III. DWCF Planning, Programming and Budgeting

This section provides a very brief overview of the Planning, Programming, and Budgeting System (PPBS) as it pertains to the DWCF business areas. This is not intended to be a tutorial on the PPBS, but it provides a baseline for discussing how DWCF is treated in the PPBS process. It continues with a discussion of operating concepts that are of particular concern for customers as well as DWCF business areas.

In order for the DWCF financial structure to work as intended, customers must be provided financial resources that they can use to purchase goods and services from DWCF business area providers. The providers must, in anticipation of or actual receipt of funded customer orders, have the authority to incur the costs required to produce, or otherwise provide, goods and services to the customer. The means by which customers justify and obtain resources, and business areas justify and obtain the authority to incur costs, is through the Planning, Programming, and Budgeting System (PPBS).

Planning, Programming and Budgeting

The PPBS is the DoD management system employed to establish and maintain capabilities to accomplish roles and missions and ensure there is a balance between customer requirements and provider capabilities.

Planning

The first phase, Planning, considers the threat to national security and develops a strategy to deal with that threat. This strategy forms the basis for the Defense Planning Guidance (DPG). The DPG provides fiscally-constrained guidance on policy, strategy, force planning, and resource planning for all DoD organizations. The DPG links the Planning and Programming phases and serves as the yardstick for making programming and budgeting decisions. Components develop their program proposals in accordance with the DPG while the Office of the Secretary of Defense (OSD) and the Joint Staff use it as the baseline for the program review. The issuance of the DPG marks the beginning of the second phase—Programming.

In terms of DWCF, the Planning phase looks at the support infrastructure requirements needed to support the military forces.

As it pertains to DWCF, the Planning phase is concerned with determining the nature of the support infrastructure required by the Department’s military forces in the execution of the approved strategy. The support infrastructure includes DWCF business areas such as depot maintenance facilities, supply and distribution organizations (e.g., inventory control points), transportation facilities, and installation support operations.

Programming

The second phase, Programming, is the point in the PPBS process where the Components match available resources against validated requirements for a six-year period. Programming addresses policies and guidance issued during the Planning phase and translates this guidance into dollars, forces, and manpower. It is during the Programming phase that customer requirements and DWCF provider capabilities are evaluated. 

The Components document their detailed resource requirements, based on the DPG, in their Program Objective Memorandum (POM). The POM is the cornerstone of the Programming phase, as it identifies total program requirements for the next six years. The POMs are submitted to OSD in the spring of the even years when they are reviewed by the Commanders-in-Chief (CINs), Joint Staff, and OSD staff. Final decisions on program issues are documented in OSD Program Decision Memoranda (PDM) or resolved through other processes. The PDM also approves the Components’ POMs as modified by program decisions.

The DWCF is incorporated into the PPBS cycle at the POM level.

To integrate DWCF programming into the PPBS process, Components, within resource- constrained guidance, quantify the appropriated funds they anticipate needing to purchase goods and services from the DWCF business areas.

Within the DWCF business areas, this “demand,” caused by anticipated customer orders, is the basis for determining workforces, facilities, and equipment investment levels. This data will be reflected in POM formats such as Format N-2: Customer-Financing of Defense Business Operations Fund Activities and Format N-3B: DWCF Business Area Costs. One other format, N-2A: Intra DWCF-Financing of DWCF Activities, is of particular importance because it is here that a DWCF business area identifies projected purchases of goods and services from other DWCF business areas. An example is the repair of a Depot Level Reparable for the Air Force DWCF Supply Management business area by an Air Force Depot Maintenance business area.

For DWCF business area programming, Components are required to submit:

• Amounts programmed by DWCF customers. Requirements generated by DWCF customers with appropriated funds must be provided for the full POM period. The intent is to identify customer-funded requirements to a specific business area by appropriation.

• Projected purchases by each DWCF business area from other business areas.

• Cost of DWCF business area operations. Cost of DWCF business area operations includes summary level costs by business area to include personnel costs, capital requirements, and costs peculiar to a specific area.

