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Reai Admiral A. A. Giordano
Co_'.an.ier, Naval Supply Systems Command OTI

m Subject: The Aviation Supply office Continues E.y.'U C i
To Have Problems With the Accuracy t n
of Its Requirements Determinations MAR 2 9 1982
(PLRD-82-26)

Dear Admiral Giordano: A
We have completed our review of Navy reauirements determinations

for aeronautical spares and repair parts at the Aviation Supply
cffice (ASO) in Philadelphia, ?ennsvlvania-. n4a reort _discusses
AS2 s o-obems in accuratelv ieter-inlr.= arts r-cZre:-,ents.

We a!so reviewed t'ie Navv's techniques for forecastinc leadtimes
and demands. The "avy has used some innovative techniques to iden-
tify data trends and to rorecast leadtime and .emands. We believe
these techniaues may be adaptable to other Department of Defense
requirements determination systems. Our views, conclusions, and
recom:mendations on this matter have been presented in a senarate
report to the Secretary of Defense entitled "The Services Should
-nrorove Their Processes For Determininc Recuirements For Supplies
Ani Snare Darts" (PLRD-82-12, Nov. 30, 10S1V.

BACKGROUND

ASO proies logistics support for :0bou- 4,490 on_-ainc N;avy
an.. .-.frin air :raft valued at more than --. biii-n. • . ses the
":a'.v's *.*ni orm inventory Control Point comn..;ter =rogr-.m o manace
a.-bou- 280,300 items with an inventory valued at $4.5 billion. ASO
annually prgcures over $I billion in spare parts and assemblies and
employs over 2,400 people, including about 380 inventory managers,
to carry out its inventory manacenent functions.

__ We randomly selected 100 ite-.s rrom. a :niverse of 2,611
r-narable and consumable items ,- . fr ;-:'ase as of

O *'ay 4, 1980, and tested the c,:u-ay of t.ie .ata ele;'ents use,5 in
c. -ietermining these requirements. *sina the results of our review

9f the sample items, we develned )rt.cti.ons at a 9E-oercent
UJ confdence level.
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2f tze !IIL randomly selected i:e-s, we revieed 50

sp c rtin o entation to 3rsess the valilitv n reasa e.
of tne requirem.ents 3etermnna:1ons. Si-:lar re.oras were -:--

available for _he remaining 50; therefore, we could not ver::v
these comrputations. We did, however, obtain comments from 2nven-

tory managers and other officials on changes made to requirements
co'poutations and on the disoosition of recommended actions -for
these items.

We also reviewed Defense, Navy, and ASO directives and in-

structions and studies made by the Defense Audit Service and the
Naval Audit Service. Upon conclusion of the review, we discussed
the results with ASO officials and incorporated their coLments in
the reoort as appropriate.

S32. MARY OF RESULTS

ASO continues to have major problems with the accuracy of
its reauirements determinations. Its automated reauirelents
system contains vast amounts of invalid data, which has caused re-
quirements to be significantly overstated. As a result, extensive
manual adiustments are n'!eded before data can be usec for 'eter-
nining what items and how many to buy. For example, the automated
reiuirements system conopted buy requirenents during the May 4,
?90, cycle totaling S495 million. Hzwever, after manual adjust-

ments, the inventory managers reduced the buy reouirements to S26
million--a S469 million reduction.

.hile we did not find sinificant discrepancies in the adjust-
ments made by inventory manacers, we .id identify the prinary
reasons for the poor quality of system-generated data. sasically,
the invalid system "ata resulted because

-- available assets were not reported to ASO in a
timely manner,

-- the data base for certain items was fragmented,

-a-_Tass to files fo-r innuttinz recuirements 4_=i
not :ontroled,

-- inventory "anaaers' data chances were not reviewed,

--coorlination among various ASO divisions was lackinq,

-- uo~ating of due-in files was not timelv, and

-- inventorv mr.nagers did not review recomenec 1
?rocurement actions in a timely manner.
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Al irizna__, ecause o: the amount o4 inaccurate data the
re~:rements system, we viestion th--- i t bucI: ,
s :ased on th.is data. The above areas are is:ssed in 4et:at_.
in the enclosure.

Since 1975, GAO, the Defense Audit Service, and the Naval
Audit Service have reported similar types of deficiencies in the
Navy's requirements system. Because the Navy has taken or has
planned actions to correct some of these deficiencies and to
imorove the quality of its file data, we are not making recom-
mendations now. However, we plan to monitor the Navy's efforts
to improve the credibility of its requirements determination
system.

We appreciate the cooperation shown to our staff by ASO
officials and would like to receive your comments on the matters
discussed in this report. Copies of the report are being sent to
the Secretary of Defense and the Secretary of the Navy.

