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DEFENSE-WIDE WORKING CAPITAL FUND
FY 2003 BUDGET ESTIMATES

DEFENSE-WIDE SUMMARY

Defense Agencies will operate nine activity groups within the Defense-Wide Working
Capital Fund during FY 2002. The Defense Logistics Agency (DLA) will operate four activity
groups; the Defense Finance and Accounting Service (DFAS) and the Defense Information
Systems Agency (DISA) will each operate two; and the Defense Security Service (DSS) will
operate one.

DFAS was formed in January 1991 from the Military Services finance and accounting
functions to improve financial accounting support to DoD-wide activities and to reduce costs by
adapting standard policies, procedures, forms, data, and systems; streamlining and consolidating
operations; and eliminating redundancies.

DISA was reorganized in 1991 from the former Defense Communications Agency. Its
responsibilities include obtaining common telecommunication and information services for
command and control and providing assistance in other communication support to meet
customer needs.

DLA, formed in the early 1960s, operates the Distribution Depot, Reutilization and
Marketing, Supply Management, and Document Automation and Production Service activity
groups. Distribution Depots receive, store, and ship inventory. Reutilization and Marketing
functions include the reutilization of excess and surplus property and the donation, sale, or
disposal of surplus DoD personal property. Supply Management conducts the procurement,
inventory management, and technical operations functions for consumable defense inventory.
The Document Automation and Production Service provides printing services to customers.

DSS, formerly known as the Defense Investigative Service, was formed in 1972. The
mission of DSS is to administer the Personnel Security Investigations (PSI) program and the
National Industrial Security Program (NISP) for the Department. The mission of the PSI
program is to conduct background investigations on individuals assigned to or affiliated with the
Defense Department. The purpose of the NISP program is to ensure that private industry, while
performing government contracts, properly safeguards classified information in its possession.

Appropriation Request:

Budgeting and Managing for Results: Full Funding of Retiree Costs: To improve the
accounting for and make the cost of government programs more visible to the American people,
the Administration is proposing to align the full annual budgetary costs of resources used by
programs with the budget accounts that fund the programs. To that end, the budget includes a
request for a direct appropriation of $206.9 million for the Working Capital Fund to fund the full
accruing cost of the Civil Service Retirement System and retiree health benefits for civilian
employees in the Federal Employee Health Benefit Program. Beginning with the FY 2004




Budget, these costs will be build-into the rates charged to Working Capital Fund customers.
This proposal does not increase the total costs to the Federal government, since these costs were
previously funded from OPM accounts.

By activity group, the requested funding is as follows in millions of dollars:

DLA Supply Management 62.970
DLA Distribution Depots 36.870
Defense Reutilization & Marketing Service 7.640
Document Automation and Production Service 6.105
Defense Finance and Accounting Service 62.699
Defense Information Service Agency 16.189
Defense Security Service 14.406

Total 206.879



ACTIVITY GROUP ANALYSIS
DEFENSE-WIDE WORKING CAPITAL FUND - TOTAL
SOURCE OF NEW ORDERS AND REVENUE
FY 2003 BUDGET ESTIMATES
(Dollars in Millions)

FY 2001 FY 2002 FY 2003

. New Orders:
a. Orders from DoD Components
Army 4,284.2 4,411.6 4,344.8
Navy 5,260.7 5,405.2 5,199.6
Air Force 6,172.2 6,523.8 6,100.5
Marine Corps 563.1 604.1 613.7
Other 1,967.0 1,549.9 1,705.6

b. Orders from Other Fund Activity Group: 2,443.1 2,663.4 2,825.5
c. Total DoD 20,690.3 21,158.0 20,789.7

d. Other Orders:

Other Federal Agencies 618.5 699.8 699.5
Trust Fund 0.0 0.0 0.0
Exchange Activities 0.0 0.0 0.0
Non Federal Agencies 312.7 265.9 288.8
Foreign Military Sales 815.0 826.2 862.9
. Carry-In Orders 1,592.9 1,631.7 1,608.1
. Total Gross Orders 24,029.4 24,581.6 24,249.0
. Funded Carry Over 1,643.2 1,582.3 1,555.5
. DRMS Sales Proceeds 53.9 53.1 47.8
. Total Gross Sales 22,4401 23,0524 22,741.3

EXHIBIT FUND-11



DEFENSE-WIDE WORKING CAPITAL FUND
SUMMARY
FY 2003 BUDGET ESTIMATES
REVENUE AND EXPENSES
(Dollars in Millions)

Revenue:
Gross Sales
Operations
Capital Surcharge
Depreciation excluding Major Construction
Major Construction Depreciation
ADPE & Telecommunications Equipment
Other Income
Refunds/Discounts (-)
Total Income

Expenses:

Cost of Materiel Sold from Inventory
Materiel-Related
Salaries and Wages:

Military Personnel Compensation & Benefits

Civilian Personnel Compensation & Benefits
Travel & Transportation of Personnel
Materials & Supplies (For Internal Oper)
Equipment
Other Purchases from Revolving Funds
Transportation of Things
Major Maintenance & Repair
Depreciation - Capital
Printing & Reproduction
Advisory and Assistance Services
Rent, Communication, Utilities, & Misc.
Other Purchased Services

Total Expenses

Operating Result
Less Capital Surcharge Reservation
Plus Passthroughs or Other Approp Affecting NOR
Other Adjustments Affecting NOR
Net Operating Result (NOR)
Prior Year Adjustments
Other Changes Affecting AOR
Prior Year AOR

Accumulated Operating Result (AOR)
Non-Recoverable Adjustments Impacting AOR

Accumulated Operating Results for Budget Purposes

FY2001 FY2002  FY 2003
17,5150 18,1525  18,588.8
17,702  17,854.0  18,042.1

48.1 0.0 255.9
296.7 298.5 290.8
0.0 0.0 0.0

0.0 0.0 0.0
410.8 448.8 4717
(200.4) (202.0) (205.2)
17,725.4  18,399.3  18,855.3
8,609.4 9,124.7 9,318.5
0.0 0.0 0.0
83.9 82.5 80.2
2,460.7 2,716.1 2,903.4
67.4 79.5 78.1
247.0 291.4 302.7
314 36.5 33.4
1,288.1 1,193.8 1,226.0
622.2 616.5 614.5
0.0 0.0 0.0
290.9 3124 305.6
196.9 214.9 218.2
103.9 103.7 129.4

1,498.8 1,298.6 1,365.1

1,987.5 2,340.4 2,262.7
17,4881  18,411.0  18,837.8

237.3 (11.7) 17.5
(48.0) 0.0 (255.9)
0.0 0.0 0.0
4.2 (7.6) 78.6
193.5 (19.3) (159.8)
7.3 0.0 0.0
165.5 0.5 (70.7)
(98.9) 267.6 248.8
267.4 248.8 18.3
0.0 0.0 0.0
267.4 248.8 18.3

EXHIBIT FUND-14



DEFENSE- W DE WORKI NG CAPI TAL FUND
FY 2003 BUDGET SUBM SSI ON
OVERVI EW

DEFENSE LOG STI CS AGENCY

The Defense Logistics Agency (DLA) is a Conbat Support Agency
responsi ble for providing the Mlitary Services with a broad range
of logistics support. Responsibilities include the acquisition
storage, and distribution of nost of the Departnent of Defense’s
(DoD) spare parts and other consumeble itens, reutilization and
marketing of excess mlitary property, docunent automation
services, and operation of the Defense National Stockpile. DLA
directly contri butes to the warfighting r eadi ness and
sustainability of US. forces, literally “around the clock - around
t he worl d”.

Most of these responsibilities are carried out by activity groups
operating within the Defense-Wde Wrking Capital Fund. The DLA
portion of the Fund consists of the following four activity groups:

- Supply Managenent

- Distribution Depots

- Reutilization and Marketing

- Docunent Automation and Production Service

This subm ssion reflects DLA's continued conmtnent to execute our
DLA 21 goals and inplementation of the DLA Strategic Plan through
aggressi ve use of business process reengi neering, conpetitive and
strategic sourcing, acquisition reform and use of energing
technology to reduce infrastructure costs while sustaining
readi ness support to the warfighter. Specifically, this subm ssion
i ncl udes:

¢ DLA Performance Contract goals and netrics for all major
DLA Activity G oups

¢ Supply Custoner Price Change (CPC) of 3.5 percent in
FY 2003

¢ Inmplenmentation of Net Landed Cost pricing structure for
processing workload in the Distribution Depots Activity
G oup

¢ A new pricing structure, Transaction Activity Billings
(TAB)for the Defense Reutilization and Marketing Service is
used for Service Level Billing (SLB).



¢ $176.1 million in our capital budget to fund the FY 2003
m | estones of the Business Systens Modernization (BSM
initiative

¢ Full-tinme equivalent reductions of 9 percent since the
begi nni ng of FY 2000 through FY 2003

Detail ed highlights by activity group foll ow

Supply Management Activity Group

The DLA Supply Managenent Activity Goup incorporates those
activities, prograns and costs related to material nanagenent.
Costs include operations (salaries and expenses), material (itens
sold to the mlitary services) and capital investnents (purchase of
equi pnent , software  devel opnent and m nor construction).
Approximately twenty mllion requisitions are received annually
fromthe mlitary services and other federal agencies for the four
mllion consumabl e itens managed by DLA

The DLA Supply Managenent Activity Goup is broken into whol esal e

and retail Ilevel inventories. Whol esale inventories are
inventories the manager has asset know edge and control over,
regardl ess of funding sources. Retail inventory (or base supply)

provi des equi pnent, nmaterials, supplies and services to |local DLA
activities and authorized tenants. Four Inventory Control Points
(1 CPs) manage DLA' s whol esal e inventories. These |ICPs provide the
warfighter with Fuel, Troop Support (uniformnms, food and nedical),
Ceneral Support (hardware type itens), and Wapons Systens Support.

