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Purpose:  
To improve management, visibility, and inventory control of NAVSEA Sponsor Owned Material (SOM).

Background:  
The SOM Working Group evolved out of (1) the growing need to maximize use of SOM Navy-wide, (2) DoD total asset visibility directives, and (3) the Chief Financial Officers Act of 1990.  The Working Group was chartered in 1997 to correct Naval Audit Service (NAS) findings of deficiencies in management, control and accounting for material held at NAVSEA Warfare Centers; and to improve the extent to which existing material could be used to offset Navy-wide spares investments.  The objective of the SOM Working Group was to develop and implement policy and procedures to: 

· Transfer inventory management functions for SOM from 


NAVSEA to NAVSUP;

· Attain total asset visibility;

· Develop business rules to define management, ownership and 


Control; and 

· Define procedures for issue, credit, retention, and disposal.

Discussion: 
Initial analysis indicated that whole-scale transfer of NAVSEA-owned material to NAVSUP would not be feasible given the levels of non-standard and DLA-managed material held at NAVSEA Warfare Centers.  Further analysis indicated unacceptable risk to NAVSEA in meeting ship/system schedules if forced to rely on levels of supply based solely on past demand history.  The SOM Working Group determined that optimum use could be made of SOM assets if visibility and access of material were expanded to enable NAVSUP to factor NAVSEA assets into the Navy's overall supply posture. 

Supply System visibility was initially established in the Consolidated Residual Asset Management Screening Information (CRAMSI) System, which was available at the time and could accommodate non-standard stock items.  In the long term, visibility is being established using the Joint Computer-aided Acquisition and Logistics Support (JCALS) system SOM application.  NAVSUP concurs that JCALS visibility and accessibility accommodates the charter requirement for transfer of SOM inventory management functions.

Accomplishments: 
SOM held at NAVSEA's Warfare Centers was identified, inventoried, accounted for in activity supply department records, and subsequently made visible in CRAMSI by April 1998. 

A successful JCALS prototype was developed and implemented at NSWC Crane and NUWC Newport during 1998 and will be implemented at additional sites during 1999.  

NAVSEAINST 4440.24C “Sponsor Owned Material Management," was promulgated 22 May 1998.  It specifies (1) reason codes to justify retaining material, (2) guidelines to determine retention levels, (3) annual reviews to ensure proper inventory accounting, (4) disposal criteria, and (5) reporting of assets for NAVSEA's CFO requirement.  

NAVSEA/NAVSUP business rules were defined to ensure NAVSUP access to material while protecting assets required for NAVSEA mission requirements.

Conclusion: 
The objectives of the SOM Working Group charter have been successfully met.  Actions to fulfill NAS SOM audit recommendations have been completed.   


Remaining issues will be resolved by the Assistant Secretary of the Navy (ASN) Financial Management and Comptroller (FMC) Operating Materials and Supplies (OMS) Working Group.  These include improvements in the financial accounting of material costs including R&D material, JCALS enhancements, and inventory valuation procedures.  
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FOREWORD

This final report of the Sponsor Owned Material (SOM) Working Group represents major changes in the Navy's shore support business practices.  Perhaps for the first time, the Navy's engineering and supply communities joined forces to optimize the use of material support resources that have, until now, remained within the exclusive domains of the Naval Sea Systems Command (NAVSEA) and the Naval Supply Systems Command (NAVSUP).

Each Command has a specific mission to support the Fleet - NAVSEA to ensure the highest operational readiness of ships, systems and equipment, and NAVSUP to ensure optimum material availability.  NAVSEA field activities are driven by repair/maintenance requirements and ship schedules; NAVSUP activities are driven by previous demand history.  As a result, items that are mission critical to NAVSEA may not be supply-worthy to NAVSUP because of low Fleet demand.  The challenge of the SOM Working Group was to find an alternative support structure that optimized the use of material without compromising each Command's mission. 

SOM has accumulated at NAVSEA Warfare Centers in the wake of the Navy's downsizing over the past decade.  Scheduled modernization efforts, for which material had already been procured, have been cancelled.  Further, systems and equipment have been removed from decommissioned ships and positioned at NAVSEA In Service Engineering Agent (ISEA) sites for repair or upgrade.

In 1997, the Naval Audit Service (NAS) reported substantial quantities of excess material owned by NAVSEA that could, if made available, be used to satisfy Fleet and other shore support requirements.  In essence, it was the auditor’s conclusion that NAVSUP was being placed in the position of procuring material, to meet Fleet demand, that may have been on hand at NAVSEA's Warfare Centers and excess to their needs.  In addition, the NAS found discrepancies in management and control procedures that precluded accurate accounting of SOM assets.  

The dedicated efforts of the Naval Warfare Centers and the Naval Inventory Control Point (NAVICP) representatives who served on the SOM Working Group have aided in correcting deficiencies identified by NAS, and in developing procedures for improved visibility, inventory control, and financial management of SOM assets.

I extend my sincere thanks to the members of the Working Group for their dedication and commitment to changing old practices and overcoming the many obstacles encountered over the past two years.  Vice Admiral G.R. Sterner was particularly instrumental in promoting the efforts of the Working Group.  In addition, I offer my gratitude to the members of the Steering Group that provided guidance and muscle to implement the extensive changes developed by the Working Group.

Specific thanks are also offered to the NAVSEA 04 managers in supporting this effort:  Mr. Pete Brown, Captain Dennis Belt, Mr. Doug Waters, and Mr. Elliott Fields.  I also extend my sincere appreciation for the extensive support provided by Michael Horoschak and Sheryl Wright from the Naval Sea Logistics Center and our contractors, Ron Jensen of Azimuth, Inc., Wallace Johnson of STAR Logistics, Inc. and Bob Collette and Ruth Heimburg of LBB, Inc.  They were instrumental in resolving issues between meetings, maintaining documentation, and preparing this final report.  















Chris Britt, Chair
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1.0  Introduction

1.1  Purpose

The purpose of this Final Report of the Sponsor Owned Material (SOM) Working Group is to summarize the considerations, policies and procedures developed to support improved management and control of SOM assets.

1.2  Charter

By reference (a), Vice Admiral G. R. Sterner, chartered the SOM Working Group in response to Naval Audit Service (NAS) Report No. 027 – 97 as documented in reference (b).  A copy of reference (a) is provided as Appendix A.  The charter specifically directed the SOM Working Group to develop policy and procedures to:

· Transfer inventory management functions for SOM to the Naval Supply Systems Command (NAVSUP).

· Attain total asset visibility.

· Develop associated business rules to define management, ownership, and control. 

· Delineate procedures for issue, credit, retention, and disposal of SOM.

1.3  Membership

NAVSEA 04 was tasked to lead the team and to ensure implementation of approved recommendations.  The Working Group was chaired by NAVSEA 0411 (now Code 04L12).  It consisted of representatives from:

( NAVSEA Headquarters (NAVSEA Codes 01, 02, 04 and 07)

( Sponsor Organizations (NAVSEA Codes 03, 91, 92)

( Program Executive Officers (UNSEAWAR, MINEWAR, TSC,

  EXW, DD21)

( Naval Surface Warfare Center (NSWC) Headquarters

( NSWC Divisions Carderock, Crane, Indian Head, Port Hueneme, Dahlgren and Dahlgren Det – CSS Panama City

( Naval Undersea Warfare Center (NUWC) Headquarters

( NUWC Divisions Newport and Keyport

( Naval Ordnance Center (NOC) Headquarters 

( NOC Division Indian Head

( Naval Sea Logistics Center (NAVSEACENLOG)

( NAVSUP Headquarters 

( Naval Inventory Control Point (NAVICP) Mechanicsburg.


In addition, a Steering Group consisting of senior Navy management representatives was established to provide overall direction and approve recommendations of the Working Group.  Appendix B is a listing of the SOM Working Group and Steering Group members.  

2.0  Background
2.1  NAVSEA's Mission

NAVSEA is the Department of the Navy's primary activity for engineering, building, procuring, and sustaining U.S. Navy ships, shipboard weapons and combat systems.  NAVSEA's mission statement reads:

 "We develop, acquire, modernize and maintain affordable ships, ordnance, and systems that are operationally superior so our Sailors and Marines can protect and defend our national interests, and if necessary, fight and win." 

  Developing systems to meet emergent threats and maintaining ship readiness is at the core of NAVSEA's mission. 

2.2   Sponsorship of NAVSEA's Combat/Weapon Systems

NAVSEA consists of over 130 acquisition programs assigned to the Command's headquarters and seven Program Executive Offices (PEOs), including 12 Surface and Undersea Warfare Centers.   Program "sponsors" are responsible for the engineering development, acquisition, deployment, and life-cycle maintenance of shipboard systems necessary to meet NAVSEA's mission.  Sponsors procure support material for research, testing, ship/systems integration, system refurbishment, technology upgrades, depot repair operations, waterfront installation and maintenance support. 

 Sponsor Owned Material (SOM) is integral to sustaining ship systems in the Fleet.  Therefore, material management is an implied task necessary to accomplish NAVSEA’s mission.

SOM is held and managed locally by individual warfare centers to support specific ship systems.   SOM quantities accumulating at these sites have increased over the last several years due to rapid changes in electronics technology; the decommissioning of Fleet ships for which material had already been procured; and the salvage of assets from decommissioned ships and closed military facilities. 

2.3  Mandates to Change Accounting for SOM Assets

During the 1990s, several factors emerged that compelled NAVSEA to revise its policy of restricting material management to specific combat/weapon systems.  The factors included: (1) the establishment of Total Asset Visibility as among the most important Department of Defense (DoD) Reform Initiatives; (2)   the passage of the Chief Financial Officers Reporting Act which requires federal services to provide an annual statement of material assets, thus mandating establishment of a consistent method to centrally collect the value of material owned by each agency; and (3) a Naval Audit Service (NAS) requirement that NAVSEA rectify discrepancies in the accounting for SOM held at selected warfare centers.

2.4  Establishment of the SOM Working Group

During 1997, NAS released reference (b), the findings and recommendations of its audit of SOM held by selected NAVSEA Surface and Undersea Warfare Center Divisions.   The results of that audit are summarized in Appendix D.

In particular, the audit found that approximately $1.4B in inventory was not disclosed on financial statements.  Because of discrepancies in methods of reporting and accounting for SOM assets among the various warfare centers, auditors concluded that $1.2B in SOM was "excess" to Navy needs.  However, NAVSEA strongly disagreed with this conclusion, noting that the audit included material as excess that subsequently proved to be needed for mission requirements.

As a result of the audit, NAVSEA 00 chartered the multi-command SOM Working Group to correct accounting deficiencies, reduce SOM inventories, and establish effective business rules to improve management of SOM assets, while preserving the ability of combat/weapon system sponsors to meet NAVSEA's mission requirements. 

