial proviscioning and development of more def~nitive policy paramn

aters in this area.
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2. Obser-vations regarding ',ie appLi :'at , . i~r' EOQ jXi ( V to,

operat*.ng level det. p-r~intion.

The formula for the computation of the economic order quantity

Included In DoD Instruction 4140.1l was considered a rathpr advanced step

when it was published in 1958. A great amount of research has been made in

+he 1mst seven years leading to refined and new techniques now in use or

planned by the services and DSA. In additlo., the capability of computers

has beer. advanced to a point to which it is now possible to deal with an

almost unlimited volume of data in a degree of detail far beyond i )t possible

In 1958. These two circumstances have opened avenues of improver- it in the

determination of economic order quantity wrrch are being recognized in the

development of nett generation systems by the Department.s and +OA, but which

are not spoken to in existing policy guidance.

Some of these improvements, tc name a few, are:

ao Tests of price breaks to take advantage of the most, economic

order quantity and varying the operating level to accommodate the economic

quantity thus determined.

b Determination of the econcmio advisoility oP multi-year 01

demand-type contixcts.

c. Application of weighting and smoothing techniques.

d. Use of "contr ol settings" to adjust computations to situations

such as periods of limited funding, declining programs, etc., with a much

higher degree of aecaracy than arbitrarily imposed "?Pilings".

e. Use of the "cnt-ol setting" t-crnique and zsiai.ltlon met:,)1

ii-;, :'oduce possible situations and deter'il.e their effect on r-suitant

rclvbillty of support to the mission.
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Development groups working - secorn generation systFif are consider-

ing and incorporating these and other advanced ideas which go far beyond the

,olicy ,-iidance in effect toiiay. 1"o insure OSD acceptance of these develop-

ments as the3 are implemented, to provide -fuidancc to those who are still in

the process of system design. and to take full advantage of the economies of

improved techniques and machine capability. OSD should, as soon as possible,

revise its EOQ policy to update it to the current state of the art and should

continuously revise the policy to keep it abreast of the state of the art.

3. EOQ Factors.

Clarification of the OSD policy regarding the factors involved in An

EOQ computation is required. These factors are: (1) annual value of demand

in dollars; (2) cost to order; qnd (3) cost to hold.

The annual value of the demand in dollars Js discussed under the problem

area entitled "Use Rate".

Some specific aspects of the remaining two factors which illustrate

the proble-o are:

As indicated earlier, the -ost to order varies from a high of $368

at one ICP to a low of $25 at another. According to current guidance, a mini-

mum of five elements are to be included in the determination of the cost to

order. These costs include expenditures in the functional areas of stock con-

trol, financial control, procurement, transportation, and contract administra-

tion. w eof the ICPs visited has a single point for the collection of cost

data from this number of functional areas and a cursory investigation revealed

no future plans for a computerized system which would encompass this range of

data collection. The wide variation of costs in use indicates the inability
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cf ICs to arrive at a finite x e. At leat .,ne ojf th elements inv Led,

contract placement and administration, including inspetion and acct-)tance,

may not be performed by the ICP involved so continued difficulty In this

area is foreseen.

The cost to hold, composed of seven input erients, varled fror.

5% of the ttem cost to a possible maximum of 38% of the item cos'. (Tie

38% cost to hold includes a maximum 33% obsolescence rate.) At the ICPs

v:elted., it was determined that no more than three c' the seven elements

beiLg used by any one TCT. These are storage cost, hinerest cos-.; and cbso-

.escence risk cost. Since the current DoD guidance ,:tates t.hat the interest.

rost 'for the purpose of this Instruction '111 te assrmed to be 4%1", and all

TCPs appear to be using this cost, the other elements considered account for

a range of from 1% to 3h L, appears that four cost-to-hold elements are

disregarded because of an in a bility to do more than guess at the cos" of C'Are

and preservntion, cost to inventory, and the cost of app L~cat me so rik 2ntrol

and f.uancia1 . .ontrol. The difficulty n "ollertn&- th hse .o q data ?

simlar to the problem in nsrertaining coqr-o-order data.

It wod11 appear thpt, as n. exted tnadard costs i'y1- J,

used by all ICPs, except where specific and vaid cost data Justify indlvidua

1CP cost values. Studies shou 1 be made to provide a basts for- differ-ent

costs, for different ICPs .... for it P, apparent that somr, of

the cost elements, such as olTsoefscence , sk, ae far from uniform.

4. Size o7 the Operating lpve .

Observ"'ions at the ICP- viclltd 1 -J the Ion. iusor, thft, t, o.

Lmpositl of arbitrairv floors (minimum sife of the fi,,', .nd ceilings

0 <



(maximum size of t level) is a commou practice. TDIs practice reflects

comnon sense judgements regarding weakne-ses in the olathematical techniques

used. In lieu of the computed EOQs, floors favor less frtequent buys, and

attendant workload reduction: while ceilings result i4 bUys of quantities

less than those computed in the interests of reduced Usk of obsolescence

and reduced fund expenditure on a given procurement. While future advances

in EOQ mathematical techniques should leesen the need to rely on floors

and ceilings, in the interim the requirement for and content of uniform DoD-

wide policy in this area should be determined.

5. Reparable Item versus Non-Reparatle Item Operating Levels.

The failure of DoD policy to clearly distinguish between reparable

item and non-reparable item operati.'g levels requires correction. This is

equally true for initial operating levels established dur.n3g provisioning

and operating levels established subsequently based on usage and maintenance

experience. As outlined earlier, DoD Instruction h140.4 is applicable to

replenishable items ana makes no distinction between reparable and consumable

items, while DoD Instruction 41l4O.eO., although app: ible only to base level,

is specific in its requ -ement for the establishment of EOQ-type operating

levels for reparable items. Distinctive policies should be provided for

these two categories of items, specifying the input factors and the factor

relationships which will produce proper operating levels for the two item

types. As one cpecific example, the use of issue rates versus attrition

rates tn computing operating levels for reparable iteas vwarrante close

scrutiny and clarifying policy guidance. In this coniection, the 17uxpose

of a reparable item operating level (i.e., as a source for ibsues during
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repair batching, a dureof issue between manufacturers' replenishmnent

Shipmnts; etc.) should be examined a? set forth In policy statements.

Such Clarification and improvement in I))D-1w1de policy Is particul-'-

Important in its potential corrective effect on reparable item levais ~r

lished during provisioning. There IF the jossibility of ac~iti-vtrw N1ll

utiliza,.on of consumeble item6. when in~tial requirements are vr;td

through continuing issues after completion of a '"usage *atadevejm;e%

period". However, the same flexibility does not exist ill dealir-g WlTh1

reparable items with low attrition rates.



SALPT LEVELS

A. Existing DoD Policy.

A safety level of supply is described in DoD Instruction 5000.8 (Glossary)

as being that "quantity of materiel, in addition to the operating level of

supply, required to be on hand to permit continued operations in -he event f

minor interruption of normal repienishment or unpredictable fluctuations inA

issue demand.'

The OSD policy statement on safety level from DoD Instruction 4140.4

September 3, 1954, subject. "Management of the Materiel Pipeline Including

Levels of Supply" 'which does not differentiate between reparable and non-

reparable type items or between repetitive and nonrepetitive demand' follows:

"TV 4. The safety level of supply for each item or category of materiel

for a distribution point will reflect the soundest pozsible consideration and

evaluated combinations of the following:

"(a) The importance and essentiality of the item or category.

"(b) 1he mission of tbe supported units and activities.

"(C) The time necessa y to order and receive resupply under

emergency conditions.

"(d) Fstimate of the reasonable extent of unpredictable demands."

The OSD policy statement on safety level from DoD Instruction 1l4o.1l,

June 24; 19)3, subject: "Peacetime Operating and Safety Levels of Supply"

(which applies "to all consumable items which are stocked on the basis of

rer-titive demand") follows-

"III B. Safety Level of Su~p1Y

"1. It is the policy of the Departmeint of Defense that safety

levels for repetitive demand, consumble type itemc will not be established
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f~ ii ~ a1 fo i f>-d t irne ppri :l _ %; lJ' i m rn aile9i 0! t~lh r

lPvei determin~ed to be [ieces~ary by a I -r> , 1-partmeat far P Pa:rtP> >

Item~ or -ategory of items, under sper'tftc circuirstances. 'The safery levp'

calrulatcd fo:. central distribution points will normally ineli-de but ic

not be limited to the followiLng factors

Ita, Frequency of demands ,both mean andl variable,

wb Sizes of deminds,

'.Reliability cf resup-ply,

"d. Mission of the supported uniit- or activit.'P-. -nd

11.e. Military essentiality F.:d criticality of the : tem.

"2. The safet-y level computed in accordance with the i'nscrui

tion for local distribution points will Indude the same factoc> listo-d in

paragraph 1 above and will 1-e based nn anticipated replenishable ev

qt the lccal di stribult c ton a

ir ific fnimia- for :<r 1i inw za-ttv 1t%- Io

f t the, varabies st4 ar, 11 i.1 Tnag Tp 1 ~na.~ :i e

-icb lli1ta., servie."

0ISP poclicv on fthe er ' d~lv

individual posts, camps stations, an1d bnss- is ~xze;e

,ltQO "0, Aiig-,is P6,I~ ~ sabt)ject !-Vis lrup',v Levels f'K e rcni rv V

itm" iis ,,re,-t !vc aOV0:fP ,I y

that hfave or are exnete otoc have rnnlintonrlole removx Ti : ;

tana-nce of stock Pvel t aM'Lse a:tp :iteP .a

expressed policv on base saif,-"v leve-P Find 'r as 'lp ,rrua



t~o the dirertive., DoD instruction 414,'.2) indicates variable safety leveLFS

to b-v applicable tD reparable type items. Bocever, the Tnistruct ion does

not deal wit-li 3ystc2m requ!.:--nents,

Current DoD policy directives concerning provisioning, such as ~D

Instruction 3232.4., April 2, 1956- sabject- Policy and Principles Governing

Provisioning of End Items oft Materiel". do not speak to factors or techniques

for the determination of safety le-cls for new items entering a s'upply

s rtem through the provi sioning process.

B. Problem Descr, ption,

The ICP visits of the work ing group, though limited, showed Mar~y dis-

similar methods uised for the estOl1ish'IMent Lety L'Cvels both in the

provisioning noes anfo(a-t-a u r~r t~ir both repairable

and consumable items, These methods r-anged fro shi-hly cornplex va.-iabi-

safety level approac- to a fixed .-I( Jlar safety level for -11 i

nioted that item character~stics such ats rel-Ativ-lVcor

demand, low ank] >igh item co.st4 and whether subject to repair or not 'we-i

oft-e- the.bss~h the v%r!-LcP. Th)iF is iIIus-trted ILV thk folowing:

One ICE established a ft,,-ed saflety level of cnp month for all new

cono~urwtble type items InT)r-dure-d through the prov ,qioning pro~cess. 'When the

Items igrate to rsinaq<mentl bn-d on Jt-mnnd the safety level beccas vnriable.

bn se d on the value of anrilM0', det~vinds, fcty levels up to n six month maximu~m

are esteqblisheu for i.tems haivingq7 an an;-ual emrdor less tha-n $2t)and either

mne C- two levelh IC li or 'It~s flaying4 an annual demand exceediir4- $2500. Th e

syctem provldel a fixed two moritn, sif-tv level Icr al reparkrable itfms, for

bo-th those introd),uced tI-oDugh the rr ovlionirig prcce3.. ai.d, established item--.

