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FOREWCGRD

This report was written by & working group formed at the reguest
of the Assistant Secretary of Defense (Installations and Logistics). Cur
assignment was to develop crganizational and operating plans for a Supply
Maragement 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 tc comprehensively survey all
supply management functions and subfunctions and to compile and analyze
extensive statistics wculd 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 headquerters orzganizations and some inventory control points, reports
of review agencies, and discussions with other specialists in defense
supply managemsnt,

Our extensive use in this report, notably in Attachment F, of infor-
natior obtained from Military Service and DSA personnel, particularly with
respect t» inventory control point policies and practices, saould be put
in clear perspective at the outszt. All Services and DSA were represented
on the working group, and the ICP visits were undertaken simply to add to
our prior knowledge. OQur sources of informetion varied greatly, from
official manuals and directives to completely informal remarks by officials
and supply specialists at widely ranging working levels. Because of tue

natvre of some of our sources of information, two points should be stressed:




(1) the ICP pelicies and practices we refer to are not offered z: nreces-
sarily being representative of the policiec and practices throushaut the
parent agenciec; (2) nor is the purpose to be crivical of any individual
‘nventery control poiat or supply manasement sysiem.  Rather, this
‘nformation is presented to emphasize Tthe many common but subsityntial
Dob-wide supply management problems which mignu be allevigred by hevtier
DuD pciicy guidance.

Duringz the course of visits to ICPs, the working rroup probed many

ome of these areoas

,.J
he)
e
(@]
o3
o
]
=2
o
=
6]
o
)
=
4
S
-+
™
P
%)
it

arcas in wnich potenuia
are net reflecced in tnis reporct. This is due to several tnings: cume of
tne areas probed resulted in problens of a minor nature; some nad no
siznificant commonality; and some did not relate to improveme=t of DeD-
wide policies, a working group criterion.

We wish to expresg our cincere appreciation Lo personnel of the Military
Departments and 1he Defense Uupply Agency whe tock time from their rormal

vork tooaelp us carry out itbhis project.
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SQMARY

This summary presents briefly, without detailing the full
rationale offered in the following report, the findings and recom-
mendaticons of a Supply Management Review Progresm working group
whose assignad tasks were t¢ recommend major supply management
areas for review, provide review guidance, and develop &ppropriate
organizational arrangements.

Selected review areas

The working group concentrated on the area of supply require-
ments, because of the obvious support and cost implications. Most
of the problem areas dealt with in this report involve requirement
imput factors, supply levels, or other functions within the require-
ment computation process. Two problems concern broader supply
nanagement matters and are considered fundamental to any orderly
supply mansgement 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 appli=d. The lack of consistency among the ICPs within the
Department of Defense in item management categorization impedes DoD-
wide application of improved supply management policies and proc-dures,
and the accumulation of DoDli-wide supply managemen. surmary statistics
meaningful to management and review levels., This report re~ommends
that review and policy development in this area be given first

atte: tion.




The cther basic provlem area is "Supply Effectiveness Measurement
and Anslysis." Lack of commcn concepts, rules and “easurement tech-
nigques among the DoD components prevents DoD-wide evaluation of
supply performance ageinst common cbjectives snd supply support costs.
Review and policy development work in this area is recommended either
after the item categorization problem is resolved or earlier if man-
power permits.

Other problem areas, presented in detail in Attachment F, sre:

ICP asset knowl=dge and control
Use rate factors and demand forecasting
Procurement lead time factors

Input factors peculiasr to reparable item requirements
?rep&ir cycle time, repair rate and attrition rate)

Opera:ing levels

Safety levels

Procuremernt lead time levels

Repair cycle levels

Additive stock levels precured in provisioning

Criteria Tor migrating provie.oned item assets to
demand management

Selection of iteme fnr mobilization reserves
Mobilization requirement fartors and computatinn techniques

Application of nther than wer reserve stocks in the
computetion of mobilization reserve materiel requirements

Basis for decisions regarding prepesitioned movilization
resevve materiel roqulrements

Balancing and prc*-~'ing m~hilization reserve stocks

vi




Review of camputed requirements

Buduetary requirements
Thie report recommends concurrent attack on several of these problems
because of their importance and the promise of early pwoff.~

Review guidance

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 recomaends 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 maximnm
opportunity to take advantage of progress made by the individual
agencies, The recommendations concerning review guidance contain
additional details regarding the nature and content of such guidance,
and the required collaboration between OASD(I&L) and participating
organizations in preparing this material.

Organization and staffing

A primary aim of this study was to devise an arrangement which
would accomplish the objectives of the program vith minimum Gupli-
cation of existing review organizations and review impact on

ogperating activities. A good deal of weight was givea 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 gtaff. | K, -

s

This report considers‘and dismisses alternatives 1in favof of an

arrangement which would employ:

a. A new six-man staff within the OASD(I&L) Supply
Management Policy Directorate to manage the Supvly Management -
Review Program. This would include selection of problem areas and
their priorities, development of long range review plans,’séveidb-
ment of review cbjectives and guidance, and deveiépmént~and
publicationﬁof policy. | : | {\

b. A portion of the existing internal audit staff through-
cut the Department of Defense to carry most of Epe review vorkléaﬂ,
under the direction and coordination of OASD(Comptroller). OASD
(Comptrolle;) functions, carried out in collaboration witn‘OASﬁ(I&L),
would include al;ocation of audit effort, preparation ofkdetailed
audit guidnnce,levaluation of audit results and policy recommendations
where appropriate. ,

c. Points‘of contact within the Miiitany Departments &nd
DSA to deal with OASD(I&L) on Supoly Management Review Program matters

- SN PR
including particivation in reviews, on a selected case basis, by -

M
-

Departmental and Agency supply management personnel. ~ \

A proposed DoD Directive implementing the foregoing is inclﬁded

in this report as Attachment G.
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SERCTION I. BACKGROUND

In December 1964 & report entitled "Defense Procurement Management
Sw.ll Purchase Review' preparsd by the Procurement Managsment Review
staff of the Office of the Assistant Secretary of Defense (Installations
and Logistics), recommended that OASD(I&L) establish a Supply Management
Review Program along the lines of the Procurement Nansgement 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 Departments and DSA were each requested to nominate one
individua® for membership in a working group to be headed by an
OASD(IAL) repressntative. The task of the working group was "to
develop organizational and operating plans and an itinerary for
initial reviews.”

The working group met for the first time on March 29, 1965. The
four Military Services and DSA were represented (the names of the
working group members are listed in Attaclment B). In the next two
weekg, the working group developed more definite ideas about the re-
viev program and about the way it should carry out its assigmment. As
a result of these first efforts, a merorandum to the Military Depart-
ments and DEA was prepared giving edditional information about the
program and the working group's task, ASD({IAL) signed that memorenim
on April 15, 1965 (A.tachment C). Key poiuts made about the Supply
Mansgement Reviev Progrsm were that the "progrsa is intended to provide
this office and echelons of management vithin the departments and




sgencies (&) advice conzerning the relative importance of existing supply
problems, and {b) recommendstions with respect to the relative prioritiss
for their solution through a centrally crganize® developmant effort,”

The program waz visualized as having three key charactaristics: "a
DoD-wide perspective, a cereful selectivity in the suyoply mansgement
‘ress to be reviewed, and s pronownced emphasis on policy improvements.”

In definirg more specifically the working group's task, the

April 15 memorandim stated that the group was to:

¥1l, Select supply mansgemwent areas of major interest from the
standpoint of military reediness and economy, for the purpose of future
eorphsis in supply mensgement reviews.

"2. Develep a2 standard guide wu. ~h cites the aress to be
covered by supply mansgement reviews and which directs the conduct o
the reviews; and underiske pilot reviews to iie extent necesgery to
Adetermine the adequacy of the review gifdsnce.

3. Develop & DoD Directive which will formslly establish the
Supply Management Review Program, cite 1is purpose and scope, prescribe
organizational srrangements and relationships, and set forth the
regponsibilities of the Office of the Secretary of Defense, the Milltary
Departments and the Defense Supply Agency."
-ae working group was giver a completion date of October 29, 1965,

In ite first weeks, the working group met with QASD{(ISL) officia’s,
others in 08D, arnd with Bureau of the Budget anelysts. Our principal
purpose was to get their views or major supply management yroblem areas,
and *heir opinions on how the Supply Mansgement Review Program should

Manction.
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In late Anril and early May, we met with representatives of the
M{ilytary Services’ and D3A's needquarters staffs (Attachment D),

They gave us information ebout thelir approaches to supply management

and supply mansgement reviesws, and offered comments on this new pro-

gram, Many »? the viewpoinis of the various individuels and orgeni-

zations we contacted are taken into sccount in the following pertions
of this report.

Alsc in early May, the wwrking group developed plans for orienta-
tion trips to selected inventory control points. The purposc of these
trips was to cbtain reiative.y detailed information on supply manage-
ment concepts, polic.ee and procedures, and to develop a better under-
standing concerning problem areas. In recognition of the wide range
of supply managementc functions and the great awount of time which
would be regquired to cover the entire field, the working group
confined 1ie more detalled inguiry to *ne requirements aress rpvo-
visioning, replenisrment, mopillizetion, snd specisl prograr regquire-
ments, We knevw that within thes=2 subjecIs sre many problem aress
ilmportant from the sianépoints of supply support and economy. We
also visuaiized that, after the Supply Management Review Program is
estsblished, other review areas could be added reflecting more current
subject matter priorities and manpower. Questionraires in each of
these requirement sreas were developed for the use of the working
group members in obtalning comparsable informstion from different ICPs.
Attachment E lists the 1ClPs visited by the working group and includes

exsmples nt the guidance provided them in advance of the visits to




insure uniformity of coverage ond the evallsbility of individuals queli-

Fied tn discues the subject matter.

A sgpecial peint was made to give ampls coverage to intzrnsl audlt
cperations in tha field of esupply management. {The remsons ior the
particular interest in this area are discussed in detall in Section

II ¢.) In mid-July one member of the working group assumed responsi-

bility for covering this subject on 8 full-time basiz. Several
weetings of audlt progrem personnel and Supply Management Review

Program working group membere were held to exsmine possible

relationships and wnrking arrangements between the two programs




SECTION II. VIEWS AYD RECCMMENDATTONS

The discussion and recommendations inm this section of the report

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

below) assigned the working group by the April 15 memorancum:

1.
2.

3.

Select supply management arees of major interest,
Develop guidance for supply mansgement reviews,
Present o blueprint for the Supply Management Review

Program organization and staffing.

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

preliminary comments on three related matters that have greatly

influenced our ideas about the Supply Mansgement Review Program:

weaknesses in Dod guidance; indenendent’y developed, differing

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

First, there is a gresat assortment of supply management problems

which have been known about and talked about for years -~ but which

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

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

Use of recurring and nonrecuriing demand data.
Techniques for forecasting demand.

"Push" versus "pull" systems of activily .
replenishment.

Rules or stockage/nonstocksge of items at individual
locations.

Policies for insurance item distribution.




~ Criteris for managing 1tems as reparables versus
nonvreparahles.

- Frequency of asset reports and scope of asset knowledge.

-~ Dasis for eateblishing safety levels.

-~ Concepts and metlods for measuring supply effectiveness,

Ther: appear to have been a number of reasons for the Limited amount
of DoD-wide guidance in these and mary other areas. Pzrhasps the foremost
reason iz the small size of the OSD ztaff which deals with these and &
host of other matters in the supply management policy field. Another
influence has been a viewpolnt held by scme that OSD supply mensgement
policymakers should provide "broad policy" and "keep out of operations,”
With the more recent advent of centralized sctions to create standard-
ized, procedural systems such as MILSTRIP, there has been increasing
recognition of the effectiveness of such uniform technigues.

Second, in the absence of comprehen~ive and specific DoD-wide supply
manasgement policy guidence, the Milite.y Services and DSA have developed
their ovn policies snd prucedures rather independently, While e
voluntary collaboration and consultation feke place among the Service/
Agency staffs, policies and procediures 4iflor considerably from one

rvice o e ¢y to the next. Some would justify _hese differences by
the differences in organization and missions of the Services and DSA,
Further, same contend that independence and compevition in the creation
of supply management policles snd procediavs stimlate initiative and

produce the most effective management rules,

Ch




There gare, however, ctwicun ypepslties in the individusl Service/Agency

poiicy end procedure levelopment:

- Repetitive Service/igency actions in interpretiag/implementing
nongpecific Dol-wide guidance.

~ Redundant investment of Service/Agency manpower to design commonly
needed policies eand procedures iv the e&b. .nce of DoD-wide guidance,

- Some fostering of a "zot iuvented here" attitude, thereby
inhibiting use of more advenced techniques developed by others.

- Scowe Aifficulties in interservice comwunication concerning
innovations, due to organizational separation of +'= Service/Agency policy
and procedure designers in the different agencies,

- Use of unique Service,/Agency termms and definitions, adding to
difficulty in communicating and understanding.

- Resultant maltiplicaiion of the number of policies and procedures
in ex?stence to cover the g ~en mmwber of common supply mansgement functions,
thereby multiplying the difficulty in comprehending, evaluating and up-
grading existing systems DoD-wide,

- Resultant criticism, particularly by OSD and BoB representatives
during budget reviews, of individusl Service/Agency supply mansgement
policies which have bern created in the absence of DoD-wide guidance,

Counter to the viewpoint favoring independent Service/Agency policy
and procedure developmant, it can ve noted that, despite differences in
orgsnizations and missions, the Bervices have tremendous commonality im
the range of supply functions they aust carry out, the types of supply

policies and procedures they require, and the supply mansgement problems




they must face and attempt to sclve. Out of a much greater number of

examples, comsor tasks/prcblems for most Dol ICPs are those cited

previously and othere, such as:

Computation of budget requirements.

Provisioning buy decisions.

Supply levels and techniques for their establishment.

Policies for replenishment stockage.

Rules for redistribution versus buy.
- Criteria for economic retention.

The penalties of individual Service/Agency actions discussed
eariier would be largely avoided by the develrmment of more uniform
and more specific supply management policies applicable DoD-wide,

The latter is an objective reflected in the words of the Assistant
Secretary of I=fense in the April 15 memorandmm: "I look to the
Supply Mansgement Review Program for ar appralsal of probleme in the
supply m-nagemert policy area and to serve as an important input
source for more un’ form DoD-wilde supply policy in the major problem
areas.”

Third, in the course of the working group's meetings with
Service and DSA personnel, there was one complaint voiced con-
gistently and strongly. We have came to call it the "proliferation
probiem.” Tt was sald that too many individuals and offices launch
programs and projects independently, each intended to improve some func-
tion or process, each with deadlines :nd a scnse of high priority, most

without sufficlent regard to rescurces to do the 1ob, and many without




sufficient coordination . . . with the result that verying degrees of
overley and, in some cases, contradictions are built in. The finger
was pointed at OSD offices in this complaint, but it was granted that
the agencies below OSD contribute to the proliferatioa probl:x Dy a
similar approach to agency-initiated programs and projects whick was
weak in planning and scheduling to insure coordinated effori, We
believe that much of vhat i1s written in the preceding parsgraphs
clearly and directly ~elates to the proliferation problem, With
DoD-wide guidance frequently either very general or absant for many
of the specific supply management functions snd wit. thz Services
and DEA fairly independently cremting needed specific policies and
procedures, it is exceedingly d‘fficult o syachionize new improve-
ment actions with the constantly changirz, diveree Service/Agency
supply mansgement systems, Aside from such faults as insulficient
planning and inadequate coordination smong staft offices, which may
have contrihuted to the proliferation problem, clearly the past
Service/Agency spproach in independectly cresting needed supply
policies, procedures, ADP systems and techniques, etc., bhas creailed
a complex DoD-wide supply mansgem:rt enviromsent in which prolifera-
tion is difficult to avold. . nwersely, if the Services and ISA
were all "singing Srom the sume sheet of music” vherever uniformity
is feasible, proliferation would be easier to control, In addition,
as policy and procedural improvesments are conceived anywhere in the
Department of Defense, their assimilation on a relatively concwrrent

basis by all concerned would be simplified,

pro, -
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Tr~ three related matters just discussed: weaknesses in DoD
guidance; independently developed, differing Service/igency policies;
and tre "proliferation problem" were of suff cient importance to
nave an effect upon the approach to and accomplishment of the tiree
principal tasks assigned the working group. These *asks - selecting
supply management areas of major interest, developing wxuidance tor
supply maragement reviews, and presenting a blueprint for tne Sunnl

Mansgement Review Program organization a4 stat'fing - arc addressed

in tne following subsections.
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A. Supply Management Areas of Major Intere.

The working group has identified and described - number of significant
supply management problem areas. T.2se are presented in Attachment 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 beadquarters and ICP visits. Several explanatory comments
about these reported problem areas are ir order.

First, the matters lescribed and discussed in Attackment ¥ are not
represented as being newly discovered problems, On the contrary, most
if not all of them have been long-recognized and long-discussed by
suppl, specialists throughout the Department of Defense. That ie a
key point: these are not new problems. Their solution has long re-
quired smch sound work to create improved, uriform DoD-wide guidance,
taking full advantage ot individual Service/Agency progress. To
date, there hes not been a sufficiently intense program ‘o make
substantial beadwwy in this work,

second, becsuse of tbe mmall size of the working group and the
short time which wvas available for prohlem identification, our approach
w&s *o concentrate on supply mansgement problems in the area of require-
mente, This area was regarded by “he working group as having obvious
future pay-cff potential because of the clesr readiness and economy
implications of any weaknesses in the requirement process. Tke problem
areas presented ir Attachment F reflect our special focus on require-
ments topics nd, in addition, coversge of other important topics such
as categorization of items for maragement purposes and supply effective-

neas peasurement and snalysis. Those vho will direct snd staff the




recommended permanent Supply Management Review Frogram orgmization‘

within OASD(I&L) will nave the responeibility to expam; upon our

problem Qren selections.

Third, the problem area presentatipns in Attachment F in some
cases include suggestions ’conce"rning the dirsction for improvement
but in no case include firm recommendations for problem solution.

Many of the problem areas presented are extremely complex and,
partly for that reason, are probléms of long standing. The solution
of the individual problems we have presented demands concentrated
technical specialization and attention.

A difficult, self-_aposed task was the selection of a few supply
-manegement problems, out of the many presented in Attachment F, which
should be given the highest priority for future detailed review and
policy vdevelopment. We were concerned that, if we recommeanded problems
which we considered the most important as the first order of business,
these protlems could prove so formidable, and their resoiution take so
long, that no early benefits from this vprogram could t;e anticipated.
Coupled with this was the recognition that the program recommended
will certainly require a "shakedown" period for the persbhnel involved
and the techniques and organizational relationships to be emmloyed.
However, we feei that two of the identified problem areas, wni’rle po-
tentially controversial and of long standing, are of such a basic
nature that the development of needed DoD policies in other identified

problem areas is, in large measure, dependent upon their regclution,
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We were, therefore, reluctant to dismiss these as the first order of
business for the Supply Management Rev. v Program even though early
resclution camiot be foreseen,

For these reagsons the working group concludes that the initial
review and policy development efforts oi the program should be
directed toward one of the twn nroblem areas seiected as basic to
future progress in DOD supp .y managennt improvement. These
subjects are "Categorizatiun of Items for Manasement Purposes' and
"Supply Effectiveness Measu.ement and Analysis.” We further conclude
that concurrent efforts should be directed toward other, less complex
problem areas, to the oxtent permitted by availability of mampower
resources initially allocated to the program. After resolution of
the first basic problem area, or wher the availab: - of sufficlent
manpower pemits, efforts can be directed to the second basic problem
area,

It is, therefore, reccmmended that the firsi order of Tusines. .7
the Supply Managemcat Review Program be *he subject "Categorizaticn of
Items for Mansgement Purposes,’ which deals with the grouping of items
for the application of different management methods and intensity,
Supply management practices which are linked to {tem cateporization
include: variations in mansgement intensity (frequency and method of
stock control studies, management level and intensity ~f requirement
reviews, etc.); selection, irequency and method of repo.'ing data for

~

ormance evaluation: stackage policy; distributinn policy; sfoching

]
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echelons from which asset information is available centrally; inventory

(o)
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freguency and quality; selecticn of 1items for mobilirzation stockage;
coliection, purification and use of factors used in the ldevelopment
of levels; etc.

The management categorization of items is seen as the key pattern
~hiza enables: understardable communication between headquarters and
ICPs, and ameong 05D and the DoD componenis, vregarding different types
of items; common application of supply manegement improvements which
are tailored to dirferent item groupings; and development and
analysis of statistical data presented i1n understandeble increments
reflecting d:fferent item types. There is very iittle Dol policy in
this area and, while all DoD components apply item categorization
technigques their approaches very widely,

"Supply Effectiveness Measurement and Analysis,” dealing with
the evaluation of supply support of the operating forces and its cost,
uss been selected by the working ;vroup as the second basic problem for
action vy the Supply Managemei t Review Foogram, Supply effectiveness
ig now being measured by a variety of yardsticks agnainst standards
which vary from one organization to the next and which are little more
than arbitrary goals. The considerations of cost tc attaln a particuisr
level of performance are usually restricted to those imposed constraints
ol budget limitations and winpover eceilings,  We sce differences in
emphasis placzed on diffevent y .viziw-ce andicators and an oue: 1, at
a1l mansgement levels to compare ICP performance, or to relate opcrating

osts, in terms of manpower, sgpace, inventory, ete., to support of the

forces. Development of DoD supply effectiveness measurement policy

14




will faciiltate fulure determinaiion of problem arsaz, ensble asses—ment
of cost end degree ui caprovement resulting from new policy guidance,
and permit the performance messurement of all ICPs sgalnst common
objectives,

A number of other problems, which are less camplex than those dis-
cussed above and are susceptible to ecariier resclution, merit high
priority review sttention. It is recommended that individual rveview
efforts address the following provlem areas concurrently with the
reviews previously proposed:

Systerm Beouirements for Reparable Items.

LY

This subject represents a grouping of Ffunctional probvlems, &il
relating to reparable type items, which are described within those pre-
sentations in Attachment F dealing with various requirement input factors
and levels. In recommending review work initially on only the portions
of these functional problems relating to renarable ivems, the working
group 1s influinced by the relative complexity of reparable item
requirement computstions, the lack of Dol guldance in t-is ares,
and the substantial mmeunt of funds expended in acquiring repsrable
items., Our cobservations and review of past studies indicate that
reparable items represent about 75% of DoD iuventory investment in
secondaxy items, about 70% of the investment in euthorized provisioning
programs, and sbout 30% of replenishment invesiment programs. The

lack cof DoD policy, leading to widely dissimilar levels among 1tem

managers, poses major provlems in interservice comparison and the

equitable allocation of resources.
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The working group recommends that, to insure continuing progress in
pcelicy development, this grouping of provlems should be brokern down and
reviewed in a predetermined sequence. The first efforts should be
directed to the system reparable item supply level requirements. Upon
detemmination of supply level requirement policy, imput fectors regquired
for ccaputetion of these levels should be identified and addressed,

Within supply levels, we believe that repair cycle levels, repre-
senting the major portion of reparsble item requirements, should be
treated as first priority. Following this, or concurrently tc the extent
practicable, reparable item procuregent lead time; operating and safety
levels should be addressed. Observations of scme present practices in
the establislment of operscing level and lead time level requirements
for repareble items indicate a need for early attention in these areas.
Safety levels should be addressed iast, since other requirement levels
may affect or provide the basis for safety levels.

In the process of determliing Dol policy for suprly Level require-
mants for reparable items, and tecimiques for arrivirg et these
requirements, &1l input factors needed would be identified. The
gecond part of this review and policy develcopment effort should
address input factors required, standard factor designations and
definitions, and factor collection, measurement and forecasting
tachniques.

Additive Supply Levels Established During the Provisioning Process

Additive supply levels for this puwrpose are defined as all lewels
egtablished during the »rovisioning process which are in addition to

system operating, safely, procurement lead 1ime and repair cycle levels.
16




Addit re levels include initial equipping requi.cments, initial
trensportation pipeline levels, "negotiated" distribution requirements

of field activities, and many others.

From observations of the working group, sdditive levels, as defined,

conatitute rrom 10% to over 50% of investment as & resw't of provisioning

requirement determinations. An aversge of about 43% was noted. This
depth of additive levels is, in part, pred’~ated on a variety of policies,
methods, ccnstraints or lack of constraints for the wide distribution of

new liemy. Dol gridance in this ares is limite?l.

Approved investment progrems for FY 1965 and FY 1966 in secondary

itemns included over $500 million for initial provisioning each year,
Therefore, it is Judged that fram $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.

Mobillzation Reserve Requirements

Among the problem areas presented in Attachment F, are s number
relating to mobiliration requirements. It is self-evident that 1il-

conceived mobilization requirements adversely affect supply readiness

end sconomical investment of dolliar resources in materiel inventories.

Difficulties and weaknesses in the determination of mobilization ‘
requirements have been reported frequenily by others. Most recently,
the OASD{I&L) report entitled "Progressive Refinement of Integrated
Supply Mansgement" (PRISM) of March 1965 criticized several aspects of " -
mobilization requirements management and offered recommendations for ’
improvement., Earlier, there was OASD(I&L) staff conce. .8 subject

area, and planning was begun for a project to review the mobilization
17




requirenents area, more fully exsmine shortcamings, and prepare Improved
guidsnce, The CASD(I&L) steff interest was in part stimlated by an
even earlier attack on the wvalidity of mobilization requirements by
tndget examiners, with their criticimms and budget cuts expressed
in Subject Issue documents, This history ls 1eflected and reinforred
by our findings of weaknesses in thls ares,

Three problems in the mobilization regquirements ares, described
here briefly and in greater detail in Attachment F, are nominated
for early review attention:

Ttem Selection. Lack of reasonable comparsbility among the

Serv zes in the selection of items for mobilization reserve stockage
and inadequscy of the basic document { oD Instruction 2005.5) which
offers guldance for the process of ilteir gselecticn nave been criticized
before, and are addressed Iin the PRISM Repn=t. While that report and
the planre” OASD{I&L) project in the mobilization requirements area
both aim for improvements in item selection, no extensive work is
currently under way. Because item selection is the initisl step end
a fundsmental one in bwliding item mobil!~wlion requirements, we
recomuend 1t be the first mobilization requirements toplc to be the
siuhject of careful review attention and improved guidence. Whether
this subject should he examined as a project under the Supply Maenage-
nent Review Program will depend.at *he tine of decision, upon the
progress and plans resulting from the PRI Report and the OASD(T&L)

rrolect on the same subject.