Sincerely yours,

-enrv W. Connor
Senior Associate Director
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RmASc S FD :NVALIr' F fsTKm

RE2ULEME= P DTERINATyD; AT ____

.ILABLE ASSETS NOT PEPORTED
T. ASC' IN A TIMELY MANNER

Untimely reporting of assets by field activities is a
significant factor in the overstatement of requirements and con-
tinues to be a supply discipline and accountability problem at
ASO. Because of this, the item manager's visibility of system
assets is imnaired and manacers must rely heavily on manual records
when determining requirements.

Numerous reporting activities provide asset information to ASO
at 4ifferent time intervals. For exanole, 35 supply activities
report transactions and onhand assets daily. However, about 100
field reporting activities report asset balances quarterly.
Therefore, data could be as much as 90 days old when used in re-
auirements computations.

Tn addition, asset data on items in the Closed Loon Aero-
naut cal Manaoement Procram (CLAMP), a seoarately manaaed crouram
for about 13,500 expensive and high volume, mission-critical
reparable items, is reported to ASC at varying times--ranging from
•eely to monthly. ASO updates its master data files with this
data, and, in turn, uses it to determine requirements.

Inventory manacers frequently made chances to the requirements
computations because the reported data was outdated or inaccurate.
-he manacers made the most chanaes to CLAMP items in order to

c :-7ensate for the outdated or inaccurate data.

The manazers are required to recompute all CLA: P requirements
the "total approach method." Under this method, inventory

managers manually develop a history and reconciliation on each
item, considerina such factors as how many items were initially
~s'e', how many were subseiuently houcht, and how many 'ave left

s'-at (I o_ ses, , etc. We found that imventorv

-7. 7ers rejected 21 of the 22 recom:en.ed buys for CLAMP items
e se of errors in asset !%ta. wh-en nrojected to the universe

of s a:nple items, we estimated that ieleted CLAMP buys amounted to
512-t million.

ASO stock control officials acknowledcei that the untimely
enorting of available assets seriously affected the fuacy of
_e 4ata files. They said many of the issets errors w re Ca.Is3d
by the multiple CLAMP reporting systems.



nilrecently, CLAMP items were 7anageA outside of the
normal Uniform inventory Control Point (UJIC?) system. Bs.a4

tneCLAP sste wa anoff-line system and used a mix of manua!
and automated techniques for processi.ng requisitions and for re-
porting essential data from fiell activities to A.SO. No central
tiata base was established for CLAMP and various segments of the
data base were maintained by a contractor, Navy wholesale storage
sites, and ASO. To update its master ata files, ASO mechanically
created asset and demand transactions and backorders with the
i nformation it received. CLAMP's fraacented data base and cumber- -

some and untimely up~date methods resu ;ted in data omissions an4
Aduylications. Furthermo)re, these data errors profoundly affected
the budgeting for and procurement of materials.

A SO recoanized that the reporting systems were causing gross
4naccuracies in its financial, stratif ication, and budget data sub-
missions. Additionally, ASO was concerned with it4. biivt

reconcile backorlers for CLAMP items, which it believed resuilted
in unnlerstated b-udcets.

In Lzril 1990, ASO imol_ mented the 'Uniform CLVI ('U-CL1.M))
svstern wnich was desianed to overcome t'ne srnortc,--i-ngs of CLAMP,4
and to orovid:e a sincle point of entry for transactions. This
sx'stem allowed ASO to uoDate its files on a transaction-by-
transartion basis. Hoever, 1 vear after implementation of

U-CLM?,ASOCcontinued to '.ave sion1:-fiant oroblems with the
reliability of its data. Inventorv m.anazcers distrusted the d ata
receive! from the U-CLAM? system an_- relied 'he-avily on manual
record;s and other external c-ata sources.

7't the time of our review, ASO officials believed --hat the
asset data was not fully reliable but that its accuracy had i-1-
oroved somewhat. officials attributed many of the data problems
to the U_-CLAMP transaction reporting system. To rectify the

7n.e, the -avv s Fleet .. ateriel S~aport -Office is 7,azinc:
::r'i~ r~c.~am hances to the U-CL A'M? system. 7-adtin S

~uldcD7nolete inventories at its field reportinq
it iv ~i ? 5.

Secause of these ongoing changes, we dlid not evaluate the
ef-fectiveness of the T'-CL,;M? systeM. in our coi nion, however,

:h:e canges sho,:ull heln alleviate -~r'of the nr:)blens currently'



-NC LOS" E ENCLZ?ER

TC' F .L .INPUTTIN.G

R*I7-"Ts DATA IS NOT CDNTR'OLLE:

LSC does not sufficientiv contro a--a inrpu: to its file-.
FiLe changes may be made at any time to program data, onhand an-
due-in assets, demand data, planned allowances, etc. Inventory,
budget, procurement, retail operations, system development, ant
other ASO personnel have uncontrolled access to the data files and
make numerous data changes that are neither centrally processed
nor centrally validated. Statistics developed by the quality
assurance section and the internal review branch for a recent 4-
to 6-week oeriod showed that about 5,000 direct terminal inputs
and about 18,000 file chanaes were ,.ade throuoh inout documents.