Levels wore 'tvised on either antlicpated n',.irllrancoe removal rates or rt-tt'Ll



Another ICP established fixed two month safety levels for all new

consumable items introduced through the provisioning process. For those

items with numeric stockage objectives, safety levels remain fixed. For

items migrating to demand-based management, a variable safety level is

established at the time of migration. The variable safety levels estab-

lished are based on weighted averages of recurring demand and the number

of requisitions (movement), with reduced weight applied to older data.

Reparable items are divided into two basic management categories, i.e.,

(a) those subject to return to system management for depot repair and (b)

those which are either repaired or washed out at the field maintenance

level. A two month fixed safety level is estnblishel for both categories

introduced through the provisioning process. After migrating to demand-

based management, safety levels for the latter category are established in

the same manner as those for consumbles, with demand reflecting wash-out

at the field maintenance level. Fo, the former category a variable safety

level, as a function of attrition over procurement lead time, is developed

to support the operating level and a safety level to support the repair

cycle requirement is developed based on a probability distribution table.

The total safety level is the sum of the two.

An ICP visited provided no safety level for ntw consumable itms intro-

duced through the provisioning process, with the exception of those in

support of one mejor weapon system. In this case, the safety level Is

variable as a function of the replacement factor, procurement lead time.

and the relative essentiality of the item. The maximum safety level is

one balf the procurement lead time for the most essential items and decreases,
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in relationship to the procurem!nt, lead time, as the essentiality to the

weapons system decrea.. ?s. Tho~se c ~nzzilable items for which no ss fety level

is established duiwng provisioniz are subject to a sophisticated variable

safety leve-l concept upon mi&ati-in to demnd-based management. This con-

cept, which is also applicable to reparJ le items, is based on a probabilty

ocmputation which causes the safety level to vary directly with the demand

rate and it6 deviation his kory and with the p .:urement leald time and its

deviation history, and to vary inversely with unit price, bolding cost and

the size of the operating stock level.

Still another 17CP employs 25% of the procurement lead time as a safety

level for consu-mable items, both for new items during the provisioning pro-

cess and established items managed on demand history. This ICP establishes

no safety levels, per se, for reparable iternq either new or established items.

The system, however, does provide "stock levels" at maintenance replacement

rates, in addition to repair cycle Levels. These "'stock levels", therefore,

provide not only operating levels and lead time Levels, where attrition is

discounted in initial provisioning, but, in effect.. safety levels for possible

fluctuation in repair cycle time, repair rates, attrition rates, and lead

times.

One IC? classifies its items as those items either having or no~t having

a range of sizes and as either being subject to mandatory issue requirements

or nonmandatory issue requirements. These classifications provide the

variable factors for establishment of replenishment requirement safety levels.

Thie ICP is not engaged in provisioning. A 75 lay safety level is carried for
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items having a range of sizes and for which issues are mandatory. it esal*

lishes a 45 day safety level for items having mandatory issue but 'Z'C- -Ih1ci ,

a range of sizes is not involved and for items havig a range of siz~e but

for which issues are not mandatory. A 30 day level is used for itei- vbicL

have neither a range of sizes nor mandatory issue, re emeP.

in effect, involves a combination of variable levels based on demand "

bility (size) and essentiality (mandatory/nonmandatory !sswrK%.

Another ICP was not. directly involved in provisioning prcijecte I.-t -

receiving supply support requests for new items from other !CPs o 3.It

of their provisioning efforts. The supply support requests contain a -r:e ye

estimate of consumption by the ICP requesting support. No safety l p&. p.-l

sej, was established for these items. The quantity representirg the est.Pnatc_

for one year's consumption was established as a program reqviTement, vit-h

50% designated as a .tead time level, and 5% as an operating level. T:

computing replenisbment requirements, this ICP employed a fixed 30 Jay safety

level. This ICP deviated from the variable safety level ro-I.-.cy of its pe:_. :-

organization because of the peculiarities of its commodt,t ct,1d an zp1:2.'

that increased funds would be required to adhere to t1he varinble af: "-

coCept,

(7. C': n'u lusious.

Equipments/weapons systems within the DoD are not I.n.g qrur~d r-.,

comparable continuity of maintenance support because ., C : .

level policies. In some cases, this dissimilarity appa-,>- to

equipments/weapons having about the same relative import.a-- k . t I."1
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defense. This dissimilarity in safety levels can also be seen among troop-

related itemE and other items not related to equipments.

DoD policy as outlined in directives noted above, specified the con-

cept of variable safety levels based on factors applicable to individual items

or categories of items. Some of these factors are used and some are not.

Those that are used are subject to v vying and

None of the systems reviewed apply all of the factors specified, nor in

all instances does such application appear practicable. Some. examples are-

1. The factor concerning the mission r- the supported units was

notably absent from consideration at any ICP visited and it appears that

application of this factor is highly impractical, if not impossible. The

relationship of a common item to the wide range of missions of many uits

supported appears to be beyond the ability of most ICPs to maintain within

a cost -ange which would make the benefits attractive,

2. It was noted that ione of the ICPs vizited directly relates the

two factors, requisition size and demand frequency, in safety level computa-

tion, In most instances, the same weight is placed on a requisition from a

small user for a quantity of one as Js placed on a rt.quisition for a larg,

quantity to support a repair facilIty. The small unit may requisition more

frequently than the repair fac;.ilty, The re co.rd.ng of frequency of demand

and size of demand is sJmple, but determIn ing how to combine the two to

place greater or less emphsis on eithrr thc less frequent demand for large

quantities or the more frequent demand for small qi .ntities becomes very

difficult. IXoD policy should clarify the a-pplication of these two factors.

used separate]$1r or In combination,
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3. DoD policy directs consideration of about a half dozen iten.

characteristics in determining safety levels, It should bE :ec -i .hat

some of these characteristics cannot be Judged with muh precislen at the

time of provisioning. Examples are frequency of demand t relabii'y of

resupply. Estimations, at the time of provisiootrj,:ff' ot-.:;r it 'ha,,!-

terlstIcs, such as item cost and essentina!ty; are liYWe4 to b< ro ewtat

more accurate. It would appear that variable safety level pchiey suld

be revised to place greater reliance on the more dependahle 1,cen cara:ei

estimates and to defer emphasis on characterist.ic, which - r,- ,,dg, d Wi- t,

icasoaab±e precision. In addlton because of some coofutofj whilch tu, - havc

been Introduced by the term "repetitive demands" In cur''-nt direttives,

applicability of the variable safety level policy xo provisiLoning require-

ment ccnputations should be clarified.

4. There is need for OSD cla& kfication of pollcy on the application

of the variable safety level concept to reparpble Items. A, ia,:iace1 :

ear.Lier; DoD Instruct.ivn 4140.4 makes ro dLsrtln-3ti '. ,etwee, !un-,u:r,,- ,CI

reparable items while DOD instruftion 41.40,13. sjc,,cv f.c _fpL:,> i :.

constmabie itenm. DoT lnstr.ction 41.4020. a ltg. 'e, Pdreact , *e , '- f

indivIdual bases and not systVem rejuiremet.sr 'Ira v f f. : - t" t.-

the applicability of variable safety lev's t. reparatle rtn ,.

among the ICps visited in their approach to safety levels fo repa-,' ,

u.ear out the uncertainty of the sItAatlo % ad '9 , -od f'or p. i.cy.

Methods of establishing safety leveis -' ",vi) iY i -1 rev-. , J

detail toward deveiopment of t .',D po)licy to,
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a. Clarify the derivation, collection, and application of

factorn fbr setting variable safety levels.

b, Clearly define the potential fluctuations which safety

1evels 3shl be designed to offset, both for base and system safety

levels, and Ioth for consuable and reparable items.

c. Proiae guidance in the use of specific techniques azA factors

for establishment of safety levels to assure similar protection for support

of eq-Liplr.-its/wespon systems of sL.ilar importance ard a relative equity

mong lOPs -AM tbrz use of dollar resources devoted to safety levels.
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IROCUREOT LEAD TDM LEVELS

A. Exiuting DoD Policy.

DoD Instruction 4240O,2O, August 26, 19(,-3. ~et "Base Supply Levels

J of Reparable Type Items", rrovides a concept tbat Lead time levels (order and

shipping time) shall co)ver th~e -,-.antlty of 3.tems required to be supplIed

from external sc7,zces ojer the lead t _me ")Tder and stippng) period. This

Instruction d,.es n -t :!:-rer svstem '.i*.e., ldepDt" or whclesale . Icad time

levels.

DoD Inetriuct',.- 23.4 Apr,'-. 2. 19r-6. s.tject: olc and Principles

Governing Provisictng of End ltem-7 -). Mater:.e!' do~es not provide defitive

policy fcr the determinat~c'n -f levels, siv:. as yrcir~irement leadA ti11me levels,

for new items enter'_ng 1n2::1ta:y 7pl syszerms txough the provisioning pro-

cess. No DoD 1rztr' .:.toa spec.f,, ally c, .re the det.rr iauc~in i ,t acr

ment 'ead time leveIG Ir. cmy.ti;,g repr nisbmt.n r, qu~remen.

B. Problem Des-riptio-,.

Lacking dpef.~nit.reIe polco- for ,,>~met:f lead tize levels.

each L.rvice has deVeiuped 3own gro~ird

For ct-'usairnable iteiw- all nief cds observed a-. IEs werp simiar. rza

curevpert lead tnequan:itle. we e based n' projecte1.3 Isut over the pi,' -

curement lead tUwe pid

For reparsb-e ,toms. tw 7 ) ~r estatish-Ing .1ead t.Jme !eve..s

based on projected c:nc:, -tre rultes >rtL .lead, ttzt

period, At -):ie clf thesl ~~te tb-atireeri icy guidance"

fro= hl~ghe: at xt rgquieA Jete~~~!.2, .e le-1.s based cM the
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attrition ' condenmaation) rate over the lead time reriod. This policy was

in the process of being implemented.

Ancther ICP visited establishes no lead time level for reparable items

during provisioning7 assuming 100% recoverabili4y, until maintenance exper-

ience is gained. After the experience is obtained, this ICP applied the

attrition rate to the lead time period to compute the lead time quantity.

Still another ICP is authorized to compute lead time levels at attrition

rates for the lead time plus three months minus the repair cycle. This

authorization, however, is restricted to those reparable items for which

an attrition rate is known and is greater than 5% of maintenance replace-

ments. Since the attrition rate of new reparable items is not known, this

po:vcy i effect results in no lead time level being introduced in initial

provisioning, thereby ignoring subsequent attrition.

In summary, for reparable items, methods fall in four distinct cate-

gories:

1. Ignorivg subsequent attrition with no level computed (new items

in provisioning);

2. Levels based on maintenance removal rates over the lead time

period;

3. Levels based on attrition rates over the lead time period;

4. Levels based on attrition over the lead time period less the

repair cycle time.

C. Conclusions.

It is apparent that., comparable to the guidance in DoD Instruction

4140.2Q with regard to base supply levels, system procurement lead time



levels should reflect the quan ity of items requir(d to be supplied from

extexoDl ;corces d.uring the period require to obtain these !tem. Follow-
lug tn!. ':recept it is also apparent that deteTnnin4n4 lead _ levels

for reparable items based on issue rates. -without regard to regeneration of

assets during the leaa time period results in an overstatement of require-

ments. Conversely, it is apparent that not considering attyition rates in

the computation of' requirements where it is reasonaly certain that there

will be subsequent attritlon, leads to an understatement of requirements.