18
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Re ent Factors and C tation Technigques., The disparity

among ICPs in factors and techniques used to produce gross mobilization
requirements, the lack of a sound rationale for scme factor valuss used,
and the lack of refinement of certain computation methods all contribute
strongly to the prevailing lack of confidence in Serﬂce expressions

of mobilization requirements. Complementing the necessary clegg-up

in the area of item selection, the developmer’ and use of logical
factors and methods for computing gross mobilization requirements are
recommended as the second review topic in the mobilizatiorn requirements

area.

Application of Assets. This subject relates to the reduction

of gross mobmzation requirements by takipg into consideration assets
anticipated to be available on or after M-day. Ae described in
Attachment F, the concepts found among the ICPs vary from (1) epplying
no assets whatever to offset gross mobilization requirements to (2)
applying all of the assets which it is assumed will be available on or
after M-day. The tendency, without firm guidance on the subject, is
to overstate net requirements due to inadequate asset application.
Further investigation and development of improved DoD-wide guldance
with respect to asset application is the third mobilization requirements
area nominated for early sttention,

The relative priorites of the remaining prcblem areas described in
Attachment F should be determined by the Supply Management Review

Program staff, based on circumstances prevailing at the time of decision.

19
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In developing and recommending guidance suitable for supply mansge-
ment reviews, the working group took particular note of the type .of

/ reviews condnctedbythercurenentwneumemmd

theWpeotguidAncetha.tpmmm-lploynd. In the first yeur

or two, particularly, procurement reviews were carried out activity

by activity (inventory control points and other procurement activities);
esch review covering in a standardized way the full range of functionsl |
areas (source selection, pricing, etc.). A review guide, in the fom

of s detailed, 210 page Procurement Msnsgement Review Mamual, was

writien and employed to promote comprehensive and uniform coversge of

all procurement msnagement functions at each activity reviewed.

It 18 evident that such mmlti-function reviews conducted on an
sctivity-bymactivity basis would not be well suited to the prime Supply
Mzasgemeni Review Program goal of contributing to improved DoD-wide
supply mansgwment policies. Policies usually concern functional areas -
vequirements letermination, distribution, long supply retention, ete.

If a mlti-function approach to conducting reviews vers used as the
imput source for policy improvements in such functional areas, two
cr three years would be required to review Just the major inventory

~ comtrol points. (The Procurement Mansgement Review Program required

about two years to review the major procurement sctivities.) By the
end of that time, sme of the information relating to the first ICPs
reviewed would be obsolete because of changes made in the interim,

If & multi-function review qprouch‘vm"md, the mpph management
revievers would inevitably make repetitive findings at one sctivity

21
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after another concerning chronie, long-present supply management prob-
lems for which supply management policy either does not exist or is
nat sufficiently specific. Such weaknesses have been tired often
before in connection with all of the fumctional areas ard prob].éns

»ntioned at the begimnning of this Section and many more., While
reviews of such wide scope would undoubtedly re-identify a whole
Jost of familiar problems, this approach does not offer the focus
and the depth needed to contribute effectively to the policy solu-
tions of the problems.

We concluded therefore that it would be necessary for each
review to be functional (one problem area) as a basis for develop-
ing ylicy statements, Further, we see it necessary that each
revier be comprised of concurrent review'efforts in all of the
DoD camponents to which the review topic is applicable, first to
insure that .po].tcy statements developed and recommended have DoD-
wide apfiication, and second to have maximm opportunity to
consider and take advantage of progress made by the individual
agencies,

Each functional review would be facilitated bty a work plan
vwhich defires and describes the problem area, states the objectives
of the réview, and provides practical and detalled instructions for
carrying out the review. This material should be prepared on a
current basis shortly before commencing the review to reflect the
most timely Imowledge of policles, practicea and reports of
difficulties in each subject matter area. Especially when the
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reviews are to be undertaken through collsboration of supply specialists
and internsl auditors, as discussed in the next part of this Section,
the review instruetions should be comprehensive and detailed in order

to make available to the suditors the knowledge and advice of supply
management specialists,

It is therefore recomended, in carrying out the Supply Management
Review Program: (1) that the reviews be of the functional type, as

described above; (2) that, st the time of each reviev, current and
detailed review guidance be prepared including problew description,
review cbjectives, and review procedures; and (3) that, for reviews
to be canducted by sudit personnel, the review guldance be a product

of collshoration between OASD{IAL) and OASD(Emp) , %8 provided in
the proposed DoD Directive (Attachment G).

s
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C. Organization snd m

For reasons stated egrlier, it is apparent that the organization
responsible for the Suyply Mansgement Review Progran mast have the
mmwucmmmmmmmo«m
um:l:nmngenentproblms concurrently in all the Services and DeA,
analyzing findings, and setting forth reccmmendations with respect to
improved DoD-wide supply mansgement policy. A primary aim of the
working group vas to devise an organizational arrangement which would
accomplish the objectives of the progrem with minimm duplication of
existing review orgamzations and review impact on operating
activities.

Because of the need to conduct functional reviews on & DoD-wide
basis, as discussed earlier, and because of the ccumplexity of most of
the problem areas to be examined, extensive central planning and
coordination will be necessary. Such tasks as selecting problem areas
to be reviewed, allocating review resources, schednling concurrent
review efforts on a given functional subject thr&ughout the DoD, and
intégnting tbe work of individual review groups demand organization
sl control at the GSD level. |

Several ulternatives for the organization and staffing of the Supply
Managerent Review Program were considered.. These varied from assigning
responsibility for this progm in its entirety to existing organiza-
tional caomponents throughout the Department of D:fenu to creating a
completely new orgenizational structure for this purpose.

One slternative cousidered is the assigmment of responsibility for
coordinating and confneting the necessary reviews to existing, supply
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wansgement components of the Militery Deparuments and 0SD, Thexe are,

in act, various groups conducting reviews of certain segments of supply
nauegenent in comnection with the review of requirement determinations,
Justification of budgets, und in the conduct of other supply mansgement
fanctions (1.e., system design, planving, etc.)}. Several t;ﬂvaﬁtégés cen
be seen in this alternative., It would avoid significant reorganization,
related delay, and substantial additionsal cost. This alternative, how-
aver, 18 not considered at all fessible becmuse existing supply manage-
ment organizations are already hard-pressed to carry out their current
tasks, It was concluded that the objectives of ‘he Supply Management
Review Program would not be attained because resources to cexrry out the‘
necessary veviews would likely be dlverted to deal with dey-to-day
wmerating problems,

A completely new organization throughout the Depariment of Defense,
staffed by supply specilaliste, to conduct the Supply Manasgement Review
Progrm was considered as another alternstive., This course can be
infered from the "Defense Procurement Mansgement Small Pur‘gme"neview"‘ "
report which recommended the Supply Mensgement Review Progrem be estab-
lished "Wlong the lines of the Procurement Management Review Progre.”

A summery here of the organization and operations of that program
might be useful. o

The Procurement Management Review Program organization cons’:f.’stg of
& dilvisgion 2 0D and review organizations in eeth of the Mil‘!.taf'y |
Departments and DSA. There are )3 people directly concerned with the
progran, including eight analysts at the OSD level., Procurement:
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management review teams may be eitnér 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 purchasing activity.

The objectives of the Procurement Management Review Program require
that the operations of procurement organizations be reviewed to assist
in imﬁroving their procurement efficiency and effectiveness. The
principal technique which has been employed is to review the perform-
ance of procurement fﬁnctions on an activity basis.

The working group concluded, however, that creating & new supoly
management review organization comparable to that of the Procurement |
Management Review Program would not be the mest 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 supvly

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 nrocure-

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 particularly true of scme of the most Iimportant areas to be addressed,
including those top priority problem areas Jiscussed in the first part
of this section. Tt can be foreseen that revlew of such problems and
Jdeveloprent of policy recommendations may be extremely time-consuming,
and that a slzable staff would be required tc make »uch headwsny sgainst
the large mmber of problem areag tc be attacked.

It should be noted that s T0-man staff had originally been
recommended for the Frocurement .anagemwent Review Program, and that
thst progren now operates with s staff of &3, Im vie: of the greater
size and complexity of the supply management review task {an opinic:
vhizh scme procurement mansgement review personnel share), a new
organization created to do this job would theoretically require a
guch larger staff than that used fo. procurement manasgement review,

We cannot offer a "correct” figure; for all practicsal purposes, the
sr1ze and complexity of the task creates an immeasurable large workload
for any seall size stafl. On the other hand, it is the view of the
werking group that it would be difficult to sell ihe ides of cresating
s new, large organization and to obtein the iecessary manpower ceiling
increase, especially in the face of existing investment in review
manpower by other review organizations.

b. Duplication of review effort

The secund major factor influencing the working group
ageinst recommending a new, self-sufficient organization, comparable
to the Procurement Management Review Program organization, was the
possible extent of duplication -f other review organizations, partic-

uwlarly internal audit, in terms of review effort and impact on
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activities reviewed., T2 working group was advised of the mounting
concern by tre Serviceg over the impact of review programs alresdy in
existence,

Sensitivity to duplication was evident in an OASD(I&L) staff
report of December 1961 wnich recommended the creation of a procurement
review program, There it was stated that the establisnment of a competent
review program would enable "the elimination of such denmartmental audit
and inspector general activities as are currently operating in the area
of procurement review.” This early aim, stated in the preliminary rlan-
nirng report, was not included in itne ultimate gpecification of the objec-
tives and responsibilities of the Procurement Review Program, nor is it
currently considered & desirable goal. On the contrary, the work of
other review agencies, such as internal audit, is considered by
Frocurement Management Review versonnel to complement their own
activities.

Those responsible fur internal audit have not reduced their
effort in the review of procuremer . functions. Procurement Management Re-
view personnel indicate that they review almost all audit icports but find
few which contribute to procurement review vrojects; however, it was noted
in disctssirg this aspect with audit persconnel in the {ield ' .at internal
audit personnel mske little reference to procurement m<.agement review
rep~rts. Tt was held by audit personnel interviewed that, to validate
other functions at an activity, a review of procuresent functi ns is
essential. The Assistant Secretary of Detense (Comptroller) on
September 19, 1964, issued a memorandum to the Assistant Gecretaries for

Financial Management of the Military Departmenls and the Comotroller of the
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Defense Suppiy Agency which requived tuat audit pregreams be amended to
expand andlt coverage of procurement practices and procedures,

Neae of the foregoing 18 inteaded +o disparage, in any sense,
the effectiveness of the Procurement Mansgement Review Program., The
view of the Asslistant Secretery concerning tuat mrogram is clearly
expressed in his memorandin of February 6, 1965 (Attachment A),
Further, » mmber of favorable commeats were made to us by operating
persounel regarding the effectiveness of the Procurement Management
Eeview Program. The sole point here is that we should seek an ¢rgani-
zational structure and organizational. relationships for the Supply
Manegement Review Program which will minimize duplicstion with other
reviev or audit programs, but take full advantage »f the resources and
products of those programs,

The organizstion and steffing slternst’ve selected by the working
group o3 belng mc .o suitable Tor the Supply Management Review Program
hae the following elements, discussed in greater detail in the follow-
ing pages:

&. A small new sta®s within QASD(T&L) to nanage the progrem,
select review aveas, advise all DoD camporents immlved of review
plans anw objectives; bandle arrangements with other organizations
participstirg in tle program, acd conduct occasional reviews on a
selected case or exceptlorn basis.

b. The staff within OASD(Comp) to do the planning end coordi-
nation werk necessary to enable fnternal audi® pareonnel of the M1li-

tary Departmerts and DEA tc undertake supply management reviews.
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c. The internal audit staffs of the Military Depwriments and
DBA to ecarry cut the major portion of the Saupply Mausgewent Review
Prog.am field work,

One importent advantage of this elternative ie that possidle dupli-
cation between supply mansgement reviews and internal audits would be
ninimized, slac avoiding bothk duplication in mampower rescurces snd
the double impact on operating personnel. This epproach would pro-
vide the necesssry coordination of review effort DoD-wide and hes
the potential of acquiring sufficlent muinpower to make substantial
iaroads oan the lurge mumber of supply management problem areas,

Audit offices are already staffed, minimizing orgmiutiond"ud
staffing problems, and the program could be implemented at an early
date more effe.tively using such existing organizations. Among the
Tactors supporting employment of sudit resources to undertake the
majority of the supply manegement reviews are (1) the basic purpose
of internal sudit, and (2) the extent to which audit agencies are
already lunvolved in the review of supply manegement functions,

The recently revised DoD Directive T600.2, "Departwent of
Defense Audit Policies,” Auguet 19, 1965, stated: "The purpose of
Internal suditing is to yrovide those responsible for mansgement st
all levrels with an indeperdent, objective, and comstructive evaluation
of the effectiveness and efficiemcy wiih vhich mansgerial responsi-
bilities {including finsncial, operational, and support activities)
are being carried cul. All orgsnizetiosal components and lerels of

operations will be subject to independent and comprehensive andit
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reviev and sppraissl. Istermal sudit activities will imclude examining
wd appraising pelicies, systems, precednures, m°m~- and reports’
relating to programming, budgeting, accounting, procurement, supply,
financial er busivas trazsections of all kinds, snd other operations
having an impact on the expenditure of funds, utilization of resources,
or effective accomplishment of mansgement objectives.” Aunditors, under ‘
this directive, are yequired not only to report facts ascertained, tut
to make recommendations in comnection therewith to appropriste levels
of nanagement.,

The ASD(Cemptroller) is responsible for andit policy which is imple-
nented through the sndit agemcies of the Military Departments and other
DoD campoments autherized to bave avdit sgencies. This includes
mzpouibmw for develeping policies, plans, and procednr:i guidance
for intermal sudit, the coordination of sudit matters within DoD and
wvith cutside sgemcies, and dissemimation of endit information within
068D offices. Onme of the functions of OASD{Comp) is the coordination
of andits within DoD vhich imvolve two or more of the Departmental
w1dit sgencies. Altbough the sudit sgencies of the Military Depart-
ments and DEA determine the areas te be audited and publish andit
 schednles, vhem effective audit coverage of a progrsm or function
izvelves matters which extand across departmental or orguiuti@
beundaries, “assist sudits” are arranged by OASD{Cemp) where necessary.

Ewphasis has been placed on the andit of supply mansgement functions
since the publication of an OASD(Accounting snd Andit) Memoramdum of
Ostober 3, 1962, "Expsnded Audit Coverage of Supply Management

Operstions.” For audit purposes, Dod Imstruction T600,1, "Sumary
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Report of Audit Operations,” of July 1, 1964k, defines "supply manag--
ment" as Tollows:

"This area reflects the management and contrel of inventories
sccounted for in supply systems from development of requirements until
they have been issued to 2 using organization . . . . It includes
appropriate depot operstions, inventory control, storage and issue
and requisitioning, transportation of things, logistic operations at
aerial and rea ports, functions performed by supply management offices
such as Inventory Control Points snd Inventory Managers, S-wme of the
identifigble functions are: Military personal property inventories,
stock fund inventories and related accounting systems, warehousing,
air and sea cargo transportation facilities, stock balance and coa-
sumption reporting systems and computation of requirements . . , .
Excluded frwm this area are maintenance and cverhaul, prmcurement,
and contract administration.”

As its title indicates, DoD Iastruction 7600.1 :alls for a summary
report of audit operations by the audit organizations of the DoD

components.  Resulting data sre tatula*+d »n the folliowing page:
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INTERNAL AUDIT MANPOWER *

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

Audit Percent of
Man-Years for Time for
Audit Supply Supply

Service/Agency Man-Years Management Management
Army 533 170 2%
Navy 307 Tl 23%
Air Force 859 233 27%
DSA 40 2k 60%
TOTAL 1739 498 084

_Zg/ Source--Prelimirary Information Furnished by OASD{Comp)
{Accounting & Audit Policy)
Under the expanded audit coverage ..f supply mansgemenr*, there is
conaiderable manpever devoted to rev.ew of ICP functions. The data
on the foilowing page relate tc the ICPs visited by the working

group:




AUDIT MANPOWER AT ICPS

VA Tcr—

Arcmal Allocation

Auditors in of Man-Years Estimated
IcP Residence for Supply Mansgement
AVCOM 17/ 16
SPCC 52/ 5
SAAMA 26 14
DGSC w/av.d N/Av.
DPSC N_/Av.ﬁ-/ 4/ N/Av.
o 5/ w/av.3/ 20-22 (Est.)
MCSA N/av.3 &/ N/Av.

1/ Billets were spproved to expand thie office to 22 members.
2/ Plams were underw'y to expand this office to 7 members.

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

L/ DPSC served by Philedelphis office of DGA Eastern Regicnal
O0ffice., Thirty twc members are located in Philadelphia
branch.

5/ Special visit by one member of woriing group.
v/ MCSA served by NAAO Philadelphia which has had 38 members in
the Philadeiphia/Mechanicsburg area.
There 18 a trend of internal sudit tovard the more comprehonsive
type of review. BExsmples of such uudits are the recent sudit on
evaluatinn of the programe for interservicing of essets within Dol

and one currently being conducted to improve the Nilitary Assictance

Program. Such exmmirations are samewhat comparsble to the complex,

functionr«]l roviews envisioned as being mandatory in the Supply
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Manggemen’ Review Program. The comp :hensive audits are conducted on
& Punctions! Jateral) basis and on an iategrated (vertical) basis., Both
types of audits, Wwowever, are detailed examinat!ons of extremely camplex
problems, The degree of camplexity can perbaps oce 1llustraicd by tr-

ailocation of respources to exa mi.s Of These =udits, as -hown below:

Fxsmples oi' Recent Compreaensive Audits
in Yarious Areas of Supply Management

Title Type/tlumber of Direcst audios
{iime Foquired) Activities Visitea Han-leas s
ARMY KIKE-Hercules Audit ﬁ' N{ Fe 81

(6/64 - 3/65) army Depots

P, Districts

l

i

2 Hdgtra, OfTrices
€ Ammy Hdgtrs.
%2 Ciass I

I st&l__at tons

‘I
= U A
i t Contraciors: Plants
LR Miss
"
?_ HAVY Supply Syvtem Respensive- sk
- ness w0 Fleot Requirements
for Ships Assemspiies &
hep&‘n‘ Parts
\ \/h\ -~ (‘ 02,\5
AF Selected Factors and AF
Requirements Jorputa- 3 AMAS
liong Auaat il hase
(9/64 - Not Campiated) Selected
Contractre
. . Sa wre, / N oA
D5A Material Returus Audit 11 DOA NI(CPs. Depots T DBA
(3.0 - L/65) 18 Anmy Ay
TS NHavys it Navy
SoAnr Foree } Alr Foree
13 Total

1/ lbes not include administrative effort nor time of operating personnel sl
installations,




A ccnceivable disadvantage of the selected organizationsl aad
staffing amroach, with its heavy reliaace om sudit manpower to con-
duct supply mansgement reviews, centers around the necessary division
of respoasibility, and possible disagreements, between OASD( IAL) and
OASD{Camtp). The ASD(I&L) would not have as great & degree of control
cver the Supply Management Revier Program as would be possible if all
r2rsomnel required for the program were assigned * . his office.
ASD(I&L; hes functional responsibility for supply mansgement and
logically should ha.e comtrol and di~ _tion of the progrem, However,
large-scale employment of audit resources for the Supply Management
Re -lew Program wiil require ASII&L) to share progrmm responsibilities
with ASD(Comp) who oversees the audit function,

Our proposal also may be Jjudged a&s having & disadvantage from the
Camptroller viewpecint. We see the principal responsibility for select-
ing Supply Management Review Program review areas 1o be vested in
QASD(I&L), and the principal vehicle for undertaking these reviews to
pe the audit agencies. Under this arrangement, auditors will not be
free to select thelr own review &reas, tc the extent that they pe-—*ici-
pate in the Supply Mamagement Review Progrsm. This restriction may be
difficult for mudltors to accept, particularly in the light of thelr
traditional independence based on s.atutory authort+ty.

Finallv, a third possible disadvanisge in our recommerded approach
relates to the guality of ‘he Rupply Mazsgemert Reviev Progrsa sudit
reports end the probable extent to vhich supply management personnel

will make use of much reports. The members of the working group, and
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some who have discussed this subject with us, recognize that the scope
and usefitlness of past interual audit reports have varied congide-ably
¥We gitribute this, in some wegsure, to the freguent use of activity-by-
activity (pests, stations, ICPs, etc.) audits which have not dealt in
sufficient concentration and depth with the supply management problems
demanding attention. Audit persounel strongly commented to the working
group on & ristber of occasions that, in their view, supply management
vfficiule seem to make very little use of audit reports. Auditors
compldned ﬁhaf most of the supply mansgement p:obl-ms and wegknesses
they observe and r=p71t are not new; that they had observed and re-
ported them before but that apparently nothing had been done.

We feel that clcser collsboration between supply and audit
personnel, celled for under the recommended organlzationsal relation-
ship. 113 contribut= to improved and more useful audif results.
Lpecitically, the role we have spell  _ut for supply management
persoanel - to select problem areas, set forth problea descriptions
t... review objectives, and participate in the development of detailed
gurdance for the conduct of Supply Management Review Program reviews
by audit personnel - would inevitably mske the review results more
useful . supply management officials.

In short, the working yroup does not consider that the several
potential disadvantages of the recommended nrganizational alternative
cor titute a serious threat to relstive effectiveness of the proposal.

The approach selected by the working group - rellance upon audit

manpover and capability to handle a large part of the lob - was
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dizcusged informally in the late stages of our study with OSD supply and
audit officlals. Without suggesting & ccamitment whick does rnot exdst,
but only to indicate that =ome staff work in this area has been done,
we report that resctions to the plan were strikingly favorable,

=t is therefore recommended:

a. That s small staff be esteblished withir OASD(I&L) to mansge
the Supply Managemen® Review Program, carrying out the necessary
“unctions, including the following:

1. Select the supply management problem areas to be incor-
porated in annual snd longer rangs review programs, end establish

view topic priorities.

2. Advise the Military Departments, DSA, and other Dop
agencles; a5 appropriate, of such review plans and cbjectives for developing
uniform DoD-wide pelicies in speciTic supply mansgement functional areas.

3. range with other 03D organizations and other ToD
components for their participation in the Supply Management Review Pregram.

L. Develop specific problem descriptions and review
objectives,

5. Assist in the preparation of, or review, detail d
guldence for the conduct of individual reviews to be made by partici-
pating organizations.

6, rectly undertake reviews of selected supply management
aress where ths urgency of OASD(I&L! intersst or other special circum-
stances make the as~igmment of such subjects to participating organi-

zations infeasible.
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7. Obtain and analrze reports and other required informsiion
froam participating organizations.

8. Im cocrdination with other OSD orgenizaticns involved,
develop proposed DoD-wide policy gulaance indicated tc be needed by
problem area reviews and, whei: gppropriate, staff proposals with the
Military Departments, DBA and other sgencies involved.

b. That OASD(C.ap) participate in the Supply Management Review
prograe by coordinating the sudit effort necegsary to accomplish the
objectives of the program and carrying oul the necessary functions,
including the followirg:

1. Make arrangements with QASD(I&L) concerning the extent
of Supply Management Review Program perticipation by aundit personnel
throughout the Department of Defense; 4 -ect Military Deparitment and
DSA audlt participation; and, when indiceted by changes i workload o
staffing, arrange for adjustment in audit psyvicipsatico.

2. Recommend tc OASD{78L) aress Tor supply management
review,

3. Allccate designsted audit resources to meet established
roeview programs.

k. Develor avrdit guidance for each review tcople in
collaboration with QASD(X&L).

5. Assign to audit agencles individual or Joint particlpation
in particular reviews, as appropriate, and coordinate such andit efforts.

6. Obtain from participating andit agencies reports which

offer findings, evaluations and, whenever possible, recommendations

with respect to Do supply management policy,
40




7. Provide teo QASD(IXL), for escr supvly manegement area

posgible, recommerdations witn resnect to Do supuly manggement volicy.
s inat the Militar, Departments and DSA particinate in ihe

Supply Manasement Yeview

1. Collakorate with OASD{Comptroller} in

arrangements for audit personnel of tne Military Departments and DSA
to assist in the Supply Maragement Review Frogram within existing

resources; undertake such review work; and report results., including

recommendations for cianges in supply policy whenever posszible, to

- fe a wiszimum, establish and designate & point of contact

cabion with the supnly management staff of each Military
Department and DSA to be responsible for communication and collaboration
with QASD(TAL) on such matters as problem ares identification; selection
anG priorities; guidance Tor conduct of reviewg: and narticipation in
reviews, or a celected case basis, by Departmental and Agency supvly
manggement personnel,

A decision concerning the size of the staff suitable for the recom-
mended new Supply Management Review organization in OASD(I&L) must be
ragther arbitrary; there is a huge amcunt of work to e done, lesving
it a trade-off between size of staii and length of time to make p ogress
in this work. We are convinced that the range gand complexitvy of supply

managemernt problems facing such an organization and their vayoff

potential warrant a significant investment in manpower regources.