3.0  Nature and Sources of SOM

3.1  Definition of SOM

SOM is specifically defined as “programmatic material required to support Program Manager (PM) mission requirements for production, life cycle maintenance, and installation of systems and equipment consistent with the mission charter.  The material usage may involve, but is not limited to, such tasks as: item fabrication, assembly, testing, manufacture, development, repair, or research and development” (R&D).  SOM is primarily held at NSWC, NUWC and NOC field activities for these purposes.  NAVSEA material that is held at contractor sites to support warfare center contracts is also considered to be SOM.  In addition, items not accounted for and managed in some other accounting or inventory system (i.e., Navy Working Capital Fund (NWCF), Plant Property, or minor property) are managed as SOM.  SOM management policies and procedures form the “safety net” used to account for and managing material at NAVSEA’s Warfare Centers.

3.2  Sources of SOM

In addition to procurements, there are other sources of SOM.  As previously noted, systems and equipment removed from decommissioned ships and disestablished maintenance or training facilities may be held as SOM awaiting consolidation, refurbishment or cannibalization.  Ship decommissionings can result in SOM inventory growth when scheduled Ship Alterations (SHIPALTS) are cancelled after materials have already been procured.  SOM assets are also acquired through contract close-outs when the government takes possession of its vested production run equipment, from the manufacturer, to facilitate any future reestablishment of line capability.  By reference (c), the Department of the Navy (DON) asserts that such Special Tooling and Special Test Equipment (ST/STE) SOM as is necessary to support system life should be screened and retained.
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3.3  SOM Versus Supply System Assets

Individual SOM items either have a National Stock Number (NSN) assigned by the Supply System or are not cataloged and only have the manufacturer’s or a locally assigned part number.  Historically, 43% of SOM items (51% of their dollar value) are not assigned NSNs and are not available in the Supply System.  

SOM is procured with system or equipment end-item appropriations.  Supply System assets, however, are procured with the Navy Working Capital Fund (NWCF), and are centrally managed as a revolving fund inventory account.  

While SOM is used for programmatic requirements, Supply System material is used to meet Fleet operational needs.  Therefore, parameters in determining requirements for each are different.  The Naval Inventory Control Point (NAVICP) forecasts Supply System requirements based upon repetitive demand and/or predicted failure rates.  NAVSEA requirements are based primarily on non-recurring production, life cycle maintenance and installation schedules rather than on past failure history.

Although NAVSUP and NAVSEA are both concerned about Fleet readiness, the measures of effectiveness drive them toward different policies regarding items with inconsistent demand patterns.  NAVSUP is concerned about over-stockage of items that have a low recurring demand.  The engineering community, on the other hand, is driven to retain material that may be required to meet mission readiness objectives, without regard to the frequency of recurring demand.

These differing “world views” lead to divergent attitudes relative to material stock:

(  Given that NAVICP primarily supports recurring demands, most NAVICP Item Managers (IMs) must attempt to meet two conflicting objectives: (1) maximum System Material Availability (SMA) which is a measure of responsiveness to Fleet requirements and (2) inventory turn over.  Under the latter, there is pressure to reduce inventories of slow or non-moving items to minimize storage costs.  In accommodating both objectives, NAVICP accepts a risk of stockout in their requirements determination formulas (SMA goal is 85% availability) to improve turn-over rates.

(  SMA is geared to the totality of Fleet parts support, which is primarily recurring demand.  NAVSEA PMs are interested in particular ship systems and are much less willing to accept a risk of stockout.  They are charged 

with ensuring that their system is available to perform the ship’s mission at a significantly higher level than an 85% SMA (frequently at a CNO mandated operational availability (Ao) rate) and they do not recognize an availability measure allowing stockout.

(  The emphasis at NAVICP is on having material to enable the Fleet to fix or maintain equipment at the organizational or intermediate level.  NAVSEA emphasizes having the parts required to modernize and maintain equipment at the depot level - a level more in depth than what the Fleet accomplishes.  NAVSEA requires that, when a technician is performing depot level work, all materials he or she may require are available, even if those materials have little previous demand.

3.3.1  NAVSEA and NAVICP Procurement Responsibilities

NAVSEA PMs and NAVICP IMs effect material procurements on behalf of differing mission objectives.  NAVSEA PMs procure material (including material from commercial sources) as part of their acquisition and initial outfitting responsibilities for new systems.  The primary focus of the Supply System’s NAVICP IMs is to provide replenishment and requirements support to the operational Fleet. The following is a breakdown of NAVSEA and NAVICP procurement responsibilities as they relate to Fleet support.

NAVSEA

(  SHIPALT and ORDALT kits, including initial On Board Repair  Parts (OBRPs), for all impacted hulls and sites.

(  NAVSEA depot operations maintenance support for new installations, both before and after the Supply System equipment Material Support Date (MSD).

(  Interim supply support OBRPs replenishment for new systems prior to MSD.
(  Initial issue of Maintenance Assistance Modules (MAMs), both before and after MSD.

(  Initial issue of Support and Test Equipment (S&TE) identified, before and after MSD, and replenishment of issues before MSD.

(  Installation and Checkout (INCO) material, both before and after MSD.

NAVICP

(  Ship initial loadout of OBRPs.

(  System stock (wholesale) spares for replenishment of ship OBRPs.

(  OBRPs replenishment for new systems after MSD.

(  Replenishment MAMs after MSD.

(  S&TE replenishment after MSD.

3.4  Other Types of Material

Material inventories that belong to either the Navy Stock Account (NSA) or Appropriation Purchase Account (APA) are excluded from the scope of SOM.

Government Owned Material (GOM), is a term used within NAVSEA when referring to Government Furnished Material (GFM) or Contractor Acquired Material (CAM) that the Navy has either paid for or provided directly to a shipbuilder for new construction, overhaul, maintenance, outfitting, or system installation.  As such, GOM is normally managed by Supervisors of Shipbuilding, Conversion and Repair (SUPSHIPs).

“Plant Property” is a term used by NAVSEA Warfare Centers to describe items they own and use in the performance of their production effort.  Other equipment, at the same facility, and possessing similar function and purpose could be designated SOM.  The difference is ownership and who controls disposition of the item.  If the Sponsor owns the item, even though it is in the custody of the Warfare Center, it is designated as SOM whereas, if the Warfare Center owns it, it is designated plant property.

3.5  SOM Financial Accounting
SOM has historically been held and accounted for in financial memorandum accounts authorized by NAVCOMPT.  The Chief Financial Officers (CFO) Act of 1990 requires DoD Components to provide full disclosure of all operating costs on an annual basis, including the value of SOM used in production.  However, until 1998, the value and quantities were not reported beyond the local activity in accordance with guidance in DoD Material Management Regulation 4140.1-R.

3.5.1  NAVCOMPT SOM Memorandum Accounts

In reference (d), NAVCOMPT authorizes two financial memorandum accounts to document SOM.  Account 6021 records the value of material being held for direct production and Account 6022 records material declared excess.  In addition, a third account (6023) has been established to identify material held for other purposes including custody.  The three accounts are now defined as follows:


(1) Account 6021 consists of assets assigned to production jobs, SEATASKS, or other projects being performed at an activity which are scheduled to begin within 24 months.  A customer order number must be assigned and carried on the inventory record to identify the material to a job.


(2) Account 6022 consists of excess material from a completed job awaiting disposition or retention authorization from the PM.  Unless economically warranted, material classified as 6022 should not remain in this account for more than 180 days after record establishment.


(3) Account 6023 consists of material stored at an activity not related to the station’s direct production workload.  Material held in this account includes, but is not limited to, material resulting from: economic order quantity buys, life of type buys, Diminishing Manufacturing Sources and Material Shortages (DMSMS) buys, Foreign Military Sales (FMS), or material being procured, staged, kitted and transshipped for a project at a shipyard or installation site.  The holding activity receives direct funds for “custodial” (e.g., storage, inventory management, and shipment) services only.  

4.0  Accomplishments
4.1  Objectives

The Working Group approached the resolution of SOM deficiencies by keying its initiatives toward accomplishment of the principal objectives in its NAVSEA charter.  Those objectives were to:

(
Transfer inventory management responsibility for SOM from NAVSEA to NAVSUP by providing NAVICP with asset visibility and access;

(
Attain total asset visibility by documenting all inventories in standard information systems accessible by NAVICP;

(
Develop improved management, ownership and control procedures by documenting revised inventory management relationships in a formal instruction including a set of SOM related business rules between NAVSUP, SOM holding sites and Sponsors and;

(
Define specific procedures for material issue, financial credit, retention and disposal.

The Working Group also recognized that it would be key in responding to the specific findings and recommendations of NAS Audit 027-97.  Likewise, they were aware that synergies attendant to their mutual efforts might well lead to other unanticipated benefits.

4.2  Objective One: Transfer of Inventory Management from NAVSEA to NAVSUP


The task that presented the greatest challenge to the Group was determining what degree of inventory management responsibility could be transferred to NAVSUP while still enabling NAVSEA field activities to accomplish their missions.  Options the Working Group explored included:

(  transfer of all material and associated supply  management personnel, if required, to NAVSUP and;

(  retain material at the NAVSEA site with complete  visibility and controlled access by NAVSUP’s agent – NAVICP .

In an early meeting with senior NAVSUP management personnel, the possible transfer of all material and personnel to NAVSUP was explored but considered unwise due to the make-up of SOM.  Analysis of SOM indicated that a large portion of it would not be of interest to NAVSUP (i.e. non-standard and DLA managed material).  A mid-February 1998 analysis of SOM revealed:

INVENTORY PROFILE

(104,000 records equating to 19 million items)

Category
% of Items
$ Value
% of $ Value

Navy Managed




-  RFI
12%
$550M
28%

-  NON-RFI
3%
124M
6%

DLA MANAGED
42%
295M
15%

Non-standard
43%
1,031M
51%

TOTAL
*  100%
2,000M
100%

Based upon this inventory profile:

(  NAVSUP/NAVICP would be interested in only 15% of items (34% of dollars).

(  A large percentage of SOM consists of low value DLA items (42% of items and 15% of dollars).

(  43% of SOM items (51% of dollars) are not managed by the Supply System (non-standard items identified by part number or local stock number only).

In view of the above, NAVSUP had little incentive to absorb inventory management of SOM.  However, centralized visibility and access to the material are highly beneficial to NAVICP and other potential users of the material.  Therefore, the Working Group equated NAVICP visibility and access to SOM as a proxy for transferring inventory management to NAVSUP.

In reference (e), NAVSUP reiterated that it considers an arrangement for NAVICP SOM visibility and access to satisfy the intent of the SEA 00 tasking to transfer inventory management functions to NAVSUP. 

4.3  Objective Two: Attainment of Total Asset Visibility

A major concern of the NAS was lack of SOM accessibility outside the holding activity.  To overcome this deficiency, and provide NAVICP with the asset visibility it needed for de facto SOM inventory control, the Working Group developed a strategy to first identify all SOM on local Supply Department records and then upload that information into an automated system with wide application. 