Our review showed that invalid chances have resulted in
inaccurate requirements and overstated procurements. The recon-
mensed buys for six items, 1/ initially in our selected samole,
totaled SISO million, but the item manager deleted the reco-Lmen~ed
buys because of obvious invalid file changes. To illustrate, one
item had a recornrended procurement of 3,618 units with a S21
.T, ii~in va'ue. The inventory manager deleted the recommenied buy

fr the item beca.!se its program relationship code was invalid.
$_co. not .,deternine who .as resoonsible for iscodino the item.

7- sa-,e iten - been reviewed in detail 6 wee'--S nreviously and
-znd to -e accurately recorded with no procurement necessary.

..S? of-ficials noted that uncontrolled access to the files
Siznifizantly affected file data ouality and agreed that effective
..... rc_ were needed. They stated that the Fleet ",aterie_ S-,nnort
~ffi~e has been requested to m.ake chances to the UT!p sys-em to
re-ict access to data files.

_.> :NTC _r .AAGER

CB1:.GES NOT REVIEWED

All data changes made by inventory managers on recommended
buys were supposed to be recorded on control documents and sent
to a control =rouD in the suoov.= control diviion. .owever, be fre
e 19%0 the control croup did not review the documents.
'urther-re, co'muter listinas of all data chances entered into

the file 4ere not analyzed to monitor the change actions and to
identify the sources of invalid data. kSO officials told us that
as of December 1980, the control aroup was to review inventory
.anscers' changes to recommended buys and enter them into the data
files.

!/These six .tem.s were el eted from the sad-7le universe tecause

the -eco" mus Were ..tV .. and .)uld istort any nrc-
,_co ...... were .tv 4 3



ECS-RE ___isaEN CLD

r -q ,;r-ment that cannot be exactly predicted by the UICP forecastin7
technique. As of January 1981, ASO's master data file contained
over 300,000 nlanned program requirements valued at $4.2 billion,
of which S1.2 billion were funded.

inventory managers rejected pl~anned program requirements on
several of our sample items because the requirenents duplicated
nrev iously negotiated allowances established f'or initial outfittinqs
at oneratina sites. On the basis of our analysis, we estimated

thtASO's master data file contained- S1.7 million of invalid

- a~ed- proaram requirements.

The duplicate planned proaram re--uire;7ents resulted primarily
because of the lack of coorlination amonc the iivisions involved
in -aking changes to the flying hour program. Flying hour data
received fromn the Chief of Naval Ooerations were input :n-to the
recut,-rements svsteris and new reauirements were a-atomatically com-
o~uted- and orocessed without first determinina if a ;thc'rizad! ai'ow-
an~es h-ad alrea-4v > an stablished at the operatr-nc sites. ASO
officials said thtnew -oroceiures are beingdvomz tc assuIre
hatauthorize-; allowances are consi'lered before naCw z'lanne
prqa'- requirements are establishe,5.

:,nother nlanned or~aram reiuirer-ent pr:orl'em involv--s th e
pro cessaina of ince-ent-Al iricrea ses inor-ram-e4 fivinc -OLurs. Te
UICP systen consia-ered the flin rn-cr eases as new rc:e
ments for the onerating -ites iJ.st-eai :f as d.utinsto cu~rrent
reauirements, and as a resul t, c.. annec4 nr:ccram reozurements .,ere
:o%'erstated. LAS;- officia:ls -echiize- tnsroblem-7 as earl%, as
lnoril 1977 and requested its systen -4exelon-ment di4vision to make
a program adjust-ient to correct the oroblem. 11ooAever, as of June

191the system development divisionhanotkeacino

p cor-rect thisc deficiency. A livision official to:,!- us '-- would
- =c ss Ithe 77atter with- mat..'erial -bu- :e-, civision rersc--el an!

C~l'- trochon the- rs2-..est-ed croirarm cnzae.

71 TNlC OF f'UE-lN FILES

Thie asset 4uc-in fi e o:ontai1s - . curate -"ata he.a-.se a
b~~ '~ex'stsc rar -:-stinc-.he5-to. as of thle

,-.4-::;nts a.e ovrtte yacr-' %, -- r s~ -1.n t. 'For x-oe
-~'~trvmn.A:ers ~onit-at -u' --i : for s -en'i-i~ms in our

n' ? e -ee -i n i e r s t-t e,!b ver .77." t -oc, th e
3s f items in the 4 ''cce,- .ine that

.4
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ASO officials tolc! us that: nnstinas tco the file- f fi
n~ew contract quantities aenerallv o:ccur C to 14- -A=vc

ncue-'ntis au-tnorized, and th'at: vost:inns =Dr :rse
-7act :,uant-it,.es car, require even more t-ime because cz aelays,
proce ssinq contract amenaments, and certifyving the availability of
funds. B~ecause due-in quantities are not considered in the auto- 4
mated system until posted, inventory manaqers record these actions
on their manually maintained procurementhitrcadanus

this data when reviewing recommended procurements. Consequently,
manual records are current, but the automated records are not.
For example, a recom-mended buy of 139 coupling assemblies for
S26,946 was leleted primarily because the inventory manacers'
record showed 119 units due-in which 'had not been posted to the
autonaved file.