There are, however recognizable constraints which tend to 1imit
suck & recormendation Chief among these is; we believe, that
from s practical viewpcint the proper approach is to atteck indi-
vidual, eignificant probiers ir order of importance, ile several
problem areas can be addressed by separate reviews carried cut in
the same 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 eddition, on a
long term basis, as the program prugresses the range of problems
requiring policy improvements should decrease. For these reesons,
we recommend that a minimum staff of six supply specialists be
established in OASIXI&L} to start the program. &3 the program
proceeds, this staff could .e expanded, if warranted, based on
increased avallability of audit =ffort f~r supply management
reviews, the necesslty fir more reviews outside the awilt program
than are now foreseen, or *he decision that bersf<+s Jerived
could significantly increass by surh an »ip...g8ion.

The placemen® of this nex crganizaticon witkin OASH 13T ‘s
strongly suggec*ed (1} by the nature of the subject matter with
which 1* Will be engaged, and (2) bv the nead to keep this group
a sepsrate entity, On the first pcint, we anticlpate that the
great majority ¢f the matters ¢ be dealt with under the Supply
Menagement Review Program will be within tl~ sassigned span of
auth.rity and respcnsibility of +he existling Supply Management
Policy Directorate. Virtually all of the problen areas Aee

covibed v Attachment F faic .ate this category. fn ‘i~ gecond
Lo
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point, we see clearly that the Supply Mansgement Review Program must
be managed by an organizational entity in which the personnel are not
routinely exposed to dasy-to-day ¢alls to handle "fire drill" and
carrespondence deadline-type work which would distract personnel from
carrying out the progream. A separate division dealing exclusively
with Supply Management Review Program business appears to be a
requisite.

It is therefore recommended that the responsibility for directing
the &upply Manegement Review Program be assigned to a new division of
the Supply Management Policy Directorate of QASD{I&L), to be staffed
with six supply specialists capable in analytical work with diversi-
fied experience in Defense supply management,

One last comment and suggesi.on relat.  to the earlier recormen-
dation that OASD(Ccsp) make arrangements with QASD(I&L) concerning
the extent of audit personnel participstion in the Supply Management
Review Program. & indicated earlier, 1,740 man years were devoted
to internal audit in FY 1G.S5. Of these, sbout 500 man years were
expended in the supply management area. There are a number of reasons,
two in partlicular, why it appears wise to schedule ini” 'ally s limited
portion of total audit manpower to this new program. Audit official=s
vill continue to require that a substantial portion of the sudit
manpower now working in the supply menagement area be available (o
make audits at the tim~, at the place, and on subject amatter inde-
pendently selected by auditors, We also foresee that some learning

time will be required to effectively exploit the working relatiomship
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and procedures we have proposed between supply management snd internal
audit. During this shakedown period, we anticipste that both the
new OASD{I&L) Supply Manegement Revisw Progrem staff and the QASD
{Camp) starf coordinating audit participation will drvelop increas-
ing capability to direct and manage the program, ensolin; e later
build-up of sudit marpower which can be effectively employed. It
is therefore recommended thst, in meking crrangements for internal
audit participation in the Supply Management Review Progranm,
OASD{Comg) mive favorabie consideration to using for this purpose
up to one-third of the audit manpower previously devoted to work

in the supply management ares, and that the employmen* af this
level of audit manpower ve phased in graduaily in the first one

to twn years of the Supply Mansgement Review Program.
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ASSISTANT SECRETARY OF DEFENSE
WASHINGTON, D.C. 20361

ATTAC 2an™

February 6, 1965

IMSTALLATIONS AND LOGISTICD

~

MEMORANDIUM FOR THE ASSISTANT SECRETARY OF THE ARMY (I&L)
THE ASSISTANT SECRETARY OF THE NAVY (I&L)
THE ASSISTANT SFCRETAR! OF THE AIR FORCE (I&L)
THE DIRECTOR, JEFENSE SUFPLY AGENCY

SUBJECT: Establisbme t & -upply Management Reviev Program

In a report by my Procurement Review Staff ¢ December, 1964 entitled
"Defense rocurement Management Small Pucchase Review,” it is recaom-

mended t at this Office ~stablish a Supply Management Review Program

along the linc . of the ®rocrvement Management Review Program.

During th. first o vears abo o fifty reviews of procurcment
activit! 3 have bee made. These activities obligate at.ut 80% of
Defense procv ement dolle:3., As & direct result of these reviews
and the ensuing recomeerdations, procuring crganizatiors have elim-
inaced duplicate ~vfort s&nd tresmlined procedures; - 2duced
adainistrative  ad-time end provided more time for the procurement
furction; reduv-ed to: use o. cost-plua-fixed-fee contracts ari im-
proved the r~lecti-n of ccntrect type=; brosdened the use cf com-
petitive procurers :t; and impro.:d pricipng procedures.

I -m convinced tuat comparable gains can be realized through &
similar review mechanism in the svvply mansgement aresa. Accoraingly,
I have decided to ectablish a Supply Msnsgeme .t Review Program.

This program will be surervised by the Supply Management Tolicy
Directorate within tnis Office,

I bvelieve it will be advaniege us to estsbl’sh a working group, in
which you. represcntatives may perticipate +to develop organizationsl
and operating pla. 3 and zn ltipne-ary for initial revisws. These
reviews, which we »xpect to lannch about April 15, 1965, should s:rve
a8 sound eperienc? from which continuing review procedures mey be
derived. The grov s w':1l be headed by Mr. Walter B, Goldfinger of thils
Office. I wuld appreciate receiving withir forty-iive days your
nomination of one "ndividual who can assist in establishing this new
program,

(Signsd)

PAUL R. IGNATIUS
Asgistant Secretary of Defense
(Installstions and Logistics)
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FITACHMENT B

COMPOSITION OF THE WORKING JROUT

The working group was chaired by Mr. Walter B. Jolilinger, O0ASD

(18L).

The Service/Agency representatives cn the working group wer:®
Mr. Henry M, Levin, &srmy
Cormanier Frank N Wor-cn 82, Havy
Mr. Wendell * Alien, Air Force
Mr Wilitam Franccis-, Marins Jorps

Mr., Tames ., Some:. [efense SuyTly igency
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ASSISTANT SECRETARY OF DEFENSE S
WASHINGTON, 0.C. 20301 T

ATTACBMENT C

15 April 1665

IMITALLATIONS AND LOSISTICS

THX ASSISTANT SECRETARY OF THE NAVY (IAL
THE ASSISTANT SECRETARY OF THE AIR FORCE (I&L)
THE DIRECTOR, IEFENSE SUPPLY AGENCY

MENORANDUM FOR THE ASSISTANT SECRETARY OF THE ARMY éI&L; *

SUBRJECT: Supply Menagement Review Prograa

Iz reference to my memoramhm of Pebruary 6, 1965, & working group
has been organized, under the project direction of Mr, Walter B,
Gol. "inger, Staff Director of the Requirements and Provisioning
Division, Directorate for Supply Mansgement Policy of my offic~,
Service/agency representatives named to participste full-iime are:

Henry M, Levwin, Army

Frunk K, Worden, Cdr. SC, Nevy
Wendell G, Alles, Air Force

Williem Frencoise, Marine Corps

Jemaes H, Somes, Defense Bupply Agency

)

This gr up v'11 work as a single body tovard e completion date of
October 9, .%5. Opecialists in selected functionsl areas may,
from tim to time, be requested from the military services and DSA
to assist “he group 'n am sdvisory capecity.

To smplirv my February 6 msmoresdus, I loock to the Supply Mansgement
Revievw 1~ zrem for an appraisal of prodlems im the mypply asasgement
ae'cy ar:: and to serve zs an important input source for more
G..om Do. -wide sapply policy in the major problem sreas, This

vr v is “~tended to provide this office and echelons of manage- S
men within ~he departments and sgencies (&) advice concerning the v
relative imporiance of existing supply problems, and (b) recomsmenda- !
tions with resmect to the relative priorities vor their solution
thiow_a 8 centrally organized development effort.

I visualize that the Bupply Mansgement Review Progrus vill bhave a S
DoD-7iA= perepective, & careful selectivity in the supply mauegemerst S
i areez to be revievel, and a pronounced empbasis on policy improvements, .
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In the latter respect, the orogram should furnish & basis for cam-
paring and sclecting the most effective policy/practices employed

hy one or more of the agencies for use by ail agencies where sppropriate,

Thes~ and any other unique characterisiics of the Supply Management
Reviev Program must be developed further to minimize dupli ation in
objectives and approsch be+ween this progrem and other Jeview
efforts.

I will expect the working gooup, with your assistance snd advice, ¢,

1. Select supply managemert areas c¢f major interest fram the
standpoint of militery readiness and econcmy, for the purpose of
future emphasis in supply nmansgement reviews.

2, Develop a standard guide which cites the arewus to be
covered by supply management reviews and which directs the conduct
of the reviewn; and undertake pilot reviews to the extent necessary
to determine the adequac, of the review guidance,

3. Develop a DoD Directive which will Tormally establisk the
Supply Management Review Program. cite 1ts purpose and s.ope,
prescribe organizational arri w.aments nd relstionships, and set
forth the responsibilities of the uffice of the Jecretery of Defense,
the Military Departments and the Defr~ -~ Supply Agency.

1.1 order to insure that the efforts of the working group are criented
ovard major areas of supply maragement interest 1t 15 Jesirable thst
rior "o visits to field installations, meelings are held witn at
least the department/agency eleuents liasted below:

[44)

Ay - Office, Deputy Chief of Jtai'y for Logistics
Ay Materlel Command
Supply and Maintenance Command

Navy - Burean of Suppiies and Acccunts

AMr ¥orce - Mrectorats of Jupply & Services, Hy, USAY
BEesdguarters Alr Force Logistivs Command

Ma-ipe Corps - Headquarters Marine Corps
I6A - Headquarters Defense Supply Agency
Prior to these meetings, the working group will provide an cutlline

of topics to be covered, an agenda and a scoedile. Subsaquent to
service/agency meeting: discussed above, visits will be made to

<Y




3

selected field installations where supply msnagement on a large scale
is performed, These activities will be selected after discussion
vith service/agency hesdquarters snd will be of sufficient mmbers

to provide a thorough understanding of the differences which exist
within and among the services.

I am confident the Supply Mansgement Review Program will identify -
areas in vhich important improvements can be made, By stimilating
more responsive supply support and additional cost savings, this -
work will contribute directly and indirectly to increased resdiness
of the operating forces, o

" A1l Department of Defense sgencies involved are requested to cocperate
fully in developing and initiating this new program. : B

(Signed Panl R. Ignatius)

PAUL R. IGNATIUS
Assistent Secretary of Defense
(Installations and logistics)
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ATTACHMERT T
HEADQUARTEKS VISIT SCREMILE

Service/Agency headquarters visits were made as follows:

Alr Force April 26, 1965
Deferse Supply Agency hpril 27, 1965
Merine Corps April 26, 1965
Air Force Togis.ics May &, 1965
Conmmand, Wright-Patterson

Air Force Base, Chio

Army May 6, 1965
Navy Msy 10, 1965

23




ATTACHMENT E

ICP VISIT SCHEDULE AND GUIDANCE

ICP Inclusive Dates
Aviation Command May 2L-28, 1965
Army
St. Louis, Missouri
Ships Parts Control Center June T7-i1, 1965
Navy

Mechanicsburg, Pennsylvania

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

San Antonio Air Materiel Area June 28 - July i, 1965
Air Force

San Antonio, Texas

Defense Personnel Supply Center July 6-8, 1965

Defense Supply Agency

Philadelphia, Pennsylvania

Marine Corps Supply Activity July 12-1h, 1965

Marine Corps
Philadelphis, Pennsylvania

A copy of the type of guidance prcvided to the ICPs prior e

working group visits is contained in the following pages.
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Supply Marsgemer- R _ew Frogram
ICF visit Guadance
1. Generay

The information contained in the following paragrapns and in
Attachment 2 is provided to seek standardization of coverage
during ICP visits, provide guidance end time for preparation,
lead to participation by individuals gualified to discuss
subjects 1n detail, and form “he basis for presentations.

2. First Day - Supply Management Provlem Ar:as

During earlier or:entaticp visits in OSD and Se:rvice and DSA
headquarters elements, stress was pilaced on problems .n supply
management, These discussions have given the working Group some
understanding of the protiems at these levels. It 1s now neces-
sary o (1) obtain ICY informatior regarding the scope and
importance of supply manegemeni problems at that level and (2)
learn of ICP's current or proposed problem soluvions,

To accomplish this, it is aesirable that eact ICP visited devote
all or a major porticon of the first day of the visit to this
subject. Presentations or discussions should describe major ICP
problem areas, their reiative importance, their causes to the
extent known, and proposed solutions wnere thinking hes progressed
to that point. To provide a better understanding of the types of
problem areas of interest = the Working Group, *he following are
mentioned as areas you msy wish to daiscuss: limitations of ADP
equipment or techniques, "sysrter” requirements versus higher
"distributiorn” requirements, faully reaquirements twput date, Aiffi-
culty in selection of {lems for wmebilizstion reserve stockage, and
problems tn MAF support g@ildance interpreration. The foregning
are 1llustrative, Tar from ali-inc.usive, and are not Intended

to imply any restrmction of s.pject matter. Areas to be con-
sidered i1n expla:ining problem causes include iack of policy
guidance, pclicy guidance arfficult to interpret or implement,

time compression, trainiug, o°c.

In addition to discussions by vour representatives and the Working
Group of the aspects of prohlems nvesented by TCP personnel, the
Working Group will &is0 offer for <iacussion aress mentioned as
problems by other organizatioas. Tpe purpose of rthe latter dis-
cussion, where topics had not been presented as problems at the ICP
being visited, will be to determine the locsl soleotion or the reason
the problem doe:: not exis<®.

2. Second Morning - Existing Review Frograma

Since the purpose of tne workiag Croup ls to develop a Supply
Mansgement Review Program, 1t 1s important tpe group become aware
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of all existing review Brograms, includi 08! .
X . p ng those conducted through
on-site insgection and those which generate from date acctmﬁla.tio:;

presentation and anslysis. Departmented /sgen
i Ny g c,‘ r ev:t D
have been covered in a general way at the?gead;u. eV programs

: : : rters level but
1% 18 desirable to deal with the subject in congi ' T
at the ICP level. | ! 7 conpiderably more astuil

I% is requested that tnis subject be opened by a presentation
covering reviews being mude of the ICP by higher headquariers

and thnse which are self-imposed. This briefing should provide
detail regarding the frequency; techrnique; preparstion required,
such as generation of ADPE print-cuts, fille segregation, gquestion-
neire completion, etc.; and the composition of the group making
the review., Special attention should be given the results of
these reviews and the uses made or the review products with
emphasis on problem areas highlighted and policy changes which
have resulted from tbese efforts. _ '.

3. Second Afterncon - Discussion of Supply Management

Certaln arcas of supply management are to be covered in more
detail as outlined in paragraph L. Tt is not desired, however,
t> limit the subject matter of the oriertation visit to those
specified in puragraph 4. During the second afternocn the
Working Group should be apr-ised of other arems or functions
vhich constitute a significant worklcad at the ICP, While
formal presentations are optional, it is desired that the Work- .
ing Group meet with individuals qualified to discuss these areas
on an informal basis. Exsmples, illustrative and not all-
inclusive, of subjects which may be appropriaie are ICP responsi-
bility for ‘echnical date and cataioguing; utilization and dia-
rosal programe, organization and rescurce planning, etc.

L. Remainder of Visit - Working Level Orientation

The remainder of the visit will be devoted to & study of specific
areas of the ICF operation. The Working Group will divide into
three teams of two men each; these teams will simultaneously

cbiain a detailed orientation in the pclicies, procedures, formulas,
ete., for {1) provisioning requirements, {2} replenishment require-
ments, and (3)a. mobilization requirements, and b. special progrem
requirements. Additional guidance with respect to each of these
areas is conteined in Attackhment 2.

During this phase of the crientation, it is planned to review the
metbods invoived with the working level personnel at the ICP who
have the responsibility for perfcrming these cperations. Since
the Working Group does not wish to divert & large number of

. perscnnel from their regular work, it s suggested that a minumum
number of individusls knowledgesble in the aress named serve as
focal points for the discussion and that other individuals be
calied to participate as needed.
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Three meeting vlaces suitable I - the soccmmdnzlon of foe +wr man
tesms and the related JCP personnel will be rojiired., Since amme of
the time will be spent in a detailed review of work sheets, et:,,
teble space will be required,




Supp.y Mansgemert Feviev Program

Juldance for Selechtedl Trientavion Aress

l., General

Detarled crievnaiicn wiil he smought in tae sraas briefiy outlined
in the following persgraphs, I eack ares; there will be interest
in reviewing working lewvel detail, Incliding suapply control studies,
program dats shests, Iopit date, rejudremente formilas, elc,

The orientatic. wuz.C be arcelerated if s fev cowpuietions | several
copies) representetive of policy guidarce were szleched in advance,
and ail zuidance avd wrking papers required for & detalled explora-
ticn of the pmocess =ssamblel for refzrence, Exsmples chosen should
be indicative of the ncrmal methols usel ay well as soame to 1llustrate
deviatione from the ussel. metind, It would be most beneficial if the
individuais who actually made She compiteslon and/or are responsible

for the itexw ~vla partioipace in the “lecussicn,
At the time of trhis wprsheunsitve on-site orlentation;, requests may
be made for copies of relaled papers, ‘nciuding sppiicable regule-
tions, directives, sul ocller giidsnce and working documents.
2, Provisioning Reguirsments
Coverage of:
8, Policlies srd procedvres for ali elemente of provisioning
regniremeris. sich as Ioillas mllowances. operating level
(usage vata develcpment perind level), safety ! vel, pro-
civement lesd time rejuirement. initial overh: . require-
ments, etc,:
b, Imtemiasii o of recuirements with'w eerh of the foregoing
requirement <lemeuts for conzvmable ivems, reparable items,
{wurance Zveme, oign wel e tems, shelf 1ife items, etc.;
c. Uistridvitior oriteria snd or 2istributiop restrictions;
d. Progras ds*z used Av delterminiag proileloning requirements,
FuC ms ma'ntenance plAas; SDOTIY conceptsr operational
pians: BA&D, test and evalamrion reports, etec.
3. Replenislment Requiremsnts
Coverage of:

a. Clageificstion of jtems 'nlc management categeries;




. b. Criteris/procedures for hmidling itens as "replenishment"
. items (insteed of "new" or “"provisioning" 11‘1-.3-) 3

c. Kinds/sizes/basis of spply levels for various mansge-
ment categories of replenishment items;

d. Kncwledge snd control of assets, and use of asset data
(including validation technicues);

e. Knowledge and us;.- of deland and other' requirenments input
data (including validation); Co )

r’/ '

f. Demand forecasting techniques;

8. 'Requ:lralent camputation 'techniques/fomq/fomﬂu, inclad-
ing basis for judgment deviations from standard procedures;
h. Requirements re-ilew or audit po].'lciel}"/and procedures
(including post-avard review); .
: /
i, Stratification; /

J. Budgeting.
4, Mobilization Reserve Requirements

w !

Coversge of: |

a. Policies, procedures and'specitj’ic criteria used in select-
‘ ing items for mobiilzation reserve stockage;

b. Policies and procedures used in computing mobilization
ecquisition and retention levels, including application of
peacetime on hand sad on order misets to gross mobillza-

inon requivements; spplication of assets via post-M Dey
orders; sad. consideration of lhxbntitutes;

, -
c. Criteris for categorizing mobilization requivements as
“prepositioned.” ;

5. Special Program Requirements
Coverage of:

a. Ouidsnee with respect tc "non-recurring” prozram or prcject
requirenents;

b, Techriques and methodology employed in the determination of
these requirements;



¢. Control of aesets —ceerved for gpacial progresm requ.rementg
including phase-cut of requirements as sssects are i{ssued to
satisfy the regquirement and cancellaticr of re airemen.s
wvhen asset issues to satisfy the to*al requirement are
coniplete;

d, Controls to avold using special program requirement isgues
as a factor in replenishment requirement determinaticns;

e, Magnitude in %termms cf frequency of establishing or re.
camputing special progrer regqairen-nts, number of line
items, doliar value, workioad imvelived,
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ATTACHMENT }

This attachment contains de2tailed analysis of the 19 prcblem
areas considered by the working group to ve of sufficient importance
to be made a part of this report. These problems are not listed i
order of importance, except for the first two which concerrt basic
supply mansgement matters considered fundamental to an orderly supply
maragement improvement program.

Pach of the following problem presentations sets forth existing
DoD pelicy; describes the proviem area, with special emphasis on the
differences in {indings at the ICPs visited and the relationship
of weak or absent HDcD policy to these variations; snd offers the
working group's conclusions.

Ti.e problem areas discussed, in the order of their presentaticn
are

Page Number

-

Categorizatica of Items for Management Purposes......., 07

2upply Effectiveness Measurement and Analysis..... vees T3
I0P Asset fuowledge and Control..... e e ceee.. 87

Use Rate Tactors and Demand Forecasting............... 03
Procurement lead T™im~ Factors. . ... .. ... .. .. .. . ... .. 183

Input Factcrs Peculiar to
(Repair Cycle Time, hepalr

Operating Levels.. ... . . = .., .. e e ceoen119
Sefety Levels. .. ... ...... e e e 133
Procurement Lead T™me T-vels. . .. ... .. ....... L. 1M




Page Number

Repair Cycls Levels.... . ....o.c, R, I € A
Additive Stock Levels Procured in Provisioning............151

Criteria For Migrating Provisiored Item Assets

to Demand Management, .. couiviirocneircroranuoneanns ... 250
Selection of Ttems for Mobilization Reserves..... ..... .. 1585

Mobi.ization Requirement Factors and Camputation
Techniques... ..... P A 451

Application of Other Than ¥War Reserve Stccks in the
Computation of Mobilization Reserve Materiel
Requirements.......veoouvescacotinsceonososaansnarannassll{

Basis for Decisions Regarding Prevpositioned Mobilization
Reserve Materiel Requirements.........cevviveevvecrones..183

Balancing and Protecting Mobilization Reserve Stocks......1087
Review of Computed Requirements.........c..icovvvevenc....191

Budgetary Requirementa.........coonvcncminnncnnonnnnese...197
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uce.
Dol Instiruction &1L0.7, January 12, 1365, culject: "Control, Supply and

H
i

Pocitioning of Materiel,” exprecses the policy on centralization and de-
centralization of materiel management., 1t dofines centralized items ac
“fhose i*ems for which the copnizant ICP of a Military Department or the

DSA has prescribed central management and rrocurement, i.e., central require-
ments determination, supnly, contro., distribution, stockage and procurement

direction by the cognizant ICP". It detines decentralized itoms as "Those
items for which the cognizant ICP of a Military Depurtment « the DJA has

preceribed local management and procurement by buaues, posts, camps an-l stations
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Taxen together, these directives seem to imply that ithe criteria for

managemert attention should inciude a combinatiocr
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the reparabi:ity of the item, the dollar value of the demand and/or the

init price, and possibly demand ct

B

racteristics, as reflected by references
to insurance items and provisioning items.
B. Proviem Descripiicn,

ICP item management categories are established vrimaril

7 1o enable Lhe
application of management lechniques of differing types or intensities,
selectively suitable for the (ypes of items in the different management
groupings. Some ¢f the prime characteristics wnich form the basis ror
categorization are the unit price of the item or 1ts periodic demanu value,
demand trequency, the reparability of the item, and cther characteristics of
the item (such as end item versus repair part), Tailored to these churdcter-
istics and to the resulting ranagement categories, a wide range ot management

methods are empioyed which directly aftect the depth and breadth of stocks.
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assets., At alrmost every ICP visited. the thoroughrnes:s c¢f the review of
computations is related to the management ca*tegery. The method cf computation
ranged Trom a machire-rericrmed oreraicn in one J2tegory L0 & manually-

categorizaticon ¢! whe iven invoiveaq,

Only one of the oix I0F:s visited deviated from a pattern of using
demanc valiue or unit price, or 2 comrination of vown, ar the basis for a
principal management category :egmentation. The ICP which deviated included
high doilar vaiue al one of nine varying chavacteristics based on lten
pecuilarities which cerermine the items -which cannot be managed :0.€ely ¢n
a 'recurring demand” baoir and/or cn e by exceprtion” hasio.

Varialbles among the ive ICP: using aoilar value as a primary deteminate

.

mand value, {¢) unit price or, (2) a

[

factor included the use of (1) annual
cumtination of both, Another variable was the decigration of the highest
doilar regment ol management categorization which varied tetween groupings

'

with ar anuual cewand value "tloor™ of Bu.-0) 10 a category with a "floor"
of $he, 00,

Two of the ICPu operating under policy guidance of the came higher
headguarters indicated that, effective Julv 1, 1903, the policy called for
the tollowing categorization: low dollar demand - O to &07C; medium dollar
demand - $H00.0L to $4,H00; bigh doilar denane - cover $h, 500 A Yonrth
category, "VIP, waus designated ror item: havine pacoleularly erratic demand
with "no demand prediction capability”. One ot these 0D way using the
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folloeing breavoul rrior to the nol1cy change: low doller demand - 0

" %o 210,000 and high do.lar demand

over $i0, 000,
Another ICr used a four pcrition breakcut predicated on snnhual demand

value as folliows: lcw dollar value - $.01 to $2,500; medium dolier vaiue -

N
o

00,04 to $25,000; high dollar value - over $c35,000 and super-iigh

&

value - over $25,C0C and selected for intensive management.

One ICP ccncidered the characterictics of demand value and revarability

vy

rd sabdivided reparable items into three categories - repair ~ariz,

o, One ICF

[N

of the ICPs visited had other criteria for categorizst

comtined demand frejuency with the value grouping:. Items having in excezs of

()

< demands a  year were considered fast movers while thoce having less
*han 7 demands but more than cone wore considered slow moverz, Other

categories invelved were “insurance”, "provisioning”, Tsrecial, Munstratifiea”.