4.3.1  Interim SOM Visibility System

In the short term, there were two issues to be resolved.  The first was the need to ensure that all SOM was on Supply Department records at the holding sites so that it could be made visible.  The second was settling on a system that would enable NAVSEA to rapidly provide wide spread visibility of all material, both with and without NSNs.  Efforts to resolve these two issues were conducted in parallel.

In an effort to make the material visible in the most rapid manner possible, it was initially decided to establish visibility in the Consolidated Residual Asset Management Screening Information (CRAMSI) System.  CRAMSI was selected because:

(  It accepts both standard stock material and non-standard (part number and local stock number) material.

(  It is under NAVSEA control and can be readily modified, as necessary.

CRAMSI is updated via periodic file extracts forwarded to the Naval Sea Logistics Center (NAVSEALOGCEN).  Most large SOM sites provide a weekly file update.  Smaller sites provide updates less frequently (but at least monthly).  These file updates overlay the CRAMSI database replacing previous information for the site.  Material in the CRAMSI centralized database is visible and accessible to NAVSEA users, NAVICP IMs, the Fleet and outfitting activities.  For SOM, visibility and accessibility in CRAMSI is more closely controlled due to the preponderance of non-residual (program) material at the SOM sites.
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    With the selection of CRAMSI as the initial system for providing increased visibility, beyond the local level, the more difficult and time consuming portion of the task became ensuring that all SOM was on the field activity Supply Department records.  By reference (f), NAVSEA initiated a three-phase program to establish centralized visibility:

(  Phase I: All Account 6023 material carried on Supply Department records of NAVSEA field activities was to be visible in CRAMSI on or before 15 May 1997.

(  Phase II:  The remainder of SOM on the Supply Department records (Accounts 6021 and 6022) was to be visible in CRAMSI on or before 1 October 1997.  It included material on Supply Department records but in physical custody of a technical department or support contractor.

(  Phase III:  All SOM physically located at NAVSEA field activities or in the custody of a support contractor was to be identified, inventoried, and accounted for in Supply Department records by 1 April 1998.

As each of these three goals was achieved, the reported value of SOM grew in the CRAMSI database.  Appendix E provides a graphic presentation of SOM Quarterly Inventory Reports.

By April 1998, efforts to provide interim short-term visibility had been accomplished.  All material was on Supply Department records and made visible via CRAMSI.  

4.3.2  Ultimate SOM Visibility System

Although CRAMSI makes SOM visible to the NAVICP, it is not included in the “IM Tool Kit”.  In order to check for SOM assets, an IM must come out of the normal set of programs to screen CRAMSI.

NAVSUP and NAVICP representatives requested that a method be developed to facilitate ready access to SOM via the “IM Tool Kit” as this would enhance the NAVSEA to NAVSUP inventory management transfer.  Moreover, NAVICP is reluctant to rely on a database that is updated less frequently than daily.  These CRAMSI limitations led to long term efforts to provide NAVICP IMs with alternative automated access to SOM.

To satisfy this more technically challenging requirement, the Working Group initially attempted to make SOM visible in the Master Data File (MDF) subset of NAVICP’s Master Item File (MIF).  Visibility in the MDF would make the information readily available in the “IM Tool Kit”.

However, loading all SOM items into the MDF would introduce NSNs that are managed by the Defense Logistics Agency (DLA), the General Services Administration (GSA), and other service integrated managers, plus part numbered material.  SOM in the MDF would also have to be protected from issue without approval of the Sponsor or from other routine stock management actions which normally take place within the NAVICP (i.e. repair inductions, stratification of requirements and procurement offsets).

To protect SOM in the MDF, it was decided to load a Planned Program Requirement (PPR) in conjunction with unique SOM Routing Identifier Codes (RICs).  A “Beta Test” was subsequently conducted to prove the concept’s viability.

The test, however, demonstrated that some additional work was required to fully develop all of the necessary procedures and ADP program modifications.  Furthermore, it disclosed that sites would require one or more additional RICs to protect the material from capitalization.


Meanwhile, NAVSUP had proposed the Joint Computer-aided Acquisition and Logistics Support (JCALS) system as an alternative to loading SOM in the MDF.  JCALS advantages included an existing interface with NAVSUP’s Fleet Material Support Office (FMSO) systems and an ability to access data in disparate databases.  This is important as NAVSEA field activities currently control SOM using several different inventory management systems.  JCALS’ ability to interface with various databases precludes the necessity of forcing activities to use a common system prior to deployment.  At SOM Working Group Meeting number 9, in February 1998, it was decided to prototype JCALS at NSWC Crane and NUWC Newport and to halt further efforts regarding the PPR process in the MDF.  It was understood that, under JCALS, SOM inventories would be visible to NAVICP IMs in a more user-friendly fashion but that JCALS would still not be a part of the “IM Tool Kit”.  Rather, IMs must go to the NAVSUP “One Touch” Web site.


JCALS representatives visited the Crane and Newport sites and determined that:

(  At NSWC Crane a JCALS server and software could interface with the resident Industrial Logistics Support Management Information System (ILSMIS) which is used to perform inventory management.  Based on this visit, it was determined that a JCALS Level 1 system would be used as the interface.

(  At NUWC Newport, a wide range of systems was being used to perform inventory management.  The systems ranged from Word Processing Tables, to spread sheets, to database programs.  Developing a capability to read all these databases was not cost effective.  A JCALS Level 4 (Inventory Management) System which would provide the necessary interface and could provide data to, and receive data from, the local management systems was initiated. 

SOM Visibility Prototype Test
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The JCALS SOM Prototype was approached in two phases.  Phase I was to provide visibility of assets (stock numbered and part numbered) through JCALS screens with a view toward automatic requisition processing at a later date.  Phase II was to add enhancements to Phase I functionality by providing automatic requisition processing and status tracking for NSN items (Navy and non-Navy managed) and financial or inventory adjustment transactions.  Appendix F provides flow charts for the JCALS prototype system.


Phase I and II experience has indicated the need for another phase.  Phase III would include installation of JCALS ability to read disparate databases and provide visibility of non-standard items to level I systems.  It would also add the ability to process non-standard items and Change Notices to Level 4 systems.


By reference (g), NAVSUP reported Phase I completion in March 1998 and Phase II in June 1998 at the two prototype test sites.  NAVSUP’s schedule for completing JCALS implementation at all SOM sites concludes in September 99.  As of April 99, 6 of 9 NAVSEA Warfare Centers had been completed.  SOM JCALS funding is in place through 2004.

4.4  Objective Three: Develop Improved Management, Ownership and Control Procedures


Several versions of an updated SOM policy instruction were reviewed.  NAVSEAINST 4440.24C, signed 26 May 1998, reflected the improved inventory management and control procedures developed by the SOM Working Group as well as guidance on SOM redistribution, associated credit transactions, retention criteria and excess disposal precedence.

4.4.1  SOM Management Policies


The instruction promulgates management policies to:

(  Identify, track and monitor all SOM in an automated inventory control system that expands its visibility and accessibility.

(  Assign Reason Codes and Retention Levels to SOM.

(  Eliminate unnecessary levels of SOM inventory and dispose of excesses.

(  Retain PM control over access to SOM and ensure compensation via credit or in-kind replacement.

4.4.2  SOM Management Procedures 

Key elements of the new instruction enhancing management and control of SOM include the following procedures:

(  All SOM, regardless of location, must be carried on the storing activity’s Supply Department records but memorandum accounts are now optional.

(  SOM will be made visible and accessible in support of Joint Total Asset Visibility (JTAV) initiatives.

(  An Annual Requirements Review will be conducted on all SOM inventories during which Reason Codes and Retention Levels will be assigned and validated.

(  Items determined by the PM to be excess will be redistributed or disposed of by:

(1) applying to other programmatic requirements;

(2) offering to the Supply System for credit;

(3) offering to Foreign Military Sales programs;

(4) transferring to a redistribution site; or

(5) transferring to the Defense Reutilization and Marketing Office (DRMO).

(  SOM requirements not reviewed and validated annually, will be categorized as potential excess. 

(  The use of standard or compatible NAVSEA Automated Information Systems is required for SOM control, management, accountability, visibility, and access. 

(  SEA 04 will provide to SEA 01 the dollar value of SOM, as of 30 September each year, for reporting in the Command’s CFO annual financial statements.

Appendix J provides a copy of the revised instruction.

4.5  Objective Four: Define Specific Procedures for Material Issues, Financial Credits, Retention and Disposal

To ensure that SOM inventory levels were maintained consistent with sound management practices, the Working Group developed several innovative controls.  These control mechanisms, along with requisition referral protocol, issue credit criteria and retention guidelines were subsequently promulgated via NAVSEA Instruction 4440.24C.

4.5.1  Material Issues

The SOM Working Group established an order of precedence for routing requisitions through NAVSUP’s Central Point of Entry (CPEN) referral system.  In addition, SOM holding sites were permitted to establish limitations on the number of inquiries they would accept based on workload.  A counter within JCALS permits inquiries to be limited to an established level.  This limit can be changed locally, as determined by workload.  Thus, SOM assets can be made available while protecting NAVSEA sites from NAVICP workload. Appendix G delineates the CPEN referral rules. 
4.5.2  Material Release Conditions and Financial Credit

The Working Group also agreed to the following conditions for release of material and creation of associated credits:

(  The PM retains ownership and control over the assets and there will be no diversion to another use without PM approval.

(  Assets released to another use will normally result in credit being provided unless the PM indicates that credit is not required or that replacement in kind is preferred. 

(  The PM and holding site will determine if credit goes to the site or back to the PM. 

4.5.3  SOM Annual Requirements Review (ARR) Guidelines
The Working Group developed guidelines for conducting an Annual Requirements Review designed to justify SOM inventories on a program by program basis.  The guidelines identify the information to be considered and documented by the stocking activity’s Supply Department and the PM’s representative.  ARR guidelines are included as Appendix H.

4.5.4  SOM Quarterly Inventory Report
To help maintain inventory accuracy, the Working Group also developed a format for a quarterly report of SOM on hand balances.  The Report due date is the fifteenth day of the month after the end of the quarter.  The end of the fiscal year Report includes amplifying information regarding the status of ARRs.  A copy of the report format and amplifying information is included as Appendix I.

4.5.5  Uniform Reason Codes
The Working Group found that SOM items could not always be linked to the mission requirement that had initially prompted their positioning at the field activity.  To facilitate asset correlation to mission requirement, the Working Group established a single uniform set of Reason Codes.  These Codes differentiate between various material mission or programmatic categories and are assigned or reviewed during the ARR.  Enclosure (2) to NAVSEAINST 4440.24C (included as Appendix J) contains the listing of authorized Reason Codes.