DLA s retail nmanagenent consists of Base Operating Support (BOS)
and the National Security Agency (NSA). In addition, DLA s Supply
managemnent includes a small nunber of supporting activities, such
as the Defense Logistics Information Service (DLIS) and the Defense
Aut omat ed Addressing Systens Center (DAASC)

In FY 2002, the Defense Energy Support Center will capitalize
Aerospace Mssile Fuels from the Air Force valued at $131.6
million. DLA is reflecting capitalization of this inventory on
inventory exhibits separately from petrol eum

To inprove the accounting for and make the cost of governnent
programnms nore visible to the Amrerican people, the Administration is
proposing to align the full annual budgetary costs of resources
used by prograns with the budget accounts that fund the prograns.
To that end, the budget includes a request for a direct
appropriation of $63.0 mllion for the Wrking Capital Fund Supply
Managenment Activity Goup to fund the full accruing cost of the
Civil Service Retirenment System and retiree health benefits for
civilian enployees in the Federal Enployee Health Benefit Program



Beginning wth the FY 2004 budget, these costs will be built into
the rates charged to Wrking Capital Fund custoners. This proposal
does not increase the total costs to the Federal governnent, since
these costs were previously funded froma central account.

Based upon the DLA's FY 2000 Perfornmance Contract comm tnents, DLA
was tasked to determine how to achieve a weapon system supply
availability goal of 85 percent for each of the MIlitary Services.
Although DLA is already achieving an aggregate weapon system
supply availability of 85 percent, Air Force and Navy support is
bel ow that |evel. Anal ysis has indicated that overall supply
availability is being negatively inpacted by itens related to
avi ation support. To inprove the availability of aviation spare
parts, $500 mllion in appropriated funding is included in the Air
Force and Navy Qperations and Mai ntenance accounts for additional
support beginning in FY 2001 through FY 2004. The appropriated
amounts included are $100 mllion, $147.9 mllion, $133.1 million
and $119 nmllion, respectively, per fiscal year. DLA will procure
$334 mllion in aviation spare parts, $120 mllion in aviation
engi ne spares and $46 mllion to support aviation non-denand itens.
Procurenent actions began in FY 2000.

Def ense Logistics Information Service is resourced through a
Service Level Billing (SLB) to each DoD Supply Managenent Activity
G oup (Arny, Navy, Air Force and DLA). The services provided by
DLIS are Information Managenment (IM, Information Dissem nation
(ID) and Cataloging. 1In FY 2003 the nethod for allocating the SLB
is an equal allocation for IM custoner usage for ID;, and the

nunber of national stock nunbers nanaged for Catal oging. Thi s
method is commonly referred to as the Primary Inventory Contro
Activity (PICA). Costs are increased across budget years to

reflect increased Defense Information Systens Agency costs and a
conversion effort for Catal og Reengi neering and Custoner Rel ations
Managenent .

The Defense Autonated Addressing Systems Center is also financed
via a service level billing, with each Supply Managenent Activity
financing an equal portion of DAASC s costs. DAASC cost increases
are attributable to software maintenance increases, |nformation
Assurance, Core Mapping Sustai nment, and Logi stics Data Gat eway.

Comm tment Authority is the admnistrative reservation of funds for
future obligations. It allows additional obligations on a dollar-
for-dollar basis when custoner orders (denmands) increase, or when
prices, such as fuel prices, rise during the fiscal year. The FY
2002 anpbunt is based on FY 2001 execution plus an additional $2.1
billion in anticipation of support for world events since Septenber
11, 2001. FY 2003 is based on FY 2001 executi on.

On May 10, 2000, the Court of Federal <clains awarded Pride



Conmpanies, L.P. $45.7 mllion because of an unauthorized price
adjustnment clause in Pride’'s contracts providing refined fuel
products from 1987 — 1992. Wth interest, the total paynent was
$61.5 million. Pride was paid in FY 2000. dains arising fromthe
Pri de Conpani es deci sion have been filed; however, none are at the
point to include in this budget estimtes subm ssion. The Pride
case is not expected to be a precedent for future cases.

The Custoner Price Change (CPC) is the average change in price from
one year to the next that the custonmer will encounter for the
average non-energy item DLA s goal is to have a CPC of no greater
than the DoD conposite inflation factor. Changes in custoner price

are driven by factors such as: inflation, basic costs incurred to
procure, store, and ship to the custonmer; and possibly other DoD
deci si ons. The FY 2001 increase was primarily due to the DoD

decision to fully finance the Defense Reutilization and Marketing
Service (DRVS) ($252.7 mllion) solely in the DLA Supply Non-Energy
prices rather than sharing this cost with the Arnmy, Navy, and Air
Force. That decision was revisited and DRVS costs are financed on
a shared cost basis in FY 2002 and FY 2003. The FY 2003 increase
is attributed to a capital surcharge to finance the costs of
Busi ness Systens Moderni zati on.
The Cost Recovery Rate (CRR) or surcharge is the additive anmount to
the price of an item for purchasing and selling supplies to the
cust oner. These costs include operating costs such as
conpensation, benefits, travel, training, depreciation, facilities
mai nt enance, and service charges for shipping and storage,
accounting, catal oging, and disposal. The CRR for FY 2003 is 20.7%
For this subm ssion, several changes have been nmade to the CRR and
are explained in detail in the Supply Activity G oup narrative.