All methods of determining procurement lead time levels should be

reviewed in letalil and DoD policy should be developed to Insure that these

levels consist of the item quantities required to be suppl.ed from external

sources during the period required to obtain the items,
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REPAIR C1_CTr~r LFVEIS

A. Existirig Dci) Policy

Existin~g Dc) policy directiAves do not p-rovide guidance for the

establisl~ent of repair cycle levels in cauputing provisioning

requiremicrts for '-eparall1e Items.

Dci) Instruction 4140.20, ~ust: 26, 1963, subject: "Base 3upply

Levels of Reparable T,7pe Items," defines Repair Cycle Requirement

as "tne quantity of reparable type Ltems requaired -to fill the repair

cycle" and further defines 3ase Repair C ie R.4uirement as "a

Aunction of' (1) the antioipated nirfber of msintenanoe replacements

-that will be repair-ed "Locally, and (2) the ba.,se .repail cycle time."

This Instructior. dioes not provide policy for- 'he establiel-mient of

repair cycle levels vithii system (i.e., depot, wholesa-le)

r-equirement- :

r~koD ir ' _-ctln 4!410.24, 3~tcr10, 196-, subject: "Requaire-

rnt s Pri or ity in A-5s et Ap pl ,ic n for Se co n d ry I t e ,"d

rpair cycle -equIre-ment a.9 "the estimated number of senrc!abl

assets ultimatel_!Y re-coverable frcam the number of unsei W-icetOble items

required to be i4n thie repair cycle_, uased on the msintenance replace-

ment rate . "In ad0dition, this ddrecti.ve provides special,

detailed lnstruct.Ions, for com-ptiting repair cycle requirrments, but

this g7Udarice is offered. in connection vith the item strntification

proce ,ss and is not cei~yirted to the lt-m procurezent ad

repair requirement process.
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~'eri~ng~ ~ L 34', ~ item man-gers to fll repair cycles

f or ±rwble items,

One T(!P capp~.es % 2s- monVb cersting level for new reparable items

entering tbhe ?.kya,'m t~lttxg ths -pn istming process. This level

is beased aui &nt~I-AptbA minttbnwas rt~lw,,ements (.ver the six month

'prit5.Whbtl deiste.a n oeratng level,', this level, in effect,

finls &. 'i~cel Li~ S:*X rl!air ane.~ d provides sn operating level

to cc"r issmuev for tbe 1?x w~nth 'Period for replacement of items

.1e4 tdm!A nrt e 1y z r, be i- attrition). For estab-

liono iteA ,v~tt, kt r a vazlable repair cycle require-

m~s~ ~ ~ ~ ~ .~ntbP i~r rate, :x)bpssed in unidts per

monthd. Vf r -p~kvlr timer eprssed ini dsy and aii~dd

by 3,IX 714,m rapafr zw#.ts -- wOte6. e Lsyistem issues supporting

.PnAhe I~ ~ c~tesreair cycle re ;4rements for

mandsbory time ..hinge ite _t-wj ig pl%,visiorling by considering the

anticipated t. 1l~yng hc rs v~ a perloci equal to the repair cycle

timey di'riing tb: by tle fereca~t aw~rage bmirs between item removals.

FA., .her zb'st~ -r- p L&cemnt is based (jn. condition only, the

ICP employs a z aceIwm-Lnt :fa1' Otc~r representing the anticipated failure

rate for ea.wh O~) t:J.a~g hactxs (c-axUei a maintenance cycle); the

antcipaeit.tai. fyin e ~ ~ .prioe eqalal to the repair cycle

time are conr.'b!- tc. -PO0 _I,, maintengance cycl~es and multliplied by

-the replacemnwtit fsact ,r tx) rcliace~ a repair cycle requirement.



Subsequent to pro.-±tsicning, for r- ie .sment realreMent studies,

the repair cycle requirement is leveloped for either a fixed four or

six month period as applicable, ime&-ate4j fclovrng the vapply

control study, based on forecast remi Jremzcns over this period, less

retvus fr-m repair and dues in f-cm .-. ,rement-

At ano-thir i- P, no repair cycl relairement Nas used iuring the

detertmnation of provi5.onang re:Lirenments. Lat-er, a repair cycle

reqmirement was useii for management of reparable ite1S but only

as a realrement level for letermining the need to a.nitiate repair.

No repair cy-cle rejiirment. ums employed in arriving at a reorder

point for inf,+ixLon cf procurzem nt actior,

At 9. fourth IC, repair cycle re airements were developed for

both the depot and base level i,.ring prvisioningo The base requaire-

ment is predicated on the percentage of maintenance replacement" for

which base repair is projected aer a. fixed ; day repair cycle time,

The depct repair cycle requirement -i predicated on the percentage

of maintenance replacements for -#ach ie-not repair will be required,

over re-pe-r cycle times which vary o asei on item characteristics.

For replerd-=is.ent et.-,ies the same pattern is followed except that

forecas. conlemnati.ons during repar .--ycLe are deducted fror. the

repair cycle requirements

C. Conclusion

There is no definitive .%2 p,->1icj, eiiter re w,.-.ring the (ise of

repair cycle levels i, entrai 1el maaagemen( cf reparable items or

prescribing factors and techniquei to be eaoyed in thtir development.
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The need Lor such policy ebould be examined in detail toward insuring

more effective support of operating forces with minimm investment.

Aspect, of ctu-rent practices which varrmt particularly close examina-

tion are:

1. Potential understateent of requirements by not employing

repair cycle levels.

2. Not developing repair cycle requirements but filling

this need through the use of assets stocked for other requirement

levels based on factors not related to repair cycles.

3. Combining repair cycle levels with other stock levels and

computing requirements on conmon factors not pertinent tn both.

4. Potential overstatement of requirements by computing

repair cycle requirements on total maintenance replacement rates in

lieu of composite replacement/recovery rates comparable to those

presented in DoD Instruction 4140.24.
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ACDITIVE STocK .TiEELS PROCJRED I2 PR0VSIWNM,

A. Existing DoD Policy

DoD policy conceraing the estab-lishment of additive levels of

stock (as defined below) during the provisioning of equilpment/weapona

systems is limited to the followig general statments;

DoD instruction 3232.4, April 2, 1956, subject: "Policy

and Principles Governing Provisioning of &A Items of Materiel,"

staten that one cf the principal objectives of provisioning is to

"isure that initial spares and repair parts will be available st

maintenance echelons when neede&'" 'uderlining added). This

Instruction further states that "initial ,:pares and repair parts . . .

requi-rements normally will be establishcJ for that period of time

that extends from delive.Ly of the end item cf materiel until suff-,

cient usage experience has been azccmulated to permit determination

of req!yirements ,. assumption of svport responsibility by a Military

Supply System,"

B. Problem Description

The foregoing DoD polizy is in s(me cases iiiterpreted literally

in that support items n v.st be 6isalfbble ... maintenance echelons when

needed and not that slpport items must be av.'ailable to maintenance

echelons when needel ,;i+.i . res,.qnmble period of time. This often

leads to wide Jlstributton :f c-latively slow4noving items and initial

procurement quantities in excess of -Jhose v.ich can reasonably be

expected to be -usel during "that period 0f throe tha' extends from

delivery of the end item of materiel mtll- sifficzent usage experience

lhcwl *Ac climu aLted



Additive levels, for the purpose of this problem description, are

defined as those stock levels computed, procured and laid in as a

result of the provisioning process which are in addition to system

operating, safety, procurement lead time and, for reparables, repair

cycle levels. These levels include initial issues to operating and

field maintenance units, both ashore and afloat, and both overseas

and in the continental U.S.; initial levels to fill tranisportation

pipelines for both CONUS and overseas activities; initial levels

for overhaul of both end items and/or components/assemblies of

these items; prepositioned war reserve levels, whether so named or

not; initial levels for overseas depots; initial levels for special-

ized repair facilities; initial levels for mobile kits and; initial

levels of organizational maintenance items for accompanying end

items.

Based on the limited ICP visits of the working group, the

variables entering into the quantitative determination of these

additive levels within the DoD are many and complex. Many factors

contribute to these variations and complexities, including differ-

ences in operating and field maintenance unit organizations and

missions; program elements; "confidence" /"protection" levels re-

quired; proximity of maintenance units to th o next higher echelon

of supply, both in peacetime and anticipated in combat; laying in

war reserve assets for new items in initial provisioning, follow-on
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,.fovisioning or through ncn7-al replenishment; controlled restrictions

on the distribution of al. -,oving items; deployment plans; degrees

of reliance nn individual tecliicians by overriding computational

formulas based on Judgment; aailability and rel-tive sophistication

of methods for estab. shing essentiality/criticality L-or items;

number of supply echelons be-ween the user and system stocks; degrees

of confidence in timely rerrair capabilities of field units. applicable

logistics guidance; use of anticipated average demand as opposed to

mathematical probablli .ies of istribution, use of combat consumption

rateq for peacetime stocks; a id -the use cf identical consumption rates

for both peacetime and war reserve stocks

At one ICP vistted, these additive levels consisted of zero, two

or three months stock foi CONJS operating and field maintenance units,

depending on the maintenance echelon authorized to install the item,

plus four and one half montha stock of prepositloned war reserve.

For overseas units !e adrlitive ievele consisted either of four or

fi ee months stock, depending cln the maintenece echelon authorized

to install the i+em, plus a five months level for prepositioned war

reserve. In addition, five months stcck cf prepo Itioned war reserve

was laid in for selected reserve .ls Sti-'ngent rettrictions were

placcd on the distrabu~tor of Iterns prolected as slow movers, with

the authorized stock leveIs inc.iing oniy itose items for which

movement could be predicteO withln tle authk rLzed stc,:ck level period.

Ccputa-ions of war reserve requilrements were based on the same

projected usage rates as peaoctime requmremert . Initial range and
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and depth of stocks provided to operating and field maintenance units

vere mandatory for a specific period until valid usage warranted

changes.

Another ICP visited laid in from about five and one half to

eleven months stock for overseas units and two and one half to three

and one half months for CONUB units for all items. A portion of

these levels are for filling transportation pipelines but are addi-

tive to system operating, procurement lead time, safety, and depot

repair cycle levels. War reserve levels as such are not normally

developed during initial provisioning but are computed during

follow-on provisioning of later procurement Increments of the same

end item. However, a portion of the initial levels are computed at

combat cons'.ption rates which, in effect, constitutes war reserve.

These combat consumption rates are established by doubling the

program element (such as flying hours) upon which this portion of

initial stock is computed. Hoever, units receiving these initial

levels are following stock retention rules based on peacetime use.

Excesse6 generated by this apparent contradiction subsequently

revert to prepositioned war reserve stock. Average demand projected

over the authorized stock level periods is used in arriving at item

depth. This is based on the projected replacement factor and item

density. Individual judgnent is used in some cases to distribute

slow-moving items to a relatively wide range of units where, in the

technician's opinion, the item is critical and wide deployment of

the end item warrants overriding the small projected demand rate
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within authorized stock level periods. This widespread distribution

appeared to be under close control. Levels provided to operating

and field maintenance units were not mandatory but subject to negoti-

ation. Final acceptance rested with receiving units. In some cases

this negotiation takes place after the provisioning decision, with

any increases being provided,, either from other additive levels, or

system stocks. In addition, lack of adequate program data for one

major weapon reviewed caused initial operating and field maintenance

unit levels to be computed on a gross item density basis during

initial provisioning, with the subsequent requirement for individual

unit negotiated levels met by drawing down other authorized levels.