4.5.6  SOM Retention Levels and Requirements Determination Methodologies
Field activities have, heretofore, not maintained documented and defensible records justifying the quantity of a given item retained on site to assure mission accomplishment.  The Working Group decided that field activities should document levels of retention in the inventory record.  This numeric level, established by the Supply Department and the PM, defines the quantity of the items required.  In determining it, the following factors must be considered:  

(  The number of installations. 

(  The number of the item per installation. 

(  The failure rate of the item. 

(  The position of the system/equipment in the life cycle. 

(  The planned production/modernization efforts. 

(  The availability of the item in the Supply System and

   the commercial market place.  

Rationale should be documented and formulas used should be retained.  If requirements change between ARRs, the changes should also be documented.

NUWC Keyport demonstrated models of analysis, by requirements category and method, which may be used to determine the level of material required in various situations.  Models to be used are left to the discretion of the PM and supporting field activity. 

Requirements Category
Type
Method

Insurance Shares
Stochastic
Wear Out

Major Shore Spares
Policy
N/A

Upgrade Program Support
Deterministic
Simple Cumulative

Installation & Checkout (I&C) Components
Deterministic & Stochastic
Simple Cumulative & Accelerated Replacement Factor

Interim Support Material
Deterministic
Replacement Factor

Initial Load Out Material
Deterministic
Simple Cumulative

Swings Sets
Policy
N/A



Turn-Around Program
Deterministic
Simple Cumulative Rework Turn Around Time (RTAT)



Lab Support Spares
Stochastic
Accelerated Replacement Factor

Repair Support Material
Stochastic
Wear Out & Replacement Factor

Govt. Furnished Equipment
Deterministic
N/A

Retained Equipment
Deterministic
N/A

Diminishing Manufacturing Sources and Material Shortages (DMSMS) 
Stochastic
Replacement Factor

(  Policy – Quantities are determined by the PM based on funding, contract constraints, number of fleet units, technological maturity, operational requirements, etc.

(  Deterministic – Quantities are defined by Engineering Change Proposal (ECP), ORDALT/SHIPALT kit content requirements, etc. and total planned installations and schedules.

(  Stochastic – Quantities are calculated using statistical or handbook failure factors appropriate for individual hardware type and population.

Retention levels were established at all sites by 30 September 1998.

4.6  Related Accomplishments 

In addition to meeting the specific objectives of its charter, the SOM Working Group also resolved a number of other issues related to the management of SOM.  Specific accomplishments are high lighted below.

4.6.1  Compliance with NAS Audit Recommendations

The SOM Working Group participated actively in coordinating and facilitating the successful accomplishment of all the NAS audit recommendations.  Audit recommendations and completion dates are as follows:

NAS Audit Recommendation                      Date Completed

1. Identify, inventory and report by category  and ownership all sponsor material.
1 April 1998

2. Identify known or planned requirements for use of sponsor material by owner, program and timeframe of utilization.
13 October 1998

3. Transfer inventory management of sponsor material to NAVSUP for use or disposal in accordance with prudent management practices.
13 October 1998

4. Develop and implement a partnered policy aimed at reducing the amount of material stored at NAVSEA activities.
22 May 1998

5. In conjunction with NAVSUP establish effective material management, control and accounting rules for sponsor material.
22 May 1998

4.6.2  Proof of Concept for AN/SLQ-32 Legacy Systems Support
Based on the Working Group’s efforts to maximize utilization of SOM assets, NAVSEA 04 established a secondary Integrated Process Team (IPT) to determine if SOM could economically be applied to legacy systems that are no longer in production.  

The AN/SLQ-32 electronic countermeasures system was selected as a “Proof of Concept” prototype project because 1997 was its last year of production, there are 210 deployed systems, and NSWC Crane has an integral role in harvesting AN/SLQ-32 assets from decommissioned ships.  Phase I of the Legacy Support System (LSS) IPT tasking involved creating a distributed inventory of SOM and Supply System assets.  In meeting a projected FY 99 demand for six high-dollar NSNs, the IPT successfully lowered the price per unit through a cost averaging of the available SOM and Supply System assets.  A comparison of the FY98 and FY99 prices shows the total potential savings to the Fleet will amount to nearly $1.7 million.  While 100% of the FY98 inventory for those NSNs was Supply System stock, the FY99 inventory for those same NSNs will average 52% SOM and 48% Supply System.

The LSS IPT successfully documented the concept of partnering with NAVICP to augment Navy Supply System stock and enhance supply readiness with SOM assets.

LEGACY SYSTEM MATERIAL SUPPORT USING SOM
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4.6.3  SOM Included in Fiscal Year End CFO Reports

In November 1998 NAVSEA 04 forwarded to NAVSEA 01 the First Annual NAVSEA Fiscal Year End Use Secondary Item Material (EUM) Report for inclusion within the NAVSEA Chief Financial Officers Reports.  EUM includes both SOM and GOM.  The dollar value disclosed reflected reports from field activities as of 30 September.  The known total value of SOM at the end of the fiscal year was approximately $2.8B.  The total value of EUM was $10.2B.

5.0.  Issues
5.1  Overview

Several outstanding SOM issues remained to be resolved at the end of 1998.  Plans are underway to address some of these issues in the Assistant Secretary of the Navy (ASN) Financial Management and Comptroller (FMC) Operating Materials and Supplies (OM&S) Working Group.  Others can be resolved without a large team effort and NAVSEA 04L will assemble necessary working groups to assist in their resolution.  These issues are outlined below.

5.2. Cost of Material Used

The principal question deals with how to best allocate the cost of SOM used to the appropriate job, thus avoiding understating the cost of the production effort.  This issue is to be reviewed by the OM&S Working Group.

5.3  Payback in Kind Versus Credit
Under certain circumstances, it may be more advantageous for the Sponsor to receive payback in kind rather than credit.  Procedures must be developed to facilitate automated handling of these situations making them less labor intensive.  Currently off-line negotiation and manual transactions between the IM and the Sponsor are required.  NAVSEA 04L will address the issue with NAVICP to effect necessary process improvements.

5.4  Development of a Part Number Capability in JCALS and

the Inventory Management Module

The Supply System does not accommodate automated transactions with part numbered material.  However, as much of SOM consists of part numbered items, JCALS needs to incorporate the capability to process transactions for them and the Inventory Management Module (Level 4 System) must incorporate the capability to manage them.  NAVSEA 04L will address the issue with NAVSUP to effect necessary program revisions.

5.5  Methods of Valuing Inventory
Uniform guidelines need to be established for the way monetary values are assigned to SOM inventories including pricing excess material and determining the value of assets from decommissioned ships.  NAVSEA field activities have historically valued SOM at its acquisition cost.  If an item is no longer in RFI condition, it is valued as a percentage of acquisition cost using enclosure (3) to NAVSEAINST. 4440.24C (Appendix J).  NAVICP, on the other hand, values stock in the Supply System based on an established Standard Price (last receipt price plus a surcharge).  During its audit, the NAS elected to value SOM 

inventories based on Standard Price rather than last receipt or current value criteria which created a significant discrepancy in determining the true value of SOM inventories.  The OM&S Working Group will address this issue.

5.6  Central Point of Entry Network (CPEN) Referral Logic

The JCALS system utilizes CPEN SOM Referral Rules as displayed in Appendix G.  The CPEN logic serves as a hierarchy for referring customer requisitions.  That hierarchy passes requisitions to SOM sites prior to referring them to the ICP.  While this logic flow is in accordance with Fleet desires to use “free issue” material prior to drawing down (and paying for) Supply System stocks, it treats all SOM assets as “excess” available material.  Not all SOM is excess and SOM sites should not be treated as sources of “free issue” material given the constraints of PM required approval and credit/replacement in kind surrounding any issue.  NAVSEA 04L has requested that the CPEN referral logic in this area be reviewed.

5.7  R&D Models

The sites involved in research and development (R&D) hold items that have been developed for testing and evaluation.  Should they not go into production, they become unique creations.  They are not parts included in an inventory nor are they assets that should be capitalized and amortized over the useful life of the system.  The Working Group has recommended that models and the products of R&D projects retained for historical purposes be treated as heritage assets rather than SOM inventory.  A decision from DoD Comptroller is required.  The OM&S Working Group will address this issue.

5.8  Cost of Systems and Equipment Used as Test Beds

Systems and equipment that have been provided to the field activity to be used as a test bed, for system grooming, or for software testing and maintenance have historically been treated the same as inventory used in production or life cycle maintenance (i.e. SOM).  This has led to the misleading assumption that there is a high dollar value of material that may be in excess to requirements.  A more appropriate treatment needs to be identified.  The Working Group had initially suggested that test beds and similar items might be capitalized and statistically charged against work performed using the equipment.  However, questions arose concerning possible PM desires to retain ownership or the impact of capitalization and depreciation on the field activity’s overhead rate.  An alternative proposal, requiring concurrence by DoD Comptroller, is to treat SOM, used as a test bed and valued over $100K, as National Defense Plant Property and Equipment (PP&E) rather than SOM.  The OM&S Working Group will address this issue.

5.9  Need to Integrate Financial, Procurement and Material Systems

Recent directives, resulting from Naval Audit Service reports, require improved accounting for Navy owned material.  At this time, many major NAVSEA financial, procurement and inventory management systems are not capable of data sharing.  Nor does NAVSEA institutionally possess an automated material requirements determination system application capable of taking inputs from existing provisioning, production, maintenance and material subsystems and linking that data to determine out-year SOM requirements.  As a result, there is no empirical source for the Command to project or account for material requirements.  Manual efforts such as periodic ARRs are required to validate replacement factors, on hand quantities, etc. in an effort to overcome this deficiency.  NAVSEA should consider development of an automated capability that links requirements, inventory, procurement and financial data.  The OM&S Working Group will address this issue.












5.10  Inspection Performance Parameters

There is need for Navy-wide agreement on end use material (i.e. SOM) performance parameters so that activities uniformly understand what criteria they will be measured by during inspections and audits.  Jointly agreed upon measurement tools that weigh storage costs versus mission accomplishment are necessary.  An example of disagreement over basic measurements was NAVSEA’s nonconcurrence with a NAS finding which projected that cost savings of over $15M per year could be achieved by disposing of “excess” material.  This was based upon a storage cost formula that related warehousing expense to 1% of the “excess” inventory’s dollar value.  Setting aside whether or not the material was truly excess, NAVSEA had serious concerns about applying a MACRO formula to what was essentially a MICRO situation.  Prior agreement over what cost/performance formulas and parameters are appropriate for use would improve audit accuracy while giving field and headquarters activities uniform inventory management criteria.  The OM&S Working Group will address this issue.
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CAPT D. F. Smith
NSWC Crane*


Donald P. Schulte
NSWC Crane



Lenny Burdick
NAVSUP 41



Jeff Orner
PEO (MIW)-L*


Tim McBride
PEO (USW)-L



James R. Penrod
PEO (TAD)-L



Allen Vallo
PEO (CLA)



Ed Chergoski
PEO (SC/AP) *
(PMS 400F31)

Nick Welch
PMS  306*


Ellen Bretz
NAVSEA 92L



CAPT Gigette Caldwell
NAVICP 05*


* At the time of the Working Group.
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DATE


DESCRIPTION/EVENT

Sep. 96
SEA 041 internal meeting regarding visibility of NAVSEA assets.