The O fice of Mnagenent and Budget establishes fuel rates with
input from the Departnents of Defense, Energy, Treasury, and
Conmmer ce. The single nost inportant cost factor is the world
petrol eum mar ket price/ product cost. While this product cost is
outside DLA's direct control, several acquisition and materi el
managenent techniques are wused to mtigate rising costs.
Acqui sition techni ques include flexible (seasonal or spot) buying,
dol I ar cost averagi ng, market sensitive ordering, conmercial buying
of bunker fuels, mnimal small and di sadvant aged busi ness prem um
paynents, and the increased use of comrercial specifications.
Materi el managenent techniques include inproved requirenents
forecasting and using refinery production capacity in place of
product to support the MIlitary Services WAr Reserve requirenent.
Additionally, DLA is continually changing its storage and
transportation nethods in search of efficiencies wthout inpeding
petrol eum support effectiveness. The FY 2000 Energency
Suppl emental provided $1,556.2 mllion to cover the cost of
inflation for bulk petroleum purchased by DoD, of which $800
mllion was returned to the Mlitary Services in FY 2001, as



specified by Congress. The FY 2003 fuel standard unit price is net
of $100 mllion provided through direct appropriation in the
Def ense Energency Response Fund.

Activity Group Profile

($ in MIlions)

FY 2001 FY 2002 FY 2003

Cost of Goods Sold $13,179.6 $12, 301. 2 $12,554.0
Net Qperating Results $-963. 1 $863. 9 $-37.6
Accunul at ed Operating

Resul ts $-978. 2 $-114.3 $-151.9
Cvilian End Strength 11, 091 11, 561 11, 629
Mlitary End Strength 370 371 371
Cvilian Full-Tinme

Equi val ent s 10, 746 11, 376 11, 492
Mlitary Wrkyears 370 371 371
Capi tal Budget

Program Aut hority $176.8 $165.0 $268. 8

Distribution Depots Activity Group
The Defense Logistics Agency (DLA) Distribution Depot Activity
G oup is responsible for the global distribution and warehousi ng of

Mlitary Service and DLA line itens. These itens consist of
whol esal e DoD weapon systens parts and other defense related
consunable items to include nedical, clothing, subsistence,
el ectrical, industrial and general supplies. In FY 2001, the

di stribution depots, by l|location and conponent are:

DLA Navy Ar ny Air Force

Col umbus, OH Cherry Point, NC Anni ston, AL Hll, UT

San Joaquin, CA San Di ego, CA Corpus Christi, TX McCl el l an, CA

Ri chnond, VA Jacksonville, FL Red River, TX Gkl ahoma Aty, K
Susquehanna, PA Nor f ol k, VA Tobyhanna, PA Vr ner Robi ns, CGA
Ger mer shei m  Ger many Puget Sound, WA San Antonio, TX

Map Support, Richnond, VA Pear| Harbor, H
Yokosuka, Japan

Mari nes
Al bany, GA
Bar st ow, CA

These depots strategically | ocated throughout the world, received
and issued alnost 23 mllion secondary lines and warehoused and
mai nt ai ned over 225 mllion cubic feet of material. The Defense
Distribution Depot network insures that America’'s war fighters
receive the best value in distribution services by providing
“around the clock - around the world” world-class service for the



| east cost to the taxpayers. Al itens are typically prepared and
shi pped within one day of receiving the shipping order.

Since FY 1998, the Distribution Depot Activity G oup has nmade great
strides in reducing infrastructure, elimnating duplicate
functions, and streamining the way we do business. Exanples of
these efforts include:

* Reengineering DLA's Strategic Distribution Platforns (SDPs)
|ocated at the Defense Distribution Depot San Joaquin
California, and at the Defense Distribution Depot
Susquehanna Pennsyl vania. At both SDPs, the reengineering
efforts involved rewarehousing material from nearby
facilities and elimnating duplicate functions. These
actions resulted in the reduction of nore than 700
enpl oyees and a substantial increase in productivity at the
two sites.

e« Closing the two renmaining Base Realignnent and d osure
(BRAC) depots, Distribution Depot San Antonio, TX, and
Distribution Depot MOellan, CAin July 2001. The closure
of these last two facilities conpleted facility reductions
to the Distribution Activity Goup under existing BRAC
| egi sl ation.

e Conpleting the A-76 conpetition of the first five of
si xteen depots with private industry.

o The first conpetition award announced in Novenber
1999, resulted in the Defense Distribution Depot
Col unmbus, OH retai ning depot operations and nmanagenent
i n house.

o The next two conpetition awards announced January 2000
for the Defense Distribution Depot Barstow, CA (DDBC)
and February 2000 for the Defense Distribution Depot
Warner Robins GA resulted in contracting out the
operations and nmanagenent functions for both depots to
EG&G Logi stics, Inc.

o The last two conpetition awards announced to date were
for the Defense Distribution Depot Jacksonville, FL
during March 2001, and the Defense Distribution Depot
Cherry Point, NC during May 2001. These depots were
contracted out to MANCON of Virginia Beach, VA and
LABAT- Ander son of MLean, VA, respectively.