OSD prepares a consolidated POM from all the Components’ POMs and updates of the DoD Future Years Defense Program (FYDP). The FYDP is the official database and document for recording the total resources (forces, manpower, and dollars) programmed for the Defense Department. This ends the Programming phase and ushers in the Budgeting phase.

Budgeting

During the Budgeting phase, DoD Components translate the first two years of the approved POM into budgets. Budgeting entails a budget formulation (and justification) process and a budget execution process. The primary purpose of the budget formulation process is to justify and obtain the resources from Congress for executing programs. 

It is during budget formulation that Components are responsible for balancing DWCF business area budgets with the customers’ appropriated budget requirements. 

Budget execution is the allocation, obligation, expenditure, and reporting of financial resources in the accomplishment of DoD operations.

During the Budgeting phase, the Components develop proposed budgets and submit them to the Office of the Under Secretary of Defense (Comptroller) (OUSD (C)) for review. These Budget Estimate Submissions (BESs), including DWCF Budget Estimates, are reviewed jointly by the OUSD (C) and the Office of Management and Budget (OMB) to ensure the Department’s programs and dollars are correctly matched. After this series of budget reviews, OSD approves final decisions through a series of Program Budget Decisions (PBDs).

All budget decisions are incorporated into the DoD budget request for incorporation into the President’s Budget submission to Congress. The Congress reviews the budget request through a series of hearings and produces an Authorization Bill and an Appropriations Bill. During the congressional budget hearings, each DoD Component presents and defends its program before Congressional authorization and appropriations committees. Budget formulation ends when Congress passes the Appropriations Act and the President signs the Authorization and Appropriations Bills for the coming fiscal year. This legislation provides the funds to the Components.

Then the DoD Components submit, through OSD, their requests to OMB for apportionment of resources. The approved apportionment authorizes the Components to obligate specific resources in specified time periods, for programs, activities, projects, objects, or combinations thereof. The apportionment system is intended to achieve an effective and orderly use of government resources. The amounts so apportioned limit the obligations that may be incurred.

The OUSD (C) in turn sub-apportions the annually appropriated resources (e.g., O&M funds) to each Component to pay for goods and services, including work from the DWCF business areas in accordance with the budget. These appropriated resources are then allocated to individual customer accounts within the Components. From these accounts, DoD customers fund orders for goods and services from DWCF providers.

Because of the continuous and overlapping nature of the PPBS process, at any one time Components will be engaged in both budget execution for the current fiscal year while formulating budgets for the following year. While some of the actions are distinct to either the budget formulation or execution process, in reality each one informs and affects the other. Thus, while DWCF business areas’ workload requirements, budgets, rates, and prices, and other aspects are estimated and proposed during budget formulation, they do not take effect until Congress appropriates resources or DoD otherwise authorizes their execution. Furthermore, adjustments affecting both customers and providers are made during budget execution by OSD or their respective Components. Subsequently, just as budget formulation influences budget execution, so do customers and providers use budget execution as baseline data for budget formulation.

Customer and DWCF Business Operations Budgeting Concepts

What follows is additional information about budgeting from the perspective of customers (i.e., operational forces) and providers (i.e., DWCF business areas).

Customer Related Budgeting

Customers of DWCF business areas may be any DoD command, organization, office or other element; non-DoD Federal Government Agencies; private parties and concerns when authorized by law, including foreign governments, State and local governments, and others not officially representing the Federal Government; and those U.S. manufacturers, assemblers, or developers authorized by DoD.

Customer orders (funded requests for goods or services) provide the budgetary resources necessary to finance the ongoing operations of the DWCF business areas. To be valid, customer orders must be placed with resources from a Federal Government organization or cash advances from non-Federal Government customers. Federal Government organizations may be required to make cash advances when directed, or approved, by the OUSD (C).

Customers determine and justify their anticipated requirements for goods and services and levels of performance they require from the DWCF business areas to fulfill mission objectives. The financial resources that are required by customers to purchase business area products are subsequently identified in budget request documents.

The budget documents are developed using projected rates and prices published by the DWCF business areas. In other words, customers determine the amount of goods and services they expect to purchase from each DWCF business area and prepare their budget documents based on the projected rates and prices for those goods and services.