18 Dec. 96
SOM Working Group Meeting 1.



19 Dec. 96
NAVSUP Residual Asset Meeting.  First meeting with NAVSUP regarding SOM and potential inventory transfer.  Determination reached that SOM is not appropriate for Navy Supply System to carry (consists of too much DLA and non-standard) and it would not be cost effective to physically transfer the material to Fleet Industrial Support Centers.



18 Jan. 97
SOM Working Group Meeting 2 in Arlington, VA.



10 Jan. 97
Draft NAS Audit Report, “Management, Control, and Accounting Procedures for Sponsor Material at Naval Sea Systems Command Warfare Centers” released for comment.



17 Jan. 97
Vice Admiral G. R. Sterner, Commander Naval Sea Systems Command (SEA 00) formally Charters SOM Working Group.



29-30 Jan. 97
SOM Working Group Meeting 3 in Panama City, FL.



4-5 Mar. 97
SOM Working Group Meeting 4 in Port Hueneme, CA.



11 Apr. 97
NAS Publishes Audit 027-97, “Management, Control, and Accounting Procedures for Sponsor Material at Naval Sea Systems Command Warfare Centers”.



16-17 Apr. 97
SOM Working Group Meeting 5 at Dahlgren, VA. 



6 May 97
SEA 00 initiates three time-phased Goals for attaining Interim SOM Visibility via CRAMSI. 



9 May 97
SOM Steering Group Meeting 1, Arlington, VA.



15 May 97
Completion of first phase of SOM visibility in CRAMSI.

25-26 Jun. 97
SOM Working Group Meeting 6, Arlington, VA.



19-21 Aug 97
SOM Working Group Meeting 7, Arlington, VA.



1 Sep. 97
NAVSUP recommends use of JCALS as alternative method to provide for SOM visibility and accessibility.  Commenced parallel planning PPRs and JCALS.



1 Oct. 97
Completion of second phase of attaining SOM visibility in CRAMSI.



7 Oct. 97
SOM Steering Group Meeting 2, Arlington, VA.



28-30 Oct. 97
SOM Working Group Meeting 8, Keyport, WA.

NAVICP requested to initiate Beta Test of loading PPRs in MDF to protect SOM.



10-11 Feb. 98
SOM Working Group Meeting 9, Arlington, VA.

Agreement to utilize JCALS as ultimate system for SOM visibility.  Initiated SOM JCALS Prototype Test and cancelled PPR Beta Test.



1 Apr. 98
Completion of third and final phase of SOM interim visibility in CRAMSI.  All material now on records and visible in CRAMSI.  

Completion of NAS Audit Recommendation No. 1



17 Apr. 98
NAVSUP letter reporting SOM JCALS Prototype progress:  Phase I completed March 98,

Phase II scheduled to complete June 98.



22 May 98
SEA 00 signs NAVSEA INST. 4440.24C, “Sponsor Owned Material (SOM) Management”.  Completion of NAS Audit Recommendations 4 and 5.



12 Jun. 98
Phase II of SOM JCALS Prototype implemented.



14-15 Jul. 98
Final SOM Working Group Meeting (10), Arlington, VA.  SOM JCALS Prototype given good reviews.  SOM Working Group to be merged into SEATAV project along with the GOM Working Group.



13 Oct. 98
NAS Audit Recommendations 2 and 3 complete.  All NAS Audit 027-97 recommendations now completed.



15 Jan. 99
NAVSEA non-concurs with NAS projected monetary benefits associated with SOM audit ($13.7M versus $173.9M).  Significant difference attributed to NAS declaring vast majority of SOM as excess and then using 1% of this value as projected savings.
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NAS Audit # 027-97 of 11 April 1997 “Management, Control and Accounting Procedures for Sponsor Material at Naval Sea Systems Command Warfare Centers”
Findings:

(a)
$310.7M in SOM was used in the preceding two-year period.  However, the value of the material was not included in cost of projects thus understating cost of center products and services.  The audit acknowledged that there is conflicting guidance in the area of SOM.  DoD Financial Management Regulation, Volume 11B, Chapter 56, paragraph A.4 states that “Customer furnished material shall be accepted and utilized only in those instances in which it is the general policy of the customer to furnish the materials involved.”  This guidance, allowing customer-furnished materials, conflicts with the DoD Comptroller Policy Memorandum of 19 August 1991 requiring full costing of work.  Navy Comptroller (NAVCOMPT) and DoD accounting guidance allow the Centers to accept material and direct cite funding for material from sponsors and record material on hand balances in memorandum accounts.  Because memorandum accounts are used for statistical purposes only, the materials are generally not reported on financial statements as assets when held by the NAVSEA Warfare Centers.  Further NAVSEA guidance requires that sponsor-provided material not be processed through the Defense Business Operating Fund (DBOF) (now Navy Working Capital Fund - NWCF) inventory accounts and therefore, the materials consumed are not reported as costs and do not generate revenues to NWCF when the materials are used.  

(b)
Not all SOM is in the hands of the Supply Department and there is no way to accurately determine the inventory value.  NAS found 13 inventories at two locations but were unable to obtain inventory records.  In addition, records of issues from these inventories were not available; therefore, the presumption was made that the cost of material consumed in jobs has been understated, since these would not even show as a statistical charge.

(c)
Inventory records provided to the NAS indicated $1.4B of inventory on hand (although only $1.1B had been reported), which the NAS priced at $1.7B after a Federal Logistics (FEDLOG) database screen.  There was some question about the accuracy of both inventory values.

(d)
NAS considered all material in memorandum accounts 6022 and 6023 as not related to production and therefore excess.  Accordingly, they reported that the seven centers reviewed held approximately $1.3B of material excess to requirements.  They also reported approximately $200M in Account 6021 that had not experienced a demand in two years and was, therefore, also considered to be excess to requirements.  NAVSEA did not concur in this finding.

(e)
NAS found a significant number of items (3.5% of the line items) not identified by either a National Stock Number (NSN) or a part number.

(f)
Many of the items were identified by NSN and were of low dollar value and normally readily available from the Supply System or through local procurement.  Approximately 12.7% of the items had NSNs and were valued at less than $1.00.

(g)
Approximately 43.2% of the inventory valued at $1.1B had no recorded demand in a two-year period.  During the two-year audit period, there was an increase of $200M of material matching the items with no demand, raising the value of material with no demand to $1.3B.

(h)
Since $1.2B of material was carried in accounts other than Account 6021, NAS deemed it to be not related to production requirements.

(i)
NAS projected that estimated savings of $122.4M could be realized , over six years, by avoiding unnecessary storage costs ($91.2M), realizing cash value from disposing of excesses ($28.6M) that could not be used by the Supply System, and avoiding lost treasury interest ($2.6M).  NAVSEA did not concur with this finding.
(j)
NAS estimated that savings of $51.6M could be realized by avoiding NAVICP/DLA procurements.

(k)
Five of seven centers did not record $1.4B in inventory in financial statements.

(l)
Although the majority of the material was visible on Supply Department records at the local activity, there was no centralized visibility by item.  Therefore, use of material to satisfy requirements at other sites was limited to an informal network of personal contacts.  The network included NAVICP Inventory Managers and ISEA activities.

SITE COMMENTS:


Representatives of the SOM holding sites visited took exception to some report findings.  The audit treated all material in Account 6023 as excess, which the sites disputed.  This was compounded by NAS asserting that material not experiencing two demands in the previous 24 months was excess.  NAS rationale appeared to be an equating of Supply System demand-based inventory management practices to NAVSEA field activities’ programmatic-based inventory management which relies on material procurement based on production and/or installation schedules in lieu of demand.  Site personnel also questioned the procedures used by the NAS in pricing SOM assets.  They suspected that all material was treated as being in “A” condition, rather than the actual condition loaded in the record.  There was also disagreement with pricing all material at the NAVICP Standard Price, when it was acquired at a different price.  NWCF material is carried at acquisition cost vice the NAVICP/DLA Standard Price; therefore, field activities price Account 6021 material at acquisition price.  Account 6023 appears to be priced with a mixture of NAVICP/DLA Standard Price and acquisition cost, depending on how the material was received.  


Sites using the Industrial Logistics Support Management Information System (ILSMIS) in conjunction with the Naval Ordnance Management Information System (NOMIS) have the capability to automatically make the statistical charge for material that flows through Account 6021.  The NAVSEA definition for Account 6021 includes the requirement for the material to have a Customer Order Number assigned which ensures that the material will be statistically charged to a job when it is consumed.  The primary determinant of whether the material is statistically charged is the capability of the financial system.  As more sites implement ILSMIS, the potential of understatement of material costs should be reduced, as long as they also implement NOMIS, or another system with the capability to make statistical charges.

Recommendations:

The published report contained five agreed upon recommendations:

(a)
Identify, inventory, and report by category and ownership all sponsor material.

(b)
Identify known or planned requirements for use of sponsor material by owner, program, and timeframe of utilization.

(c)
Transfer inventory management of sponsor material to NAVSUP for use or disposal.

(d)
Develop and implement a partnered policy aimed at reducing the amount of material stored at NAVSEA Warfare Center activities.

(e)
In conjunction with NAVSUP, establish effective material management, control, and accounting rules for sponsor material.
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SOM JCALS PROTOTYPE FLOW

This description of the Flow of the SOM Joint Computer-aided Acquisition and Logistics Support (JCALS) prototype system is developed in two sections: (1) Central Point of Entry (CPEN) Capability and (2) Procurement Offset Capability.  The first describes the capability to process requisitions referred from the CPEN System.  The second describes the query process for NAVICP or DLA Inventory Managers (IMs) to determine if there are SOM assets available to offset a requirement in the Supply System, thus avoiding a procurement.  In the two flow charts, the full JCALS Global Data Management System (GDMS) and its network of servers are labeled “JCALS GDMS”.  This does not refer to a single site or set of hardware.  The description that follows is the system as it was implemented and operating in early 1999.  As networking and server technologies evolve, the system will be modified.  For example, it is envisioned that eventually CPEN will have the capability to query directly to the appropriate SOM sites without first having to send the requisition to the NAVICP JCALS server.
JCALS SOM CPEN CAPABILITY
The following describes the process for a query and referral of a requisition from the CPEN system to SOM inventories at the two prototype activities.  A similar process will be followed as the SOM JCALS system is updated to access additional repositories of SOM inventory.  The numbers below correspond to the numbers on the “JCALS SOM CPEN CAPABILITY” flow chart.