A third ICP's additive levels were computed in one manner for

the majority of equipments and in another manner for one major

weapons system. The provisioning of the bulk of equipments provided

a twelve months stock to operating units. Policy in this case has

been revised to provide a three months level for operating units and

a three mouths level to the next higher maintenance echelons. This

policy is expected to be fully implemented during 1966. Both levels,

however, will be based on cmbat consumption rates wherever such

rates can be ascertained, with operating units utilizing this initial

level for both peacetime and combat use and the next higher maintenance

echelon reserving the three month stock level as prepositioned war

reserve. Additional peacetime operating levels will subsequently be

established at these higher echelons based on usage. Initial levels

issued to operating and mainte.mnce units are mandatory until valid
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usage uhstorz tic woxJd warrant change, -,s obtalned. Init-IM1

levela, are based on -yrditcted usage during the period for which

Ptock is author-ze. n addition, selected c.-Iticial slow-moving

items~ tue provrided. Controls are 1. Iladed to assure that slow-

ziov-.Tng items &re not_ repeated both in operating unit and the next

hi~ber ma~.ntenance echeion a stock~ levels.

taicther &,et of rales governs additive levels procured in initial

1 :)i!Monwng by thiS TCF for one major ;w.eapons system, A cczp x

syistem for codilng each item s relative Importance to ultimate

rusoni used. Average anticipated dem~and is projected over a

..,c mn.hperiol for both the operating units and the next higher

-~i~ea~e n t bI c iten pcp-warion, either used or sup-

iK -,:A, Ba5ed .n -ne item s .---. at ive importance to mission and,

to ik .tese exv-enr . n Lnit price and c~jbe, a conf idence or

rcecti,',n 'Levicl iq asIgned Frcbab! lIty l"stribution, tables are

--nen etntere_, + h- p.rt~ject'ea iemand and the de,*lred Protection

I evel ag a.,nst I" cOUt to &rrive at th 'a uhor, zed quanti ty Items

conaliered 1eotve 17c.1ortant t" =Issicon re atihol't1,ed ever

th~~r ~hi atl ~ia~~sa zien: stock Tua;ntit . This method

re 6 n 11n TM t~- n tems be.,ng v~ide'ly dist r4 buted and re_,-

neaeeJ at the next ant &.nteriance ech !,)r,. The agnic

of tts. LL r*o :le a efense wnd ;t Uso

L r ""!f~r M& maintenan"Ce levelo



were not computed for indlvidual units but were included on a gross

basis in system stock requirement computations for subsequent

apportioment, Th ese levels wcre, however, subject to change by

either negotiation with receiving communds or based on individual

judgment resulting in distribution reqvirements which exceeded in

some cases the quantities procured . Stringent rules .L&d been

issued for restricting the leveis of new ites procured through

provisioning. However, these rules are qualif3 ed to -ermit indi-

vidual judgment noted, S'Sfficlent examples of wide distribution

of high cost slow-moving items were observed to indicate that the

-.se of this qualification by Inallvidual anaiysts is not isolated.

C. Conclusion

There is a wlde divergence 1n the degree of support pzro-ided

for new eqUipment /weapons systems in the DoD in the fo-zm of additive

stock level., ou. sid4e of nomal upr2y system operating, lead t e,

safety and repair -,y;le levels There are valid reasons for this

divergence in ran instances

Additive levels represent a si.gnificant portion of investment

in i.ntisd suppo,-t for new eqaipments weapons systes. In limited

exa, ples -eviewrd thesp levels reprented flmi I'$ to Wre than

, of the prov'sionii.g investmert.

Bec&use of vtdc -ariains ir the l,.ements impingling on these

levels and tht U sed in-', -' .- f. (-e; i i7

to z:i7 re the support pr.vided.
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The vie i ;'ergence in inItial stipport provided in additive levels

in the pro-.tsnirg process should be reviewed in detail toward:

1 Establishng a mea3uement method for cccparison. One

possible method is a wide statistical sampling of total *.tities

procured for these additIx levels considering the projected usag-

rate factor &nd tot1 density to arrive at & "m uiths of supply"

figure There art, however, pitfalls in this cc wrison method.

Its applic&tion to reparable items is limited vhere the "buy"

quantity can be more influenced by repair capabilities than usage

rates. ken wten used for cons'mable Items care must be exercised

t,. c=, &re items rla.ively e qivalent in price and end ixem

qunzttles and ieployment

" : ide:f ca~icn c valid dhffeiences in degrees of support

3 Rec=r roatii- c rre specific DoD rciicy which w-li

t s . ir - oe ddative level--, .re- niz ng the valid



CRITEIA FOR MIGRATING PROVISIOMND ITEM ASETS TO MMWD MANCG4WT

A. Existing DoD Policy

DoD Instruction 323r,., April 2, 1956, subject: "Policy and

Principles Governing Provisioning (if End Items of Materiel," pro-

vides that "initial spares and repair parts . . . requirements will

be established for that period of time that extends from delivery

of the end item of materiel until sufficient usage experience has

been accumulated to permit determination of requirements and assmp-

tion of support responsibility by a Military Supply System."

DoD Instruction 414o.24, September 10, 1964, subject: "Require-

ments Priority and Asset Application for Secondary Items," makes

reference to "provisioning items" as being those new items "for

which su.ficient experience has not been obtained to manage on the

basis of normal demand forecasts" but provides no policy for

transition from this category to normal reparable or nonreparable

management categories.

B. Problem Description

The depth of new items, other than insurance items, entering

supply systems through the prvisioning process is related to pro-

jected usage over a specific period of time. The period of time

established is designated by various names (e.g., initial support

period, usage data development period). There are numerous reasons

for usage developing more or less rapidly than forecast at the time

of provisioning. Ea.h Crvice therefore has developed procedures

for coding new provisioned items in inventory records either to

159

4M



rermit managem-nt on rt aemanc basis prior to the end of thz perio

for wtnch st.cks were cIginally procured or to przent premature

stratfifcaticr of itens to long s-pl4 strta tere uttige experience

has not teen generated as early .s p.-o'ected. The length of tine

established for tnese control periodcs ed the methods for measuring

them vary considerably.

-At one IC'.D visa ted, Inventory management mechanized procedures

;n thle regard are lImited to the assignmen-t of an addS tional "special

stuv code' : -to provisioned Items for which no demand is experienced

f-r two years after the delivery of the lat item. If no demand is

eQptrilenced for one year after this assigbkent, the mechanized pro-

ceire mnrcm.i ca-ly transfers the item to an Inactive file. At

stny tiae c-x tnis t-.ee year period it is the prerogative of the

respns:ble stock item analyst to dec±i2e when there has been

reascawitt zepreaentata ve usae to wrrrnt management f the item

on r± exeln~ ernnnru Oasis."

At "nc'ner TP new riems are entered in a provisioning field

if, 'he n entory record and remain Protected from stratification to

long %,.&,.y in this fiel for one year., This period starts when the

apjlicable end items go )nto service. Items Luomatically migrate

to demand management earlier if the reorder point is reached prior

to tbP eni of this -&'. Other means are used to prevent the transfer

or disposal of assets of items which have automatically migrated to

a demand baess, wnen special circumstances warrwt such action y

item analysts or higner authority, One exmiple is the case in which
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the operational use of the end item has not progressed as anticipated

with t" kuld potential for Jz/nand generation. New machine procedureis

are currently being progr=mmed to provide print-out reports for pro-

visioned items whenever \a) the reor er point is reached prior to the

end of the year and (b) item q-uantities remain in operating levels at

+he end of the year's usage development jeriod.

At another ICP vislted. items are coded &a provisioned itemw

in the inventory record and the zech.anized progra aut =atical!y

migrates the item to an appropriate demand-based managemeit categzry

when the reorder point is reIched. If no reorder point is reached

in two years, the item autcorticaIly migrates to either the category

for 'low-moving or insurance items, depending on the mount oZ demand

experienced, Peacetime and mobilization objectives are established

at that time anu assets beyond these objectives are subject to

stratification to long supply The two year measurement period

starts at the point in time the FSN for the new item enters the

master inventory record.

At still another ICP visited, provisioned items are coded as

new items in the master inventory record. Issues over the intended

support period are 2roJected and entered into the record. These

projected issues are offset by the provisioning buy quantity. When

actual issues exceed projected issues the new item code is dropped

and the item reverts to demand-based management, If the new item

code has riot been dropped, based on issues, at the end of two years,

the item automatically migraten to demand-based management and is
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subject to long supply stratAfication. The new item code in this

case i retained, however. to insure intensive review prior to any

excessing action- The two year period is measured from the time

the item enters the master inventory record,

At one iOP visited, which receives requirements for new items

frm Serices engaged in provisioning, the Service-aticipated

yearly consumption quantity is entered in the inventory record as

a numeric stockage objective, One half of the quantity is entered

w an operating level above the reorder point and the other hal.A. as

a procurement iea.d time level below the reorder point. When the re-

orler point i6 breache,. or vhen, in the opinion of the item analyst,

6ffic-ent usage hae been experienced, the item reverts to demand-

based management. '.-ems with zero demands after twenty-one months

in the in ,entory record are referred back to the initiating service

for requirement validatioi, or deletion approv'al.

C. Concluzion

There is no dIefinltive DoD policy for making the transition to

miage prev'iisly provisioned items on the basis of subsequent

experience data, in lieu of continuing to regard as bona fide the

orgincfl.y compated requirements based on provisioning factors.

L,.rit( !ievLcW of methods used for managing these items indicates

tfc need for a detailed review toward development of DoD-wide policy

in this area. Drig this review and subsequent recommendation of

poljcy, particular attention should be given to;
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I. Insuri ng tha~t any neeesseay "pnotectiont' period :for new

items. in support of newegttet/apn<tas al

me-asue frm a point in time when the p'tent'fl for dwcand exirts.

2. Establilshing ortmum pbzriods for such protection to

~uethat suceh aze-ets revert to innsement. based on actual usage

as early as preztilcable and are not hepld on a ctatic t asis te yond

that necessary, to instxre a full potential1 for developmcent of usage

3, Recognizing~ the basic ditferezc 'I t the handling of

ncwv reparable %temz vic(e consAble items dur1!ag a usage de; ?eloIpment

period and provid-tng definitive practices foi each.
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SELL=TO OF ITEM FOR MOB=hLAT,,, RESE'

A. Existing DThD Pc'llcy

DoD Direc-tive 3005 5, ,)ine .10, 1960, s.Thject: "Cr'teria for

Selection of Moblization Reverve T Cems,' prescr.":ee -the -following

objectivew, P,-cites and, ucn!er--:

"OBJECTI'VE

The co,.ective of D-Ihrective is -tc establish policies

and criteria t'iat vi- relate- -.he seilection of item to

operational effe--tivenes3 -under combat conditions, Judg-

ml nt will be exerciqei. loeterm-.ne how long the us~ing

acti-itlee car, be vlthou tbie partic'--Itar item before eun

unaccevtaole z-edact-on in operstlons.L effectiveriess takes

pla~ce

'PILITCIES

A. Items- -to b' -eTeoa~ nbt3I!-A-ion reserve-s will be

bw.ed on the foll.. 4.no ei. :rltpia with'inf the

ob~jective ecotsaned in paruraph TI: abC Ve:

1 ~~ ic .~4 1' I-,, re L;Ir,:d fi'r the survIva.1

of personnel.