Because the customer-financing mechanism exerts a controlling influence on the size of the DWCF business areas, it is essential that customer organizations identify and submit accurate budget requests to their Component headquarters. If customers inaccurately state their requirements for DWCF-financed goods and services, they may receive insufficient appropriated resources to meet mission requirements. What’s more, inaccurate customer requirements data could cause managers to inappropriate “size” the DWCF business area operations (e.g., personnel, overhead, material, operating and capital budgets). Because the DWCF business areas cannot “resize” their infrastructure “overnight” to accommodate significant changes in customer orders, having good projections of requirements enables business operations to successfully meet their customers’ needs in a timely manner.

Inaccurate customer forecasting of particular goods and services can affect more than one business area. For example, inaccurate customer forecasts for depot level reparables will affect supply management, transportation, distribution depot as well as the depot maintenance business areas. This intra-DWCF transaction relationship between business areas creates an environment where possibly four business areas, rather than one, will have a discrepancy between actual workload and the level of allocated resources based on anticipated workload. This in turn, will have subsequent impact on unit commodities, and ultimately, upon mission support readiness as well as the operating results of the business area.

DWCF Business Area (Provider) Budgeting

The providers in the “DWCF customer-provider relationship” are the DWCF business areas, each of which is under the management control of a designated DoD Component.

Generally, the DWCF business areas are financed through customer reimbursement rather than direct appropriation of funds. Accordingly, the business areas are inextricably linked to customer orders for their existence and size. If customers no longer order the business areas’ products, or their prices are deemed to be uncompetitive with non-DWCF sources (depending on the customers’ latitude of choice), the size of the business areas’ operations will be scaled down accordingly. The reverse is likewise true. If a business area is seen as selling value-added products at competitive rates or prices, and demand exceeds supply, then the business areas’ operations could be expanded to accommodate anticipated future demand.

Full Recovery of Costs and the Setting of Rates and Prices

DWCF rates/prices are established through the budget process and remain fixed during the year of execution. These rates/prices charged to customers are developed and proposed by the Components in their Budget Estimate Submissions and, once approved, remain fixed during the year of execution. Rates/prices are required to be established at levels estimated to recover the cost of products or services to be provided by a business area, as well as approved cost recovery elements.
 Final approved rate changes are established by OUSD (C)  and recorded in Program Budget Decision (PBD) documents.

The budget process is also the mechanism used to ensure that adequate resources are budgeted in the customer’s appropriated fund accounts to pay the established rates. Once established, rates are stabilized (held constant) for the applicable fiscal year. This “stabilized rate” policy serves to protect appropriated fund customers from unforeseen cost changes and thereby enables customers to more accurately plan and budget for DWCF support requirements. In turn, this policy also reduces disruptive fluctuations in planned DWCF workload levels, permitting more effective utilization of DWCF resources.

Using guidance from OSD and the respective Component, managers of DWCF business areas are required to set their rates and prices to recover all operating and capital costs associated with the products or services to be provided. Rates and prices for the budget year will be set to recover the cost of products or services to be provided. This means that rates/prices will be set to achieve an Accumulated Operating (AOR) in the budget year of zero. During budget execution, business areas will record either a positive or negative Net Operating Result (NOR). Accordingly, rates/prices in the budget year will be set to either make up actual or projected losses or to return actual or projected gains in the budget year(s).

Gains or losses in operations may occur as a result of variations in program execution. Realized gains or losses are generally reflected in offsetting adjustments to stabilized rates established in subsequent fiscal years.

Customer rates are established on an end product basis whenever feasible. The term “end product” means the item or service requested by the customer (output) rather than processes or other inputs used in the achievement of the requested output (for example, the product requested rather than the direct labor hours expended in the achievement of that products).

The DWCF includes a variety of business areas that are categorized into two groups for rate setting purposes:

• The Supply Management Business Area uses commodity costs in conjunction with a cost recovery factor to establish customer rates (or standard prices). Individual item prices will be established by including the cost recovery elements, by percentage or fixed amount, with the commodity acquisition cost of the item.

— The commodity cost (or acquisition cost) is the most current cost of a representative procurement.