(1)
If there are no assets available within the normal CPEN system and Residual Asset Manager (RAM) inventories, the requisition will be referred to SOM (the JCALS server at NAVICP Mechanicsburg) with status provided to the customer that the requisition is being forwarded.  The CPEN Referral Table sequence for issue is: RAM; Point of Entry Fleet and Industrial Supply Center (POE FISC); Other CPEN; SOM; and finally referral to the Inventory Control Point (ICP)/Integrated Material Manager (IMM).

(1A)
Once received by the JCALS server at Mechanicsburg, the A4_ message is split into its constituent parts (i.e. NIIN, SMIC, Quantity, etc.).  A query is then executed using GDMS to search each active repository database using NIIN and Quantity.  In some instances, the GDMS (through the local JCALS server) must access an external database (such as Crane’s ILSMIS).  In other cases the data is resident within the Oracle database in the local JCALS Level 4 System (such as the NUWC Newport inventories).  The search only looks at Account Code 6022 and 6023 material with “A” condition code.  The query determines the total quantity on hand for a given NSN at a given site.  If sufficient stock is on-hand to fill the order, then the A4_ message is routed through DAAS to the holding activity.  The only modification done to the A4_, by the JCALS server at Mechanicsburg, is to change the Routing Identifier Code (RIC) on the original message.  The search routine refers the A4_ to the holding activity that meets the logic in CPEN (logic refers to the site closest to the POE).  Initially, searches were conducted only at NSWC Crane.  With the implementation of a software change, searches will be expanded to all sites, in accordance with CPEN logic thus minimizing transportation costs.  Holding activities that are geographically closer to the originating CPEN site will be searched first.  At NSWC Crane, the GDMS will process the query to ILSMIS.  At NUWC Newport, the inventory records are being maintained in a JCALS Level 4 system on the GDMS.  Therefore, JCALS can check for availability without querying an outside system.

(2)
The GDMS queries the inventory management system to see if material is available in Accounts 6022/6023 and in what quantity.  The GDMS queries the inventory management system for the following information: COG, Condition Code, Quantity, Unit Price, and Account Code for the SOM account in which the material is being held.

(3)
The particular inventory management system replies to the GDMS query with the Cog, quantity, unit price, and Account Code for the material held under the NIIN of the query.

(4)
If sufficient material is found at a given site, the JCALS application modifies the A4_ by substituting the RIC of the holding activity for the “RIC to” on the incoming A4_ message.  The A4_ is then sent to the holding activity via DAAS.  When an issue results, ILSMIS generates a “Demand Only” Document Identifier (DOC ID) “DHA” transaction to the appropriate ICP.  ILSMIS will also generate AE8 and AS8 DOC ID transactions for DAAS to disseminate to the requisitioner and monitoring activity via the appropriate AE/AS series shipping status based on the Media and Status (M&S) and Signal Codes.

(4A)
If material is not found, the JCALS application modifies the A4_ by substituting the RIC of the Inventory Manager (IM) (i.e. NAVICP, DLA, etc.) on the incoming A4_ message based on a COG Code to IM reference list.  The A4_ is then sent to the IM via DAAS.

(4B)
The JCALS GDMS will also return a ZAR DOC ID transaction to CPEN to initiate an AE1 document with BM status (referral to ICP) to the requisitioner and appropriate monitoring activities based on the M&S and Signal Codes.

(4C)
CPEN then provides the AE1 document with BM status to the requisitioner and others as appropriate.

(4D)
This is not an event identifier, but summarizes the fact that DAAS provides status to the customer and appropriate others based on the M&S and Signal Codes to keep them apprised of the status of the requisition.  Status is provided to show that the requisition was:


-  referred from CPEN to SOM; 


-  being processed for issue (AE1 BM) at a SOM Site;


-  shipped (AS1 shipping status) from SOM Site; or


-  referred to the appropriate IM (AE1 BM).

(5)
If material is available in a SOM account, DAAS routes the A4_ referral to the holding activity inventory management system (ILSMIS or whatever).  The holding activity determines whether the material can be released or if they need to contact the Sponsor for authorization.  For example, ILSMIS activities do the following:


-  Automatically release Account 6022 material without contacting the Sponsor or his representative to determine if the material can be released.  ILSMIS sends an AE8 with a BN status to de-obligate funds on the requisition.


-  Contact the sponsor or his representative to determine if the material in Account 6023 can be released.  Currently, the Sponsor must be willing to accept reimbursement at the Standard Price for the item.  If that is not acceptable, the site must refer the requisition to the appropriate IM.  

If the IM does not have another source, the IM may come back to the SOM holder or the Sponsor and propose an alternative such as replacement in kind.  This alternative arrangement is an off-line manual transaction between the IM and the Sponsor or his representative.

(6)
Upon approval, the material is shipped and AE_, Supply Status, plus AS_, Shipping Status, documents are forwarded via DAAS.  ILSMIS activities generate AE8/AS8 documents and DAAS forwards the appropriate AE_/AS_ status based on the Media and Status and Signal coding on the requisition.  Processing the requisition allows the holding site to charge the Fund Code cited on the requisition to reimburse the Sponsor at the Standard Price.

(7)
The requisitioner may at some future time submit an AF_ or AT_ DOC ID Follow-up via DAAS to determine the status of the requirement.

(7A)
DAAS will route the Follow-up to the JCALS/GDMS or the SOM site that received the requisition referral based on the status held by DAAS.

(7B)
The JCALS GDMS forwards another ZAR DOC ID MILSTRIP document to CPEN with the status of the requirement.
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JCALS SOM PROCUREMENT OFFSET CAPABILITY

The following describes the process for NAVICP or DLA IMs to query JCALS SOM prototype activities to determine if there are SOM assets available to offset a requirement in the Supply System. The numbers below correspond to the numbers on the “JCALS SOM PROCUREMENT OFFSET CAPABILITY” flow chart.

(1)
The IM (NAVICP, DLA, etc.) sends a DZE to JCALS (via FISC Jacksonville) to query if there are assets available to offset a requirement in the Supply System.

(2)
The JCALS GDMS queries the inventory management system in use at the activity.  At NUWC Newport, this is a Level 4 JCALS system located on the JCALS GDMS server.  At NSWC Crane, it is the Industrial Logistics Support Management Information System (ILSMIS).

(3)
The appropriate inventory management system responds with COG, Qty, Unit Price, Condition Code, and Account information for material available.

(4)
At NUWC Newport, the Sponsor is queried to determine if the material can be released to satisfy the wholesale requirement with reimbursement at the Standard Price.  JCALS GDMS then sends an “FTE” DOC ID to DAAS for material that the Sponsor has agreed to release with reimbursement at Standard Price.

(4A)
At NSWC Crane, the JCALS GDMS sends a DOC ID “DZE” to ILSMIS.  NSWC Crane queries the Sponsor to determine if the material can be released to satisfy the wholesale requirement with reimbursement at the Standard Price.

(4B)
At NSWC Crane, ILSMIS responds to DAAS with an FTE offer for material that the Sponsor has agreed can be released to satisfy the wholesale requirement.

(4C)
The FTE offer of material is received at NAVICP/DLA and a decision is made regarding which material to accept to satisfy the wholesale requirement.

(5)
The IM releases a DOC ID “FTR" MILSTRIP Document to the SOM holding site via DAAS.

(6)
The material is processed for shipment to the wholesale stock point designated in the FTR document.  

(7)
The wholesale stock point receiving the material processes the appropriate receipt transaction document identifier and Project Code via DAAS to the appropriate IM.  The IM then processes the credit through the financial system to the Sponsor.

(8)
The SOM holding site processes the credit transaction through the local financial management system.  At this point, the Sponsor has received payment for the material released to satisfy the wholesale Supply System requirement.

SOM JCALS PROTOTYPE FLOW
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CPEN SOM Referral Rules

APPENDIX G

CPEN SOM REFERRAL RULES

SOM will be considered for lateral redistribution via mechanized requisition referral by the NAVSUP Central Point of Entry (CPEN) system, only after traditional CPEN target sites (Fleet and Industrial Supply Centers (FISCs) and Residual Asset Management (RAM) stock points) have been exhausted.  SOM, in effect, becomes the last site checked before referral to the Inventory Control Point (ICP)/Integrated Material Manager (IMM).


a.  Initially, only Issue Priority Group (IPG) 2 and 3 requisitions will be candidates for automated referral to a SOM site.  


b. Not mission Capable Supply/Partial Mission Capable Supply (NMCS/PMCS)/CASREP IPG-1 requisitions, currently handled off-line, will be candidates for automated referral to SOM sites at a later date.

Only Account 6022 and 6023 NSN material will be subject to mechanized requisition referral from CPEN or procurement offset from Navy/DLA ICPs.  Account 6021 and/or non-standard (part-numbered) material will not be considered by these automated processes, although both will be visible (read-only) via the JCALS “View SOM” application.


a.  Issues/transfers from Account 6022 require no Sponsor approval and no reimbursement for requisitions from CPEN, but will generate a credit to the site for ICP procurement offset (just like RAM).


b.  Issues/transfers from Account 6023 require Sponsor approval and credit will be granted at the Standard Price.  If the Sponsor desires credit at a different price or replacement in kind, the requisition will be referred to the ICP for off-line arrangements (like CASREPs are currently handled between NAVICP and SOM sites).
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NAVY MANAGED STOCK

A. Issue Priority Group (IPG) I

1) Residual Asset Manager (RAM)

2) Inventory Control Point (ICP)

B. Issue Priority Group II (Air Eligible)

1) RAM

2) Real-time Outfitting Management Information System Visibility (ROMISVIS) system

3) SOM Sites via Joint Computer Aided Logistics and Support (JCALS) system

4) ICP

C. Issue Priority Groups II and III

1) RAM

2) ROMISVIS

3) SOM Sites (Via JACALS)

4) ICP

DLA MANAGED (9 COG) STOCK

A. Issue Priority Group I

1) Cargo Routing Information Management (CRIM) Site

2) Point of Entry (POE) Fleet Industrial Supply Center (FISC)

3) RAM

4) Other Retail CPEN Sites

5) Individual Material Manager (IMM)

B. Issue Priority Group II (Air Eligible)

1) CRIM Sites

2) POE FISC

3) RAM

4) Other Retail CPEN Sites

5) ROMISVIS

6) SOM Sites (Via JCALS)

7) IMM

C.
Issue Priority Groups II and III 

1) RAM

2) POE FISC

3) Other Retail CPEN Sites

4) ROMISVIS

5) SOM Sites (Via JCALS)

6) IMM
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APPENDIX H

SOM Annual Requirements Review (ARR) Guidelines

In order to ensure that the SOM at NAVSEA field activities is limited to the minimum required for mission performance (i.e. providing production, installation, and life cycle maintenance for assigned systems and equipment), an ARR will be conducted for each system or equipment assigned.  This review will consist of a meeting or an exchange of information among representatives from the Sponsor/Program Manager (PM) Office, local technical departments, and the local Supply Department.  The following paragraphs provide guidelines for conducting these reviews including guidance regarding the types of information to be considered, the decisions to be reached, and the documentation to be retained.  The primary emphasis for these reviews is the validation of the Reason Code assigned to an item being stocked and the determination of a Retention Level for the item.