2 Ttewt ese-V. for tr. e&u~1effectiveness

o~f ccba 'rcrv

3. -1temB t-saen'ts.I 4Sr 'rie rver,-ttonal effectiveness

of the in~ u 1; iport of octb~t f~rces.

i tems, the -,~ f wni-L - 1 r-ndpr Inoperative or

ser:o,., 3 ~i-m r the o rt: t' ffectivo~ness of an

essential eq,-1pev cr ;~~p velem
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B. :tea^ ;y-A i._. . e ~lect,. an mbilization reael-ves based

1. Itm ISC-M.1y fu c .r t rnvemience or morale.

2. itesm nct curreetl stocked which io~nad be obtained

t~uaug te ~t~v1 icnngprccess after the assumed

M-dy againvt -Avth re-qiremenita planning is being

accampli she 'x.

3 Itome iihich are o~r iUbscime ncn-staxda~'d, 'within

the qirowe jip.lang period except whien the end

item sixpp-rte± --6 b- u-erl as ani acceptable substi-

tute ifor a etno~d --4m 'wic iJ noyt be available.

L4 . tewu cs be rs i fsbricated in the field

ot-rh t~'ti1' b -1k msav riel. norxiafly available.

6. team nozzxU~ i~ay f ran~trmeca sources

In f..iQn m~is e.;t. var reserve miii-

tan- d ~ R~c qtinis ~i be persitfted -Ohen

xa~itr~ ~~.i~~tic n t icste that ccauercial

tyt "-e~t e 1 re;rcaitioned prior to the

7'. m~ -t4Jtr. h icr a. 6ort i&neif life. Certain short

sbe;.± .j.ife isemw :;rA be selected -onere overriding

milI'Try ft I 'tweness acnaidirstions prevail."

B. PR-.blem

qotitst~iding ite tijxa~ i 'ir-ctive 3005.5 to establish

definitive Policie sr~ :f.. the. selection of ccdbat essential
1.66



items, (nterpretation of its provisions varies widely among the

Services, In certain instances, selection of items reflects cL.

cons-deration of ccmbat essentiality, procurement leadtixe and perti-

nent factors. How,ver, the selection process for other items does

not appear to be based on the policies and criteria stated in the

DoD Directive.

Farther, widely divergent interpretations %mong the Services of

policies and crlteria in DoD DT,(rectivc 300".5, and the ch.gqes that

occur from year to year in the selection of items by each Service,

have resulted in significant supp y imbalances within inventories

controlled by sin6le manaers who have no prerogatives in the selec-

tion nF items. These conditions reduce the effectiveness of mobili-
za on re s e, avonan,

zation r-ese..ve planin Ir. adJition, the large luctuations in

acquisition and retention ol.jec:.ves that are caused by frequent

changs in i-temn selection con-lrite to the relucta-nce of budget

n1tlo ri e s to f'u nd bi 1z on :-,.serves,

A brief suve-, of pli.'CieS an- ,rctices for iten sclection at

lT .as revea.led spcifb.i- problems Foi ex -'ple, at one ICF.

v"po rk w-1 -cr-te, . are identical to thoshein ihe DoD

.the iT Is required to ifurnish a SewVice-

.rpit'.vd :_: .at senti&! items ii t -o overseas cc=mands respons -

'' .. ar .,o. g rtir Cul a" items 'or prepoqsitioned stocklge basod

on the rarz'-,,e i' ns containeJ .n the list. H.owver, it became

a- ,-vzent that t,, iit f isem arpn..,priate for o ,bltzation rceve

cck &e ad rn';L t e, fo .wrded 't,) any 'erseas cc= and recently;
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the last coordination of item selection between a comand and the ICP

occurred in March 1964 based on the information provided by the command.

In an audit report dated March 4, 19 , concerning one overseas

comand, impropriety In the item selection criteria and significant

divergence from policy and criteria in the DoD Directive are empha-

sized. In that report, it is stated that mobilization reserve require-

ments for man items are determined by doubling the normal peacetime

demand rate without any prior analysis for combat essentiality.

Stockage under the criteria employed in this command, the report

states, could result in a large build-up of excess inventories due

to technological change and other factors, and thereby impair material

readiness and the ability to support the procurement budget for neces-

sary funds.

At a second ICP, where selection'is limited principally to non-

prepositioned stocks, the provisions of DoD Directive 3005.5 are

recognized. Hovever, in practice, ICP selection of items for the

nonprepositioned mobilization reserves is not accomplished on an

item-by-i-cem basis. Rather, entire Federal Supply Classes esti-

mated to be of "negligible military essentiality" are eliminated

from consideration. It was agreed at the ICP that this practice

results in some inappropriate item selections.

At a third and fourth ICP, responsible for the computation of

requirements for items selected by the Services but having no pre-

rogatives regarding selection, divergent interpretation and

practicres relevant to DoD Directive 3005.5 were cited as basic
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causes for significant stock imbalances. For example, review of a

iist of 292 items at the third ICP, a Defense Supply Center, ;rovided

the following information:

Number of

Items Selected By Items Selected Fo

P' Mob
Stocks Eeserves

Three or four services 14 C

I w mervicet 108 28

One service 0 264

Total 22 292

Wehereas 184 items *634) of the total semple were selected for

peacetime stockage by most services and all 292 items are used by at

least two services, 26t (90', were selected for mobiizati-, reserve

by orly one service. Of that number 2 -1- or were selecd by the

cerme sernice. Althc.h the speciad -eqrements o' each service will

accoort for some differences in the seiection of !+e-5, t is apparert

4'r=r these data that there nre wid vaiat ons in interpretation of

he. ic e ie &nd :-riteria stated Inr the 5D DireciCve C©5_ .

The Frogre-ssie Refinement ,lntegrated SEupp!/Y M& e eent (P.RILWi

reportM, . i - >ItesIm. lar LrnIornsxsterc e. i tem seection

.and Inlud the follower rec te io tion

*The _,SD should undertake S. iately a revision of" loD

Directive .' riteria for ~eiie-t'on of M.- ,, .ation Reserve

Item z In its revision o" Dire t v. " <,Q shvuld lend

speziflrity to :he in-lusior• &rnd exc>,,,sin :-. tca :::w pn~vtded



land in such terms as to preclude variations in interpretation which

now plague the current requirements process and contribute to the

suspect quality of current requirement computation results." The

recommendation has been concurred in by the Services and DSA.

A related problem of prime importance mentioned at the third

ICP concerns the shortage aticipated of certain items that are

urgently required to support short notice build-up of reserve

forces. Since these items are not uniformly selected by all Services

under the various interpretations of the criteria in DoD Directive

3005.5, past experience indicates that an inordinate drawdown of

safety levels may be necessary to meet future emergency needs. Pend-

ing resolution of the problems, the ICP has recommended that a six

month safety level be established and funded for the critical items

required to support cold war requirements. In this connection,

OSD is currently staffing a proposeO revision of DoD Directive

3005.5 containing an added provision which is considered necessary

to permit selection of the items concern i for the initial support

of a sudden call-up of reserve forces to active duty.

At the fourth ICP, particular emphasis was placed on the imbalances

that have resulted from changes made by each Service from year to year

in selection of the same items. In certain instances, failure to in-

clude a previous year's selection and related requirements in the

current year has caused large increases in excess stocks to appear

in the stratification of inventories. Conversely, new selections

170



and pert_ nen rra u renonts that did not appear in the previous year's

str-atif'iten .-. t, U :,j,;< !ctuations in acquisition oDjectives.

0cc as i or.na~l, sc nh e hr .so resut fc>,r. ,error but they are also attribut-

h1. to difi n 's : y'ar-to- -a:" interpretation by each Service of

the cLrt, . i D Dirert.ve 33. The large variations in require-

ments data that result from instabilii, in the matter of item selection

impair the TCP's ability +o support the procurement budget.

At fifth TGP, it was stated that the service headquarters provides

guidamce for item selectilon ar-d that the major field commands, not the

ICP, select items (with the exception of items being provcioned) for

mobilization reserve. The ICP advised that due consideration is given

to combat cssentiality; however, published guidarce contains n refer-

ence to DoD Directive . or srecifcally to the policies and

criteria stated terot. n 1r. ffct, the gui0tunce states that it will

r.man the field commande- s ;ud oert as to what is needed,

C, Conclusions

There exist tog yvie y I vergcnt cntp taetat ions of the toi cies

Ictt 0ia :onta nod e n the oD Directive for the select>o of 'o!. -

= t~~cx :'>isel've itms hess" ' ! 3-.o<toc-c.e.c huv<, resul.ted in. s gn>i~ cnt

SservIes frn yer'y- -e su,'t , n, ,

+"ut',*iation, in requctre- t s dta. Thcte - t .on: us, n -ost

t!J,  o :." P:''i 'e on no! t ni,,r ,'f :: ..,. i ut hor' tIes in: ti.

esult , + to Frovide f~



wvlhich mad be rtixc. t liwrcre mate-mr1--' re-ainessl. It is generally

agreed that a more definitive, statement of polictes and Criteria is

nieeded for, the s .etn o:r. mobilization reser-ve items. Follo-w-up

work should be unde rtaken to azsre appropriate mpeenato of"

the r-evised directi.ve.



MOBILIZeJION REW JTPE2NT FACTORS AND COCMJTATiON TEChNI JQES

A. Existing DoD Policy

in DoD Instruction 4140.16, August 4, 1961, subject: "Policies

fo 7 the Management of Selected Mobilization Reserve Items," reference

is -ade to "traditional detailed methodis of requirements computation"

for the purpose of establishing mobilizat-on reserve stocks That

dilective offers, as an optional course, the noncompuation of

mobj-ization requirements for selected items and the meeting of

obilization needs through the combination of so-called emergency

levels of supply (a six-month level) ed lrge a'verage operating

levels resulting from economic order quantities of two years or more.

These levels are ir addition to the convenionl procurement lead

tire assets. However, neither this Instraction nor other DoD

directives reviewed provide specific guidance concerning factors

and techniques to be used for mobilization requirement computations.

B. Problem Description

A review of mobilization requirement computation methoas at ICPs

indicated coi:siderabie difference in concept. To illustrate, at one

ICr, the estimated recurr -g peacetime demand rates for stock fund

items are multiplied by combat increase factors in the process of

computing gross mobilization requirements. The increase factors

used, however, do not take into consideration the pertinent charac-

teristics and expected mortality under combat conditions of the

individual secondary items involved. Peacctime demand rates are

doubled in estimating wartime demand rates of parts applicoble to
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preferred (most modern) end iterns. D.. .and 'nt..... , •