Me ICP nad develcped a generlc grouping of i

no which included al: ©iks

pters of the ful! vlze range, arnd their cubstitute and interchangeable e

1m0 one paanagement. Jrouplng.

vy anether 10T anpeaved 0 o.oace ennlias oy o calecorizat lon ot v
crem oA e on the wdentilication of the orpantzatoons withln the [OD L
shilct frer mwweerent po aosiprned,

Ceverat o0 the DD were Jowad to be uoing oo eaedtlve Lhan nt
sty oy tern whilen appeur s Lo cters direstly o from the ounpry ctatue code
forected Ly rege b o chapter o0 Fedoeral Manual o tor Cues Ly cCatatogsing. !
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ICP which did not emphasize demand dollar value pla~>! 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; reparsble items‘with stock levels based dn repalr cycle require-
ments and washout rates; deteriorative nature; reguirement for ICP approval
prior to issue; seasonal items requiring scheduled procurement; and items
issued as kits, sets, ches*s and assemtlies.

Several other management coding approaches were observed at the ICPs
visited. These were not common among the ICPs or were tised in such a minor
way that they were not considered of sufficient importance to warrant mention
in this report.

C. Conclusions,

/Although problems exist in the area.pf categorizing items f7 centralized
versus decentralized management, dealt with in DoD Instruction 4140.7, efforts
are currently underwey to make improvements in this area., The working group,
therefore, confined itsélf to problems involved in the categorization of iteﬁs
for management 1t the ICP level after the detemiration has been made that they
are subject to centralized managemert.

Review of the item management classification prcblem af ICP level daring
this study reveals that there has been no substantial change in the problem
as descrived 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 (RAMMS 68)." OSDvpolicy for éhe
categorization of items for management purposes is required as a first step

if comparable management attention is to be given comparable items at all ICPs.

T
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I, is noted that the RAMMS study did offe. o detailed viewpoint which could

serve as a yolint of departure tor further stud, and ultimate resolution,
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SUPPLY EFFECTIVENESS MEASUREMENT ANb 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 Analysis and Design,” states: "4t. 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 tc 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 de;elopment.

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 logisties performance measuremén£
reports to be used in achieving the following objectives:

1. Establishment and revision of the UMMIPS time standards.

2. Evaluation of performance against established UMMIPS
time standards.,

3. Establishment of performance reports to provide for
.point-to-point reporting by shipping activity and
carrier performance by carrier.

L. Evaluation of performance of each segment of the
transportation pipeline.
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5. Determination of supply systems workload and
materiel availabiiity.
6. Provide transvortation planning guideline.
T. 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 performancé evalua-
tion in being today. However, it does illustrate @pe feasibility
of expanding existing systems, in this case MILSTRIP and MILSTAMP,
to provide a standerd evaluation system. MILSTEP is applicable to
"stocked" items only and is scheduled for phased implementation with
~one phuse becoming effective 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 supply system.

B. Problem Description

ICPs within all of the Services and DSA collect and analyze various
types of datae 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 performahce against goals or standards, identify areas where
improvements have been made or are needed, and provide personnel

incentive,

Th



Supply performance measurement and analysis

All of the ICPs have been provided some guldance 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

intv 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 term; 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 particula?
end items, all of the ICPs employ data and techniques to meﬁsure how
well their segments of the supply system respond to demands placed on
them. Some are such direct measurements as the percent of requisitions
resulting 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 appropriaticn funding and stock
funding. Stock funding appears to place more emphasis on the
relationship of projected sales and realized seles. 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
t0o such performance measurements as the percent of shipments m&de
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 sciéntific approach to
the establishment of goals. One headquarters indicateq it used the
average of the three best ICPs as the goal for the next month. Some
indicated they are “commarder established” and others indicated gradual
raising of the goals as ICPs begin to meet them to "keep the sights high."
At best the éoals seem to be arvitrary 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 ares

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 appfoacn that no credit for on-time fill can be

taken for a partial quantity,

Some of tle managers feit 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 considerable 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 opinicn is that the

number of requisitions involved, regardless of the number of stock

numbers o. their dcollar value; should be the basis for measurement.

Another position is that the number of pieces on back order should

Lﬁgn”g;*,ﬂ{,g“ycu.—@w«dn‘-wv.‘uw'« w5
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serve as the proper indicator.
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Arother 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 IéP election
not to stock items subject to infrequent or sporadic demand. Pre-
scribed policy for processing times covers only stocked items uo Liost
performance reporting is confined to those items. There is little
effort made by the Services, DSA or tre 1LCPs to evaluate performance
on not-stocked items. One Service indicates this is a secrious omission
whichrprecludes the establizhment of realistic lead times for these
items.
Another point of contention was the lumping of high management
" intensity i1tems with the low management intensity items for performance
determination. It was contended that.iow availability of items accorded
only "exception" management counted as much against an ICP as did the’
low availebility of high management intensity iteme. The ICF commander
. who raised this point felt that he reguired an evaluation system whicn
would judge his performance on items in releation to the higher head-
quarteré policy for their manesgement.

Workload measurement and analysis

A1l ICPs/Services have reporting tecnniques designed to measure
workioad and/or provide the basis for the determination of performance
measurement, For example, tctal requisiii:ons processed i1s © 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, ete. These reports may be expressed in pieces,
stock number items, tons, dollar value, etc., as appropriate, and

in some cases may bte reported under several bréakouts such as issues

by tons, dollar value, item count, ete,

It was noted by the working group that the workload neasurement

’réports were used with varying degrees of intensity ané success for the

determination of day-to-day work force allocation and long-range
staffing. There was little use of thes® data in equating performance
achieved to the cost of attaining that level of performance.

o5t of the workload reporting systems viewed were not in sufficlent
depth or detail to provide all of the costs involved in achieving a
given degree of performance proficiency and at best provided only

8 basis for broad comparison of work volume with operating costs.

Inventory condition profile

All Services, DSA and ICPs utilize, for all types of litems,
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 sbove elements are reported in the terms
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of line item 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 effectiveress or inventory condi.ion. Most activities evaluate

+he 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
breadfh of inventory and suppcrt effectiveness.

Thic same observation was made to the working group by a
rebresentative of Bureau of the Budget. In pointing out the need
to tie the effectiveness rate to a cost to attain that rate, he
used the eiample 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 wcrld. This same
indiQidual pointed out a tendency of managemert 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 0SD(Comp ) (Budget) pointed
out that one btudget reviever's performance standard is how much meteriel

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~e/ngency 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
vary in both frequency and content. One Service produces, semi-
anmually, e volume of some 500 pages under the title "Inventory
Control Operstions at Supply Distribution’Ac tivities.” This document
reflects & Service campilatior of performance and workload count for
all of its ICPs. Another Service produces a monthly publication ‘
entitled "Msnagement Yardsticks" which i_ncludes some 26 graphic
presentations and the supporting description for the past fiscal
year and the months to date in the current fiscal yea.r.‘ Another
publishes a monthly report of some 120 pages titled "Summary Manage-
ment Data Report.” This report coversvboth 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 monthly
basis.

T1lustrated oral presentations to top management are a common
product of the repqrting system. These vary in content but most are
on a monthly basis. Most of the presentations are based on parts of
the mo;xthly publications with viewgraph illustrations representing

pages of the publication used as the briefing method. Most ICP

L.
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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 dets reported to the
headquarters by the ICPs is utilized at the higher headquarters
to develop the "score" in an ICP 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 Qf the
inventory. In this instance little considgration was given to the
cost to the winring ICP of attaining the winning score.

In the other case the headquarters_aelects 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,
ete.s 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 which
produces three periodic performance type reports, each for a different

manegement level. One monthly publication is titled "Command Indices."
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Its purpose is to present trend 1ndicators relative to command operations

to te used by staff and operating officials as a means of evalueiing
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." 1Its twofold purpose was
stated to be: (1) ts provide concise summation of signifiéant
eccomplishments, to aid staff and operating officials in measuring
the degree of attainment of established gosls, 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 montily as a presentation of statistical
data covering the major functional areas of the various directoretes
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. “onclusion

Despite lack of DoD-wide policj on the measurement and analysis
of supply effectiveness, systems and techniques for this purpose are
obviously needed, and various approaches previously described are
empinved by the ICPs and their headquarters agencies. The systems
. in use involve great amounts of date in assortments which vary from
one organization to the next. This raises questions concerniné

(1) 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, inventory investment, number of items managed, ad infinitum).

On a les= 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 shouid be stressed that there are no "standards”
recognized DaD-wide (such as "85% of all requisitioned quantities
sﬁpplied on time”) which stand for "successful" supply support per-
formance. This does not suggest that any such single standard
(e.g., 85%) would be feasitle or appropriate for all groupings of
items, recognizing 3ifferences in such 1actors ac essentlality and
cost. However, the complete lack of either DaD-wide specific supply
performance standards or even general gufdance along this line leaves
a vacuum which Is filled by more or less arbitrarily established
"goals" whicn vary fraom one Service/Agency/ICP to tha 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, menpower, EDPE, facilities, etc.). Along
this line, for example, the relative size of the staff, from one ICP
to the next, is notrtied to any indices recognized DoD-wide (such as
number of items managed, cize 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 peen made to enable that job to be done, it appears to be a

-




-us and fundamental omission ﬁhat there are neither DoD-wide
recognized systems nor standards for juiging, on a c. nparable basis
throughout the Department of Defense, how effectively and how
economically the job is being pérformed.

This is scarcely & unique observation cn our part. The long-
standing and intense interest in this problem is illustrated by
the attenticn 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 statement was "One of the most

important areas was that of identifying logistics systems objectives.

This, per!aps, is the most critical feature of evaluating logistiics
performance/effectiveness . . . we must carefully define what the
system is supposed to do."

One of the speakers whc addressed the Conference spotlighted
the performance/effectiveness measurement area in the following
statement:

"Our studies have confirmed the feasibilitytof 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 glements are now being identified, cataloged and defined in a

manner which will assure thorough compatibility among workload
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projecti.ns, operating gomals, perf'ormance standards, manpowver 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 DaoD, 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."

Vihile this problem area is more complex than most discussed in
this report, its fundamental nature and Importance demand that every

recasonable means be used to coordinate and expedite current efforts

on tuis subject, and produce practical and uniform DoD-wide guidance.
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 ICP_ASSET KNOWLEDGE AND CONTROL

A. Existing DoD Policy
DoD Instruction 4140.1l, October 12, 1956, subject: "Inventory Managmex;t

Policy," paragraph IV D states: :

"Bach inventory control point shall maintain a world-wide inventory
of all items under its cognizance. For those items which are not included
in pericdic inventory ststus reports on & quantitative 'basis , reports will
be made to and dats maintained by the inventory control point in such monetary
terms and groupings, -and upon such frequency, as necessary to assure sound
eveluation and control of inventory. Each inventory control point shall
extend it;‘s reporting control over selected items of materiel under its
cognizance to inzlude 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 latter reference is DoD Directive 4140.9, "Inventory Managenent
Report for Materiel in the Military Supply Systems." That Directive was
cancelled on July 8, 1963, by DoD Instruction 41%0.18, 'Manasament and Trans-
action Reports for Appropriation-Financed Materiel.”" The la.tter alludes to
a policy regarding depth of asset knowledge and contrcl in prescr:lb:lng in
Paregraph IV that "status reports for gppropriation-financed principal items
will ‘nclude world-wide assets in use." Similarly, in defining "principal
jtems" 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

guldance concerning ICP depth of asset knowledge and no clearcut guidance on

ICP control of assets at the various supply and operating echelons.

& B. Problem Description.
ﬁ o Systems used today to maintain ICP knowledge of .assets at various

echelons and to control those assets vary conciderably from one ICP to

the next,

Fou cof the ICPs visited have transaction-by-transaction knowledge of

the status of all assets. by location and condition, within their "wholesale"

distribution systams. This up-to-date asset knouiledge is a product of the
requisition processing system employed by these ICPs: centralized ICP

% processing of all materiel requisitions placed on the wholesale distribution

system,

The other two ICPs receive wransaction reports from wholesale system

storage and distribution points 4o which customer requisitions are addressed.

One of these ICPs indicaved that the addition of inventgny‘balance infomatics,
with the implementation of MILSTRAP, would provide it with bnproved asset
validation procedures. The other ICP stated that, upon impiementation of its
-next generation inventory management system, it will become the central point
for receipt of reguicizions, and will main*ain storage point balances and

prepare shipping orders to the appropriate storage point,.

The foregoing relates %0 knowledge and control of assets within the

wholesale systems,

Most of the ICPs visited have come form of periodic report of assets

from activities hetow “ne normal whoiesale 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 : el
reporting of past consumption and current halance information, The segment

of the inventory involved in this type reporting is generally coﬁfined to

the high dollar Qalue 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 knowlédge 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 reﬁorting under MILSTRAP criperia.l

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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C. Jonclusions.
It would oenrear that any of the

knowledge and assa* control viewsd at

cf the current, extremely general 0LD
of applications of the policy regarding asset xknowledge suggest need for
clarification. ‘The possibility of iapreved cusiocmer support and maxinum
utilization of assecs through increased ICT knowiedge and control of assets
bhelow the wholesale level, coupled with .riications that next generation
systems are headed in this direction, gives additional credence to the need
for 03D nolicy in ihis area,
DaD-wide policy guidance must be specific concerning the authority
and responsibility fo. TCPs obtaining and maintasining data on assets in
various supnly and operating eche ne¢ within and below the wholesale system.
DeD rolloy reparding the authority of ICPs to direet redictribution of

asuets al cchelons velow the wholecale level should be stated, Spnecifice

eritorvia, such as itew dollar value, item =2usentiality and supnly operating




conditions, which guide decisions concerning the items for wiich the ICP
will exercise the authority and the circumstances under which the authority

will be exercised, must be made a part of the policy.
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USE .ATE FACTORS AND DEMAND FORECASTING

A, FExisting DoD Policy

DoD Inetruction 3232.4, April 2, 195€, subject: "Poldcy ar?
Pripnriples Governing Provieioning of End Items of Materiel,"” provides
limited guidance in the egtablishment of projected use rate foctors
for provisioning requirement computstions. This Instruction states
that cne of the Del provisioning objectives is that usage information
developed during design and test stages will be made available to
persocnnzi responsible for the selection of itews required for mainten-
ance support. The Tnstruction also provides tr -t obligation may be
piaced on contractors to furnish requirements reccamrendations,
implicitly necessi.ating contractor projection of use rates in such
cases.

) Current Dol policy includes several terms which relate to the rate
at which item mssets are requested or used, which bears on reple.ish-
ment requirements. DoD Instruction 41%0.4, September 3, 195k, subject:
"Mansgement of the Ms*eriel Pipeline, Including Levels of Supply,"
speaks of the "average rate of replenishable demands.” Dol Instruction
L150.13, June 2L, 1958, subject: "Feacetime Operating and Safety Levels
of Supply," uses the term "repetitive demand” in several places and, in
describing the factors involved 1n a formula, states that "A iec the
annual value of demand in dollars."” The same directive alsc uses the
term "anticipated replenishable demands.”

DoD Instruction S5000.8, June 15, 1961, subject: "Glossary of Terms
Used in Areas of Financial, Supply and Installation Mane, .," carries

the following d~finitions relating to the above:
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Issues, Nomrecurring. An issue made on a one-

time basis with no foreseesble subsequent demsmnd
from the regquisitioner.

Recurring Demand. A request madc periodically or

anticipated to be repetitive by an anthorized
requisitioner for materiel for concumption or use
or for stock replenishment.

Nonrecnrring Demand. A request made by an suthor-

ized customer on a "one-time" basis to provide
irftial or authorized increases in allowances or
stockage at any level, cor Yor modification of
equipment, special planned programs, and one-iime
repalr or rebuild requirements.

DoD 414C.17-M, the iustruction masnual for MILSTRIP, states: "the
demand code is a mandstory one-digit alphabetical character to indi-
cate to the management element of & distribution system whether the
demand is recurring or nonrecurring.” Codes and their descriptions
from this manual are:

Code P. N riourring Demsnd for Special Program Requirements,
A demand made on a cne-time basis to sallsfy special program require-
ments (SPR). This ccde will be entered in requisitions for SPR when
such regairements have been previously Ildentified end made known to
the responsible Inventory Manager of the supplying Military Service
or Agency,

Code R. Recurring Demand. A demani tc replenish materiel

utilized cn & dav-to-day basis.
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Code N. Nonrecurring Demsnd A denand made on a "one-time"
basis. Nomally to prcvide initiel stockage allowances, meet planred
progran demsnds, and to meet one-time projests or maintenance
requirements.

Code 0. N- Demandi. To be assigned by requisitioning activities
in submitting regjuisitions 1or sunstitute items which are s~ceptable
in lieu of previously rejuisitionea, but Jelsyei items.

Code S. Coamissary Resale Items. !Not applicable to this
discussion. )

DoD Instruction 4l4C 24, September 10, 196k, subject: "Require-
ments Priority and Asset Aprlication for Secondary Items," paragraph
V G, in defining issue requirements, states: "The estimated demands
for issues of the i1tems during the apportionment year, exclusive of
those shown as stock due-out. The following bLireakdown will be
provided: {a) recurring and ‘b’ nonrecurring.”

B. Problem Descripticn

1. Use rate factors, initial prmvisioning

Frojerted use factors empleyed in provisioning (e.g., replace-
ment factcr, failure factior, mean time *o removal) are normally a
function of anticipated use over a specific periud in relationship
to a program element, such ss flying nours, overhauls, population.

It was apoaront from our visit c:us* a wvide variance exists within
the DeD, both in the methods ana infommaricn sources employed in estab-
lisning these projected use rates.

At two ICPs visited almost camplete reliance was placed on

the recommendation of tie contractor. ERewiew ¢f these recammendations




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 anelysts as a
percentage of mandatory change times established by techniciens.

At another ICP, replacement factor "look up”" tables were used
by technical persomnel having the responsibility for assigning pro-
Jected use rates. The tables had d.i_ffer:!.ng factor values assigned to
generic item groupings and, where appropriate, to item sizes, tolerances,
RPM ratings and other measurement elements within the generic item
groupings. While contractor recommendations and usage during test and
evaluation were avallable in some instances, almost complete reliauce
was placed on the values in the tables. Although apparently based on
historical experience, no controlled or timely program or procedures
for reviewing or updating the table values was evident.

Sti11 another ICP, while obtaining contractor recommendations,
placed the greatest reliance on a machine program which averaged actual
system demsnd for similar items for similar equipments to arrive at
projected use rates for provisioning computations. This program has
the advantage of furnishing to the provisioner information on current
demand be\ing experienced on similar items. One disadvantage is reliance
on "issue" information as "ussge" information.

2. Use rate factors and demand forecasting, replenisiment requirements

There is a wide disparity emong the ICPs visited regarding inter-

pretation of the demand information provided by the MILSTRIP requisition

and use of this date in requirement computations.
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One ICP receives reports each 15 days of recurring dems. 4s
only, Any requisition received which is not "R" coded is nct reported
to the ICP; hence, all other (nonreported) demands are assumed to be
nonrecurring and are not considered In computing supply levels. The
next generation system, which this ICP will adopt in the near future,
will provide ICP knowliedge of all codes. This ICP siated that field
coding is relatively reliable and, although the item managc:s can
challenge field coding, little of this is done.

By contrast, another ICP has all of the MILSTRIP codes availa-
ble at the time of camputation and, as a policy matter, considers
requisitions with a blank in column #4 as norrecurring demands. Here
the view was expreesed that the field is not very reliable in inter-
preting the MILSTRIP guidance, This ICP stated that 1ts item mansgers
change the demand history on between 5% snd 10% of the items during
the course of manual coamputations or review of machine camputations,

Another ICP, which bas & lo» volue Of demand-based items,
uses voth the "R" and "N codes as representing recurring service

"
'

demands. P and coded recvusitions are not censidered recurring.
Ttem panagers at this ICP have the authority to change demand history.
0111l another ICF feels that the responsibility for proper
codling reats with the custamer and gernerally accepis the codes sub-
mitted. Io a geloctive managoment procedure, item mansagers review
the demand factor for high dolliar value items only.
The rema! lg two TCPs indicated that coding by the custame:

is not acceptable ard, i{n both instances, ltem managers have the




resy nsibility fcr decioing the relative value of recurring and non-
cec.rring demand information accumilated.

Disparity among the ICPs was also seen in the ways they
forecast future demands. Some of the problems related to application
of the demand dmta ar= reflected in the following:

One ICP has five methods of making demand forecasts.
Three methods are used for reparable items (average quarterly demand,
average quarterly return, and the mean time between removals). The
method to be used in a computation ls selecteu by the item mansger,
Deta is collected over a 24 month base period to provide quarterly
aversges. For nonrepara‘ole items, this ICP Las two methods - one
for iow dollar value items, and another for medium and high dollar
value itams. The low dollar value item tasis 1s gross demand (total
<3sues) For medium ard high dollar value items, the ICP uses the
recurring demands ss indicatew by field coding in requisitions,
reviewed and adjusted by the item managcr. The reviewed and adjusted
Jemand 18 termed "selective demand.”

Another ICP? has two methods of determining the use rate.
The ICY issue rat» Lo applied *o items which are defined as "repnir
parts” and for which rejuivements are campuied on an EOQ basis. The
ITP . cue Tate is derived from four years actual replacement lssye
higtory but s sublect to modification by the marsger. For example,
when the four year experience indicates a rapidly descending issue
t.omd, policy states that the item will be recamputed using the past

fne vear's issue experience as the base period. For the range of
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items termed "spares," this ICP bases the vu: rete on item ailures
that require replacement. This rate 1s tailored by the manager on
an item basis conmsidering item characteristics, failure pattern
a.nalyais or relisbility forecast, and experience on campareble 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 & weekly
basis for manag=ment analysis,

Another ICP utilizes recurring demand information but
employs & weighting technique to give more emphasis to recent months.
The next generation system to be employed by this ICP will introduce
the use of a tracking signal in recurring demand computations.

The remaining two ICPs illusitrate the wide range of
approaches used. One ICP utilizes a set of complex mathematical _
techniques employing single or double smoothing, shifted as trends
ehange; different factors for fast, slow and insurance items; demand
ﬁ.lter:i_.;’, etc. The other uses unweighted, field-indicated recurring
demand over the last twelve months, permits item manscers to change
machine results, and plaus to use a double smoothing techn.gue in its
next generation system.

C. Conclusion

Projected use rate factors are the common denominator in deter-
mination of all stock levels computed during the provisioning process.
The relative correctness of this projected factor has the greatest

bearing on either the understatement of requirements with its

¢ o v ARG, SRR




subsequent impact on effective suppert, 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
campleteneas of information.

2. Actual usage compared to rates projected.

3. Degree of reliance which should be placed
on contractor recamendatiqns.

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 workil - group did not have an opportunity to discuss
demand data with the field level at which requisitions are generated
and the initial demand coding @ne , the reports from the ICPs visited
indicate the existence of a serious problem., Conclusions regarding
the interpretation of demand data provided by the MILSTRIP codes
entered by requisitioning activities are:

0SD definitions, policy guidance and the MILSTRIP demand

code‘ definitions should be aligned to eliminate any question
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regarding their interpretation. The pdl:lcy should be enlarged to

relate the MILSTRIP codes in their exact teims %o the factors

involved in requirement computations. Coupled with improved defini-

tions, policy guida.nce should be sufficiently detailel to permi-t:

machine selection of the exact demands to be employed in ccmputing

requiremants. The guidance should also specify criteria under which

item managers are authorized to modify collected data.

The process of forecasting future demand rates needs the follow-
ing effort:

0OSD policy should be expressed concerning the "oreca.sting of

fuure use rates. Guidance should cover such aspects as the length

cf te base period, with criteria for selection of longer o: shorter

peridis, or the use of indefinite length history; the weighting of

the hivtory as in exponential smoothing; application to reparablesa

and conumables, etc, There should elso be policy expression con-

cerning jreference for mathematical techniques which place varying {
emphasis o information based on ite age, provide irend forecasts,

signal questionable data, apply factors related to the frequency

of movement of the item, etc. In this connection, it is pointed.out

that all of the next generation systems discussed in the course of
this study indude plans to use complex mathematical techniques
vhich vary as wdely as the techniques employed today.
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Procurement lead time is dafined in DoD Imstruction 5000.8, Jjume 15, 1661,

IS5

ublzg

ut

: "Glossary of Terms Used in the Areas of Finance, Supply end Imstalls-
tion Management', &3 the "time interval between the inisistion of procurement

2Cction anc the receipt Into the supply system of materiel purchased as s result

of such action. It is spplicetle o materlel to be dMtained from any source

[

byl

RS
Y

ocutside the procuring department or by swunufscture within the departmwnt.
is composad of twe principal siements, sdninistrative lssd-tlme and production

ileed-time.”

Administrative lezd time is defiped ip the same Jocument ag the "iHime

.

Proguction land time iz defiwed in the zame document as the "time interval
bet¥een the placement of o contract and recelpt into ihe supply system of
materiel acquired.”

DoD Imstruction L140.20, August 26, 1563, subject: "Base Supply lLevels of
Reperable Type Items", mekes reference to & related factor - order and shipping
time. This is defined substantially the seme as the DoD Instruction 5000.8
definition of procurement lead time excep. that L140,>0 confines its applica-
bility "only to materiel within the supply -~ystem...." and segments order and
shipping time intc order time and shipping time.

B. Problem Descripticn.
1. Lead Time,Initial Provisioning.
Procurement lead time factors used in computation of initial provision-

ing requirements generallyinclude production leed time segments and, in some
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cases. added fixed administrative lemd time segments. From ICPs wisited 1t can
generally be steted that (&} use of fixed production leed times for rather

rozd generic or management categories 18 rhe rule rather than the exception
and {b) producticn lead times used are based on the concept that items will
he out of preduction at the time replenishwent is regrired. There wag no evi-
dence of cousideration of *he fect that ithe same items are, In some cases,
planned for muiti-yeer production, due to aulti-yesr end ltenm procurement.
Accrrdingly. they shauld be availsble, during the period for which provisior.ium
gupport is being computed. on a shorter procurement lead time than one predi-

B b 1}
ccld bage',

cated on a

0f the four ICPs visited which compute provisioning requ.rements,
two use the sum of a variable production lead time and a fixed administiutive
lead time in determining procurement lead time. An attempt is made to deter-
mine actuel production lead time but geunerally the lead . me 1s assigned o
troad categorics of items 1in lieu of individual items.