— The cost recovery factor is developed based on cost recovery consisting of elements for: operating costs plus prior year gains/losses; shipping and transportation (inventory issues, customer returned items with/without credit, depot level reparable (DLR) exchange carcasses, lateral redistribution); inventory expenses; inventory maintenance; economic adjustments for inflation; and repair costs including attrition (washouts and losses).

• The Non-Supply Management Business Areas (Depot Maintenance, Research, and Development, Distribution Depots, etc.) use unit cost rates established based on identified input/output measures. These measures establish fully cost burdened rates, such as cost per direct labor hour, cost per product, cost per item received, cost per item shipped, etc.

Operating Budget Preparation and Submission

At the operating level, and within individual Components, business area managers prepare and submit biennial budget estimates through the chain of command to the Service and Defense Agency level. The Operating Budget Estimate submissions are composed of an Operating Budget and a Capital Budget.

Operating Budget

The Operating Budget represents the annual operating costs of a business area or Component, including depreciation and amortization expenses. The Operating Budget identifies the: projected business area revenues, expenses, NOR, and AOR; performance indicators (e.g., in stock rate, pay delivered on time), civilian and military personnel requirements; unit cost rates; and, customer rates and changes.

The revenues and expenses are formulated based on specific projected workloads and reflect the expected costs to accomplish that workload in a cost-effective manner. The proposed rates and prices include direct costs (e.g., material and direct labor), indirect costs (e.g., supervisory costs), and general and administrative overhead costs including depreciation expenses.

Capital Budget

The Capital Budget represents the amount of financial resources that is required and authorized for use in acquiring and maintaining capital assets. It summarizes future plans for acquisition of plant facilities and equipment required for DWCF activities. Capital expenditures are for new capital assets, to increase the life of existing assets for two years or more, or to substantially increase operating efficiency. Capital assets for a DWCF business area are financed through depreciation or capital surcharge rates included in prices.

DWCF capital assets include depreciable property, plant, equipment, and software developed, transferred or acquired during a fiscal year for a determinable cost of $100,000 or more, and having a useful life of two years or more. These assets are funded through the capital budget and their costs are depreciated over a pre-determined period. The $100,000 threshold is based on Congressional actions on DoD’s Expense and Investment Criteria, which can change annually. Business areas must consider the expected amount of depreciation when preparing the budgets for overhead and operating expenses. Budgeting for capital investments includes all costs of acquisition, including installation and other related costs. Cost recovery of assets is included in the operating budgets and prices charged to customers through the use of depreciation.

Capital assets are acquired to efficiently and effectively accomplish mission objectives. Economic criteria for asset acquisition include: improved efficiency; the requirement for a new capability that cannot be met with current equipment or facilities; or, the replacement of unsafe, uneconomically repairable, inoperative, or unusable assets. Other considerations would be environmental, hazardous waste reduction, or regulatory agency (Federal State, or local) mandated equipment.

Operating Budget Justification and Review

For the DWCF business areas, the OUSD (C) reviews and approves all rates and prices developed for the President’s Budget submission during the budget review process. Following the determination of required costs and proposed rate structures necessary to recover the full costs of executing the Component’s planned support program, Components make corresponding adjustments in appropriated customer account budget requests to ensure the customer and DWCF business area budgets are in balance. Adjustments are made to balance changes to the customer account program levels with anticipated DWCF costs, intra-DWCF sales, and transactions. Adjustments are also made in order to bring AOR to zero for the budget year for each activity within a business area.

The entire budget is reviewed to ensure the requests are properly prices, program schedules are appropriate, and estimates are consistent with OSD objectives. OSD then prepares PBDs, which approve or revise specific programs based on their review of budget submissions and the hearings conducted with appropriate sponsors. Final approved costs, program levels, and rate changes are established by PBD decision documents. These decisions evaluate, adjust, and approve all resources in the budget request.

DWCF Budget Execution

Once Congress appropriates resources to DoD, OSD and the Components establish Unit Cost Goals (UCGs) for the individual business areas, and issues these in individual Annual Operating Budgets (AOBs). The AOBs contain the approved unit cost goals and the projected workload for the business area. These AOBs are based on the business areas’ submitted budget estimates and adjustments made by the individual Component and the OSD.