case'c of i ters support ing standard "PL nonpefcrrcd ccr.pnct:;

~~~Wigrtcd avecnagc: of these tv, nutt iplier's arc enlp.oye'd whnn ibr

(dennities of end items to be supported in 'olve a min: of ir ':d

and nonrpreferred eqaipments. No forecast of wartime demand is made

in the case of itemis applicable to obsolescent equipments planned

to be phased out of use,

At a second ICP, the computation of the mobilization requirerents

is accomplished by applying anticipated secondary item combat consump-

tion rates to end item densities indicated in mobilization Tplan, Each

secondary item is considered separately in arriving at a combat usage

rate, with peacetime demand employed as a starting point for the

development of individual item factors. Ultimate approval of these

rate& rests 'with the field commanders responsible Lor combat oper-,tions.

At a third ICP, in computing general mobilization reserve require-

ments "size fact.ors" &nd a "tempo factor" are applied to the peacetime

demand rate for each item, The size factorL reflect the increases,

comparing peacetime to mobilization, in the varlous force sizes to be

supported. The tempo factor, a -iultipiier of 1. tir,e p, cetime

demand rates, represents increased wear-out hiader -,,rjat conditions.

The size and tempo factors are Identical for all, items, oxcept -,at

the tempo factor is not aiplicable to Item, in any Federal 3"upply

Class (,SC) when the class as a whole is considered nct susceptible

to increased maintenance under combat conditions, Other than thr,

foregoing FSC exception, there is no consideration giN\r. to the
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specia characterietics of individual iters in the leveloment or

-the arplication of these factors

C. Conclusions

vur f-r.ndirgs in tlnis area Ini1,--ate that, aiiong the ICPr visited

there is little ccvarebt1.i.* in : rnep~s, icc' or techniqueE '_ii

:2ommt-z e m.laic eAr~e The 'iifferences ,. :zannot be

ty-Pes of end it-eMS or eq~iament. !.Ised, Fc. Dr example, in all of

the Servicez there are standarl, n ,nprefz'-_r1'ei -qu~pments in use and

... ferred ecj lpmnt6 .Ll ;,; -r planned, The ;_,e .one 1M.P of

biar.ket peacetvae deman-1 rare wui-_iplier,_- 'uasea o.n equipment 'ty!pe9

classifica-tion, and nonuise of this tec hnique by ar"-ther 1CP (also

supporting ty-p-claosified etiu~perit,; ci reateo a ;pes ion about lack

of camparabilhty An even more b&5i z quest-ion concerns the lack of

DoD-_ile guidance in fn:i,.s area,

It seems evident ifrom our aic).sons5 In the field that the

qiialfty of mcbilizaTion remiuirement vo~~ o-rk is Tafluenced

by seversd cbxonic difficultie,; These incijle, the inherent

unertainv in mobiliz- ,.xon x-quiremen'. predictilons. the Workload

involved in talcrinig mobil-.zation requ-Iremexits to a ]-.be n-Luber

of individual items, conEidering p clcharac't .istics, end item

'll!ation, etc, ; and the lir-?e TNmding u'_-nort given to mobiliza-

tion requirement procurement, Jd!sc(-r,5g~ng mir~- intense c aputational

efforts,
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Despite the comsplexity evident in the -area of mobilization

rer.u licmcn-t factors and computation techniquces, the readiness and

cost 1r.pications and the lack of DoD guidance urge early review

attention and policy development.

176)



APPLICATION OF OTHER3 TWIH WAR RESERVE iSOC IN TBE CC*P-TATION OF

MOBILIZATL I RESERVE MATERIEL REQUIRKNEYTS

A. Existing DoD Policy

In DoD Inqtiuction 4i4o 2,, JulIy 28, 1954, subject, "Management

of Mobilization Re-orve Stocks," it is stated that "Mobilization

Reserve StocA w-ill bc. retained *. only to meet a Mobilization

Reserve Materie.L Req:2irement (MRMRi' deter-mined and established in

accordance with JCS policies and plans and with the instructions for

implementation of these policies and plans as promulgated in the

DoD Directives System " In This connection, for ortain principal

items, DoD Vireciive 420.l, February 1I, 1959, subject; "Frepara-

tion of Materiel Planning Study, DD Form 764.," considered obsolete

but not cancelled, provides that Materiel Plannimg Studies, DD Form

764, will be prepared to reflect current ! rid forecast materiel

status, forecast of gross mobilization requirements, 8nd a req,-liness

analysis of net requirements and asset deficiencies. Specific

instructions axe pr-vldeed for the application of %ssets ,on hand and

or order to detenmine net materiel requirements. However, with

regard to secondary itemq, no DoD directive exists containing srecLfic

policy or instru-ctions for the application of assets to the Mobiliza-

tior Materiel PeqLrement (MME.) or other gross mobilization requirc, -

ment to dortrrnfe iho M3MP and rela-tcd asset deficiencies.

B. troblem Descriptioe.

In order to assure supply support of prescribed forces at c'ombat

rates, specific quantities of war reserves are needed in, stock. prior
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to D-day. it is considered, however, that assets which will be

available from other than war reserves should be deducted from gross

mobilization requirements in the computation of quantities to be

stocked as war reserve, Among the types of foreseeable assets which

could be deducted are;

i. Normal peacetime pipeline assets assumed to be on hand

oin D-day or n or'er as a result of ordinary peacetime replenishment

action taken prior Lo D-day. 'antities should bc estimated for the

folloving elements to the extent that the MYR (or equivalent) includes

rebaiod requirerents:

* jutfe y I1 ;e1 ic, >-s

... ,..: : < F " ,.. : < ] _ <' (o ,'" : :g le ve l

reordei cyc .e); usually one half of

opirati.ng level

c Repair ccl acsetc

d. in transitI stocks

e t':.'c~rcm t-.adtime assets (qua-tity is;

S;sujned to be on order at D-day f,",:.

peacetlme I e ni action , and phaed

as available for issue in specific intervals

of time after D--day.)

. Post Dl-day production (qtiantiti: : ex-pecTed to bcome

available fro .rd" - j:Kcel en or fter D-day).
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in policy and practice, there is considerable variance amctg

ICPs concerning the extent to which assets which will be available

fa=m other than war reserve stocks are applied to compute the mobili-

zation reserve materiel requirement or that quantity of war reser'ves

needed in stock prior to D-day

To illustrate, at one iC7 pozicy a.d stated practice is to apply

assets on hand and on order substantially as mentiune2- above Its

apnroach to the determination of asset quantities which are estimated

to be available from 1xost P-day orders is basel on the "P-Day Concept."

F-day is defined as the point in time, expressed in numbex, U. months

afLer D-day, at which the rate of production of an item ecpals or

c-.ceeds the rate of consumption from that point on.

At a second and third ICF, normal peacetime stcoks assumed to be

on hand on D-day and on order rrior to D-,ay are applied. Concern-

ing the estimate of asset quantities to be available from post

D-day orders, t Ye policy at the second ICP tal s cognizanuce of the

D- to E-o~y concept; however, 'he practice there is not to estimate

these quantities for the majorIty o Items nor to apply szch data

in the computation of net mobilization reserve requirements for any

itemt, t ws n!ice that one reascn f , net. reducing gross

requirement: by these quintuiet is That the administrative resources

required to make and to 41x'ccly 4& 4 C such estimates ,wnuld be

largely wasted because mobi.izat'.o. .equ,rfments a-re rarely funded

at that IC?.
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The Ytl'a, IC.' de. not e.stimste post D.-day production nor is

there any policy or reqixir.ment for its accomplisbaent.

At a fo-nrth CP the mobilization reserve requirement is con-

sidered to be satifiod for any item having a two-year procurement

cycle under the E0Q prin~ie or a safety level equal to or in

excess of the mo.bilization refqirement. P ail remaining items,

however, the sifety and %veree qerating levels 'tot0.3.g , approxi-

mately 75 rys of s.4 2y) are net zonsidered in compting net

mobi.-tion resere reqiraerxta. At this IC2F policy and stated

pru~tice ere to 4ednct. estamntel D- to P-day -production in the compu-

tatio r of' net re.&7irentso &-rwever, production for all items has

ben , t, begin from % .aol base" (that is, no production in

being on en w ~ziacajais of imbilizssation- ..teserve require-

merts t that I,- for 16 it &itermned to be in contimous or

aamost contin'vuou peacetime ir-oiuction, the ICP estimated that a

rectwL.rn -.t $0-roxmteiy $2a milicn or 42% crald probably be
effected by -)sndoning the 'cold base" concept for those items.

A fifth :c .does not 'dedact pewetime assets on hand in the

coW-,teittn of net mdbiiiza%.ion reserves; however, ;ost D-day orders

-with i.e1iieries prior to P-daqr are a-liedo

At a aixth ICP, pciicL, and practice exclude the application of

peacetime assets on hand and on order prior to D-day and post D-

day n--dera in the computation of the Mobilization Reserve Materiel

Recqulrement.
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The divergent polelc pract..-e-s 'n VAII'v to~ m,:nCr,

I1CPs indicate that ret repair-mevts may be ~ettabcuee

assets axe rot e-onistdere-d. Lack of' c'ozu ien-e Inr the ~o~x~~sof

var reserve reculrements reS--i in a vi r reP&a on the Parc c

budget autboritles +tC 1fUrw ;ez '7h.~sii t b- cauzmc rig it--

ducecirad c reftlne -c b-. rie iegre- - ;nriege - ol b 1

cult to ~rti di-e "o Th ce inAi ' eurwet(~I~

c~rpu~tioc :r~c~"~i. ~ore :Learneed. fr ce ,hv c1

tocoret~icsrd 1;



BASIS FOR DECISIONS APDINC PREFOSTI()MD MOBILIZATION RESERVE

-. MATERIE EQIRMMM

A. Excisting flC) 1Pclicy

In DoD Directive 4.140.1,~ CZftober 12., 1956, subject: "Inventory

Management Policies,, genere. criterin for positioning mobilization

reserve stocke are in P~ r'tgrapl- :-7 :

"The~ Wtlitgxy servl-ices shal store mobilization reserve stocks

in that manner, wA & t i-xic~h 101ations as to. most properly support

approved mob ill. zttlen *end emergency war plans, and shall so positiori

stocks in ffach a manner as to attair. minImm 1mner-Ability."

DoD 4140ivi.~, 77zl 28, 3.9514, sbject: "Management of

Mobilizati-n Reserve Stocks,, Paragraph 1II1 2, provides that:

"Mobilization Reservre Stock- viU,,,be retained., stored and

maintained only to. meet a McubEIizatior. Reserve Materiel Reqq.irement

(MM) deterudinei and easblij!4el~ in accordance wi.ta JCS policies

and plans and vit.1 the in.struc~ticns for twiplementation of these

policies and plats., as prga:4ted in the Ina Directives System .

W~hereas Joint Li)gistics amn,'-Personnel Policy and Gaiidance (-TCS

Pab 3), September 1.9&1. 'fd Secti.on XVI, prescribes uni-

formn guidance In avcme detaitl for cnpideration and development of

requ~irements for prstined rnatariel, tsuoh criteria have not been

Promulgated In the Z T. Z t-,rective System.

In DoD Directive 4140.2-2l 1,z" !5963, ioubject: "Management

of Mobilization Reserve Stocksw off ltm Aspigned to the Defense Supply d

Agencyj," the. prepositioned var reser~v- reqc,1remnent. (PWR-R) is defined

as follows:
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"That portion of the mobilization reserve materiel objective

(MM0) which strategic plans dictate be positioned prior to hostilities

at or near the point of planned use or issue to the user, to insure

timely support of a specific project or designated force during the

initial phase of war, pending arrival of replenishment shipments."

B. Problem Description

Current practice indicates considerable differences among the

Services in concept for the designation and management of preposi-

t1oned war reserves. These differences are reflected in a comparison

cf the magnitude of the prepositioned war reserve requirement (PWRR)

in r.atiion to total requirements for mobilization reserves at various

... i. To illuastrate, at one ICP, the PWRR was approximately 79% of

the acquisition cbjective (excluding operating unit PWRR). It was

estinatea that over 90% of the prepositioned war reserve requirement

is for stockage in COMJS Depots.

At a second CP, the worldwide PWRR was stated to be only 260 of

the acqaisition objective and 37% of that requirement is for stocks

I.repositioned in CGUS Depots.

At a third ICP, it was determined that the total acquisition

objective is considered a prepositioned war reserve requirement.

,ighty-three percent (83%) of the requirement is for stockage in

CONUS Depots.

The differences mentioned above are attributable, in part, to

the differing missions of the respective services. However, signifi-

cent variations are also ascribed to the lack of essential DoD

policy and criteria, concerning the portion of the total mobilization
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rescr:e reqirement which . ast be treated as a prepositined war

reserve requirement, resulting in unilateral and to some extent

arbitrary decisions by the Military Departments.

C. Conclusion

The decision to treat some portion or all of the mobilization

reserve requirenents of a particular service or ICP as prepoiAtioned

carries with it cert-in implications, advantages and disadvantages.
he pr-incipal iaplication is that, in the e'-..t of war, the require-

ment probably or certainly could not be satisfied without having

the materiel on hand, reserved and continuously available, at the

location designated, and in the pbrsical state of pack specified.

The advantage, of course, is high responsiveness to need, should it

arise. The disadvantages include (1) the need to specialJly car.

for t~his prepositioned materiel (holding and rotation tasks, special

ac-ounting in some cases, etc.) & .d (2) the irnbility, due to the

decision ko preposition, to rely on other asset sources (such as

regular peacetime on hand stocks, regular peacetime on order asapts,

h.Agher level wholesale stocks such as Ds, and assets which can be

obtained via orders placed on or after D-day).

Without question, the disadvantages must be accepted if the

materiel is required to support planned wartime actions and if

prepositioning is' the on-ly practical means of achieving a high

probabi)ity of its availabil_'ty. However, the wide range in the

proportion of NWRR to total war reserve requirements, scanning across

the Services - from 29% to 100%, suggests that they have followed
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d-ss-ia'.r aand possibly unz,&LJ.6tic Cri-ria in readching djecisiorns to

prepcsiti-on wear reserve atocks. 71hia problem ar~ea should be exam-ried

,n depth andpefi and uniLform DoD-wide criteria should be devebl ped

tc, guaide prepoaitioning decisions,
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RALa:'CL1NG AMDT FROTECMhNG MOBILIZATION RS2E2)i

A. Existing DolD Policy

No DoD direct-Jive prescribes policy or procedures for belancing

mobilization reserve fitocks fredt-i ng the protectabie wartime re~-

quiremients of acrie items by using a part cf the mobilization reserve

Etocks (4R-S" tc meet funiei pee,.etimeb req-threz~en-ts and using the

funds conserel t-4: zric~xe aidticnal aE-ets of other IPfS -iters whose

protectable level is -Increased ajj~ropriateiy..

However, iLn lar Th rective 414C0.24, 3eptember 10, 1964~, subject:

"Requirements Prioriity and'Asset Application for Secondary Items,"

Paragraph V-1. a, 2. c.~, cognizance is taken. of the effect of balancing

u n~ ratification of inventories.