On January 11, 2002 the Defense Distribution Depot
Ri chnond, VA conpetition resulted in a tentative decision
to retain depot operations and managenent in house.



Three additional conpetitions are pending tentative decisions in FY
2002: Defense Distribution Depot San D ego, CA, Defense
Distribution Depot H I, UT; and Defense D stribution Depot Al bany,
GA. The process follows federal policy for deciding whether to
retain recurring, commercial-like activities within the governnent
or contract themout to a private sector source. The goal of the
program is to reduce costs through the conpetitive process and
t hrough process reengi neering. These conpetitions wll provide
qual ity support and significant cost savings to the war fighters in
the years to cone.

DLA announced conpetition of the seven remaining Continental United
States depots during Cctober 2001. W expect decisions on four of the
depots in FY 2003 and deci sions on the renmaining three depots in FY
2004. W will announce the two final studies of the support functions
at the SDPs at the end of FY 2002.

Estimated cost assunptions/savings for the conpetitions are as
foll ows:

e Study costs estinmated at $4,000 per full-tine equivalent
(FTE);

e« Severance costs for per sonnel reductions and contract
conversions for half of the depots being studied estimted at
$28, 000 per FTE.

e Savings reflect an increase to a net 25%

FTE and |abor savings budgeted include only nost efficient
organi zation (MEO savings. Costs and savings are prorated to the
fiscal year in which they are expected to occur. The entire A-76
process should be conpleted by the end of FY 2005.

The netrics for this activity group are outlined in the Performance
Contract . These netrics include: (1) operating results; (2)
conmpetitions for depots; (3) unit costs for distribution services,
(4) total cost for distribution services; (5) inventory accuracy
for products, (6) location accuracy for products; and (7) custoner
satisfaction index. These netrics establish mninmm perfornmance
targets for this Activity group in order to achieve or exceed
est abl i shed targets.

Consistent with activity based costing techniques, in FY 2002, DLA
i npl emented the Net Landed Cost pricing nechanismat the Distribution
Depots. Net Landed Cost provides our custoners with visibility of
their distribution costs by coomodity, custoner, and transactions so
that they may make nore inforned supply decisions as well as devel op
nore accurate surcharges.



The previous pricing nmethodol ogy did not reflect the varying | evel s of
distribution services rendered. Custoners were not aware of the cost
inmplications of specifying either routine; priority; special
| evel s/value of added services; or cost drivers of the varying
materi el DLA handles. The use of average line item costs did not
reflect the actual |evel of effort expended with respect to individua
items processed. Wthout this |level of detail, precise costs cannot
be determ ned and subsequently used as a nechanism for devel opi ng
conpetitive prices.

As the next step in the process of aligning costs nore accurately, we
have applied our ABC techniques to the cost drivers for the storage
m ssion and have realigned our costs to apply Net Landed Cost to the
Storage m ssion. During FY 2001, we executed an intense programto
correct storage data, specifically item weight and cube. This
initiative neasures the actual size of an itemrather than the space
it occupies in the depot. 1In doing so, there have been sone shifts in
costs between customers. These shifts are a nore accurate reflection
of the true costs of our business processes by appropriate custoner.

To date, overall performance has inproved while costs continue to
decrease. Continuing process efficiencies, steady drops in mssion
wor kl oad and contracting out depot workload have led to significant
reductions to the distribution workforce. Endstrength dropped from
25,372 in FY 1992 to a projected 8,357 in FY 2003, a reduction of
17,015 personnel, or a 67 percent decrease. Reductions to date have
been acconplished mainly through the use of Voluntary Separation
| ncentive Pay (VSIP) and Voluntary Early Retirenment Authority (VERA).
Vari ous Reductions-in-Force (R Fs) conducted during FY 2001 resulted
in 79 separations. To maintain the appropriate bal ance of workforce
to workl oad, additional RIFs will be conducted, as necessary, during
FYs 2002/ 2003.

To inmprove the accounting for and make the cost of governnment
prograns nore visible to the American people, the Admnistration is
proposing to align the full annual budgetary costs of resources
used by prograns with the budget accounts that fund the prograns.
To that end, the budget includes a request for a direct
appropriation of $36.9 nmillion for Distribution to fund the ful
accruing cost of the Gvil Service Retirenment System and retiree
health benefits for civilian enployees in the Federal Enployee
Heal th Benefit Program Beginning with the FY 2004 Budget, these
costs will be built into the rates charged to Wrking Capital Fund
custoners. This proposal does not increase the total costs to the
Federal government, since these costs were previously funded froma
central account.