As the DWCF business area sells goods and services, it receives revenue. The difference between the revenue from sales and actual costs incurred is the Net Operating Result (NOR). Operating to break even is the goal of each DWCF business area manager—to achieve an annual NOR equal to zero. The goal for all years and for all divisions of the fund is an accumulated operating result (AOR) equal to zero.

A Component may reprogram its operating budget within activities of a business area as long as it does not exceed its overall unit cost goal. Components may not exceed their total annual capital budgets approved, implicitly or explicitly, by the Congress during review of DWCF. Additionally, the Capital Investment program reflected in the AOB may not be exceeded without a change to the AOB. Exceeding the total capital budget (the total includes amounts reprogrammed) is an Anti-Deficiency Act violation.

DWCF business areas are subject to the provisions of the Anti-Deficiency Act. The provisions of this Act represent the most important legal limitations affecting the use of Government Funds. This Act:

• Prohibits the obligation or expenditure of Government resources in excess of the amounts appropriated by Congress or in excess of amounts permitted by Agency regulations;

• Forbids the obligation of any resources in advance of the official appropriation of resources; and

• Requires the head of each Government agency to establish an administrative control system for keeping obligations within the amount for apportionment, and enabling the agency to detect and report violations of the Anti-Deficiency Act through the Executive Branch to Congress.

During periodic reviews throughout the year of execution, business area managers can request adjustments to their AOBs to reflect changes in workload requirements and the Capital Investment program, etc. Failure to make adequate adjustments can result in Anti-Deficiency Act violations. Additionally, DWCF cash balances are subject to the provisions of the Anti-Deficiency Act.

Performance Measures Evaluation

The use of performance measures has been required since the establishment of DWCF in October 1991. Additionally, the FY 1993 National Defense Authorization Act required DoD to develop performance measures and corresponding performance goals for each DWCF business area. The functional performance measurements are effectiveness, timeliness, quality, or customer satisfaction.

Performance measures are quantitative expressions of the success in achieving a specific objective. For a DWCF business area to improve its operation, it must have feedback concerning how well it has planned and executed functional and financial processes in support of national defense. Successful performance means that the provider’s products or services must: be what the customer needs; be available when the customer requirement exists; and consume the least amount of limited DoD resources.

The first two conditions involve effectiveness measures to ensure that the DWCF area is supporting mission requirements in a timely manner. The third condition requires analysis of efficiency measures and all the cost elements involved in producing goods and services. Cost performance is assessed by comparing the actual expenses with the budget projections contained in the AOB. The AOB reflects the anticipated workload and the corresponding costs. Any variances between the actual and budgeted expenses are the primary focus of management attention.

Of particular importance are those performance measures related to business area efficiency and effectiveness. For unit cost goals (a measure of efficiency), managers can compare actual unit cost experience against planned corporate expectations of “should cost.” Effectiveness evaluations compare actual activity to planned activity for functions such as: inventory turnover, pay instruments delivered, inventory status, on-time commercial mission, flight crew readiness, and percentage of shipments meeting/beating specified standards.

Each DWCF business area is required to submit Exhibit Fund-12 (Performance and Quality Measures) in support of its budget justification. The required data and analysis is derived from the budget execution cycle. Providers are required to describe their performance measurements for the categories of timeliness, quality, and customer satisfaction, and to analyze their performance effectiveness.

As part of Exhibit Fund-12, business area managers are required to provide performance measure goals and measures of the previous year, current year, and the next two budget years. These measures identify the critical characteristics of the product or service from the customer’s perspective. Each measure should:

1) describe the final product as it is received by the customer;

2) be a discrete, straightforward indicator;

3) be critical to the outcome goals;

4) be distinguishable from work process measures; and

5) be automated to the extent possible.

Timeliness measures are typically expressed as average days it takes for a customer to receive a product or service or as the percentage goods or services provided within prescribed time frames. Quality measures gauge conformance to objective use requirements and are typically expressed as the number of defects in the product as reported by the customer or number of customer complaints reported. Customer satisfaction is a measure of how well provider output conforms to customer expectations. Customer satisfaction is best measured through direct contact with customers.