~~~.D- Proble fl -:iion

Inr order to improve mobilization reserve inventory posture and

protect the inve~tm, nt in these Estocks, a concep-t for balanr-ing has

been prescribed by _sev eral seTrt~ces. In practice, there is consider-

able vt.iation in. fle Ser- Ioc/Agency directives on this subject, and

r&lative".LY, minor or no balancing I's accomplished at most ICPs. To

illLstrate. av- i-ne 1 7 ba:Lancing of moblizat~on reservef; and the

establishment of a record. t-,- account fc~r funds conserved and re-

invested had been directi-by ser ;ice headquarters, However, neither

)bective has been met be-m'ase tht. 1(1' tas construed service instruc-

tions to mean thai, basianoing w nithin its commodity area is neither

mandatory nor. foasibi e,

187



At a sfcop'd CTP., service policy provides that mobiization reserves

vill be b&lAnced; hovever, the ICP has advised that no balancing has

been accmp~lished because peacetime funds have not been suff.1c .ent to

term-t Further, it was 6tated that, contrary to D11 policy,

protectable zobiliza'.on reserve stocks (nonprepositioned) are being

drawn down to satisfr peacetime riquirements without replacement of

the inves&ent. This practice, too, was attributed to inadequate

peacetime funding.

A third ICP implemented revised ba&ancing procedures in August

1965. In order to facilitate the balancing process, mobilization

reserve items -weze arranged in groups which were ranked in desce.nding

orler based on military essentiality. Requairements for items in the

lower priority groups will be reduced to r'Lease assets for peacetime

needs and conserved uncis invested in mobilization -ese-rve stocks of

higher military essentiality, The follovwtw data indicates improve-

ments in protectable mobilization reserve inventory posture that the

TCP expects to achieve from balanc'ag-

Peret cf Prote,-t )l.e Mobili-zation
Reserve Stocks in Various Essentiality_. _op

Essentia3 ity
Cu'rent P

1 17,31 4275
2 5.27 17-12
3 48.4o 28.56
4 16.42 10.35
5 0.12 0.10
6 0.17 0°05
7 5.41 1.07
8 6.4o 0.00
9 50 0.00

100.00 I0000

j.88



A fouthL I"F. ±t t ba zing ~re~rsbive

been Implem4nte5. in .v!crd~u vtul Ser -O ziy. 34rvver, tloere

were n.o reaorLU. of tb metaaii uf yeacetizis furAs consered3 or the

balancing met ~ IS~ Ct:.SXl - 6f peace-

time funds. *Th' C n1 ,i tC; ! (-~~ of sich a

progrun to be % asaem-ml, 1:zk 4 . t '-t vvmll take action

to initiate nel, y ±str~z9Iv.

A sixth 1'- sitt-, S#i.,, -,e di~~t s t-Avz &r nct fd for

balancing bjyt,,.r -':k ttm2 z~21z- o i of

peacetime wvi~. n t~tZ; the 1.9.~jti no~t~Z Ce

in the m-i-.le i~ ~ncr r wzv bal~s-ng hAs

to lrint1, t ;u fr:r btlinitalng stocks Vnxnugh

the ccuser;r'-'a .ri :f rds viy r- i #fled in los:9s of on, or-

tunity to MR ];i.,~ ~n ositic .! ein tnancial

1ixit~tienF. .ttew c t i7P't t.,:; e rnel4-wdfrfs and

econamr of rjpe-r%,tt.ns t,±; yki . *:c3 ttc m' to i,<sme stocks,

there is a dteftnlt, r.pel fcx'i,: imp ~ ~~lementation

L ~ ~~to correct t Aao~~ti~.
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REIE IW 01' CO1YWITED RFQUaEM=7'T

A xisting DoD Thbicv.

DoD Thtruction i4200.6Dcmerl, 15, subject: "Materiel Program

Control - Principal .tems",, defines principal items as "those end items of

m~ajor importance 'which require detailed analysis and examination at the

depr-rtmental lee...D all factors affec-cng their supply and demand. An~

end item will be considered for selection as a principal item or., the basis

of relative combat or traininb essentiality and the following additional

criteria;

1, High monetary value.

2, Difficulty of procurement or production.

3. Unduly short or excessive supply 'sun

)4. Griticality of basic mterials or componeras."

DoD Instruction 4200.1, February 11, 1959, subject: "Preparation of

Maiteriel Planning s tudy, DD For,1a 764,''defines the purpose of the dlirective

in part as follows: "Provide a unif(orzm presentation of requirem ents and

rsset data from which the Office of the 4ecretary of Deferio- aild the Depart-

iierts can discharge their responsibil'tties in the fieid of requirement-: 9id

supply maaacigoment, and can evaluate the effectivenes:s of policieb, p1:

,Ind, programs3 and progress being rmade."

While the two directt'ves quoted above fire applicable to prineipa2 item,,

Only (there is no comparabole diro.,ctve for secondar-y item:), th1ey dc: eypress

ai n. -d at OSD and Departmental levels for ai standciril for-mat, with standiarui

drita elemients to per-1 t - evia.,agti.)r of' 'he r tny frictors involved In

rcquirprnentso computations.
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Eve. y I] v.sited displayed some form of directive which expressed

-111'y regardIng the procedures for the review of computed requirements

sf secondary items. Common among the directives was the establishment

of several levels of review, and in each case the criteria for the determi-

r t.:" c f the rev iew level was the dollar value of the procurement.

A.,Ather c.ommo' techalque was the "committee" approach to requirements

review.s of tiglg dcllar procurements. Composition of the committees

varr!d az:.ng the ICI's tiut the pattern indicated efforts to bring activities

fr m ,zts Lde htt.e supply function into the review process.

Wlr-ie a2. cf the ICP directives did not indicate in detail the elements

4 t..- ">mtation. selected for emphasis during reviews, it was noted that

in alm:w;t very in-,tance the ".ommittee" approach placed particular emphasis

o.. ead time, asiet positiont use of partially and fully interchangeable

-:titu.ea aszets available from repair. demand forecasting techniques,

jvig'rent decis.ir-ns by the analyst and c.mpliance with policy. One ICP

deEcribed the ;r'Tcess in three steps: (1) Review - check of the computa-

tion for compliance with policy; (2) Audit - a recomputation including

verification of input data and the mathematics involved, and -(3) Analysis

- a eearch for gape in logistics guidance. Another ICP had developed a

"profile" form which presented a pictorial analysis of the item consumption

for the past eight quarters and the forecast demand for the next six quartirs.

The form also indicated previous procurements, actual lead times, delivery

increments. previous buy deferrals, etc.., to give the review committee a

detailed picture of the history and projected future of items having a '

procu rement valuie in exc¢esi of $100,,00.
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The greatest variine. among the Th's visited was, noted S.to

value of procurementu vhich receivt ia review or r ,vr4v t-he ow

agemr.ent Level. 0--, LOP aut'horizes the item man, ger to naepra te Zkonrs

of' a value up to $500) while another ICP permits lowest le',--lI 2 ';

$10000 Stllanother ICP requ-.<er- no review of poaetsof ls e

$p50 and authorizes branchlv arToroval of 1Those betweer n a $,~ <

One IC? permits any procurer- I of il va~lue lea: than '230. :0 myu

coded for manual rveto move rctl to the prucuremena o I vi -

thiose Coded for manual rev ±cw but ~tsth n S1)300 ! CP pe-,:

individual item manage:. other. nll-vIC i do-Iegat. 3 by ..c;t

chief to appr ove.

hAe "floor" value of proc:l Ir t., 'ub - .2 tu ltI c r.e

miethod also varied. One TOP us--e <euCn- fv IN 11_07

starting point for comittee review, a-s IC' a'

aprvlof all procurements over $ ZaO, 000 'icLr 41a o auTroeve

them. Another IC? started committee review on rro( .. ... Wit

thiird IC? employed a branch level comm ittee f''roIx')vUf ""' -''

to $1000and a division level committe, -for thato t> .,'. Aote

TOP used a commit tee review figure of $3D,()foir all 8 11 L It

except one, and that one bec-ame elgbVfor acommrittee <:'' 7 0

At tU'he thr-ee lOPs having, speci I ir cllte ffs foi- teoveral re: -to cvt .f

review, the fol-lowing levelS a cl vli We(- [Cit



t

Level Value

1. Commodity m&nagement officer*. ........ Up to $5,000
Section supervisor . . . . . . . . . . . . . . 50 1 to $15,_OL
Branch supervisor . . . . . ......... $15,000.01 to $25,000
Division supervisor or his assistant .... . $25,OOO0.1 to $i00,OO0
Committee action . . . . . . Over $100,000

9, 4t mit1. , . , . , . . ,. . . . . o. * *.00 t $ 1,50
up to o50

DivIsion chief .. . . . . . . 15,000.01 to $50,000
Director of materiel . . . . . ....... $50,000.01 to $150,000
Co<mnder . .. . .. . .. . . . . . Over $150,000
N-7 internal committee action, but higher headquarters committee review

cif selected high value procurements.