Since inventory managers began paying for storage in FY 1996
storage volunme at the depots has decreased. The FY 2003 estimte
reflects Net Landed Cost (NLC) for storage based on item cubic



feet. The correction of storage data through a joint Service
effort resulted in nore accurate item cube data. Using NLC, DLA

will bill the custonmer for material (based upon total item cube)
stored in our warehouses. In so doing, we will fully automate a
previously manual process and will bring storage billing into real -
time billing vice billing based on prior period workload. This

visibility allows our custoners, to determne the I|evel of
inventory they want to maintain in DLA storage. W expect a
conti nued decrease in workload in this business area as a result of
continued scrutiny of storage data reports and initiatives to
maxi m ze use of conmercial vendor stocks.

As stated previously, we have applied our ABC techni ques by | ooking
at the cost drivers for storage and have realigned our costs
accordi ngly. Because the workload is decreasing faster than costs,
and because storage charges are built on prior-year workload
averagi ng, we have incorporated Net Landed Cost (cost per item
cube) in FY 2003. Wil e the FY 2003 storage rate to custoners is
over two-thirds higher, conversely the workload is al nost two-
thirds lower. Total costs remain the sane. In addition, we have
added an additional rate, Specialized Storage, for those itens in
controlled facilities, such as hazardous, controlled humdity,
chill vault, freeze and fl ammabl e warehouse facilities.

The last two depots closed under BRAC in FY 2001, left an
infrastructure still in excess of distribution depot requirenents.
To the extent possible, we are continuing to vacate warehouses and
return themto hosts/owners. Only through reduced inventory can we
reduce our fixed costs — infrastructure — and pass these savings to
our custoners. Wth Net Landed Cost for storage, our custoners wll
be provided item cube data at the national stock nunmber |evel by
distribution center, which will help the custoner make better
sour ci ng deci si ons.

Activity Goup Profile

($ in MIlions)

FY 2001 FY 2002 FY 2003

Cost of CGoods Sold - - -
Net Qperating Results $-11.9 $-73.8 $0.5
Accunul at ed Operating

Resul ts $73. 3 $-0.5 $0.0
Cvilian End Strength 8, 989 8, 906 8, 357
Mlitary End Strength 177 178 178
Cvilian Full-Tinme

Equi val ent s 9,052 8, 929 8,430
Mlitary Wrkyears 177 178 178

Capi tal Budget



Program Aut hority $40. 7 $32.1 $51. 3
Reutilization and Marketing Activity Group

The Defense Logistics Agency (DLA) Defense Reutilization and
Mar keting Service (DRM5S) Activity Goup is responsible for the
reuse, or reutilization, of excess and surplus personal property
within the Departnent of Defense (DoD). Itens received by the DLA
Defense Reutilization and Marketing Ofices (DRM3s) neeting
Mlitary Services itemmanager criteria are automatically referred

through front-end screening notices. The Mlitary Services
reutilized approximately $1.4 billion worth of personal property in
FY 2001, resulting in savings to the DoD and the Governnent. |If

property is not reutilized, it can be transferred to other Federal
agenci es. Remaining property becones surplus and is nade avail abl e
for donation to authorized state agencies and charitable
organi zations. The bal ance of property is offered for conpetitive
sale to the public.

The DLA di sposal m ssion includes hazardous property disposition.
In this capacity, DLA handles the vast mgjority of DoD property
governed by the Resource Conservation Recovery Act (RCRA) of 1976,
as anended. Some hazardous material has reutilization and/ or sales
val ue and goes through the sane process as all other DoD property.
However, once it has been screened for potential reutilization or
sal es value, all hazardous waste is directly disposed of through
contracts nmanaged by DLA and funded by the MIlitary Services.

DRVS headquarters, responsible for operational control, is |ocated
in Battle GCreek, M chigan. The operational core of this
organi zation lies wth individual DRM3s |ocated on mlitary
installations throughout the world. DRM>s receive, classify,
segregate, demlitarize, account for and report excess material for
screening, lotting, nerchandising, and sal es.

The organization is at the halfway point in a transformation that
by 2005 will result in an entity little nore than one-third of its
1996 si ze. Throughout this transformation, DRMS is nmaintaining
quality service to its custonmers, but delivering these services
t hrough i nnovative contracts and nore effective use of information
t echnol ogy.

DRVS recogni zes that disposal workload has and probably wll
continue to decline. In response to this workload decline, DRVS
el i mnated over 1,500 FTEs between FY 1997 and FY 2001 and projects
continued reductions of 384 FTEs over the budget period. The
proj ected FTE reduction outpaces the decline in workload due to
initiatives that have resulted in nore strean i ned work processes
and the novenent of commercial type processes to the private
sector. The nunber of line itens received fromFY 1997 through FY



2005 is projected to decrease at an average annual rate of five
percent per year while FTEs are programmed to decrease at an
average annual rate of eight percent per year. This results in an
average annual increase in productivity of seven percent per year.
DRVS al so does not plan to retain the current DRMO infrastructure.