1.
The ARR is a joint partnership endeavor between representatives from the holding activity’s Supply Department and technical codes, and the PM Office.  The cooperation of all parties is necessary to provide the requisite information required to accurately determine the reason for holding the material (its “Reason Code”) and the amount of material required for the planning threshold (its “Retention Level”).  The planning threshold is normally considered to be a year; however, due to lead time of the items and/or production and installation schedules, the period may be longer.  An example is a production job lasting over several years, but for which the material requirement can be broken into a series of incremental deliveries. Not all of the material is required to be on hand at the start of the program.  There may, however, be a financial advantage to contracting up front, for the full quantity, with deliveries to be scheduled over the life of the program.  

2.
Information about individual items that should be considered, where available, includes, but is not limited to:

a. system application,

b. annual usage by Reason Code,

c. quantity on hand,

d. other system applications,

e. quantity in one equipment or component,

f. availability of item in the Supply System and market place,

g.  acquisition lead time (approximation), plus

h.  alterations (including Engineering Change Proposals (ECPs) or Design Change Notices (DCNs)) pending or proposed.

3.
System/Equipment level information to be considered includes:


a.  number of systems installed,


b.  remaining life of system or equipment,

c.  ECPs or alterations that will change the system or equipment,

d.  special maintenance or modernization actions likely to change the requirement, and


e.  system/equipment phase-in or phase-out schedule.

Modernization information should be used to verify the accuracy of Fleet Modernization Program Management Information System (FMPMIS) or other similar alteration tracking systems.

4.
The site Supply Department and PM representative should jointly determine the number of assets required for each Reason Code based on the data in paragraphs 1 through 3 above.  In addition, they should validate that the Reason Code assigned is still valid.  The quantity required should be entered into the Retention Level field in the automated inventory management system being used.

5.
Assets above the requirement for the remaining life of the program (taking into consideration a reasonable margin of safety for the program) should be considered for:


a.  transfer to other NAVSEA programs,


b.  offer to Supply System,


c.  offer to FMS programs,

d.  transfer to a designated residual material redistribution site, or

e.  transfer to disposal, in accordance with DoD regulations.

6.
These decisions must be documented by NIIN/Part Number and system.  The data should be summarized as follows:


a.  system reviewed,


b.  number of line items reviewed,

c.  number of line items identified for retention and retention level established, and

d.  number of line items identified for disposition as in paragraph 5 above.

7.  The site Supply Department and the PM representatives should both keep a record of the decisions made.

8.  The Supply Department is required to provide a report of the SOM ARRs conducted during the quarter on the SOM Quarterly Inventory Report.

APPENDIX I

SOM QUARTERLY INVENTORY REPORT FORMAT

APPENDIX I

INVENTORY DATA:
ACCOUNT/

SPONSOR/

WEAPON SYSTEM
BEGINNING

INVENTORY
RECEIPTS

or

INVENTORY

ADJUSTMENTS
ISSUES

TO

STATION

USE/INV.

ADJUSTMENTS
DISPOSALS
ISSUE TO OTHER NAVSEA

ACTIVITIES
ISSUES 

TO

OTHER

ACTIVITIES
TRANSFER TO ICP
ENDING

INVENTORY


L/I
$
NO.
$
NO.
$
NO.
$
NO
$
NO.
$
NO
$.
L/I.
$

6021







































































6022





















































6023



































NO. means the number of transactions.  L/I means Line Items — a count of NSNs or Part Numbers based on condition code but without regard to the quantity of individual items under each NSN or Part Number.

Items in Contractor’s Custody by program:

Account/Sponsor/

Weapon System
Beginning Inventory
Ending Inventory


NO.
$
NO.
$





































ITEMS MANAGED FOR NON-NAVY SPONSOR:  ______________________ L/I _______________ $ VALUE

PART NUMBER/NSN MIX:

Estimated proportion within Ending Inventory of each account between NSN and part numbered items.




L/I

$





  L/I

$

6021  % NSN _______________________
% Non-standard _______________________

6022  % NSN _______________________
% Non-standard _______________________

6023  % NSN _______________________
% Non-standard _______________________

SOM ARR STATISTICS:
DESCRIPTION
1ST QUARTER
2ND QUARTER
3RD QUARTER
4TH QUARTER
CUMULATIVE

TOTAL

Planned System Reviews






Actual Systems Reviewed






Number of Sponsors __________


Number of Systems _____________

30 SEPTEMBER REPORT ONLY:  CERTIFY THAT THE ANNUAL REQUIREMENTS REVIEW HAS BEEN CONDUCTED FOR SOM INVENTORY REQUIREMENTS FOR ALL PROGRAMS ASSIGNED WITH THE SPONSOR OR DESIGNATED REPRESENTATIVE.

REMARKS:  (Activities should include an explanation for large changes in inventory value.)

SOM Quarterly Report Detail Instructions

1.
If receipts include a new program coming to the activity or if an item that had not previously been recorded on the Supply Department records is picked up in inventory, add an explanation in the Remarks Section at the end of the report.  Identify the sponsor/system, the number of line items, and the dollar value by program and account (if used).

2.
Issues to Other NAVSEA Activities and Issues to Other Activities should include referrals from the ICP for items made visible through CRAMSI.

3.
Transfers to the ICP should include items transferred either with credit or without credit.  This includes transfers to DLA as well as NAVICP.

4.
Items in Contractor’s Custody by Program is intended to show the items for which the Supply Department does not have detailed inventory records and is, therefore, not included in the periodic submissions to CRAMSI.

5.
Items Managed for Non-Navy Sponsor calls for an estimate of the number of line items and the dollar value of the items included in the inventory data that are managed for a non-Navy sponsoring activity.

6.
The Part Number/NSN Mix Section calls for an estimate of the percentage of the line items and dollar value in each of the three accounts (if used) that is identified to (1) a National Stock Number (NSN) and, (2) a Part Number (non-standard material).

7.
The SOM ARR Statistics Section reflects (1) the plan for conducting ARRs during the fiscal year and, (2) a summary of the ARRs conducted during each quarter.  At the end of the fiscal year, the cumulative total should be equal to the number of systems assigned when phase-in and phase-out of systems are considered.

8.
For the 30 September report, the activity should add a certification that the ARR and associated validation of SOM with each Sponsor has been accomplished.  If it has not been accomplished, a notation should be made explaining why the review and validation could not be accomplished.

9.  The Remarks Section is for any type of explanatory comment that is considered necessary.  It should be used to highlight significant increases or decreases in inventory value, particularly the receipt or departure of a program.

10.
Reports will be submitted on a quarterly basis, to be received at NAVSEA by the fifteenth day of the month following the end of the quarter.  Reports should be submitted to:


Commander, 


Material Support Division, Code 04L1


Naval Sea Systems Command


2531 JEFFERSON DAVIS HWY


ARLINGTON, VA 22242-5160

In addition to the written report, activities should send a copy of the report electronically via e-mail to Chris Britt at BRITTCJ@NAVSEA.NAVY.MIL.

APPENDIX J

NAVSEA INSTRUCTION 4440.24C
SPONSOR OWNED MATERIAL (SOM) MANAGEMENT

APPENDIX J

NAVSEAINST 4440.24C

4440

Ser 04L1/032

22 May 1998

NAVSEA INSTRUCTION 4440.24C

From:  Commander, Naval Sea Systems Command

Subj:  SPONSOR OWNED MATERIAL (SOM) MANAGEMENT 

Ref:   (a) NAVSUP P-437

Encl:  (1) History and Definitions

       (2) Sponsor Owned Material Reason Codes

       (3) Pricing of Material

1.  Purpose.  This instruction assigns responsibility and defines procedures for control, management, visibility, accountability and access to Sponsor Owned Material (SOM).  This instruction addresses management policies to accomplish the following:


a.  Determining and retaining the levels of SOM required to support planned program requirements;


b.  Reducing SOM inventory levels and eliminating unnecessary material;


c.  Expanding SOM asset visibility and increasing accessibility and use of the inventories;


d.  Using SOM to provide potential procurement offsets to fill material requirements;


e.  Laying the groundwork for ultimately transferring Inventory Management of SOM, where practicable, to the Naval Supply Systems Command (NAVSUP).

2.  Cancellation.  NAVSEAINST 4440.24B is canceled.

3.  Exceptions.  This instruction excludes material under the cognizance of the Deputy Commander for Nuclear Propulsion (NAVSEA 08).  Material managed under the Conventional Ammunition Inventory Management System (CAIMS) is also excluded.  Navy Stock Account (NSA) or Appropriation Purchase Account (APA) reportable to an Inventory Control Point (ICP) are also excluded.

4.  Background.  This instruction updates the Naval Sea Systems Command (NAVSEA) procedures and guidance with regard to SOM.  This material is used to support Program requirements for production, lifecycle maintenance and installation of systems and equipment consistent with the Program mission charters. Previously, procedures and responsibilities regarding SOM controls were not adequately defined, which resulted in large quantities of material that could not be matched to a defined requirement.

5.  Action.  Program Managers (PMs) in coordination with Warfare and Ordnance Centers will:  determine SOM program requirements; provide visibility and accessibility of all SOM to the Naval Inventory Control Point (NAVICP); justify retained material inventories; and reduce quantities where practicable in accordance with this instruction.

6.  Concurrence.  The Commander, NAVSUP and Program Executive Offices (PEOs) concur with this instruction.

7.  Scope.  This instruction applies to material owned by NAVSEA Program Management Offices, Program Executive Offices, and other Department of Defense PMs and held by the Naval Ordnance Center (NOC), the Naval Surface Warfare Center (NSWC), and the Naval Undersea Warfare Center (NUWC).