3. Individual manager or as delegated .... . . Up to $2,500
Se:tton chief.. ..... • . . . ..... Up to $10,000
:xanck chief ......... f .......tUp to $50,000
Dtsicn chief or his assistant ....... . Over $50,000
0bmm!.ttee . .. .. .. ... .... Over $100, 000

An .Inconr.zt-y of the "committee" approach noted by the group was that

tl.s type review is usually the most time-conskning review method and tends

t- extend procurement lead time by the amount of time added to achieve the

..Dm.ttee action. Since committee action is in the high dollar value segment,

it can be assumed that some increase in procurement lead time requirement

reults. The ICPs using this approach werej, however, unanimous in their

agreement that the procurement reductions resulting from committee review,

together with the increased emphasis placed on accurate work prior to review,

more than offset costs resulting from increased lead time.

C. Conclusions.

From the foregoing, two things become evident: (1) OSD recognizes the

value of computed requirements review at its own level for a certain range

of items and (2) inventory control points recognizs the need for manual review
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of compute I requirements at several levels and in several degrees of skill

and intensity. The value of the procurement is but one of five elements con-

sidered in the establishment of OSD criteria for review while the dollar

valua is almost the only consideration in determining the level and intensity

of review by the ICPs.

Because of the vast number of manhours involved in ICP review of computed

requirements and because of the vulnerability of budget justification without

*stringent requirements reviews, this subject requires analysis and a firm

policy statement relative to secondary items. Developers of next generation

systems indicate that with improved input data, application of mathematical
methods of smoothing and trend forecasting, and with more frequent machine

item computations. the ability to go directly from computer to procurement

should be greatly improved. They are, however, reluctant, in the face of

present policy silencep to establish rules which will permit manhour savings

in the review effort for fear of jeopardizing the defense of their budgets.

It would appear that one of the major benefits of improved computer application

should be greater reliance on the computer product., and this degree of reli-

ance should be stated in OSD policy.
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B4JX2TARY REQ IR OTS

A. Existing DoD Poll y

DoD Irlst-uctior. 7110. 1, Auguzt 9, 1965;, subject: "Guidrunce for

the Preparat- ion of Lu4get Eatimater., Budget Elxecu'.tior Program and

41-otnmn Requests, &_1 Reilate' Suppor-t M,-%teri&l," 9Stbishes

he su'b 1,ect guida-nc- as a DoD lir.6ancp :L-d asiiigns tne respcnsibili ty~

Oitc DubLicatior., revision az necessar-y, and distribution -.o the

Deputy Assis-n Scntr of Def7ense (Budget, OASD(Comnp)

The :urrcrnt , su&ne, dated August 6, 1S)6-, is 71-13 1-M "Manual

for Prepa-ration 0:Bu4e- Estimates, Budget &Kecution Programs and

App,_- Ti <etRequests, anLd Relqted S5upport Mterial." This manual

p1 rot es preci.se giAnice for tle~t mech&-nik'ai preparation of budget

e st Lrat ?s, Lacic eeuI on pro-g rams and a po crt i en t re ques t c

ardIL related um:1mate-Il.I soe-4f-0;1 eorss ins n

o~ux!na 41t 44, ser-.erm' acd v.agu-, I'-' ,va o uch

motttcrsi as 1,tc~ c-ps o c oo o tl A As anj,

'c- lie 'I I -vi . s t a te. ii 6 Tportion ln:Titled

i::'2C-he t,%; aco a, c'-'t ePC2T~- me:v ~ er . *n1

:nccurr t 'velc' po d., ya 'th Ilmaeovnu



sho6uld be Provided in . narrative stat-ement accompanying the P-18 b.

The basis used in -amputing the War Reseive inventory objective

should also be ext ined in a narrative statement" (underlining

added.).

Another example from the same manual is the following guidance

to the Navy:

"Budget Project 1925 - Spporting Programs. Each r,,h-

activity will be supported by tne s tfmla o.r other

Di*-thod used for couti. the reeairement . . " (underlining

added).

B. Problem Lscription

The follow-ng quotation from an OASD(I&L) memorandum summarizes

a problem of long standing:

"Lack of Congressional confidence was evident during the

hearings by the House Subcommitee on DoD appropriations. Criticisms

cited at that time were that knowledge and control of assets were

inadequate; requirements computation and materiel management teohniques

were faulty; and interservicing of assetR and data were unsatisfactory."

The problem of the relationship of budget requirement computation

and justification to item requirements computations and policy was

highlightea during our discussion with one of the Service headquarters.

It was said that criticism at any budget review level is helpful but

is not acceptable guidance to support service changes in supply

management policy. Another headquarters elaborated upon this theme

when they pointed out the action being taken by them to correct
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areas selected f jt ensl and CrI IcIsm : Lt Tifr most

recent budget rcview but furihir tae1 that 4bey have no assurance

these areas will be emphasized daring the next rev. iew of budgetary

reqairement s.

A representtive of the 0:57, b4det off, ce observed that budget

reviews get into the bisness ,:f reviewing supp>y mansgement prac-

tices and attempt to ctrreci btA prs.ctizef- by tightening Tne purse,

strings and offering s-ges+t cnz.

It is evident +hat lack of D- pliicy in most of the problc

areas discassed in thiZ Attachment, and many others, results in an

inability to apply uniform review tecinl uer at all budget review

levels, that will make possible comparable reviews agamist prestated

standards. Until I.)r policy gaidance is more definitive in those

supply management areas upon which budget preparation I predicated,

the Services and tSA 6rill contlnue i face the posibility of un-

predictable criticisms and fund red uctlons due 'o practices for

Ohich neither the budget submitters ncr -he reviewers have a

basis for consistent action.

C. Conclusion

The conclusion regarding budget J .stification in relation to

requirements corputation can be none other Than an amplification of

the 'theme reflected in every preAlem area discussed in this attach-

ment. DoD policy is required. The specific conclusion in this area

is that as DO policy is developed and enncr, ed, It must be made a

particular referer.,ne in the budget guidance manual. This was done

199



in the most recent guidance vhich apeciftes Table I IIL--stratjori

of the Strati.ficatiton Proc, :s, from DoD Instruction 4+140.24 as a

required exhibit for budget justification.
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ATTACh1ENT G

PROPOSED
DEPARTMEnT OF DEFENSE DIRECTIVE

SUBJECT: Defense Supply Management Review Program

This Directive establishes the Defense Supply ?nagement Rcviev

Program.

II. APPLICABILITY

The provisiona of this Directive apply to the Mllta-y Depar ,r:Dnts,

the Defense Supply Agency (DSA), -and other compt-aents of the Department

of Defense,

III. CONCEPTS AND OBJECTIVES

The concepts and uL.Jectives of the Supply Management Review Program

are:

A. Examination of supply management policies and practices on a

DoD-wide basis, to enable maximum comparison among DoD agencies

and maximum opportunity for identifying and selecting the mot

effective and economical policies and practices.

B. Establishment of relative priorities among the supply management

areas to be reviewed, in order to selectively apply resources to

the solution of those problems offering the greatest potential for

gains in supply effectiveness and economy.

C. Pronounced emphasis on review of DoD-wide policies and their effects,

so that the review program will serve as an important input source

for improved, more uniform supply policy throughout the Department

of Defense.
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L. Maxijruun us-e of 2xi,-tinE review res ources, to minmz a~e

investment and the rcviev. impact on supply anragement age'I-,.cies.

TV. RGAT4IZAION AID) IIJTICTIONS

A. Assistant Secretary of Defensea (InStallations and Logics) A

staff shall. be established *to plan and direct the operations cf

the Suppl~y Managemenrt Revie.4 Program and shail be responsible :om

the following functions:

1. Select the &upply management problem ,areas trn be incorporated

in annrual and longer range review programs, and establish

topic priorities.

2. Advise the Military Departments, DSA, and other DoD agencies,

as Lppropriaze, )t' iuch review programs and objiectives for

dieve.Loping uniform DoD-wide policies in specific supply

managemenz funs-tional aceas.

~.Arrange '-ith other OSD organizations and with other DoD com-

ponients;, as app)rc:riate, for their patcpaini the Sup

M~KerneRt eview Prot:ram.

beveler.;cii problem desecriptiorn,; and review ob 3ectivc.

: -st in the prepartio of rrvew, d taiLcd guidance for

tpi --)nidu,-c~ ot' individiuaL- reviews3 to tbe made by par'iiitn

Lir' t Vy Undertake( Wei(!ws of s;elected s;upply management areas

wleere theu urLgency of A,"D( I&L ) interes-t cr uthur ;peciaL cir-

su. a~eemake the assignmient of se eUte~ s3uIbJUCc to partic i-

~atng rgai :~aton~i nfeazsib Ic.



C01 ta in anrd a rch i're z : u : >,r

mro pa rtic ipEt I clc r;7,ti :2.

* In coordination w-'.. ohfr -D) ojrt :c'&kn. i.vleJv.o

proposed;( DoD-widu volicy i-,-*tucu indicate,. t,, 1)& net,;dcd 1;y

problem area revic.ws- anid, when appropreate-_, -taff~ Tropos;al.

with the Ni!.itary Duparftmen)-,, DJ:A, and othter a&" %cites.

B. Assistant 2ceoretary ol2 Dees (ojtolr.,T) or) _iaa L be

responsible for the follow-lxing func'Aons:

1. Makc arrangements with ASD( I&i ,) concerning the extent of? Supply

Management Review Frogra:-; participation by audit peroonnel

throughout the Department of Defense; direct Military

Department ani DSA audit participation; and, when indicated

by changes in vork.Ioad or -taffing, arrange for adjustment

in audit partiLcipation.

2. Recommend to ASDOl~.) are-a.: Ifor :supply i!anagement review.

3. Al1locate deoignated audit rs'csto meet estabIlshed

review progra-ms.

1)evelop) audit, 6uid~ance, Lw~~ eiwt c in colie boratir

5.Ass;ign to audit arenci inlividual or joit part ic ipat ion

tn particuar reviews , u,; a1jteropri~atf% a: d coordi'nutx s;uc

audit (eft'ortL..

C. Obtain f'rom patcpit~~altwl':iv.rprswhich offer

findings * evaluat ioni and, WweneVer( .. ie ecmedain

With reslpect to DoD s.ure I y ;rnea.p9iy



is /. L( ~. '.or eac.. .nae~: area v;c.

E I o* , t 1,r w~icL ofi*..,er 1finainE-:, eva~ijat i on,, anei, witeri-

ever possitie, recommiendation- with, res-Dect to DoD) suuip.'

management pa -icy.

MiL.itary Depaiunent, and Defense Sun L ency.Te itrJi-

perirnents and DSA shall participate in Lhe Supply Management

Review Program, as follows:

I, Collaborate wiL.' A&-O(Comp) in establishing art-agenents for

audit personnel of the Military Departrne~ts and DSA to assist

in the Supply Management Review Program within existing re-

sourcesc; undertake such review work; and rep~ort results.

L, . ;Ii a-d dt-c ,nate a point of contact and coordinatiorn

Wit"1 Iar. -c uprly m anageirent, s taft of each MIlitary Department,

and 1D A 'o b~e r-e-.ponriLle for communication and collaboration

withl, ATDI.) or. cu.mat'ters as problem area identification,

ceteu~"I nd r3rte;guidanlce for conduct of reviews;

a r.d p~a -i c i Ia t i on i . re ews, on a ; e I cec ted. c a se L a:i; I: y

Depat !: tiia . anid A,weric - t management I-er ~onnei

r'r~ (i2 I~ e dO e 11a I L e l'orwarded to the A:: is tarit ;ecr-etar-,o

tt, en: U; Ina in 101L aid og :ic)) withinl ci Xty 0(u0) days.


