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MANAGEMENT OF THE WORKING CAPITAL FUND
TASK GROUP REPORT

BACKGROUND:  The Defense Working Capital Fund (DWCF) is a revolving
fund financial mechanism that involves approximately 200,000 civilian and
military personnel providing more than $85 billion in goods and services.  About
20% of DoD’s direct appropriation dollars flow through the DWCF on an annual
basis.  The activities financed in the DWCF form the Department’s main organic
logistics capability. The DWCF activities rely on sales revenue rather than direct
appropriations to finance their operations.  DWCF financing is intended to
generate sufficient revenue to cover the full costs of its operations, and to provide
the flexibility to finance the fund’s continuing operations, and therefore customer
services, without fiscal year limitation.

The basic tenet of the revolving fund system is to provide the mechanism to
enable the effective and efficient provision of services to customers.  In DoD those
services range from supply management to information services.  The financial
mechanisms of the DWCF are intended to provide total cost visibility and full cost
recovery, and to provide customers with reasonable and consistent charges for
services provided.  The DWCF achieves these goals and maintains mission-
readiness through stabilized billing rates charged to customers, i.e., rates will not
fluctuate during a given year of execution.  Additionally, the revolving fund
principles of total cost visibility and full cost recovery mean there are no hidden
costs, and customers are charged for the complete cost of goods and services.

There are five major Working Capital Funds within DoD performing various
business activities or functions.  They are:

Army Working Capital Fund
Army Supply Management
Army Depot Maintenance
Army Ordnance
Army Information Services
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Navy Working Capital Fund
Navy Supply Management
Navy Depot Maintenance
Navy Research and Warfare Centers
Navy Public Works
Marine Corps Supply Management

Air Force Working Capital Fund
Air Force Supply Management
Air Force Depot Maintenance
Air Force Information Services
Transportation (TRANSCOM)

Defense-Wide Working Capital Fund
Defense Finance and Accounting Service (DFAS)
Defense Information Systems Agency (DISA)
Defense Logistics Agency (DLA)
Defense Security Service (DSS)

Defense Commissary Agency (DeCA)
DeCA Operations
DeCA Resale

Each of the five major funds operates on a break-even basis over time; that
is, it neither makes a profit nor incurs a loss.  However, should a profit or a loss
occur, the business area would either lower its prices in a subsequent fiscal year, or
raise prices in order to realize sufficient funds to cover costs and the realized loss.

Each revolving fund activity is provided with annual Operating and Capital
Budgets.

• The Operating Budget includes all direct, indirect, and general &
administrative costs, including expenses for depreciation of assets.  Costs
include labor, non-labor, materials, supplies, utilities, real property
maintenance, personnel and payroll support.

• The Capital Budget includes funding of investment items for industrial
equipment, construction, telecommunications equipment, IT infrastructure,
and software.
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Oversight of DWCF activities comes from a range of organizations,
including, for financial aspects, the Office of the Under Secretary of Defense
(Comptroller).  DoD Components designate a management agency or command to
be responsible for the day-to-day financial management and functional operation
of each DWCF business area.  The customers provide the primary oversight role as
informed buyers of the services and goods produced by the DWCF activities.  The
Components also provide periodic financial and management information as
required by the OUSD(C).

TASK:  The Defense Business Practice Implementation Board (DBB) was tasked
with providing recommendations on improving the management of the DWCF.  In
the absence of a profit motive, it has been difficult to translate and adopt modern
management tools to drive operational and financial improvements, which are
critical to the Secretary of Defense’s transformation efforts.

The Task Group was asked to evaluate current management practices for the
DWCF and to provide the following deliverables:

1. Identify those areas in the DWCF with the most significant opportunities for
improved management based on best business practices in the private sector.

2. Develop an action plan for implementation of the specific recommendations.

ÿ DBB Task Group Chairman:  William R. Phillips
ÿ DBB Task Group Members:  Neil Albert, Andrew Siegel
ÿ DoD Task Group Sponsor:  Lawrence J. Lanzillotta, Principal Deputy and 

Deputy Under Secretary of Defense for Management Reform
ÿ DoD Liaison:  Jeanne Karstens, Director of Revolving Funds
ÿ DBB Staff:  Kelly S. Van Niman (Executive Secretary) and Alexander F.

Zemek (Defense Fellow)

PROCESS:  The Task Group met with its DoD Sponsor and others in the Office
of the Under Secretary of Defense (Comptroller) to gain an understanding of their
views with respect to those areas of greatest management concern.  The Task
Group subsequently held several discussions with its DoD Liaison to define the
scope of the Task Group’s review.  Based on those discussions it was agreed that
the Task Group would focus on the following areas:
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• Leadership and accountability
• Performance incentives
• Training and job requirements
• Rate and budget development
• Metrics and financial reporting

Upon the recommendation of the Task Group’s Liaison, the Task Group met
with key individuals from Army WCF, Navy WCF, Air Force WCF and the
Defense Logistics Agency, which has financial accountability for the Defense-
wide WCF.  Each representative held primary management responsibility for either
operational performance or cash management of their respective Fund.  The Task
Group is grateful to them for their candid comments and advice for improving the
understanding within the Department of DWCF activities, and areas for improved
management of the Fund’s business practices.

RESULTS:  After completing its review of current management practices within
the DWCF, and benchmarking those practices against private industry best
practices, the Task Group concluded that the DWCF is critical to the ongoing
business transformation of the Department of Defense.  These funds provide
excellent opportunities to test new business practices and implement many
initiatives consistent with the Defense Transformation Act.  This conclusion is
based on the beliefs that the Funds provide cost visibility and the financial
mechanisms to drive out excess cost, while improving customer service, and that
the Funds provide an opportunity to leverage commercial best practices into
common business operations.  Please see Attachment A for the Task Group’s
complete observations and recommendations.

Summary Recommendations

The Task Group recommends the following actions:

Operations Management

• Create a single General Manager (civilian) for each fund (Army, Navy, Air
Force, Defense-wide, Defense Commissary) and each business activity
(supply, depot maintenance, etc.).

o Person(s) responsible for financial, operational and customer
satisfaction performance of the Fund/business activity, with
their performance tied to specific metrics.
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• Transfer military leadership to civilian wherever possible for operations
within funds.

o Improve management continuity
o Support ongoing initiatives of the Defense Transformation Act

• Develop/implement a balanced scorecard for the DWCF and DoD
leadership.

o Consistent with the approach to the DoD-wide balanced
scorecard currently under development

o Should measure financial, operational and customer satisfaction
o See Appendix B of Attachment A for a list of recommended

liquidity and solvency financial metrics.

Cash Management

• Standardize accounting and financial definitions and policies across all
funds.

o Consistent with BMMP
o Will facilitate business reporting and analysis

• Remove the extraordinary expense of system shutdowns from annual rates to
avoid significant rate fluctuations.  Use appropriated funds to cover BMMP
related system shutdowns.

o e.g. DPPS shutdown resulted in $100 million loss

• Allow capabilities-based budgeting.

o Critical for IT and some capital programs

• Modify the rate development and budgeting processes to provide better
visibility into customer demand before finalizing rates.

• Support MID 903 initiatives in rate structure areas.
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• Establish formal training program.

o Consistent for all funds, tying operations to financial
management - - apply best practices like the Air Force training
game

o Leverage eLearning best practices

NEXT STEPS:  The Task Group recommends that the Comptroller task the
DWCF Corporate Board to review its recommendations and develop an action plan
for implementing its recommendations wherever possible.

Respectfully submitted,

William R. Phillips

Attachments:
A) Final Report Presentation