Ancther ICF used production lead time only. Here ngain, .uls was
generally based on broad  generic item categories.

81111 ancther ICF umed a fixed precurement lead time for all items
ip certaiy menagement categorles with no definition of what lead time segment.s
wore inciuded. This was established st six months for one management category
and tweive months for andther. Iostructiowne required that actual lee” tipes
te uned, 1f toey could be ascertained. For these two management categories,
it wae noted that a single 1tem could have eoitber a six or tweive month lead
time azsigned. depending on the sad item neing provisionsd. For other men-
sgement catsgories, warlable lead times were used but were gaaerally based on

hroad generic growpings.
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2., Lead Time,Replenishment Requirements.

Procurement lead time a3 dcfined in DoD Instruction 5000.8 does not
include consideration of a considerable portion of the time which elapses
betveen the time the item reaches a reorder condition and the time the firm
quaentity 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 tc procurement either automatically
or after limited review, but typically require detailed review by management
for nigh dollar buy guantities, with increased review intensity as the dollar
value of the buy gquantity increases.

When it was possible to isolate the factor of activity lesd time at
the ICPs visited, it was found to have the greatest percentage spread of any
of the seguents involved. The maximum activity lead times ranged from 10 days
(with an average of 3 days) at one ICP to 4 monthe {with an aversge of 2
months) at snother ICP. Since activity lead tiws involves e period between
whick the guantity of stock on hand resches the replenishment point and the
determination of an actusl buy 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
ot activity lead tiwme will be reduced.

It was learned that most ICPs visited do not coliect nd use lead
time date broken into the two segments referenced in tke definition cited.

Rather they tend to lump those two segments, plus activity lead time, into
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one time perind. This teundency precludes sccurste determination of the solrce:
anl causes of delay between need *o buy and receipt of the inventory. Ai: T7%-
visited indicated a need to collect lead time by segment end several will
achleve this in the near future upon progression to the next generation of
system design.

In instances im which the ICP is currently accumulating segment2d tir
periods either under comowter confrol or by off-line procedures, it was deter-
mined that circumstances ienc to mskie establishment of a definite averags uiv:
for each segment a rather unscientific undertaking. Factors contr-hating to
vide varliations were determined to be such things as (1) extended review rer-
t2ds to determinre the accuracy of the net requirement when large dollar buys
are involved. {2) extended review periods to determine the advisability of tie
investment when funds are short (ag they were at the end of FY 1965 wher
several ICFs were visited:! (3! exterded negotiation time tnvalved when pro-
fuction samples are required, L) extende]d production time whea govarament
furcished materiel Is 1uvolved but not available, and (5) distortions iu
P1storical data when abnormal administrative actisns ai¢ taken and not com-
rensated for in tte data collestion procese,

A common variable was the collection of lead time data bv FSN
versus by supply ciass. It was noted that, 1in {astsnces o which datn is
being collected by supply class most ICPs indicated a need to have the {n-
formation by FSN aad 1n nne instance indtorted plans for *he immediate future
to convert to data collection by FSN. It was pointed ot {n this ipstaace thet
the data will nct be usable pending the coilection of sufffcient history to

provide a firm base for lead time projection.

106




Another variable noted was the criterion used for judging when the
end of the production period hss been reached, for the purpose of measuring
the p duction lead time segment. One ICT visited useu "shipment of one half
of the ordered quantity" as termination of the production period while
another ICP used the "first normal delivery".

Eguslly as variable were the criteria for the use of past history
of lead times. In one instance- only the last procurement was used; in
anc.ier, the last three; while, in a third case. considerable history vas
collected with hesviest weight being givea the most recent thiee procurements.

Two ICPs vislted respectively used fixed and meximum administrative
lead times. In both instances;, 3 months was the time involved--used as a
maximum by one ICP and as a fixed figure a* another. 1In the instance of the
ICP using 3 mont™s as a maximum time, a study had been conducted and it was
determined that of 50 items studied, 40 hed an administr-tive lead time greater
than 4 months.

In no case was it found that different lead tiwmes have been estab-
lished based on unit cost or conswmption dollar value. However, considerable
evidence was fcu. . of the use of various contracting techniques which, amrong
other things, have the effect of reducing the lead time on stable dem&nd/higb
vaiue items. Techniques such as variable quantity. on-cell delivery, minimum/
maximum quentity, multi-year, etc.. contracts were :sed and it appears that
the frequency of their use is increasing.

The greatest degree of commonality was found in the practice of
“fixing" (or manuslly "setting"} lead times. In mos! instances, and regard-

less of the manner in which the historical data 1s ccllected--by machine or
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manually, by FSN or supply class--procedures were available for the 1tem or
clase manager to introduce a new Tigure to override a computed time,
C. Conclusions.

Consideration should be given to the inclusion of the activity lead t:me
gzgrment in the DoD definitions and policies regarding lead time fectorg sni
their use in requirement computations. Actlon in this srea is necessary
t.e actual time sp'n 18 (o be reflected in computations. Further, collect on
of activity leed time data would be useful Iip determjirniue where delays .-
during the full span of time betwcen the transaction which creates the need
and fulfilliment of the need.

As an extension of the above, ccnsideraticn should alsc be given to a
change in the policy to require that procurement lead time data be collected
ia 1°ent{fiable segments such as activity. administrative, and productico

iead times. With the trend toward accumulation of dsta by FSN rather thon

by ¥SC, ccllection in the three segneunts by item w:ilil permit mapagement

This menagement effort should include anelysis of the use of various contrs

techniques which can be employed to reduce the lead *ime, and DoD pol:icy e
should state the objectives regarding lead time reduction in ~ach of the
segmente for higa value procurements versus low value procurements (o Ohtnln /

the lowest lead time iunvestment for the highest dullar segment.

engd Lire

A related problemr corcerna the point in time when procuriment
stonld be Judged to have ended, Uncertairty nnd {uwdequate guldan-e o0 - % "
denced by the use of ending pofuts whick ~ould vary hy 410 # omonths 4t the v

1ITPe visited,
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Policy guidence should be provided with respect to computaticn of pro-
curement lead time factor values., Conslderation should be given to such
aspecte ag the number of procurements for which procurement lead time should
be collectea, how much emphasis should be placed on most recen* procurements,
and what recognition should be given to special attention or peculiar cir-
~umstances which shorten or increase ihe lead time, There 1s need for
policy guidance regarding the conditions under which lead time can be fixed--
manuall:” set, overriding machine or other routine computations.

For new items entering military supply systems, where lead times are
manually established, consideration should be given to providir~ -uidance
on (a) the use of individual item production lead times based on item
charac eristics, versus fixed lead times for broad management or generic

4

item categories and (t) use of "in production” lead times versus "out of
production” lead times in cases where the end item production will continue

through the pericd for which ipitiasl support is being cowgpured.
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INPUT FACTORS PECULIAR TO REPARABLE ITEM RRQUIREMENTS (REPAIR CYCLE
TIME, REPAIR RATE, ATTRITION RATE)
A. Existing DoD Policy

DoD Instruction 4140.20, August 26, 1963, subject: "Base Supply
Levels of Reparable Type Items," provides the concept for establish-
ing stock levels of reparable items at individual posts, camps,
stations and bases, and 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 deleys and any intentional
extended transit, stc.age or repair process delays." Repair cycle
is defined as "all the unserviceable stages through vhich a
reparable type item passes from the time of its maintenance replace-
ment until it is restored to serviceeble condition. The repair
cycle includes such stages as: removed; aua.it-_ing shipment; 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 anticipafed number of maintenance replacements that will be
repaired . . . ." This Instruction docs not provide factors for
use in determining system (depot, wholesale, etc.) requirements

for centrally manaced items.




DoD Instruction 4140.24, September 10, 196k, subject: "Require-
ments Priority and Asset Application for Secondary Items," while
not providing input factors, per se » Tor computing reparable item
stock levels, does establish spproved requirements strate 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
a:pblica.ble 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 ir unse:'7iceable
condition and the restoration of that item to & 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 camputations.
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 developmenc and application of these
factors for the management of reparable items at the system levél,
each Service or ICP has developed its own methods. There 1s a marked
dissimilarity among them in factor identification, measurement and

forecasting, both in methods used for new reparable jtems entering
12 '



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

master inventory record during provisioning. Subsequently, histori- .
cal actual repair cycle times are maintained by a machine program
and averaged periodically. This averaging, to establish a repair
cycle time, includes total "repair-in-process" and "in transit"
times for commercial or nonrepm+ing activity overhaul, but only
"repair-in-process" time for overhaul by reporting activities.

At another ICP reparable items were divided into two ca{eggrie_s_,
those requiring mandatory removal &nd replacement after fixed timé :
periods plus other selected high dollar velue 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 transportation, was used for the former
category. The repair cycle was defined as the time between the . -
date of a supply control study resulting in repair sction 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 reparsble item management is being 1mp1ementéd.
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This poogram alao provides for variab.e repair cycle times for
repienistaent regquirement compatations.  These repalr cycles will
be measured from the time of issue of & serviceable item until
the item viich it replaces 1s retomed 1o a serviceabls condition.

At snother ICY repalr cycle ~imesfor both the lepets and

¢

bases {users; were establish2d for system management for both new
items and established items  Ti.og~ were variable for depot repair
and fixed et 10 days for bas- -, Repsir cycle times were measured
from the time of maintenance removal of the iten until it was
~aturued to a serviceable condition

Repeir Rete: A system repsir vate iz svnonymous with a system
vergverability rate  For most methods observed, "recoverability”
was the measured factor us2d in system management .

A* one 1P the repair rate was Jesignated w5 the "repaivable
cotarn rate of ready for issue (RETY from repeiv tecility.” This
wi3 expresied as a nercenteage of < ivems inducted into ropalr
whion are retyuroed twe stock 1nom gervicesabie copdition, The Jtem
repa; o aduetion rate 1 egcreszed as the perventage of talluies
f the itew fo. whi b repair is Teyond the cspebility of field
maintensnce and whici are returmed tco tne system for repair. These
rates were projected by technicsans fior new 1tems entering the
inventory record throwsh -he prowisicrming process and were Jater
revisel by machine programs based on historical experience, with
sy. 'em Jdemand representing fatilure ~ate.

At anothes TCP oo repair rate, per se, sac ostablished but, in

~ftect | the repair rete was the rate of return to the system of

Tk




ungervicesble mandatory time change reparable items. For items
replaced tased cn item condltion, the repair rate, in effect, was
the rate of retuwrn of unserviceable items less the experienced
depot attrition rate. These return rates were established during
1tem control studies bty Jdetermining average jue—terly demand and
average quarterly returns over a past program element and spplying
the ratlc of returns to forzcast demand over a future program
element. During provisioning computations nc attricion was fore-
~ast so the repair _ate anticipated equaled 1004 ¢ meintenance
replacements forecest in item computaticons.

At another ICP, a system repair rate was developed for estab-
lished items. This rate was tased on the repair rate per month
ang was derived eas & function of the average monthly demsnd
snd the average monthly washout guantity. No repair rate or
recovergbility rate was assigned for new items entering the system
through the provisioning process.

At still =nother ICP, both base and depot reperable itew factors
enter into system requirement computations. Base repai. rates are
assigned for both new and established items. TFor 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 tine rate of
return to depots for vepair. For established items, base attrition
is also dedu~ted from maintenance replacement to arrive at the Lase
repair rate. No depot repair rate is assigned. However, a system

wearout rate 1s developed and used in some computational methods.
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Il topether with terc) revtoabhio porcrations provide a systen

Attrition Rate. The system aftrizion rate represents the
number of reparsble items, per time pericds, determined to be beyond
repaiYr

&t one ICP observed, no system attrition rate was develcped for
direct use in computational formmlas. Instead, the quarterly demand,
snticlipated or experienced, less the sjstem recoverability rste, was
used to represent attrition rate. This rate was developed for new
items during the pruvisicning process but applied in operating level
determinations only.

At ancther ICP, the sttrition rate was sipilerliy developed as an
indirect functicn of the issue rate and the rate that the iter .as
1oturned from repair in an issuable condition. Tuese rates were sil
expressed a8 a rate per segment of prograw elawent. Ny attriticn rate
wae used in determining reouirements duxring the provisioning process,
with 100% recoversbility proiscted. Normally this 100% recoversbility
assuwmption was useo in replenishment studies for the reparsble items
having mandatory chanhge ires.

System attrition rates were assigned bty one ICP to all new and
estsllished items as a percentage of the average monthly recurring
demend for the item.

¢till another ICP computed system sttrition rates ss a percentage
of reparable items replaced. This was based on the total of field

maintenance and depot condemnations.
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C. Conclusions

There is no definitive Dol poiicy for the identiﬁca.tion;.measure-
ment and forecasting of imput fsctors for uze by wholesale managers
in computing system requirements for reparsble items.

There is a great dissimilarity in names, definitions, measurement
methods, and mmmerical values ncrw being used for reparable item
management.

Problems in reparabie item mesnagement have been evident for a
long time; some of the difficlties we cbserved were sddressed in the
OASD(I&L) Aviation Materiel Management Improvement Program in 1962.

It would appesr thst progress toward full employment ty item
mansgers of sppropriste reparshle item factors with reelistic factor
= pre y

values would be accelersted by more preciese and uniform Dolr guidance.
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OPERATING LEVELS

A, Ex'sting DoD Policy.

n operating level of supply is described in DoD Imstruction 5000.8 as
being the "quantity of materiel required to be on hand to meet replenishment
issue demands during the interval between crrival of successive replenishment
shipments” .

The OSD policy statement on operating level, from DoD Instruction iiho.k,

September 3, 1954, subject: "Inngement of the Materiel Fipeline, Including

6]

levels of Supply",; follows:

"The operating level of supply of each item or category for a distri-
bution point will be eguivalent to the aversge rate of replenishable issue
demands of authorized support elements, tines the normal interval between
replenishment shipments. 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. Tae average demsand rate should
be besed upon a period sufficiently long to give validity to the demand data
sample."

The OSD policy statement fron DoD Instruction 41%0.11, June 21, 1958,
subject: "Peacetime Operating and Safety ILevels of Supply", follows:

"The objective of this Instruction is to provide for more effective
and economical operating sund safety levels of supply for these tvpe of items
(consumable) by utilizing:

"a. Economic order and procurement principles tor the establish-

ment and maintenance of optimum operating ievel.....

"IIT POLICY




"A. Operating Level of Supply
"1l. It is the policy of the Department 3f Defev. .
that operating levels and replenishment cycles. for earh repetitive denad
consunable item, will be adjusted to that point where total variable cos*s
¢f operation are minimized. This conditicn can generaily be 2trained by
applicecion of the eccoomic order principie which attempts to egrares ' =
cost to order to the cost to hold. This priociple may be expressed by - "=

formula:

LAY

wie e

is the econcomic cider guantity n dcllors

is the annual value of demand in - llars

is the cost to order in dollars, and

is the cost to hold expressed ss a percentage

per year,

F:coptions to this policy will be permitted where (o f=ers are compelling
military reascns; (b) deterioratic, cp it o oanow ] T -
seascnal buys, economic production ruas, unit vak o dugrey
practices would dictate a different gquant:ty . d' siovess swaes 18
atle; (e) procurement funds are not availabi:

(I

2, diemeants of Cost

“"{a) As & mininum, the cost t _rde Wil vt
but peed not be limited to the followiag cost elements:
"Requiremeots reviow,

"Contract plecement rred aviministrats s,
incluaing dacpectic avd coeepian. o

“Appiicable portions ot bk cactpod amd
finaneial cnntre] 3
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“Preparation, recording and submissiou ¥
requirement requisitions and purchase
requests.

"Coutrol arnd documentation incident to s ip-
ment and receipt.

"(b) As & minimum, *he coet t0 hold will include
but need not e liwmited to the following cost elemente:
"Interest on dollar inventory inrestment
(which for purpose of this Instruction

vill be rssumed to be 4 percent!.

"Applicable stock comtrol snd financial
control.

"Care and preservation.
"Storage.

"Phy icsl inventory,
"Deterioration and shrinkage.
“Obsolescence.

"3. The operating level for centrally distri-
buted stocks computed under this Instruction for certral ¢’stribution points
locuted within the -ontinertal United States will be based on total, system
wide replenishable demand:s. Separately computed opeirating level=s ar.
autuorized for oversc.is .ommands.

"L. The operating level computed under this
Instruction for ocal distribution points, both in (ONUS and overseus, wilil
be based on :atlcipated replecishable demaunds =t each local distribution
point without segeard to opersting levels maintained at centrel distribution

points.




"5. Each Military Department will determine the
additional applicable costs to be included in the economic order quantity
formula set forth in paragraph 1 above."”

>DoD Instruction 4140.20, August 26, 1963, subject: "Base Svpply Ievels

of Reparable Type Items", is applicable tc “reparable typs items at Indivi-
dual posts, camps, stations, and bases". In paragraph IV B L, it makes “Tre
following statement:

"Economic Order Quantity

“"The economic order quantity is a functicm of {1) the cost t»
order and (2) the cost to hold....In computing economic order quantities
for reparable items, the rate of demand from external supprly sources rather
thar total demand (maintenance replacements) shall be used.® |
Existing DoD policy for the establiskment of operating level depth Fnr
secondary ltems during provisioning is general snd is zoptaired in Dod
truction 3232.%, April 2, 2956, subject: “Policy and Prinmciples liovern-
ing Provisioning of End Items of Material”. This Imstruction states that
"Initial spares and repair parts....requirsments normelly will te estabiiske::
for that period of time that extends from delivery ~f the end item of material
until sufficient usage experience has heen acoumulatad to permit determination
of requirements by a Military Supply System."” This pericd has been called.
in various service implementing directives, a "usage data development
period" or an "imitial support period” and is gemerally symcuymous with
initial opersting lev:: This Instruction does not distiuguish betweer repar-

able and consumable items. It; therefore, does net indicate any 2ifference



in the factors to be considered, or the technigues to be employed, in com-
puting operating levels for reparable versus consupable items durircg pro-
visioning.
B, Problem Descripticn.
1. Operating Level, initisl Provisiopning.

lacking definitive Dol policy for the establishment of opeiating
levels for secoundary items during provisioning esach service has detevmined
the initial operating 'evels considered appropriate. These vury cconsiderably
among, the services between item menagerz within thue services nd, to some
extent, between weapons systems supported by an ICP.

At one ICP visited, the oOperating .evel for consumables, luid in
during provisioning, rerresented Lhree months system stock based on the

repiacement factor and itew population. Thio level was used for most mmanage-

I\

ment categories and was bssed on loral ICP decision. Toe same ICP lays in

a twelve months operatin~ level oFf consumebles for subn-systems ~pplicabie to

cone ¢ Yor weapon system. This 1s divecied by higher authority in the service.
4

& secopd ICF visited withan the same Militury Depariment | provisions

oo twelve contic operuting level tor all new consumable iteme intreoduced dur-

i, provis: wming.
A third ICP procures what i called sn "elccomic order quancity” of
wonths upply for consumable items dwaing provisicning. although the six
ot o ls o ixed figure and factors normally sssocisted with economic order

gtd les are not used.
Another TCP visited user the forccust annuel dellar demand o arrive
connumable tem cperating tevel guantaity.  Thiz TCF ‘rys {vn either s three

SiX Uy Jouriesen menth level. reducing the Tevel as the forecast demand value

1Y
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Two ICP: 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, these forms contain the services' estimatés 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
mumeric stockage objectives, until demand experience takes over. One hzlf
of the requirement 1s considered an operating level during this period a:-d
the remainder & procurement lead time level.

Four ICPs concerned with establishing initial levels for reparadble
items were visited. [Four methods for establishing initial operating levels
were used.

At one ICP, a six wonth operating level was established based on
enticipated issue (maintenance'replacement)_ rates. This level, however; has
the effect of representing an aggregate of an operating level and repeir cycle
level, with the major portion of tae assets subsequently required to fill the
repair cycle. Although no condemnation rate was considered in establishing
the level, assets above those required to fill the repair cyrcle would, in
effect, be used to supply replacements for condemned unserviceable items.
Recent directiori from higher authority, which had not yet been implemented,
reduced this level to three months.

Another ICP based system operaiing levels for new reparadle items
introduced during provisioning on the Wilson EOQ formula using the projected

anntal dnllar value of condemnations as an input factor.
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Two other ICPs established separate operating levels and repeir
cycle levels for reparable items in the provisioning process. One estab-

R

lished operating levels, based on issue (maintenance reblac‘ement) rates,

of two months for "mandatory time change" items and four months for other
reparables. |

e Ao e R o T 0

The other ICP established designated "stock levels" for reparable
itemes 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 ignofed 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 condanna'tion is »experienced and, in effect,
a safety level to cover fluctuations in repair cycle times, repair‘ rates,
attrition rates, and lead times. In addition, vhere overhaul of the next
higher assembly was planned, a thirty day stock level was established at o
repair depots based on the anticipated overhaul program and an assigned rate
of component wearout during these overhauls. |

2., Operating level, Replenishment Requirements. o

With respeek to consumable items, the ICPs visited vere f;irly :

unenimous in their use of the fundamentals of the EOQ principle.'ej:pre‘iséd o

in DoD Instruction 4140.11 snd amplied variations of the three factors:

(1) annual value of demand; (2) cost to order; and (3) cost to hold.
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Another elemont ~f rommonality was the imposition of Teesiings! or
Ecogingt order gusntitics to imsw. . that procurements did not exceed a fixed,
usually arbivrary, limit based on considerations which vary from ICP tc ICP,
The ceilings varied from 2 years to 5 years. "Ricors" (minusum size of huv)

W

[a¢]

»ie alse applied; ranging from 2 months to S months, Most ICFs used a -monck
£loor,

The greatest fluctuation was noted inm the factors of cost to order acd
cost to hold, These ranged from one ICP using & cost to order of $25, = =i~
age cost of 1% pe» year, an interest cost of 4% per year and an cnhsalascence
risk cost of either 5% or 33%. to another ICP usirg a cost of $368 to procure
under formal advertising and $116 on a no-zdvertised basis, with n 15% cost
to store. Another ICP used a procurement cost of $30, ard 5% as the cost to
kroid.

The biggest{ problem noted in the operating levwel area was wue lack of
defivite polircy and extreme ariation {in practice regarding the applicating of
the ¥0Q principle in determining operating levels for reparatle items. Scre
TCFs use the same formula for machine compntation (7 the ~perating level €or
roth consumable and repsrable {teme, while some have separste machine formuln-
for reparables and consumables.

The mechanics 2f application of EOQ techniques differ considerabily
amonz the ICPs. Two ICPs have relatively complex computer programs for too
de termination of the economic cperating level/nrder quantity. One such prograwm
incorporated tests for price breaks t¢ take advaitaee of the most economic order
quant ity and varied the operational level to accommodate the economic quantity

thus determined. Other ICPs have waorked out tables wlhich consider the basis
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factors of the EOWQ thecry and use a menurl table reference to determine
the proper qua. ity. Tne tables in use are based on varied interpretstions
of the current guidance. One difference was seen in the use of dollar-value-
of-ani "zl-demand factor at most ICPs in contrast to one ICP which uses unit
cost to determine EOQs within the low demand segment of its inventory.
£, Conclusions.

1. 1Initial Provisioning.

Therc is no definitive DoD policy governing che establishment of
operating levels for secondary items during provisioning of new equipments/
veapons systems. lacking definitive policy esch service or ICPF has estab-
lished its own. A relatively limited ICP review indicates that operating
levels for new items established during provisioning differ extensively
within the DoD; not only for unlike weapons systems but also for similer
equipments/weapons systems. Of particulsr note 1s the frequent use ¢f fixed
operating levels for all consumsble items provisioned by an ICP, or for sll
consumable items provis.oned in support of a particular equipment/weapon
system, If variable operating level guidance. within DoD Iamstruction 4140.11,
has merit for replenishment reguirement decisions, applicability of such
guldance tc provisioning requirement decisions should be explored and made
clear. It 1s considered that a detailed functional review of this area could
lead to identification of valid differences in establishing operating levels
during initial provicloning and development of more definitive policy param-

aters in this area,
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2. ubservations regarding the applizatioa o current FOQ policy to

operating level deterrination.

The formula for the computation of the economic order quantity
inciuded in DoD Imstruction #14C.11l, was considered a rather advanced step
wben 1t was published in 1958. A grest emount of research has been mede in
the past seven years leading to refined and new technigues now in use or
planned by the services and DSA. Im additlon, the capability of computers
has beern advanced to & point to which 1t 135 now possitle to Jdeal with an
aimost uniimited volume of data in a degree of detail far beyond v =t possiblie
in 1958. ‘These two circumstances have opened avenues of improver at in the
determination of eccnomic order quantity woich are being recogunized in the
development of next generation systems by the Departments and D34, but which
are not spoken to in existing policy guidance.

Some of these improvements, tc name a {ew, are:

a, Tests of price breaks to take advantage of the most economic
order quantity and varying the operating level to accommedate the economic
quantity thus determined.

b, Determipatico of the econemic advisatility of multi-year m
demand-type contiacts.

c. Application of weighting and smcothing techmiques.

d. Use of "control settings" to adlust computations to situaticns
cuch as periods of limited funding, declining programs, etc., with a much
higher degree of accuracy thar arbitrarily imposed "ceilings".

e. Use of the "control setting” tecnnique and simalatior methode
vt roduce possible situations and determine their efflect on rasuitant

relinbility of support to the mission.
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Developrment groups working ~ seconu generation systens are consider-
ing and incorpeorating these and other advanced idess which go far beyond the
»olicy uddance in effect today. 7To insure 0SD acceptance of these develop-
ments as they ere implemented, to provide wuidance to those who are still in
the process of system design, and to take full advantage of the economies of
improved techniques and mechine capability, OSD should, as soon as possible,
revise its FOQ pclicy to update it to the current state of the art and should
continuously revise the pelicy to keep it abrenst of the state of the art.