DRVS reduced the nunber of DRMOs in the continental United States
(CONUS) by approximtely one-half in an Infrastructure Reduction
initiative begun in late FY 1997. This was a mmjor task, which
took two years to conpl ete.

DRVS al so conducted an A-76 public/private conpetition on the
| ogi stics stock, store and issue functions at 10 DRMX>s. The first
DRVS A-76 conpetition was conpleted in FY 2000 and resulted in the
conversion to contract of the affected functions. DRVB is
proceeding with a second A-76 conpetition of the warehouse
| ogistics functions at the 61 CONUS DRMOs not yet studied. DLA
i ssued the public announcenment of the A-76 conpetition on Cctober
9, 2001. It will inpact approximtely 400 FTEs.

DRVS has a | ong-range goal of becoming a broker of information

which will result in the nore efficient managenent of property.
Initiatives have been focused on enacting process inprovenents that
will allow DRVS to better achieve this goal. As DRMS transitions
to an organi zation that is nore adept at “noving information and
not property”, DRVSE will be able to centralize its organi zati onal
presence at fewer strategic locations. This will allow DRVS to
perform its mssion wth substantially reduced infrastructure,
| abor and cost.

H storically, DRVS has recovered operating costs with a conbination
of proceeds from the sale of surplus personal property to the
public, reinbursenments fromspecific custoners for work perforned
and a Service Level Billing (SLB) paid by the Mlitary Services and
DLA Supply Managenment Activity Goups. DLA devel oped Transaction
Activity Billing (TAB) to recover mssion costs through a process
t hat provides custonmers (Mlitary Services and DLA) bills based on
actual services and workload for property disposition. Estimated
wor kl oad and cost data are processed through the TAB nodel.
Through this process, DRMS can identify the end user and the
wor ki ng capital fund custoner separately, providing visibility of
t he disposal cost inthe life cycle of the item

By having visibility of the cost for various services that DRMS
provi des, custoners can influence their costs. TAB is a practica

application of Activity Based Costing (ABC) principles to assess
costs and set rates in accordance with the level of effort required

to perform the service. DRVS inplenmented the system and began
testing in FY 2001, and we will use FY 2002 data to validate the
application of the TAB rates and workload estimates. |In FY 2003

the SLB is based on TAB rates and workl oad esti mat es.



DRVS is changi ng processes and investing in technology to enable
decreased reliance on physical infrastructure. As DRMS nakes the
transition from performng disposal with a network of warehouses
and scrapyards to managing information with no novenent of the
property until the final disposition is determned, the cost to
physically turn property in to a DRMO wll increase. The
additional cost of physical turn in versus electronic turn in
(Received in Place) should give DRVMS custoners a financial
incentive to decrease their reliance on the DRMS physical
infrastructure.

In FY 2001, DRMS experienced an NOR gain of $57.1 million. This
gain partially offsets the ACR |oss brought forward from the FY
2000 revenue loss incurred. This loss was the result of an
unsuccessful legislative proposal to allow the transfer of revenue
from the Defense National Stockpile Center to DRVS, in lieu of a
Mlitary Service/ DLA-financed Service Level Billing to finance DRVB
operating costs. During FY 2002, DRVS will bill its custoners at
the SLB amount set in the |ast budget cycle. These SLB anounts
wer e based on TAB workl oad estinmates and recoverabl e costs. For FY
2003, DRMS costs not covered by other revenue (sal es, reinbursable
projects) will be recovered again based on the SLB as determ ned by
TAB costs and workl oad esti nmates.

Activity Goup Profile

($in MIllions)

FY 2001 FY 2002 FY 2003

Cost of Goods Sol d $338.1 $332.6 $314. 4
Net Operating Results $57.1 $58. 2 $51.5
Accunul at ed Operating

Resul ts $-109.7 $-51.5 $0.0
Civilian End Strength 1, 932 1,776 1, 630
Mlitary End Strength 9 9 9
Cvilian Full-Tinme

Equi val ent s 2,088 1, 855 1,704
Mlitary Wrkyears 9 9 9
Capi tal Budget

Program Aut hority $6. 3 $12.8 $8.1

Document Automation and Production Service Activity Group

The Document Automation and Production Service (DAPS) is responsible for the
DoD printing, duplicating, and document automation programs. This responsibility
encompasses the full range of automated printing services to include: conversion,
electronic storage and output, and the distribution of hard copy and digital
information. DAPS provides time sensitive, competitively priced, high quality



products and services that are produced either in-house or procured through the
Government Printing Office (GPO).

DAPS manages this worldw de mssion through a custoner service
network conprised of a Headquarters |ocated at Mechanicsburg,
Pennsyl vania, 80 major field |locations and 185 smaller docunent
automation facilities.