Transaction Reporting

Efficiency measurements are the basis for numerous reports and management information used at various levels, from the support business area up through the Component headquarters, OSD, and Congress. Sales transaction data is passed to the Defense Finance and Accounting Service (DFAS), which uses the information to produce monthly, quarterly, and annual reports on DWCF business areas for the Components and the OSD. Monthly and annual reports are prepared for the OUSD (C) and the U.S. Treasury.

Monthly Report of Operations (AR 1307)

One of the most important tools the DWCF manager has to track performance is the Accounting Report 1307—Monthly Repot of Operations. The AR 1307, originally developed for use with industrial funds, now applies to all DWCF business areas, and consists of two principal statements:

— A Statement of Financial Position which discloses the reporting entity's assets, liabilities, and net position; and

— A Statement of Operations (and Changes in Net Position) which discloses the results of the reporting entity’s operations for the reporting period, including the changes in the entity’s net position from the end of the prior reporting period.

A Statement of Cash Flows, which discloses the reporting entity’s gross cash receipts and disbursements with an explanation of the changes in cash for the reporting period, is an optional report that may be prepared for those DWCF activities and/or management commands that specifically request its preparation.

The AR 1307 enables DWCF managers to track revenue, ensure all costs are being recorded, and to check for consistencies between the accounting and unit cost reports. The emphasis is on operations, revenues generated, and costs incurred.

DoD Components are responsible for the information included in the AR 1307 and for arranging for the preparation and submission of the report. These reports are prepared and submitted monthly by the DFAS.

A copy of consolidated DoD Component and DWCF business are reports is submitted to various offices within OUSD (C), Component financial management and, if requested, to the management command responsible for the oversight of a business area. A copy of the DWCF business area report is also distributed to these designees, plus the DWCF organization whose operations are being reported. The report provided back to the Component business area discloses any adjustments made to the financial data submitted by that organization. 

The Report on Budget Execution—DD 133

The Report on Budget Execution—DD 133, is prepared by DFAS and provides monthly reports on budget execution. The report shows the status of budgetary resources and financial execution data related to these budgetary resources. The report is intended to be used to review apportionments and appropriations.

The DD 1176 is an obligation report that focuses on tracking execution against an appropriation. The first section shows budgetary authority. For the DWCF business areas, it shows customer orders and reimbursements earned. The second section shows obligations incurred. The third section reports on cash—disbursements, collections, and their relationships.

Although the traditional phases of execution remain essentially the same, there are two basic differences in the way DWCF accounts for outstanding obligations carried forward into the new fiscal year. First, since the past fiscal year is “closed out,” DWCF does not have to prepare any follow-on accounting reports. Secondly, any obligation authority freed-up by reductions from prior year “carried forward” obligations is immediately available for use in the current fiscal year. As a consequence, DWCF accounting is simplified, and DWCF managers are given a powerful incentive to monitor their past outstanding obligations in order to “recycle” invalid obligations into the current fiscal year.

Quarterly Execution Review

In addition to monthly review by DWCF functional managers, quarterly execution reviews are performed by the OUSD (C) and the Components. Depending on the individual Service or Defense Agency involved, this review is carried out by designated senior managers in the logistics and/or financial areas to track performance against programmed goals and to identify problems and recommend solutions. 

� FY 1007–2001 POM Preparation Instructions, February 13, 1995


� These projected rates and prices cover the total costs expected to be incurred by the DWCF business area plus other cost recovery elements determined by Component with OSD guidance. For a discussion of price and rate development, see paragraph on Full Recovery of Costs and the Setting of Rates and Prices.


� For detailed information on the composition and scope of each business area, refer to Appendix C.


� See Section IV for a discussion of cost recovery elements


� For a complete explanation of Unit Cost Resourcing, refer to the DoD Unit Cost Handbook.


� Among the PBDs of interest to customers and business areas is PBD 426, which provides a summary of all rate and program changes taken during the OSD/OMB DWCF budget reviews. It also summarizes adjustments made to customer budgets to offset any adjustments made to the DWCF rates and prices.
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