3. EOQ Factors.

Clarification of the OSD policy regarding the factors involved in su
EOQ computation is required. These factors are: (1) annusl value of demand
in dollars; (2) cost to order; and (3) cost to hold.

The annual value of the demand in dollars is discussed under the problem

area entitled "lUse Rate".
Some specific aspects of the remaining two fectors which illustrate
the problem are:

As indicated earlier, the ~ost to order varies from a high of $368
at cne ICP to a low of $25 at another. According to current guidance, a mini-
mun ¢f 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, finapcial control, procurement, transportation, and contract administra-
tion. o eof the ICPs visited has a single point for the collection of cost
data from thils number of functional areas and a cursory investigation revealed
no futwre plans for a computerized system which would encompass this range of

data collection. The wide variation of costs in use indicetes the inability

129




of ICP2 to arrive st a finite [¥s re. At least -ne of the elements invalveq,
contract placement and administration, including inspection and acceptance,
may not be performed by the ICP involved so contioued difficulty in this
area 1s foreseen,

The cost to bold, composed of seven input - =ments, varied from
5% of the item cost to a possible maximum of 38% of the item cos*. (The
8% cost to hold includes a maximum 33% obsolescence rate.) At the ICPs
vicited, it was determined that no more than three of the seven elemeats oo
being used by any one ICF. These are storage cost; interest cos~, and cbso-
Lescence risk cost. Since the current DoD guldence states that the interes:t
cost "for the purpose of this Instruction will te assumed to be L4g", and all
ICPs appear to be using this cost, the other elements considered account for
a range of from 1% to 341 .. appears that four cost-to-hold elements are
disregarded because of an 1inakility to do wore than guess at the cost of cure
and preservation, cost to fnventory, and the cost of apnlical le svock aontrol
and fiuancial control., The difficulty :n ~ollecting these uost data 13

imilar to the problem i1n ascertaining cost-to-order data.

[44]

Tt would appear that, as au expedien’  standard costs ~Mld ne
used by all ICPs; except where specific and vali1d cost data justify individua!l
ICP cost values. Studies shou ! be made to provide a basis for different
costs, for different ICPs® e, for it is apparent that some of
the cost elements, such as ubsoiescence . isk, are far from uniform.

i, Size of the Operating levei.
Observations at the ICP: visited 1-ond  to the copclusion that the

imposity. : of arbitrarv floors (minimum size »f the levws1) and ceilings

ja)
As
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(maximum size of t! level) is a commou practice. This practice reflects ‘;gﬂ
common sense Jjudgements regarding weakne._ses in the pathematical technigues =
used. In lieu of the computed EOQs, floors favor less frequent buys, and T;uj
attendant workload reduction, while ceilings result in buys of quentities ;

less than those computed in the interests of reduced risk of obsolescence

and reduced furd expenditure on a given procurement. While future advances
in KOQ mathematical techniques should le.sen the need to rely on floors
and ceilings, in the iaterim the requirement for and tontent 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 require# correction. This is
equally true for initial operating levels established dur:ng provisioning
and operating levels established subsequently based On usage and maintenance
experience. As outlined earlier, DoD Imstruction L1404 {8 applicable to
replenishable items and makes no distinction between reparable and consumable
items, while DoD Imstruction 4140.20, although appi ible only to base level,
is specific in its requ rement for the establieshment of POQ-type operating
levels for reparable items. Distinctive policies shoOuld be provided for
these two categories of items, specifying the input factors and the factor

relationships which will produce proper cperating levels for the two item

types. As one gpecific example, the use of issue rates versus attrition
rates in computing operating levels {or reparable itéms varrante close
scrutiny and cliarifying policy guidarcce. In this comnection, the ; rpose

of a reparable item operating level (i.e., as a source for issues during
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repair batchiog;, 8 «ource of 2ssue between manufacturers' replenishment
shipments; etc.) should be examined ar set forth in policy statements.

Such clarification and improvement in DoD-wide policy is particula~"
important in its potential corrective effect c¢n reparable item levels anta -
lished during provisioning. There {s the possibility of aclileving tll
utiliza..on of consumeble items. when initial requirements are oversg:=tsd.
through continuing issues after completion of a “"usage data developmen*
period”. However, the same flexibility does not exist iu dealing with

reparable items with low ettrition rates.
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SAFETY LEVELS

A. Existing DoD Policy.

A safety level of supply is described in DoD Instiruc*ion 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 operatiors in .ne event ¢
minor interruption of normal repienishment or unpredictable fluctuations iu
issue demand."

The OSD pclicy statement on safety level from DoD Instruction 4140.4
September 3, 1954, subject: "Management of “he Materiel Pipeline Including

1

Levels of Supply" (which does not differentiate between reparable and non-
reparable type items or between repetitive and nonrepetitive demend! follows:
"IV 4k, The safety level of supply for each item or category of materiel

for a distribution point will reflect the soundest possible considerstion and
evaluated combinations of the following:

"(a) The importance and essentiality cf the item or category.

“(b) The missions of the supported units and activities.

“{c) The time neccssary to order and receive resupply under
emergency conditions.

"{(d) Wstimate of the reasonable extent of unpredictatle demands."

The OSD policy statement on safety level from DoD Instruction 41kO,11,

Junc 24, 1953, subject: '"Peacetime Operating and Safety lLevels of Supply”
(which applies "to all ccnsumable items which are stocked on the basis of

repetitive demand”) follows:

“I1I B. Safety Level of Supply

"1. It is the policy of the Department of Defense that safety

levels for repetitive demand, consumable type items will not be established
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for o all Lzems for e fixed time perica btu! will be mointained at the m o aieom
level determined to be ueces.ary by 2 ° ::itary departmeat for a partic. -
item or category of items. under sperific circumstances., The safety leve:
calculated for central distribution points will normally include but nee.
nct be limited to the following factors

"a. Frequency of demands {both mean and variable),
"b  Sizes of demands.
c. Rellability of resupply,

"d. Mission of the supported units or activities. and

"e. Military essentiality a:d criticality of the item.

"2, The safety level computed in accordance with the Iunstru:-
tion for local distribution points will include the same factors listed in
paragraph 1 above. and will he based on anticiprated replemishable derwinis
at the local distridbutron point,

"3, Specific formilasz for computing safaty jevola ans walies
for the var:iabtles get JTorth in paragiapbh 11T B 1 abore will fe develo,on
»ach milita:, service.”

03D palicy on the ecravrlishment of safoty lovels Tor reparable 2o
individual posts, camps. stations, and bases is expressed .o Dod Inooo
S1H0 70, August 26, 1963, sabject: “Bass Suppliv Levels of Reoararle [ypo

- e

{tems' . This cirective approve. of safely leveis (o yeparalic tups

-
”

that have or are expected to Nhave "maintenarce removals and veplacom™> it a

inddvidunt hases of such a fregquency and vat s sooas o vequire the maan-
R oy . . , ¥
tenance of stack Tevels at thoae huses Lo suppart tne clemond o In irs

expressed policy on base satfety levels and 'noa sampi- Somputat iog




to the directive, DoD Instruction L14D.20 {ndicates variable safety levels
to be applicatle to reparable type items. Hcwever, the Instruction does
not deal with system requi:oments.

Current DoD policy directives ccncerning provisioning, such as DoD
Instruction 3232.L, April 2. 1356. subject- "Folicy and Principles Governing
Provisioning of End Items of Materiel”. do not speak to factors or techniques
for the determination cf safety levels for new items entering & supply
system through the provisiocning process.

B. Problem Description,

The ICP visits of the working group, though limited, showed many dis-

similar methods used for the estadblishment ¢f safely levels both in the

provisjoning preocess and for day-to-day manage and for both reparsatle

and consumable items. These methads ranged from & highly complex. variable

safety level approach to a fixed 0 dayr safety lever for 2il1 itoems Fiowas

noted that item characteristics such as relatively conutunt vers
demand, low and iigh item cos* and whether subjlecy to repair or not we-e
cften the Tasis ¥or the varisvee., Toie 13 {llustrated by the feolloving:

One ICF estabiished a fixed safety level of one month for &ll new
consumatle type items iniroduced through the provisioning procesgs. When the
{tems migrate to manaxrment bace=d on demand, the safety level becomes variable
baced on the value of annusnl demands. Safcty levels up to a six month maximum
are estrblished for items having ap anpual demand of less than $3500 and either
ore or two month levels for items naving an annual demand exceediny P2500.  The
gyetem provided a fixed two month safety level for ail reperable items, for
both those introduced througn the provisioning proces. and established items.
Levels were haged on either anticipated maintenance removal rates or sactual
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Another ICP established fixed two month safety levels for all new
consumable items introduced through the provisioning process. For those
itenms 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 date.
Reparable items are divided into two basic management categories, i.e.,
(a) those subject to return to system management for depot repair And (v)
those which are either repaired or washed out at the field maintenance
level. A two month fixed safety level 1s established for beth entegories
introduced through the provisioning process. After migiating to demard-
based management, safety levels for the latter categozy are astablished 1n
the same manner as those for consumebles, with demand reflecting wash-out
at the fileld maintensnce level. For the former category a variable safety
level, as a function of- attrition over procurement lead time, is developed
t0 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 naw consumable itoms intro-
duced through the provisioning process, with the exception of those in
support. of one mejor weapon system. In this case, the safety level s
variable as a function of the replacement factor, procurement lead time,

and the relative essentiality of the item., The maximum safety leveli is

one belf the procurement. lead time for the most essential items and decreases,
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ir relstionship to the procurement lead time, ss the essentiallty to the
weapons system decrea. 2s, Those conzumable items for wiich no ssfety level
is establizhed during provisionirz are subject to s sophisticated varlable
safety level concept upon migratinn to demend-based mapagement. This con-
cepl, which is also spplicable to repar.™ie items, is baged ou & proveriliity
computation which causes the safety level to vary directly with the dewmand
rate and its deviation his.ory and with the px.curement lead time and its
deviation history, and to vary inversely with unit price. bolding cost and
the size of the operating stock level.

Still snother ICP employs 25% of the procurement lead time as a safety
level for consumatle items, both for new items during the provisioning pro-
cess and esteblished items managed on demand history. This ICP establishes
no safety levels, per se, for reparable items either new or established items.
The system, however, does provide "stock levels" at msintenance replacement
rates, in addition to repair cycle levels, These "stock levels", therefore,
provide not only opereting levels and lead time levels, where attritiou is
discounted in initial provisioning, but, in effect, safety levels for possible
fluctuation in repair cycle times, repair rates, attrition rates; and lead
times.

One ICP classifies its items as those items either having or not having
a renge of sizes and as either being subject to mandatory issue requirements
or ncmmandatory issue requirements, These classifications provide the
variable factors for establishment of replenishment requirement safety levels.

Thic ICP is not engaged in provisioning. A 75 ay safety level 1s carried for
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items baving a range of sizes and for which issues are mandatory, 1t estal -
liches a 45 day safety level for items having mandatory iszue tut fcv -ghicl.
a range of sizes is not involved and for items haviug a range of sizew but
for which issues are not mandatory. A 30 day level is used for items which
have nelther a range of sizes nor mandatory issue reguirements, This appr.
in effect, involves a combination of variable levels based on demand p-zd- -~
bility (size) and essentiality (mandatory/mommandatory issuel.

Another ICP was not directly 1nvolved in provisioning projects Yatb s

receiving supply support requests for new items from other ICPz 2+ a result

of their provisioning efforts. The supply support requests countain & ore jesv

estimate of consumption by the ICP requesting support. Wo safety level, par
se, wvas established for these items. The quantity representirg the estimate
for one year's consumption was established as a program requirement, vilx
50% designated as a ‘ead time level, and 50% ar an operating level. I
computing replenishment requirements; this ICP employed a fixed 30 day safety
level., This ICP deviated from the variable safety level rclicy of 1te paverc:
organization because of the peculiarities of its commodiii-s and ap Opiui-s
that increased funds would be required to adhere to the variable zgfaiy "e:o?
concept,
€. Uoanclusious.

Equipments /weapons systems within the poD are not ‘.-ing mecurzad reacan’a,
comparable continuity of maintenance support because of Jic-inilor aof-te
level policies, In some cases, this dissimilarity appear- awplicekis to

equipments/weapons having about the same.relative importarss tao <ha ﬂatirpa}
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defense, This dissimilarity in safety levels can s8lso be seen among tLroop-
relsted iteme and other items not related to equipments.

DoD policy, as outlined in directives noted abhove,; specified the con-
cept c¢f variable safety levels based on factors applicable to individusl items
or categories of items. Some of these factors are used and some are not.
Those that are used are subject to vorying intcrpicection and omphrsis.

None of the systems reviewed apply all of the factors specified, nor in
all instances does such applicaticn appear practicable. Some examples &are:

-

1. The factor concerning the miession " the supported units was

notably ebsent from comsideration at any ICP visited and it appears that
application of this factor is highly impractical. if not impossible. The
relationship of & 2dmmon item to the wide range of missions of many units
supported appears %o e beyond the ability of most ICPs to maintain within
a ¢ost -ange which would make the henefits attractive.

2. It was noted that none of the ICPs visited directly relstes the
two factors, requisition size and demand frequency, in safety level computa-
tion. In moust instances, the same weight is placed on & requisition from a
smell user for e quantity of one as is placed on a retuisition for a large
quantity to support a repair facility,., The smail unit may requisition more

frequently than the repair facility. The recording of frequency of demand

and size of demand is simple, but determining how to combine the two to

place greater or less emphasis on either the less freguent demand for large

: quantities or the more frequent demand for small quantities becomes very
difficult. DoD policy should clarify the application of these two factors,

used separetely or in combination.
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9. DoD policy directs consideration of abou! a half dozen it<p
characteristics in determining safety levels, It should ve recogn..ed that
some of these characteristics cannot be judged with mu-h precision st the
Vime of provisioning. EBxamples are frequency of demand end reliabilaty of
resupply. Estimations, at the time of preovisioniug,of otuer iter chavse-
teristics; such asg item cost and essential-ty, are likely tc b2 sumewrst
more accurate. It would appesr that veriahle safety level piiicy should
be revised to place greater reliance on the more dependazble iiem charsa:ter
estimates and t¢ defer emphasis on characteristics which zannat be wd
1easonabie precision. Ip addition, because of some confu=mion whilch way have
been jintroduced by the term "repetitive demands" 1n current directives,
applicability of the variable safety level policy ve provisioning require-
ment computations should be clerified.

4. There 1s need for 0SD cla.ification of policy on the applicetion
of the variable safety level concept to repareble items. As 1odicated
eariier, DoD Instruction 4140.4 mmkes ro distinctinw hetweer consumscls ard
reparabie items while DoD ipstruction 4180.11 specifie  applicsbdiiniy ‘o
copsumable items. DoD Instruction LIL0.20, althisugh zddressitw leseis far
1adividual bases and not system requiremen*s, carn be Tofere-ad 1o 0 cotride
the applicability of variable safety levels to reparatle ltems, io..croinoe
among the ICPs visited in thelr approsch to safety iovels ror repar bl jioms
vear cut the uncertainty of the situation and e need for podicy.

Methods of establishing safety levels in ‘he Iy gr > 1d be reviewsd

deta:1l toward development of oD policy to!
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a. Clarify the derivation, collection, and appiication of

feotors for setting varisble safety levels.

b. Clearly Gefine lhe potential fluctuvations which safety
levels shedl be designed to offset, both for base and system safety
levels, and Loth for consumable and reparable items.

¢. Provige guidance in the use of specific techniques and factors
for estsbdlismrent of safety levels to assure simiiar protection for support
of equipments/wespon systems of sinilar importance and a relstive equity

smong I0PSs 1n the use of dollar resources deveted to safety lsvels,
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PROCUREMENT LEAD TIME LEVELS

A. Exiuting DoD Policy.

DeD Imstruction 4140.20, August 26, 1963, =utject: "Base Supply Levels
of Repersbie Type Items", rrovides a concept that ilead time levels [order and
shipping time) shall cover tke Juantisty of items required tc be supplied
from external scurces over the lead time order and shipping) pericd. This
Instruction dces act cover ‘system” [i.e., ‘depat” or ‘wholesale") lead time
leveis.

DoD Inetructine 2232.4, Aprii &, 1955, s:tject: "Poli:icy and Principles

w

Governing Provisicring of End Items of Materiel”, does pot provide defimitive
policy fcr the determimaticon of levels sutlk as procurement iead time levels,
for nevw items enteripng military supply syste#ms through the provisioning pro-
cess. No Dol ipstructioss specifizaliy cover the detarmimation of iocure-
ment lead time levels iv caapatirg replienisbmen. requirements.
B. Problem Des-riptin~,

lacking definttive DoD-wide rolicy for sstalllshment of lead time levels.
each {xrvice bas Jdeveloped 3 oWwn groand Cuges.

¥or consamable items  all met'ods obszrved av ICks were simiiar, Pro-
curement Lead time quanriities were based 07 projectad issugs over the pryo-
curement lead time periond,

For reparabie ttems 4wo 1073 vizited vere estatlishing iead iime levels

based on projected ‘ssue mALctenan s rejiarement | rates dver the lesd time

a7,

vericd. At oue of thess IlFs. It was detovmined that vesent policy guldance

froa higher authoriiy reguirea determinat o of tness leveis tased on the




attrition :condemnation) rate over the i;ad time reriod. This policy was
in the process of helng im)lemented.

Ancther ICP visited establishes no lead time level for reparable items
during provisioning, sssuming 100% recoverabiliiy, until maintenance exper-
ience is gained., After the experience i1s obteined, this ICP applied the
attrition rate to the lead time period to compute the lead time quantity.

St11l 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 repearabie items for which
an attrition rete is known and is greater than 5% of maintenance replace-
men“s. Since the attrition rate of new reparable items is not known, this
policy im effect results in no lead time level being introduced in initial
provisioning, thereby ignoring subsequent attrition.

In summary, for reparable items, meth&&s fe1ll in four distinct cate-
gories:

1. Ignoring subsequert attrition with no level computed (nev itens
in provisioning);

2. levels based on maintenance removal rates over the lead time
period;

3. levels based or attrition rates cver the lead time period;

L. levels based oﬁ attrition over the lead time period less the
repair cycle time.
C. Gonclusioﬁs.

Iﬁ is apparent that. comparable to the guidance in DoD Imstruction

4140.20 with regard to base supply levels, system procurement lead time
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levels should reflect the quan ity of items required to be supplied from
exterpul sources during the period required t0 obtain these ltems. Follow-
ing tois wrecept, it 1s also apparent thet determining lead .iae 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 notconsidering attrition rates 1in
the computation of requirements. where it 1is reasonably certain that therc
will be subsequent attrition, leads to an understatement of requirements.
All methods of determining procurement lead time levels should Dbe
reviewed in letail. and DoD policy should be developed to imsure that thesc
levels consist of the item quantities reguired to be suprlied from external

sources during the period required to obtain the items.
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REPAIR CYCTE LEVELS

A, Existing DeD Policy

Existing Dol policy directives do not provide guldance for the
establislment of repair cycle levels in carputing provisioning
requiremcnts for reparslile items.

DoD Instruction h1k0.20, Augus’ 26, 1963, subtject: “Base Supply
Ievels of Reparable Type Items,” defines Repair Cycle Reguirement
&8 "the quantity of reparable type items required to fill the repair
cycle” and further defines Base Repair Cycle Rojuirement as "a
function of {1) the anticipated number of maintenance replacements
that will be repaired locally; and {2 the “sse repaii cycle time."
This Instruction does not provide policy fo: he establisbment of
repair cycle levels within system (i.e., depot, wholesale)
requirements

oD Inl.uction L1h0.2L, Sertoucer 10, 1964, subject: "Require-
ments Priority and Asset Application for Secondary Items,"” defines
a repair cycle reqguirement as "the egtimated number of servicssble
assets ultimately recoverable fram the number of unserviceshle items
required to ba in the repair cycls, pased on the maintenance replace-
oent rate . . . .7 In addition, this directive provides special,
detailed instructions for camputing repair cycle requirements, hut
this guidance is offered in connection with the item stratification
process and is not cleariy drected 1o the stem procurement and

repair requirement process.
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B, Prcobiem Descriphlon

Varying methr A% qre csed Wy Dol iten mensgers to £111 repair cycles
for veparable 1iems.

One Y0P coaputes s 3ix mooth cperating level for new reparsble items
eﬁtering the sapply syslem theough ths provisioaing process. This level
is based ou snticipated maintenancs replacements (ver the sgix month
period. While 3esignated as an operating levael, this level, in effect,
fills a fixed six month repalr syoles; and provides an operating level
10 cotver issusr for the six month veriocd for replacement of items
Jetiermined net econcadoslly repairstis (i.e., attrition), For estab-
118k i‘!’.@i@ s Witk & repslr Listory, a variable repalr cycle regquire-
ment Le devels Ted hased up the repalr rate, expressed in units per
month, mealeipile? by repalv dyole timey expressed in days, snd dvided
Yy 0. The repalr rute :orluved equals system issuss supporting
maiotenanze replacements, less Jepot stbrition.

Ancther 109 Cuzsryad computes repalr oycle regoirexents for
manistory tiie change items Iuring provisioning by considering the
anticipated toval flving hours ovar s perlod equal to the repair cycle
time, dividing thie by *tbe forecast swerage hours hetween ltem removals,
Fur other repurdbiss whose replacement is based on condition only; the
ICP employs & replacement factcr representing the snticipated failure
rate for each 300 flying hours {cailed & maintenance cyclejs the
anticipatzd btotel fiving wiars over a period equal to the repair cycle
time are convarted +o 00 ir meintenance cycles and multiplied by

the replacement, factor o proiduce a repair cycle requirement.
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Subsequent to provisicring. for r: ;lenishment reguirsment studies,
the repalr cycle requirement is developed for either a fixed four or
six month period as spplicadble, immediatvely fcollowing the supply
centrol study, based on forecast requiramente over this pericd, less
returns from repsir and dues in fram .. urement.

At ancther ITF, no repair cycls refairament was used during the
determinstion of provisioning requirements. Later, a repalr cycle
requirement wesg uged for mansgement of reparable 1tems, but only
as & reguirement level for determining the need to initiate repair.
No repair cycle reguir=ment «as employed in arriving &t & reorder
point for initiaticn of procursment actions,

At = fourth ITE, repair cycle regquirements were developed for

J
both the depot and base level Iuring provisioning. The tase require-
ment is predicated on the perceutsge of maintenance repiacements for
vhich base repilr is projected over a fixed 10 day repair cycle time,
The depct repair cycle requirement is predicsated on the percentage

cf meintenance replacaments for wmich depot repair will be required,

over repair Iycle Times wrich vary basedl on item characteristics.

For replenishment studles The same pattern iz followed except that
forecas" condemnstiong during repsar cycies are deducted frorm the
repair cycle requirements.
C. Conclusion

There ig no definitive "oI policy. either rel.rring the use of
repalr cycle levels ir centralirel mansgement of reparable items or

prescribing factors and techniquer to be emloyed in their development.
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The need :or suck policy should be exsmined in detail towsrd insuring
more effective support of operating forces with minivum investment.
Aspecte of current practices which wsrrant particularly close examina-
ticn are:

1. Potential understatecsent of requirements by not employing
repalr cycle levels,

2. Kot developing repeir cycle requirements but £illing
this need through the use of assets stocked for other requirement
levele based on factors pot related to repair cycles,

3, Combining repsir cycle levels with other stock levels and
computing requirements on cammon facters not pertinent to both,

L, Potential overstatement of reguirements by camputing
repair cycle requirements on total maintenance replacement rates in
lieu of composite replacement/recovery rates comparable to those

presented in DoD Instruction 4140.24.




ADDITIVE STOCK LEVELS PROCURED IN PROVISIONING

A. Existing DoD Policy

DoD policy conceraing the estabiishment of additive levels of
stock (as defined below) during the provisicning of equipment/wespons
systems is limited to the following genersl statoments:

DoD Instruction 3232.L4, April 2, 1956, subject: "Policy
and Principles Governing Provisioning of End Items of Meteriel,"
states that one of the principal objectives of provisioning is to
“esgure that initlal spares and repair parts will be availstle at
maintenance echelcns when needel” {underlining added). This
Instruction further states that "initial spares snd repair parts . . .
requirements normslly will be estahlished for that period of time
that extends from delivery of the end item ¢ materiel until suffi-
clent usage expeiiencze has been accumrilated to permlt determination
of reg irements an.. assumption of support responsidbility by a Military
Supply System."

B. Problem Description

The foregoing DoD policy is in sume cases iuterpreted literally
in thet support items must be svealsble ... maintenance echelons when
needed and not that suppert items must be avallable to maintenance
echelons when needei witrin s resscusble period of time. This often
leads to wide dlstribution of celatively slowanoving items and initial
procurement quantities In excess of those which can reasonably be
expected to be usel during "that period ¢ time tha® extends from
delivery of the end item of materiel until sufficient usage experience

Facs been accumulated |




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, sefety, procurement lead time and, for reparables, repair
cycle levels, These levels include initial issues to operéting and
field maintenance units, both ashore and afloat, and both overseas
and in the continental U.S.; initial levels to fill tra.sportation
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 itgms for accompanying end
items.

Based on the limited ICP visits of the working group, the
variables entering into the quﬁntitative 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"/"proﬁection" levels re-
quired; proximity of maintenance units to th- 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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srovisioning or through normwal replenishment; controlled restrictions
on the distribution of slow-moving items; deployment plans; degrees

of relisnce ~n individual technicians by overriding computational
formulas based on judgment; aveilabllity and rel~tive sophistication
of methods for estab..shing essentiality/criticality for items;

number of supply echelons between the user and system stocks; degrees
of confldence in timely repair capabilities of field units; applicable
legistics guidance; use of anticipated average demand as opposed to
mathcmatical probabiiities of distribution, use of combat consumption
rates for peacetime stocks; aind the use cf i1dentica’ consumption rates
for both peacetime and war reserve stocks.