ASO officials said that the accuracy of the due-in File has
"---en a longstanding problem. They told us that ASO recently (1)
acouired new data entry equipment which allows direct entry onto
tape from source documents and (2) established a central entry
control unit to make all changes to the due-in file. The offi-
cis believe that these actions will irinrove the timeliness and
accuracy of chanres to thie due-in file.

-:XEN;TO:RY MANAG:ERS DO NOT
REVI EW RECOCMENDED PROCUREMENT
ACTIONS IN A T:IMELY MA:NNER

MIany comuter-reconmendie3 prDc-orements are autzmnatically
canceled ",ecause inventory 7manacers io no-t review t'-ese actions
within tbe 25-day zoeriod required -,v the 2ICP system. For examole,
2' of our 100 samole recom-men-ded bux's were canceled for this reason
ann we estimate that $153 million of the M-ay 4, 1980,rcoend

r' were autoriatically cance ed without review.

Inventory managers said that they were unable to review all
recommended buys because of their heavy workload and because of
-elays in obtaining validating infor-nation from oth-er ;ASO

0"o's. Acc-)rdinz to the anazers, t--ey screen the re lnen~e
=.s n4 ro et rate on those items that 'rave t he creatast_ pro-
~~~-en nteta! and 'or which sufficient funiino is av~i' ab 1e .

!tems not reviewed by the inventory manaaers are lonaed in
by a control group in the stock control division, but the inventory
-,;nan.ers are not required to justify reasons for not reviewing
t.en. .11S1 stock control officil sadta poeu=swud

t~-Iih-? ;herb"the livis-ions control crouo would mo2nitor
overriue actions and obtiin iustification for Iela,,s in review%,ing
system buy recornnenlati~nns.



ENCLOSURE EN -L2SU-

~~I ~~~T Q:Sr:N" APLE

.ne vast amount of inacc-4ra-_e data in- the requirements sys--.e.
raises serious questions about the accuracv and validity of the
repair 'arts budget submission which is based on this data.

Budoet submissions are based on semi-annual stratifications
of proiected requirements for material needed 18 months in the
future. For example, the fiscal year 1982 budget submrission was
based on the March 1980 asset stratification. ASO's stratifica-
tion oroaram manipulates file data an! cc:nputes re '-irements
levels and arranges them in a oriority seuence. The stratifica-

-_o. program applies assets to these require-ients levels. If the
assets are not sufficient to meet the reauirements, zne oroaram
i-entifies the needed items to meet the reauire.er.ts level. The
total dollar value of the stock deficits then becomes the basis
for the initial budget preparation.

Much of the data generated by the stratification program goes
thrc-u'h a validation or scrubbina process. Selected items account-
inc :or Most of the total dollar value of projected procurements
are :-eviaWed bv invernzory managers for accuracy of t e 'ciirements
cDmnu.ations. Necessary adiuhst- er.ts are then made to the strati-
-ication ficures and ,ata corrections are made through a central
en-ry ooint. A Navy Headauarters' team reviews the stratification
.ata before submitting it to ASC's budet division, which 7.ay make
adIitional adjustments before sending the budget submission to Navv
:ea~ciuarters.

ASO found numerous data errcrs and made huce iollar reductions
to the stratification data. For example, the March l9S initial
stratification showed a budaet requirement of 'i.wion. How-

_ver, the inventory, manacers' review iden1t , 1O errors ana
re:-uced the requirement by $10.3 billion. The bui-iet 9ivision also
:made an additional $58.5 million adjustment for unfunded/unauthor-
ize,4 -4a-a not ourced from the -,arch 1930 str.ti.iation total. The
-rzss inaccuracies were primarilv in tnhe _'-'-. r - .':z system.

review of the ",&rch 1980 budget data ,as ,;:,te ecause
AS.3 >aked supporting records. We attempted to 5etermine whether
thle 5ata chances made by the inventory :aanacers to the recormnenied
bu's in our sample were also made to the final March s-tratification
refore submission to the budget division.-S -S officia s said that
the stratification data tape, which su~morts the fiscal vear 1-S2
">u,.7et, was erased before our review. , nti v, ,e u , nct
vali ate tese changes.
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