DAPS continues to nake every effort to streanline its operations
and nake process inprovenents to reduce costs. Since becom ng the
Departnment’s manager for printing and duplication in 1992, DAPS
cl osed or consolidated approximately 200 printing facilities

A recent process inprovenent, involves the use of the DAPS
"merchant status". This allows DAPS to accept International
Mer chant Purchase Authorization Cards (I MPAC) fromall custoners.
Use of the | MPAC card reduces a custoner’s adm nistrative and DFAS
costs. During FY 2001, over $129 mllion in products and services
wer e purchased using | MPAC cards.

In addition to streamining operations, DAPS has increased its
customer base. In March 2001, U S. Arny Printing Facilities in the
Republic of Korea transferred to DAPS. DAPS provides its
traditional services as well as nobilization support for the Arny.
The Arny was projected to have annual operating savings in FY 2001
of $70 thousand and $120 thousand in both FY 2002 and FY 2003.

In FY 2001 DAPS established a nenorandum of agreenment (MOA) with
the departnent of the Navy, to act as the issuing agent for the
Smart / Common Access Card Program DAPS will provide this service
for afloat and ashore units to include Active Duty, Selected
Service Reservists, and G vilians. DAPS received initial funding of
$0.6 mllion fromthe Departnent of the Navy.

DAPS signed an MOA with the National Institute of Health (NIH) to
provide digital print docunent conversion services for N H grant

applications. Inplenentation is in two phases, phase 1 began in
March 2001, and the second phase will begin in March of 2002. Wen
fully inplemented, DAPS will receive additional annual revenue in

excess of $2.5 mllion. DAPS received revenue of $0.6 mllion in FY
2001. DAPS anticipates receiving $1.9 nmillion in FY 2002 and after
full inmplementation, $2.5 million in FY 2003.

DAPS wi || provide an Enterprise Docunent Managenent Systemto the
Defense Distribution Center (DDC). The project will support 21 DDC
centers. The system assists custoners in records requirenents,
i ncluding conversion to digital format, data storage, and data
access. The system wll inprove docunent retrieval, automate
i ndexi ng for shipping and receiving and provides a single digital



format, and central database. | mpl ementation will begin in FY
2002.

DAPS did not achieve its unit cost goal due to the reduction in
wor kl oad. “Hard copy” pages fell 13 percent from FY 2000 t hrough
FY 2001. The hard copy pages are one of the largest unit cost
drivers for DAPS. There was an increase in docunent electronic
conversion however this type of workload is nore costly than hard
copy. Wiile electronic conversion may be nore costly for DAPS in
the short term there will be long termcost savings for DoD. DAPS
wor kl oad reflects the transition of the Departnment from “hard copy”
to digital docunents. The nunber of pages converted to digital by
DAPS in FY 2001 increased by 32.7 percent or 20 mllion pages from
FY 2000 to a total of 61.3 mllion. This trend is expected to
continue through the budget year resulting in a decrease in total
units and increase in unit cost.

DAPS finished FY 2001 with a positive NOR of $0.3 nmillion against a
goal of $23.1 mllion. This shortfall is due to |ower than planned
wor kl oad and ultimately |ower revenue. O her appropriations
affecting NOR, $0.2 million, was due to the Department receiving
congressional funding for increased utility costs. A series of
accounting adjustnments to reverse outstanding and invalid accounts
payable resulted in a prior year AOR adjustnent of $7.3 mllion.
The NOR for FY 2002 is $5.6 mllion and for FY 2003, it is $10.1
mllion. Qher Appropriations affecting NOR $6.1 mllion, is the
result of full funding of retiree costs.

To inprove the accounting for and make the cost of governnent
progranms nore visible to the Amrerican people, the Administration is
proposing to align the full annual budgetary costs of resources
used by prograns with the budget accounts that fund the prograns.
To that end, the budget includes a request for a direct
appropriation of $6.1 mllion for DAPS to fund the full accruing
cost of the Cvil Service Retirenment System and retiree health
benefits for civilian enployees in the Federal Enployee Health
Benefit Program Beginning with the FY 2004 budget, these costs
will be built into the rates charged to Wrking Capital Fund
custoners. This proposal does not increase the total costs to the
Federal government, since these costs were previously funded froma
central account.

DAPS continues to right size its workforce to reflect changes in
wor kl oad and facility consolidations. This subm ssion reflects
full-tinme equival ent reductions of 9 percent in FY 2001, 6 percent
in FY 2002, and 6 percent in FY 2003. These full-time equival ent
reductions will continue in an effort to align the workforce with
wor k| oad.



Activity Group Profile

Cost of Goods Sold

Net Operating Results

Accunul at ed Operating
Resul ts

Cvilian End Strength

Mlitary End Strength

Cvilian Full-Tinme
Equi val ent s

Mlitary Wrkyears

Capi tal Budget
Program Aut hority

($in MIlions)

FY 2001

$389. 9

$0.5
$-21.8
1, 438
0

1, 469
0

$4.7

FY 2002

$394. 4

$5. 6
$-16.2
1, 300
0

1,374
0

$9.2

FY 2003

$406. 3

$16. 2
1, 229
1, 289

$11. 3