At one ICP visited, these additive levels consisted of zero, two
or three months stock for CONUS operating and field maintenance units,
depending on the maintenance echelen authorized tc install the iteun,
plus four and one hall montha stock of prepositioned war reserve.

For overseas units *he additive levels consisted either of four or
fi{se months stock, depending <¢n *he maintenance echelon authorized

to instal. the i*em, plus & five montls level for prepositioned war
reserve. 1In addition, five months stcck ¢f prepositioned war reserve
was laid in for selected reserve uni*s. Stri-zxent resirictions were
placcd on the distribution of items projected as slow movers, with
the authorized stock levels inc.adirg only those items for which
movement could be predicted within tne suthorized stock level period.
Computea.ions of war reserve reguirements were btased ¢n the same

projected usage rates as peacctime requiremerts. Initial range and




and depth of stccks provided to ope;'a.ting and field maintenance units
were mandstory for a specific period until valid ussge warranted
changes.

Another ICP visited laid in from about five and one half to
eleven monthe stock for overseas units and two and one balf to three
and one half months for CONUS 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
fo]lov¥on provisioning of later procurement iuncrements of the .same
end item. However, a portion of the initial levels are computed at
combat consumption rates which, in effect, constitutes war reserve.
These combat gonsumption rates are eat'ablished by doubling the
program element (such as flying hours) upon which this portioxn of
initial stock is computed. However, units receiving these initial
levels are following stcck retention rules based on peacetime use.
Excesses generated by this apparent contradiction subsequently
revert to prepositioned war reserve stock. Average demand projected
over the suthorized stock level periods is used in arriving at item
depth. This is based on the projected replacement factor and item
deneity. Individual judgment is used in some cases to distribute
slmr-mo‘v:lng items tc a relatively wide range of units where, in the
technizian's opinion, the item is critical and wide deployment of

the end item warréntz 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 camputed in one manner for
the majority of equipments and in another manner for one major
weapons system. The provisioning or the'bulk of equipments provided
a twelve months stock to operating units. Policy in this case has
been revised to provide & three months level for operating units and
a three months level to ihe next higher maintenance echelons. This
policy is expected to be fully implemented during 1966. Both levels,
however, will be based on cambat consumption rates wherevei' 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 suhsequently be
established at these higher echelons based on usage. Iritial levels

issued to operating and mainte.ance units are mandatory until valid

R T
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usage history, which would warrant change, & chtained. Initial
levels are based on predicted ussge during the period for which
rtock 1s authorized., In sddition, selected critical slovw-moving
items aye provided. Controls are i: tluded to assure that slowv-
sioving 1tems are not repeated both in operating unit snd the next
higher maintenance echelon’s stock levels.

Ancther set of rmides governs additive levels procured in initisl
provisicning by this ICP for one major weapons system. & camp 2x
system for coding esch item s relative importance to ultimate
miseion 1s used. Average anticipated demand is projected over a

or D
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th the cperating units and the next higher
meivtenance wnits based on 1tem pepulation, elther used or sup-
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to ¢n oanit price and cube, & confidence or
protection ievel 1s assigned  Frobability distributiorn tables are
{nen entered, wiing the projected demand and the desired protection
level agalnst stockout to arrive at the suthorized quantity. Ttenms
considered resavively Lmportant to mussion are aathorized even
thyugh the table irdivates a rero stock gquantity. This method
regilty tn mAany s uw-Beving items being widely distridutled and re-
peated at the next migher ma.ntenance echelon., The sgencies’
Jus*tification for this wide Ustribution is the relsative lmportance
of this waapor sveter S0 tne natiorsl lefense and rts mission.
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were not computed for individusl units but were included on a gross
basis in system stock requirement computations for subsequent
apportiomment, These levels were, however, subject to change by
either negotiation with receiving commands or based on individusl
Judgment resulting in distribution requirements which exceeded in
same cases the quantitles procured. Stringent rules had been
issued for restricting the levels of new itews procured through
provisioning.  However, these riles sare gqualified to yermit indi-
vidual judgment noted, Sufficient examples of wide distribution
of high cost slow-moving items were observed to 1ndicate that the
1use of this que.ification by {ndividusl analysts is not isolated.
C. <Conclusion

There is & w:de divergence in the degree of support provided
for new equipment: ‘weapons systems in the DoD (p the Jform of sdditive
stock levels outside of normal suprly system operating, lead time,
safely and repalr zycle levels  There are valid reasons for this
divergence in many instances

Additive levels represent a significant portion of investment
in intial support for new ejuipments weapons systems. In limited
exswples reviewed these lsvels represented from 10% to more than

50% of the provisioning investmert.

Because of wide variaTions ir the clements impinging con these
levels and the factors used in thelr compuiations i1t L& drfficulr

to campare the support pruvided.




The wide livergeuce in initial support provided in additive levels
in the provisicnirg process should be reviewed in detail towsrd:

1 Estublishing & measurement method for comparison. One
possible method is a wide statistical sampling of totead .autities
rrocured for these 2dditiv . levels considering the projected usage
rate factor and total density to arrive at & "miaths of supply”
figure  There are¢, however, pitfalls in this c;mparison method.

Its spplication to reparable items 1s limited where the "buy”
quartity can be more infiuenced by repair capebilities than usage
rates. Even when used for consumable items care must be exercised
to compare 1tems relatively eguivalent in price and end item
quantities and deployment

«.  Identificaticn oY valid dafferences i{n degrees of support
Frovidcd in elditive levels,

3 Revommenastior ¢f more specific Dol policy which wil
gstghlan parancTarsy [or these wdditive levels, recognizing the valid

differsnces 1den~ified




A. Existing DoD Policy

DoD Instruction 3232.4, April 2, 1956, subject: "Policy and
Principles Governing Provisioning of End Items of Materiel," pro-
vides that "initial spares and repair parts . . . requirements w:lll .
be established for that period of time that extends from delivery
of the end item of materiel until sufficient usage exper:l.ehc‘e has
been sccumulated to permit determination of requirements a.nda.ssump- -
tion of support responsibility by a Military Supply Sy_stem."

DoD Instruction 4140.24, September 10, 1964, subject: '"Requife-
ments Priority and Asset Application for Secondary Items," makes |
reference to "provisioning items" as being those new items "fér
wvhich su:;f:lcient experience has not been cbtained to mansge oh’ the
basis of normal demand forecasts" but 'provides no policy for
transition from this category to normal reparable or nonreparsble -
management categories.

B. Problem Description S

The depth of new items, other than insurance items, enter:lng : o 5
supp.y systems through the provisioning process is related topro- .
Jected usage over a specific period of time. The period of 't:!.me T o ‘
established is designated by various nsmes {e.g., initiel support o
period, usage date development period). There are "mmeroﬁs' :e”uo,ha\‘f S r
for usage developing more or less rapidly than forecast at the"b:hné » '
of provisioning. Each C»rvice therefore has developed procedures

for coding new provisioned items in inventory records ‘either to
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Teruit managenent on 4 depand basliz pricr to the end of the pericd

SERIAY

1 b4 - [P O - .
for which stocks were origl

3

yocursd or to privent premalure

‘

grratification of items 1o long supply strata where usage experience
has not teen generated a5 sarly as prclectsd., The length of time
establisbed for these contrel pericds snd the methods for messuring
+hem vary considerably.

At one Y visited, inventory management mechanized procedures
in this regard are limited to the sssignment of an additicnsl "specisl
study code’ to provisicned items for which no demand is experienced
for two vears after the Gelivery of the last item. If ro demand 13
experitenced for one year alter tnis essigurtent, the mechanized pre-
ceiure aurtematically transfers the item to an inactive file. At
aTy time Juiitg this taree year pericd it is the prerogstive of the
responatble stock item analyst to decilde when there has been
reasciably representative usgge to werrant meanagement < the item
cn BN experlencex lemana VASLSs.

At ancvner ITP new 1tems ave entered in a provasloning field
10 "he inveatory recard and remain protected from stratification to
leng =uppiy n this field for one year. This period starts when the
applicable end items go »nto service. Items automaticelly migrate
to demand mansgement earlier if the reorder point is reached prior
tc the end of this 2ar. Other means are used to prevent the transfer
or dispeosal of assetrs of items which have sutomstically migrated to
a Jemanli bag)s

when special circumstences warrant such action Ly

2

item analysts or higher authority. One exanple is the case in which
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the cperaticnal use of the end item bas not progressed a5 anticipated
with the W1l potential for lemsnd generation. New machine procedires
are currently being progremr>d to provide print-cut reports for pro-

visioned items whenever (a} the recr.er point is reached prior to the

end of the year and (b) item quantities remain in operating levels at

the end of the year's usage development period.

At another ICP vieited items are coded sz provisioned items

in the inventory record and the mecbanized program autcmatically
migrates the item to an appropriste demand-based management category
when the reorder point is reeshed. If no reorder point is reached
in two years, the item sutamstically migrates to either the category
; for »low-moving or insursnce items, depending on the amount o? demand

experienced, Peacetime and mobilization cbjectives are esteblished
at that time and assets beyond these objectives are subject <o
stratification to long supply. The two yesr measurement period
starts at the point in time the FSN for the new item enters the
mester inventory record.

At still another ICP viaited, provisioned items are coded as
new items in the master inventory record. Issues over the intended
support period are ,rojected and entered into the record. These

projected issues sre offset by the provisioning buy auantity. When

actusl issues exceed projected issues the new item code is dropped

and the item reverts to demand-based management. If the new item

code has not been dropped, based on issues, at the end of two years,

the item automatically migrates to demand-based management and is
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subject to long supply stratificetion. The new ltem code in this
cade is retsined, 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 ICP visited, which receives requirements for new items
from Services engaged in provisioning, the Service-anticipated
yearly consumption quantity 18 entered in the inventory record as
a numeric stockage cbjective. One half of the quantity is entered
a8 an operating level above the reorder point and the other hai. as
a procurement lead time level below the reorder point. When the re-
crier point is breache:dl or vhen, in the opinion of the item analyst,
sufficient usage has bteen experienced, the item reverts to demand-
based msnagement. . .ems with zerc demands after twenty-one months
in the inventory record are referred back to the initiating service
for regquirement validation or deletion approval.

C. fonclusion

There is8 no Aefinttive Dol policy for making the transition to
mansge previoasily provisioned items on the basis of subsequent
experience data, 1n lieu of continuing to regard as bona fide the
origainclly computed requirements based on provisioning factors.

Limited revicew of methods used for menaging these items indicates
the need for a detailed review toward development of DoD-wide policy
in this area. During this review and subsequent recommendation of

policy, particular attention should be given to.
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1. Insuring thet muy necessary "protection” perisd for new
items in support of new equipments/wespons o stems is sctnally
megsured from a point in time when the potentlal for demand exists.

2, Establishing optimm periodes for such protection to
traure that such assets mevert o management based on actual ussge
a8 early as practicabie and are not held on a siatic basis Leyond
thet necessary to insare s full potential for development of usage
experierve,

3. Recognizing the basic differenc:s in the handling of
new reparsble items vice consumable items during = usege development

period and providing definitive practices for =ach,
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SELECTION OF TTEMS FCR MOBILIZATL.. RESERVES

A. Existing DoL Pellcy
DoD Directive 3005 5, .June 10, 1960, sublect: "Cr'teria for
Selection of Mobilization Reserve Ttems,' prescridee the Tollowing
ohlectiver, policies and criter.s:
"OBJECTIVE

o

The ~vpjective of trie Directive is tc establish policies

and criteria tnat will reiate the selection of itema to

operationsal sffe:<iveness under combat conditions. Judg-

ment will be exercised 10 Zdetermine how long the using

ctivities can be wvithout the particulsr item before an

ungcceptavle redactinon in operstional effectiveness takes

place

"POLICIES

A, Ttems *o be aelected as mebilization reserves wiil be
based on the follewing specific criteris within the
cbiective contained in parsgraph TI7  above:

1 T+ems vntceh wuld be reguirsd for the survival

¢f personnel.

297
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tne operational effectiveneas

nf ccmbat forces
3. Items ssaenviai fur tne operational effectiveness

of the logistice svstem 1n support of combat forces.
L ltems, the lacx of wnic» w11 render inoperative or

serion.sly ‘wpair the operaticnal effectiveness of an

essential equipmen” cr weap ayetenm.
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B. Itema wilh vt be selected as mobilizaticn reserves based
on ths foilceing criteriss

| 1. Items sciely for coxfort, convenience or morale.

2. Items not currently stocked which would be obtained
Through the provisicning process after the assumed
M-Aay agairat wbich requirements planning is being
accomplished.,

1 3. Items which are or +ill bpscome nen-standard; within
the approved plsaring pericd except wnen the end
item supported csn be used as an accepteble substi-
tute for a stendard i{tew whuch will not be availeble.

L., TITtems wkich s te resadily febricated in the field

with the iz snd 00K matariel normaliy avalleable,

5. Subsismaacs 1teme  2xtept for operaticnsi rations.

6. TItems normmliy zvsilshle frem ccamercial scurces
In wefficient Jusrcities 4o meet war reserve mili-
tery demsnis,  Bxezztions will be permitted vhen
ailitary zcasidlrsticnes indicate that coamercial
Types Loms L s e srepositicned prior o the
ASEUINEC M-8y .

7, Trems whr ok hWare & short shelf life. Certain short
shelt 1ife itemy oan te selected where overriding
mijitary effsctiveness considsrations prevail.”

B. Problem Descriyinon
Notwithstanding the cbjactive in InD Tirective 3005.5 to establish

N

“definitive policies anmi Lriteria fiir Yhe selection of combat essential
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items, interpretation of its provisions varies widely among the
Services, In certain instances, selection of 1tems refiects d.e
cong..deration of combat essentislity procurement leadtime and perti-
nent factors. However, the selection process for other items does
not appear to be based on the policies and oriter:a stated in the
DoD Directiive.

FPurther, widely divergent interpretetions smong the Services of
policies and criteria in Dol Directive 300C.95, and the che.ges that
occur from year to year in the selection of i1tems by each Service,
have resulted in significant supply imbalances within inventories
controlled by single managers who have nc prerogatives in the selec-
tion ~*f {tems. These conditions recduce the e¢ffectiveness of mobill-
zation reserve planning. 1Irn add:tion, the large fluctuations in
acquisition and retention object.ves that are caused by freguent
changes {n item selection corntribite tc the reluctance of budget
authorities to fund mobilization reserves,

A brief survey of policies anu practices for itenm selection at

iCPs has revealed spscific problems  For example, at one ICF,

I polivcies snd oriter a are identical ¢ these in the DeD

Directive. Further, the TP i1s8 required to fumish a Service-
approved cofibat cssential items iist *o overseas cotmands responst -

Tle Tor chonsing particular items Ior prepositioned stocksge based
on the range o items conta&ined in the list. However, it became
apparent that o 1ist of items gpprupriate for mobilitzation reserve

.

siockage had not been fouwarded to any overseas cormand recently;




the last coordination of item selection between a command and the ICP
occurred in March 196U based on the information provided by the command.

In an audit report dated March 4, 196k, concerning one overseas
command, impropriety in the item selection criteria and significant
divergence from policy and criteria in the DoD Directive are empha. -
sized. Ip +hat report, it is stated that mobilization reserve require-
ments for many 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. However, in practice, ICP selection of items for the
nonprepositioned mobilization reserves is not accomplished on an
item-ty-item 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

practices relevant to DoD Directive 3005.5 were cited as basic -
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causes for significant atock imhalances. For example, review of a
list of 292 items at the third ICP, a Defense Supply Center, provided

the following information:

Number of
Items Selected For
PT Mob
Stocks Reserves

Items Selected Ey:

Three or four servrices 184

(9]

Two services 108 28

Cne service 0 264

Whereas 184 items (63%) of the total sample were selected for
veacetime stockage by most services and all 297 items are used by at

least two services, 264 (90%; were selected mobilizatic~ reserve
’

-y
O
o]

D
"
r>

by only one service. Of that number 213 or £1% were selecied by the

$d

seme service. Although the speclal reguirements of cach service wi

account for scme differences in the selection of items, it is apparent

bty

o these data that there are wide variations in interpretation of

the policies and criteria sta*ted in the DoU Dire

¢
2
.
L
)
ey
4

The Frogressive Refinement,Integrated Supply Management {TRIGM)
report, March 190t cites.sim!iar .noonsistencies in ftem selection

and includer the folloving recommendation:

"The 23D should undertake immediately a revision of DoD

1

o -

Directive 30C5.9, IJriteria for Sele-tion of Mohilitation Reserve

!

vl

should lend

Items., In its revision of Direciive 3507

specificity o the inclusior and exclusi-n  riteria now provided

v
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and 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 qpticipated 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 critéria in DoD Directive
3005.5, past experience indicates tnat 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 connectiomn,

OSD is currently staffing a proposed revision of DoD Directive
3005.5 containing an added provision which is considered necessary
to permit selection of the items concerr. 4 for the iﬁitial 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 ine
clude a previous year's selection and related requirements in the
current jyear has caused large increases in excess stocks to appear

in the stratification of inventories. Conversely, new selections
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and pertinern* reauirements that did rot appear in the previous year's
stratificat o fuede cance bunddue Yluctuations in acquisition objectives.
Ocrasiorally, cuch changoc result Yrom ervor but they are also attribut-
able 1o dify -onces in yoav-to-ycar interpretation by each Service of
*he crite. . .a Dol Directaive 3205.75. The large varistions in require-
ments date that result from instabili<, in the matter of item gelection
impair the ICP's ability *o support the procurement budget.

At o [ifth ICF, it was stated that the service headquarters provides
gullance for item selzction ard that the major field commands, not the
ICP, select items (with the exception of items being provizioned) for
mobilization reserve., The ICP advised that due ccnsideration 1s given
to combat ¢ssentiality; however, published guidance contains ngo refer-
ence to Dol Directive DO5.5 or spocificaily to the policies and

criteria stated thercin. In offect, the guidance states that it will

L]

cmain the fleld commander s Judgmernt as i2 what is needed.

™~y h < ~
cgonciusions

[

Trere exist todey widely divergent interpoetations of the policies

and oy in the DD Directive Tor the selectic of wobiliza-
tion reserve ilems These dncorscstonc.es have resulited in sigrniis
suprly imbaliances that are partiouiarid itoat sivgld manager
TN In addirion, fhe intor of the Dol Directive varies

within irndividual services freom year 1o vear resulting in un

N e § Ny R e d e v o 3 (A0 SN P I B - P

Tluctuations in requirvments Jata, Those onditions sustan © posi-
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which may be requiicd to dxprove matericl readd
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agreed that 2 more definitive statement ¢ policles and criteria is
neaded for the s. .ection of mobilization reserve items. Follow-up
work should be undertaken to assure eppropriate implepentation of

the revised directive.
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MOBILIZATION REQUIREMENT FACTORS AND COMPUTATION TECHNISQUES

A,

Exlisting DcD Policy
In DoD Instruction Lik0.16, August b, 1961, subject: "Policies
for the Management of Selected Mobilization Reserve Items," reference
15 rade to "traditional detamiled methods of requirements computation”
for the purpose of establishing mobilization reserve stocks. That
dizective offers, as an optional course, the noncomputation of
mobl izetion requirements for selacted items and the meeting of
mobilizetion needs through the combination of so-called emergency
levels of supply (& six-month level) and laorge average operating
levels resulting from econcomic order quantities of twe years or more,
These levels are in addition to the conven.icnal procurement lead
tite assets. However, neither this Instruction nor other Dol
directives reviewed mrovide specific guidance concerning factors
and techniques to be used for mcbilization raquirement ccomputations.
B. Provlem Description

A review of mobilization regiirement computsation methoas at ICPs
indicated considerabie difference in concept. To illustrate, at omne
ICF, the estimated recurv~ng peacetime demand rates for stock fund
items are multipliad by combat increase factors in the process of
computing gross movilization requirements. The increase factors
used, however, do not take intc consideration the pertinent charac-
teristics and expected mortality under combat conditivns of the
individusl secondary items involved. DPeacetime demand rates are

doubled in estimating wartime demand rates of parts appliceble to
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preferred {mcst modern) end items. Donand vales avno coiplad b

standard but nonprefcrred equipnments,

o

case of 1tems Zupporting

Veaphted averages of these tuo multipliers are onployed when ihe

—
I
o
w
et
-
-
[}
vy
3

f end items 1o be supported invoLve a mix ol pooorend
and nonrreferred equipments. No forecsst of wartime demand is made
in the case of items applicable to obsolescent egquipments planned
to be phased out of use,

At & second ICP, the computation of the mobilization requirerents
is acconpliished by applying anticipated secondary item combat consump-
tion rates to end item densities indicated in mobilization plan.. IDach
secondary item is considered separately in arriving at a combat usage
rate with peacetime demand employed as & starting peint for the
development of individusl item factors. Ultimate approval of these
rates rests wiih the field companders responsible .or combat cper-tions.

At a third ICP, in computing general mobilization reserve require-
ments "size Tacvtors” and a "tempo factor” are applied to the peacetime
demand rate for each item. The size factors reflect the increases,
comparing peacetime to mobilization, in the various feorce sizes to be
supported. The tempo factor, a aultiplier of 1.4 times peacetime
jemand rates, represents increased wear-out under combat conditions,
The size and tempo factors are ldentical for all 1temg, oxcept it
the tempo factor is not spplicable to items in any Federal Supply
Class {FSC} when the class as a whole is considered nct susceptible
te increased maintenance under combat conditions. Qther than the

foregoing FSC exception, there is no consideration giver to the
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special characterietics of ‘ndiviiual items in the development or
the arplication of these factors
C. Conclusions

{ur findings in this area indicate that, azong the ICPe visited,
there is little comparshili+y in concep*s, fastors or techniques ia

computing monilizaticn reguirements  The infferences cannot be

@

Lirferenres smong the Servizes in wilssior,

')
tJl

attributaed sclely +

[

types of end i*ems or ejquipments used, atc. For example, in all of
the Service: there are standard, nenprefsrred zquipments in use and
saooferred egquipments 1n uss or pisrned The use - one ILP of
blarizet peacetime demandi rate wuiiipliers vased an eguipment type
classification, and nonuse of this technaque by ar~ther ICP (also
supporting type-classified eguipment ) creates a juestion about lack
of comparability An ewven more basic question concerns the lack of
DeD-vide guidance in this ares.

It seems evident fram cur aiscussions in the field that the
quality cof mchilization regquirement compu~aiion work 1s influenced
by several chronic Aifficuliies. These Inciude: the inherent
uncerraintv 1ln mebiiization reguirement predictions. the workload
involved in tailcring mebilizartion requirements to a 1- e number
of individual items, considering phyvsical charact ristics, end item

vi.ation, etc.; and the little funding wirnort given to mobiliza-
tion requirement procurement, discoursging i intense ¢ gputational

efforts.
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Despite the complexity evident in the area of mobilization
veguirenient factors and computation techniques, the readiness and
cost luplications and the lack of DoD guidance urpge early revicw

attention and policy devclopment.
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APPLICATION OF OTHER THAN WAR RESERVE STOCKS IN THE COMPUTATICN OF

MOBILIZATI( 7 RESERVE MATERIEL REQUIREMENTS

A. Existing DoD Policy

In DoD Instruction 4140.2, July 28, 1954, subjlect: "Management
of Mobilization Rezerve Stocks,” it is stated that "Mobilization
Reserve Stocyg will be retained . . . only to meet a Mobilization
Reserve Materiel Reguirement (MRMR, determined and established in
acceordance 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 -ertein principal
items, DoD Direciive L200.l, Feoruary 11, 1959, subject: "Frepara-
tion of Materiel Planning Study, DD Form 764," considered cbsolete
but not cancelied, provides that Materiel Planning Studies; ID Form
T6L, will be prepared tc reflect current znd forecast materiel
status, forecast of gross mobilizaticon requirements, srd & readiness
analysis of net requirements and asset deficlencies., Specific
instructions are provided for the application of assets on hand and
or order tc determine net materiel requirements. However, with
regard to secondary items, no DoD directive exists contalning specific
policy or instructions for the amplication of assets to the Mchilluza-
tion Meteriel Fequirement (MMR) or other gross mobilization requirec-
ment to determine the MRMP and related asset deficlencies.
B. Froblem Description

In order to assure suppily support of prescribed forces at combat

rates, specific quaniities of war reserves are needed in stock prior
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to D-day. It is considered, however, that assets which will e
available from other than w~ar reserves should be deducted fram gross
mobilization requirements in the ccmputation of quantities to be
ctocked as war reserve., Among the types of foreseeable assets which
could be deducted are:

1. HNormel peacetime nipeline assets assumed tc Le on hand
o, D-day or 'n order as a result of ordinary peacetime replenishment
action taken pricr o D-day. uantities should be estimated for the
following elemenis tc the extent that the MMR (or equivalent) includes

related requirenents:

o arely level asoots
. M o] = Ay Tae. .
Tl i [ | (J}‘f a0 ]_O\-Cl
CYRONYTINGL WIUG procurcient vyvie Qr
. : J

recrder cyvle); usually cne half of
operating level

¢. Bepalr cycio aisers

d. 1in transit stocks

o Procurement leadtime assets (quantity is
rastmed to be on order at D-day from
pracetime replenisiment action, and phased
as available for issue {pn specific intervals
of time after D-day.)

2. Post D-day production {guantiti.s expected to become

available from orders ~laced on or after D-dmy ).




In policy eand practice, there is considerable variance amcng
ICPs concerning the extent to which aussets which will be available
from other than war reserve stocks are applied to compute the mobili-
zation reserve materiel requirement or that guantity of war reserves
needed in stock prior to D-day

To 1llustrate, at one ICF poilcy and stated practice is to apply
assets on hand and on order substantiaily as mentione” above. Its
aporoach to the determination of asset quantities which are estimated
to be available from post D-day orders is based on the "P-Day Concept.”
P-day is defined as the point in time, expressed in number ui months
af cter D-day, at which the rate of production of an i1tem equals or
eiceeds *the rate cf consumption from that pcint con.

At a second and third ICF, nommal peacetime stocks assumed to be

’
on hand on D-day and on order prier to D-day are applied. Concern-
ing the estimate of asset gquantities to be availlable fram post

D-day orders, the policy at the seccond ICP ta! 5 cognizance cf the

D- to P-day corcert; however, *‘he practice there is not to estimate
these quantities for the majorlty ol items nor to apply such data

in the computation of net mobiliration reserve reguirements for any
item, Tt was indice'ed tnat one reascn for net reducing grose
requirement: by these quantivties is that the administrative resources
required to make and to pericdically updete such estimates would be

largely wasted because mobilizatios requirements are rarely funded

at that ICP.
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The toird ICE does not ¢stimste post D»déy production nor is
there any policy or requirement for its accmi,ﬁlis}ment.
At a fourth ICP, the mobilization reserve requirement is con-

sldered o be satisfiad for any item having a two-year procurement

cycle under the EOQ printiple or a safety ',Ley\el equal to or in
excese of the mebilization reguirsment. Fchall remaining items,
however, thre safety end aversge opersting 1:4';3.5 ftonelli ‘g approxi-
mately T5 days of supply) are rct considered in camputing net
mebilizetion reserve reguiraments. At this ICF, policy and stated
practice sre to dednet. estinmbtad D- to P-day production in the compu-
tation of net refuirements., Jowever, production for all items has
been acwired bo bagin from e Faold base™ (that is,nc produection in
being cn T-imy . v oen srelysis of mbz.liza;tion veserve require-
3 § merts st that TP for 16 items determined to be in contimuous or
*' almost comticuons peacstime groduction, the ICP estimzted that a

redurtion of srpreoimately 322 millicn or 42% could probably be
. effected by ghandoring the cold base" concept for those items,

A £ifth TUF does not deduct pescetime assets on hand in the

1 camprtaticn of net motilization reserves; however, post D-dsy orders
‘ with 3=liveries prior to P-dsy are sgplied,

At u sixth ICP, poiicy and practice exclude the application of

peacstime assets cn hand end en order pricr to D-day and post D-

day orders in the computation of the Mobilization Reserve Materiel

Requirement.,
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BASIS FOR DECISIONS REGARDING PREFOSITIONED MGBILIZATION RESERVE
MATERTEL REQUIREMENTS

A, BExisting DeD Pelicy

In DoD Directive 4140,1, Cotober 12, 1956, subject: "Inventory
Management Policies,” general critaria for positioning mobilization
reserve stocks are shtatel in Pwregraph IV I3

"The military services shall store mcbilization reserve stocks

in that msnner ani at such loosticns as tn most properly support
approved mobilizeticn ard emergency war plans; and shall so position
stocks in sach a; panney as *o attalr minimm tulnersbility."

DoD Directive L140.2, Ty 28, 1954, subiect: "Management of
Mobilizaticn Reserve Stocks," Psragraph III 2, provides that:

"Mctilization Reserws Stcck will be retained, stored snd

maintained cnly tc meet & Mchilization Reserve Materiel Requirement
(MRMR) determined and es+ablished in accordance witk JCS policies
and plans and with the Instricticns for implementaticn of these
policies and pisus, ms promigsted in the DoD Directives System . . . "

Whereas Joint Iogistics and Personnel Policy and Guidance (JCS ‘
Pub 3}, September 196: {rofidsntizl), Section XVII, prescribes uni-
form guidance in some detatil for coneideraticn snd development of
requirements for prepositicned materiel, such criteria have not been
promulgated in the Iv” lirective System.

In Dol Directive 4140.21, Sewveminer 315, 1963, subject: "Management
of Mobilization Reserve Stocks of Items Azsigned to the Defense Supply
Agency," the prepositioned war reserve requirement {PWRR) is defined

as follows:
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"That portion of the mobilization reserve materiel objective

-

(MRMC) wnich 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 considersble differences among the
Services in concept for the designeation and management of preposi-
tioned war reserves. These differences are reflected in & comparison
of the magnitude of the prepositioned war reserve requirement (PWRR)
in ralation to total requirements for mobilization reserves at various
TZFe. To illustrate, at one ICP, the PWRR was approximately T79% of
the mequisition cbhjective (excluding operating unit PWRR). It was
estimated that cver 90% of the prepositioned war reserve requirement
is for stockage in CONUS Depcts.

At a second ICP, the worldwide PWRR was stated to be only 26% of
the acquisition obJective and 37% of that requirement is for stocks
yrepositioned in CONUS Depots.

At e third ICP, it was determined that the total acquisition
objestive 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, ir part, to
+the differing missions of the respective services. However, signifi-

cant variations are also ascribed to the lack of essential DoD

policy and criteria, concerning the porticn of the total mobilization
184
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res¢rve requiremsnt which must be treated as a prepositicned war
res2rve requirement, resulting in unilatersl and to some extent
arvitrary decisione by the Militery Departments.

€. Conclusiocn

The decision to treat soms portion or ail of the mobilizatien
reserve requirsments of & particular service or ICP as prepositicned
carries with it certsin Implications, advantages and disadvantages.
The principel yuplication is that, in the eve .t of war, the require-
ment probably or certainly could not be satisfied without having
the materiel on hand, reservec and contvinuously available, at the
location designated, and in the phoysicel state of pack specified.
The advantege, of course, is high responsiveness to need, should it
arise. The disadvantages include {1) the need to specially care
for this prepositioned materiel (hoidirs and rotation tasks, special
accounting in some cases, etc.) a.d (2) the ingbility, due to the
decision o preposition, to rely on other esset sources {such as
regulsr peacetime on hand stocks, regular peaceiime on order ascets,
higher level wholesale stocks such as DSAs, and assets which can be
obtained via orders placed on or after D-day).

Without question, the disadvantsges must be accepted if the
nateriel is required to support planned wartime actions and if
prepositioning is'the only practical means of achieving a high
probability of its aveilebil’ty. However, the wide range in the
proportion of PWRR to total war reserve requirements, scanning across

the Services - from 29% to 100%, suggests that they have followed
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dssimilar and possibly uarsaiistic crileria in resching decisions to
prepcsition war reserve gtocks, Thiz problem area should be examined
in depth and specific and uniform DoD-wide criteria shouid be developed

to guide prepoeitioning decisions.
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LAYCING AND PROTECTING MOBILIZATION RESERVE .JOCKS

A. Existing DoD Policy

No DoD directive prescribes policy or procedures for balancing
mobilization reserve stocks {reducing the protectable wartime re-
guirements of some items by using 2 part of the mobilization reserve
stocks {MRS' tc meet funied pescetime reguirements and using the
funds conserved to procure additicnal sssets of other MRS items whose
protectable ievel is increasel appropriately. !

However, in IoD Tirective 5140 24, September 10, 1964, subject:
"Requirements Pricrity snd'Asset Applicetion for Secondary Items,"
Paragraph VI, &. 2. 2., cogniance is taken of the effect of halancing

o

o 8 in the ztratification of inventories.

5, Froblem Description

In order to improve mobilization reserve inventory posture and
protect the investmen® in these ciocks, a concept for balencing has
been prescribed by several services. In practice, there is consider-
sble veriation in the Service/fgency directives on this subject, and
relatively minor or no balancing is accomplished at most ICPs. To
illustrare , a% one I7F balancing of mobilization reserves and the
establishment of a record to account for funds conserved and re-
invested had been directel.by service headquarters. However, nelither
obJective has been met berause the ICP has construed service instruc-
tions to mesn that balancing within 1ts commedity area is neither

mandatory nor feasible.

187




At s second ICP, service policy provides that mobillization reserves
will be valanced; however, the ICP has advised that no bslancing has
been accomplished beceause peacetime funds have not been suffic.ent to
nermit it, Furtber, it wes stated that, contrary to Ixl policy,
protectable mobilizailon reserve stocks {(nonprepositioned) are being
drawn down to satisfy peacetime requirements without replscement of
the investment. This practice, too, was altiributed to lnadequate
peacetime funding.

A third ICP implemented revised balancing procedures in August
1965. In order to facilitate the balancing process, mobilization
reserve items were arranged in groups which were rarnked in descinding
orier based on militeary essentiality. Requirements for items in the
lower priority groups will be reduced to release assets for peacetime
needs and conserved i1unds invested in mobilization reserve stocks of
higher miiitary esseantiality. The followine data indicates improve-
ments in protectable mobilization reserve inventory posture that the
ICP expects t¢ achieve from balancing:

Tercentags of Protect ole Mobilization
Reserve Stocks in Various Essentiality Groups

Eszentiality
___Group Current Proposed &
1 17.31 42,75
2 5.27 17.17
3 48.40 28.56
L 16.42 10.35
5 0.12 0.10
6 0.17 0.05
7 5.h1 1.07
8 6.40 0.00
9 0.50 0.0¢
100.00 100.00
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At a fourth ITF, &t was stuted thmt"ba.lmélihg proceiares have
been mplembntta in arcordance witlh Service p«“‘iqo However, there
were no records of the magnituie of peacetime funis conserved or the

extent o wrich balancing was alooplisnsd in wicoessive fiscsl years,

A TL0ER TTE aldvlsel tesh voemerd pratetives Ao nob 3TevidR for

balancing mobiltiosticy reverras - S L m*nsaxw% on of pesce-

time fumds, The J05 wbeded tihat 14 corsliersd cuiss:f.on cf guch &
program to be & mansgement Jeff-levry and that 1t woyuld take action
to initiste necsesary Llnstrostdione.

A sixth I3 stsdzi that Rervive direchivez 35 nob provide for
balancing mebilizatica reszrys sheks through 4he conservetinon of
peacetime funds and thut the cracspt is not applicsklie,

C. Conclusicn

Whersas zeveral serviies kepe drected Impieamentshion ¢f prscedures
and Dol IAressivs 440,23 glvse cognizance bo balansing transsctions
in the stratificatica procsse, reistively minor or no balsneing has
tesn acoompllsned &% wess e deited., o zertsin inadsnces, faillure
to Inttiete pyv vedires for Dalancing mctilization meverve stocks through
the comgermatioa v ¥ pescetime fueds meyy dave resolied in loss of oppor-
tunity to asbleve o fapoov=3 MRS realiness positicon within financisl
limitaticne, I view of the lmpairment o materiel reawlinmegs and

. econamy of cpersticms kst coud voty foom failinre to balsnce stocks,

there 18 o d=finite reed for vl wlis pollyy and sggressive implemerntation

L 1o correct this comditicn.
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REVIEW OF COMPUTED RREGUIREMENTS

A.  Exdsting DoD Policy.

Dol Instruction 4200.5, December b, 1955, subject: "Materiel Program
Control - Principal items", defines principal items as “those end items of
major importance which require detailed snalysis and examination at the
deprrimental level.,..ol all factors affecting their supply and demcnd. An
end item will be considered for selection as a principsl item on tlie basis
of relative combat or training essentiality and the following additiomal
criteria;

1. High monetary value,

2. Difficulty of procurement or production,

3. Unduly short c¢r excessive supply positicn

L, Criticality of basic meterials or componen.s.

DeD Instruction L200.1, February 11, 1959, subject: “Preparation of
Materiel Planning Study, DD Fori 76k, defines the purpose of the directive
in part as follows: "Frovide a uniform presentation of requirements and
asset data from whicli the Office of the Secretary of Defense and the Depart-
nents con discharge thelr responsibilities in the fieid of requirements and
suppily manngement, and can evaluate the effectiveness of policies, pli s
and programs and progress being made.”

While the twe directives quoted above are applicable to principal items
cnly (there is nc comparable directive for secondary items), they do express
2 no -d at 08D and Departmental levels ior a standard format with standard
data elements to per..t ti.e eva..ation of the rony factors involved in

requirements computations,




-

B, PFrovler Description.

Every ICF visited displayed some form of directive which expressed
rolicy regarding the procedures for the review of computed requirements
of secoadary items. Common among the difectives was the establishment
of several levels of review, ard in each case the criteria for the determi-
matice of the review level was the dollar value of the procurement.

Austher commoa techuique was the “committee" approach to requirements
revisws of righ dellar procurements. Composition of the committees
varied aming the IUF: btut the pattern indicated efforts to bring activities
from outside the supply fuaction into the review process.

Wrile ail 3 the ICF directives did not indicate in detail the elements
of we romputation selected for emphasis during reviews, it was noted that
in almzst every instance the "~ommittee" approgch placed particular emphasis
o2 lead time, asast rosition, use of partially and fully interchangeable
tanstitutes, asests available from repalr, demand forecasting techniques,
sudgreat decisicns by the analyst and compliance with policy. One ICP
described the rrocess in three steps: (1) Review - check of the computa-
tion for ~cmpliance with poliey; (2) Audit - a recomputation including
verification of input data and the mathematics involved, and -(3) Analysis
- a rearch for gepec 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 quarters.
The form also indicated previous procurements, actual lead times, delivery
increments, previous buy deferrals, etc., to give the review committee a
detailied picture of the history and projected future of items having a

procurement valiue in excess of $100,000.
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The greatest varinnce among the J(CPs visited was noted .. tuw
value of procurement: vaich receivs no review or rowvi~w '+ the lowest i,
agement lsvel., One ICP authorizes the item manager to approve vromis amenig
of a value up to $500 while another ICP permits lowest level wp™ /ot up
$10,000. Still another ICP requ.res no review ¢f procures~uts of less hon
$50 and authorizes branch love approval of those between $70 nt $5.000
One ICP permits eny procurer ri of a velue les: than $2,500. "o il mo no
coded for manual rsview, to move direcrtly to the prucurement “etivis:
those coded for manual review but ces th oa §2,500, this TCP perm: s oo
individual item manage: <. other ‘ndivid al delegatod by *uo divisis

ERSS

chief to approve.

“he "floor" wvalue of procu °m

(s
ot
C
>
=
(.

Tubor Lo

ot

method also varied. One ICP use o ~cecurement vol o ¢f S100, 070 as th
starting point for committee review. ils same IO vogiioos commende
approval ¢f all procurements over $300,000 nfter the . vai ii~o hoa aporoved
them. Another ICP started committee revicw on procurcment. »v L8, 00D win 1o
n third ICP employed a branch level commitieo oy piocwr-rons » foom $10.00

to $100,000 and a division level committee tor thoue over S100,0% Ancther

ICP used a committee review figure of $100,000 for all o @' goppuy clac es

except one, and that one became elipgitle for o committec rowew ot 50T 500,

(&

At the three [CPs having spocific cutofts for ceveral re.

oot

review, the following levelis nni values we e specitied:

-




Level

Value

1. Commedity mAnagement officer .
Section supervisor « « + o o o
Branch supervisor. « « « « « o o
Divisicon supervisor or his assistant
Committee action . . .

Up to $5,000 ,
$5,000.01 to $15,000
$15,000.01 to $25,000
$25,000.01 to $100,000
Over $100,000

L d L] L] o .
e o @ o @
e o o o o
e & ® o @
e o @ o @

2+ Iiom samager .

Division chief . .
Director of materiel
ComeandeYs o o o o o ¢ o . .
¥~ internal committee action, but higher
of selected high value procurements.

15,000.01 to $50,000
$50,000.01 to $150,000

« « Over $150,000
eadquarters committee review

e ’ S % & & & & = « - -« ® w m *Sm

WAt chie? « o o s o o o o . . . e >QOQOI. Lo $1 500
s"&"?i@’n Q%&‘?f! R » M “« « 13500101 3 1. %5,000
E?’&?ﬂ&!% chiéf s o o o oW R ‘ s s 5,000.01 to \,:l5,°m

o o o &5 W e @
e o ©® & a s *
e o o o & o *
e o & & & o ¢

3. Imdividual menasger or as delegated
Sextion chiefe ¢ ¢ o ¢ ¢ o ¢ ¢ o o
ranch chief o o ¢ o ¢ ¢ o ¢ o o o
Division chief or Lis assistant. .
C’Om:v'-tt ee L ] . L] ® * [ ] L] L] * L) L] L] [ ]

. Up to $2,500
. Up to $10,000
. Up to $50,000
. Over $50,000
. Over $100,000

An incopgruity of the “committee" approach noted by the group was that
t11s type review-is usually the most time-consuling review method and tends
+~ extend procurement lead time by the amount of time added to achieve the
cwimittee action. Since committee action is in the high dollar value segment,
it ~an be assumed that some increase in procurement lead time requirement
results, The ICPs using this approach were, 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 t.ime.

~

Z. Conclusinus.,

From tre foregoing, two things become evident: (1) 0SD recognizes the

value of comruted requirements review at its own level for a certain range

of items ard {2) inventory control points recognize the need for manual review
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of compute re_quirements at several levels and in several degrees of skill
end 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
value 1s 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 freguent machine
item computations, the ability to go directly from computer to procurement
should be greatly improved. They are, how-ever, reluctant, in the face of
present policy silence, to establish rules which will permit marhowr savings
in the review effort for fear of Jecpardizing the defense of their budgets.
It would appear that one of the major benafits of improved computer application
should be greater reliance on the computer product, and tkis degree of reli-

ance should be stated in OSD policy.
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BUDGETARY REQUIREMENTS

A, Existing DoD Poli y

DoD Imstruction 7110.1, August 9, 1965, subject: "Guidance
the Preparation of uudget Estimates, Budget Execution Programs and
Apportionment Requests, a.d Reiate’ Support Material," establishes
the subject guidan-e as a DoD issuance and asaigns the responsibility

Tor 1ts publication, revision as necessary, and distribution "o the

Deputy Assis:tant Secrsiary of Defense (Budget), OASD(Comp).

The -~urrert °-suesnce, dated August o, 1965, is 7110 -1-M. "Manual
for Preparation o Budge® Estimates, Budget Execution Programs and

Appot i1 vment Requests, and Related Support Mrterial.” This manual

of budget

estimates, dtudget execution programs and apyportionment requests,

[ bl N R R R T i hl T o ~a 2 PERRE S P - o~ ARt ~ 2
and related support material., It specifies trhe Yorms, lines and
columns in detall but is general and vague in 115 coverage of such

- - & - e - By i Ny Y b
maticrs =83 factiors, Coomputation metnndolog wvels, et is &I

Tneteacoons o and Preparation of Exhitit Poid, Spares, Repair Parts
ad Materiel Operato g Budget”
o 3 ~ :
Invernsovy and on at opd of peried.  Enter

N * ~ SRS B ’ .. <3 b v 4 . ~ M b~ e i & oy 4 3 o~
in the current yvear and tadgel year columns the estimated value of

i and on-avder obieotivesn Yoo oo orating
+} o i Y - TR h T S e T . i
oo the Exiitic Poio ot The basis used ir comput
a— ——— e — P ey
. - RSN . JOE + =~ I+ ¢ N ri o N N - 3
(=.8., saoly Yeyel, production leadilims, review -yole, repalr

Svoiel etel ) of the inventory ohlestives Sor cperating stocks

ot
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should be provided in » narrative statement accompanying the P-18 b.

The basis used in caxputing the War Reseive inventory objective
should also be exg 1ined in a narrstive statement” (underlining
added).
Ancther example from the same manusl is the following guidance
to the Navy:
"Budget Project 1925 - Supporting Programs. Each s=h-

activity will be supported by tne shopping list, formula or other

method used for computing the requirement . . . " (underlining

added).
B. Prcblem Description

The following Quotstion from an OASD(I&L) memorandum summarizes
a problem of long standing:

“Lack of Congressional confidence was evident during the
hearings by the House Subcommittee on DoD appropriations. Criticlsms
cited at that time were that knowledge and control of assets were
inadequate; requirements computation and materiel management terhniques
were faulty; and interservicing of asse*s and daia were unsatisfactory.”

The problem of the relationship of budget requirement computation
and Justification to item requirements computations and policy was
highlighted during our dlscussion with one of the Service headquarters.
It was sald that criticlsm at any budget review level is helpful but
is not acceptable guidance to support service changes in supply
management policy. Another headquarters elaborated upon thig theme

when they pointed out the mction being taken by them to correct
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arees selected £ - intenst aview and criticism =t their most
recent budget roview but furthsr sta*ed that *hey heve no sssurance
these aress will be smplssized during the next review of budgetary
requirements.

A representative of the GE0 bidget off:ce observed thet budget
reviews get into the bisiness of reviewing supply mansgement prac-
tices and sttempt o currec® bad practizes by tightening the purse
strings and offering siugges*ions.

It ig evideni thar lack of Dol policy in zost ©
areas discussed in thic AtTachmen?, and many others, results in an
inability tc epply uniform review technigues, at all budget review
levels, that will mske poseible comparsble reviews sgainst prestated
standards. Until Dol policy gaidance 1s more definitive in those
supply manegement areas upon which budget preparation is predicated,
the Services and DSA will continue t- face the pcoasibility of un-
predictable criticisms and fund reductione due o practices for
w1ich neither the budget submitters ncr +the reviewers have a
basis for consistent action.

C. Conclusion

The conclusion regarding budget Justification in relation to
requirements conputaticn can te none c¢ther than an emplification of
the theme reflected in every problem area discussed in this attach-
ment. DoD policy is required. The specific conclusion in this area
is that as DoD policy is develgped andé anncunced, it must be made a

particular referer~e in the budget guidance manuval. This was done
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in the most recent guidance which specifies Tables I . Illustration
of the Stratification Process, from DoD Ingtruction 4140.2k as a

required exhibit for budget Justification.
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ATTACEMENT G P o

PROPOSED »
DEPARTMENT OF DEFENSE DIRECTIVE : :

SUBJECT: Defense Supply Management Review Program

b

III.

This Directive establishes the Defensersupply Management Review
Progran.

APPLICABILIVY

The provisions of this Directive apply to the Military Depar uannts,

the Delense Supply Agency (DSA), and other compcaents of the Department

of Defense.

CONCEPTS AND OBJECTIVES

The ccncepts and uijectives of the Supply_Management Revieﬁ Program

are:

A, Examination of supply management policiss and practices on a
DoD-wide basis, to enable maximum comparison among DoD agencies
and maximum opportunity for identifying and selecting the must
effective and economical policiles and practices.

B. Establishment of relative priofities 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. Propounced emphasis on review of DoD-wide policies and their effects,
so that the review program will serve as an 1mportan£ input source
for improved, more uniform supply policy throughout the Department

of Defense.
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e Maximw: uce of oxioting review resources, to minimize mansower
investmen® and the review impact on supply nanagement agorncles,

v, ORGANIZATION AXD FUNCTIONS

A. Assistant Secretary of Defense (Instsllations and Togistics). A

taff shall be established to plan and direct the operations cf

[0}

the Supply Management Revies Program and shall be responsible for

+he following functions:

1. Select the supply management problem areas Tt~ be incorporated
in annual and longer range review programs, and establish
topic prioritles.

2. Advise the Military Departments, DSA, and otber DoD agencies,
as .ppropriate, of such review programs and objectives for
developing uniform DoD-wide policies in specific supply

management runctional arveas.

< Arrange with other OSD organizations and with other DoD com-

ponents, as approrriate, for their participation in the Supply

Manacement Review Program.

. Develop specific problem descriptions and review objectives. R
e A -ist in the prenuration of, or review, detailed guidance for

vhe condusct ot individual reviews to be made by participating
orgarnlzations,

fa Directly undertuke ceviews of selected supply manggement areas

where the urgency ot ASD(1&L) interest cr other special cir-
cumsbance make the asuignment of selected subjecis to partici-

natine organtzations inteoncible.
. 2y .3
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Obvtein and analyae Peoor® o 0 CUer TegUie oo Lnlormac
from varticipetin: orranlsation.
4.

In coordination w.*h other OUD orpaunizaticns involved, deveion

propoued DoD-wide policy suidance indicatew to bé necded by

problem area review: and, when appropri.ate, otall’ proposals

with the Mititary Departmenis, DOA, and other ay, mcles.

. Assistant Sceretary ol Delvnse (Compiroller), AUD{Comp) .hall be

responsible for the Collowing functions:

l.

O,

Makc arrangements with ASD(I%) concerning the extent of Supply
Management Review FProgram participation by audit personnel
throughout the Department of Defense; direct Military
Department and DOSA audit participation; and, when indicated
by changes in workload or .[taffing, arrange for adjustment

in audit participation.

Recommend to ASD(I&L) areas for supply manggement review.
Allocate designated audit reocuarces to mect established
review programs,

Develop audit guldance tol cac. review tovice in colleoboration
wioh ASD(I&L.).

Assign to audit arenci o individual or joint participation

in particular revicws, 4o appropriate, and coordinate such
audit eftfortu.

Obtain from participating audit apencico reporis which oftfer
finding:, evaluations and, whenever pessible, recommendations

with respect to Dob vupply manavement policy,




@ brovidge o ALDUIAL ). YOT EBCL cupnpiy TAnAKEnenT area revieves,
g Sing:e reoort wolch offers finaings, evaruations and, when-
ever possible, recommendation: with respect to Dol sunply

management poilicy.

e Military Depa:.ments and Delense Survly Asgency. The ilitary De-
I ADDLY

partments and DSA shall varticipate in vhe Supply Management

Review Program, as follows:

1, Coilaborate wic ASD(Comp) in establishing arrigements for
audit personnei of the Military Departmeuts and DSA to assist
in the Supply Management Review Preogram within existing re=-
sources ; undertake such review work; and report results,

2. Ertatiich and desipnate a point of contact and coordination
within 'he supply menagement stat't of each Military Depariment
and DJA (o be re.ponsible for communicetion and collaboration
with ACD{I%) on =L °h matters as problem arees identification,
selection and priorities; guidance for conduct of reviews;
ard par.icipation in reviews, on 8 selected case tacis, by
Deparvimental and Agcency odprly management personnel,

BEPECTIVE DALE AUD IMPCERRITTAL IO

e

Gl Divective 0 eftective dnwerdiatesy,  three (3) copies of each
implement iy docwaent ohall te torwarded to the Ascistant Jecretary ol

Detenve (lnctaliatione and Jogictics) within sixty (00) days.