8.  History and Definitions.  See enclosure (1).

9.  Policy.  The following policies are established for the management and control of SOM:

a.  Commanders of Warfare and Ordnance Centers will designate one person to be responsible for SOM.

b.  All SOM, including material located at a Warfare Center or Ordnance Center contractors’ site, must be identified, tracked, and monitored by the storing activity’s SOM Manager.

c.  SOM Management policies and procedures are the “safety net” for accounting and managing material at the Warfare and Ordnance Centers.  If an item can not be readily identified and reported under another accounting or inventory system, (e.g. CAIMS or ICP) it will initially be managed as SOM, until the item’s status and ownership is confirmed.

d.  PMs will assign one Program/Technical Manager to act as SOM related point of contact to the activity’s SOM Manager.

e.  SOM will be:  1) recorded in an automated inventory control system; 2) assigned a Reason Code as defined in enclosure (2); 3) assigned a retention level appropriate for support of known program requirements; and 4) justified by maintaining documentation of the reason why material is required and how retention levels were calculated through locally defined procedures.

f.  The use of standard NAVSEA Automated Information Business Systems as determined by the Command Information Officer (CIO) and in support of Joint Total Asset Visibility (JTAV) initiatives, are required for control, management, accountability, visibility and access of SOM.

g.  SOM will be made globally visible and accessible through logistics and inventory management systems in support of Joint Total Asset Visibility (JTAV) initiatives under the following guidelines: 1) the PM controls access to the material; and 2) the PM is compensated either with a credit or in-kind replacement, if SOM is released to the supply system.

h.  An Annual Requirements Review (ARR) will be conducted on all SOM inventories.  During the review, PMs will validate SOM Reason Codes and Retention Levels.

i.  Items determined by the PM to be excess to defined requirements will either be redistributed or disposed according to the following order of precedence:  1) apply to another NAVSEA programmatic requirement; 2) offer to Supply System for credit, as outlined in reference (a); 3) offer for inter-service use; 4) offer to Foreign Military Sales programs; 5) transferred to a designated residual material redistribution site; or 6) disposed of the material in accordance with local policy and DoD regulations.

j.  SOM requirements not reviewed and validated annually, will be categorized as potential excess and targeted for disposal 90 days after informing the local Commanding Officer and cognizant PM.

k.  SEA 04 will report to SEA 01 the dollar value of SOM as of 30 September (end of the fiscal year) by 15 October for inclusion in the Command’s Chief Financial Officer’s Act financial statements.

10.  Responsibilities.  The following responsibilities are assigned to ensure effective control and management over SOM.

a.  NAVSEA, Deputy Commander for Logistics, Maintenance and Industrial Operations Directorate (SEA 04).  SEA 04 will:

(1) Develop and maintain command policy and program objectives for SOM.

(2) Develop guidance documents to assist with the control and management of SOM assets.

(3) Monitor the management and administration of the

SOM program.

(4) Coordinate an Annual Requirements Review (ARR) of 

all SOM inventories.

(5) Coordinate NAVSEA automated information system support requirements for SOM, and ensure compatibility with NAVSEA Total Asset Visibility objectives.

(6) Develop metrics and establish SOM reporting requirements.  Examples of reporting requirements include, but are not limited to, amounts of material issued for Fleet and local use, redistributed or transferred material; material sent to disposal and the extent to which annual reviews and validations are being performed.  

(7) Provide to SEA 01 by 15 October each year a consolidated SOM report for inclusion within the Command’s Chief Financial Officer’s Act financial statements.

b.  NAVSEA, Deputy Commander/Comptroller (SEA 01).  SEA 01 will:

(1) Include SOM in the submission of financial statements in accordance with the Chief Financial Officer’s Act.

(2) Provide SEA 04 with instructions and changes as they are made available from higher authority for reporting SOM in the Chief Financial Officer’s Act financial statements.

c.  Program Managers (PEOs/NAVSEA PM/Other PMs).  PEOs/PMs as sponsors of SOM will:

(1) Ensure taskings to the Warfare and Ordnance Centers are in accordance with the provisions of this instruction.

(2) Ensure that all SOM assets, including those

located at a Warfare Center or Ordnance Center contractors’ sites are identified, tracked and monitored by a designated Warfare or Ordnance Center representative.

(3) Fund all aspects of SOM management, including but not limited to reason code assignments, establishing retention levels, inventory management, warehousing, disposal, etc.

(4) During the ARR, validate and update Reason Codes and Retention Levels using known future program requirements and costs associated with retention of the material as a guide.

(5) Authorize disposal of any excess in accordance with subparagraph 9.i. above.  Notify NAVICP of disposal decisions.  Ensure documentation of retention level calculations and disposal decisions are maintained.

(6) Assign a Program/Technical Manager who will serve 

as the local point of contact to the Warfare or Ordnance Center’s designated SOM Manager.

d.  NAVSEA PMS 380, Foreign Military Sales (FMS).  PMS 380 will:

(1) Review SOM assets for FMS requirements.

(2) For items no longer having United States Navy application or is excess to requirements, and for which the PM no longer has a requirement, accept ownership and warehouse SOM assets with FMS applicability.

e.  Commander, NAVSUP.  Commander of NAVSUP will:

(1) Establish and maintain a system interface to provide visibility and accessibility of SOM assets under the conditions of this instruction.

(2) Coordinate SOM inventory redistribution procedures with NAVSEA 04.

f.  Commanders, NSWC, NUWC and NOC.  Commanders of NSWC, 

NUWC, and NOC will ensure:

(1) One person is designated to be responsible for SOM Management at each subordinate command.

(2)  Local management of SOM is specifically supported with a Tasking/Funding Document issued by the appropriate PM that provides funding and specific guidelines for complying with the provisions of this instruction.

(3) Supply Departments use Automated Information Systems (AIS) for control, management, accountability, visibility and access of SOM that are determined by the CIO to support JTAV initiatives.  The AIS should include material held by Technical Codes and/or contractors providing storage accommodations on behalf of PMs.

(4)  A quarterly SOM inventory report is submitted to NAVSEA 04 no later than the 15th day of the month following the end of the quarter or as otherwise directed by SEA 04.

(5) SOM Managers price SOM as determined by the condition of the material, as specified in enclosure (3).

(6)  Local activities document reasonable efforts to contact PMs prior to declaring material excess due to lack of annual validation.

h.  Commander, NAVICP.  Commander, NAVICP will:

(1) Refer requisitions against SOM in support of Fleet requirements.

(2) Use available SOM assets for procurement and repair offsets, and to support back order reviews.
(3) Record demand on requisitions when SOM assets are utilized.
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COMNAVSEASYSCOM (SEA 09A1)

History and Definitions

A.  History:
The Naval Audit Service conducted an audit of the NAVSEA Warfare Centers between June 1995 and January 1997 to determine if management, control and accounting of sponsor assets were adequate.  The audit found varying degrees of these problems associated with sponsor material.

The Commander, NAVSEA concurred with the Naval Audit Service and took aggressive actions to rectify the problems as outlined in this instruction.  NAVSEA is also pursuing partnership initiatives with NAVSUP to ensure the most effective inventory management.

The ultimate NAVSEA corporate goal is to transfer Inventory Management of SOM, where practicable, to NAVSUP.  However, the disparate composition and make-up of SOM does not support such a transfer.  Total inventory management transfer would be counter productive to the best interests of NAVSEA, NAVSUP and the Navy.

This instruction initiates tighter controls on NAVSEA material and integrates it with other Navy and DoD resources.  Logistical information is rapidly becoming a valued commodity, therefore, the visibility and accessibility of SOM are sound business decisions.  By doing so, NAVSEA is taking proactive steps in implementing the principles and directives of the Navy’s Total Asset Visibility (NAVTAV) and the Secretary of Defense’s Joint Total Asset Visibility (JTAV) Programs.  Utilizing the NAVTAV and JTAV principles through this instruction will create improved logistics information that will better enable policy makers to improve the overall performance of the Department of Defense logistics system in support of the war fighter.

B.  Memorandum Accounts: 

Memorandum Accounts were previously directed to be used by local activities to control, manage and account for SOM.  Local activities may continue to use these accounts, but their use will not be a requirement for this instruction.  Below are the definitions for the accounts, if used:

SOM Memorandum Accounts:

Account 6021 consists of assets assigned to production jobs, SEATASKS, or other projects being performed at an activity which are scheduled to begin within 24 months.  A customer order number must be assigned and carried on the inventory record to identify the material to a job.

Account 6022 consists of excess material from a completed job awaiting disposition or retention authorization from the PM.  Unless economically warranted, material classified as 6022 should not remain in this account for more than 180 days after record establishment.

Account 6023 consists of material stored at an activity not related to the station’s direct production workload.  Material held in this account includes, but is not limited to, material resulting from: economic order quantity buys, life of type buys, Diminishing Manufacturing Sources and Material Shortages (DMSMS) buys; FMS; or material being procured, staged, kitted, and transshipped for a project at a shipyard or installation site.  The holding activity receives direct funds for “custodial” (e.g., storage, inventory management, and shipment functions) services only.

C.  Definitions:
1.  Sponsor:  A Program Manager (PM) that provides funding for and authorizes the procurement or the staging of material.  Primarily, the PMs will belong to a NAVSEA Program Office (e.g. SEA 91, SEA 92, SEA 03) or a Program Executive Office (PEO).  However, a PM may also belong to other Navy Hardware Systems Commands, other military branches, and agencies outside of the Department of Defense (DoD).  The term “PM” is synonymous with Sponsor.

2.  Sponsor Owned Material (SOM):  Programmatic Material required to support PM mission requirements for production, life cycle maintenance, and installation of systems and equipment consistent with their mission charter.  The material usage may involve, but is not limited to, such tasks as: item fabrication, assembly, testing, manufacture, development, repair, or research and development.  

3.  Reason Code:  A one-character field in an AIS that provides rationale for retaining material.

4.  Retention Level:  A recommended quantity of material to 

be held that was determined through either a policy decision or derived mathematically.

5.  Joint Total Asset Visibility (JTAV):  The capability to 

provide users with accurate and timely information concerning the location, movement, status and identity of units, personnel, equipment and supplies.

Sponsor Owned Material

Reason Codes
Reason Code
Categories

A
Diminishing Manufacturing Sources and Material Shortages (DMSMS), Reutilization and Remanufacturing, Economical Order Quantity (EOQ) buy and Life of Type (LOT) buy:  DMSMS is hardware, electronic components, circuit card assemblies or other items which have a defined Fleet demand, but are no longer procurable, and have been set aside in quantities sufficient to support projected Fleet needs.  Reutilization and Remanufacturing items are internal components for complete consoles and subassemblies that have been removed from ships and are retained for reuse as supply of individual components becomes exhausted within the Navy.  The assets are sequestered for use by specific programs.  EOQ includes materials bought in larger than normal quantities to achieve economies of scale.  LOT buys are executed when the manufacturer has notified the Navy that they will no longer be manufacturing the desired item.

B
Installation and Checkout (I&C):  Items used by the installation team to support new system or system upgrade installation and testing.

C
Lab Support Spares:  Material required to support Government or contractor owned and operated lab facilities.

D
Initial Load Out Material: Required to provide onboard repair parts (OBRP), Maintenance Assistance Modules (MAMs), special tools, and unique materials for on board support of systems or equipment being installed on new construction platforms or during upgrade of existing systems or equipment.

E
Non-Navy Equipment:  Includes material to support systems and equipment for customers other than Navy.  (Will be excluded from SOM Inventory Reports).

F
Shipboard Systems & Equipment for Repair and Return:  Consoles or subassemblies which are used to support a refurbishment or upgrade program by immediately replacing equipment removed from a ship.  The removed equipment is then refurbished or upgraded and made ready (as a swing set) for the next ship.

G
Government Furnished Equipment (GFE):  Material required to satisfy specific contract requirements for development, production, or production support.

H
Interim Support:  Spares used to support installed operational systems before the NAVICP Material Support Date (MSD) has been reached.

I
Foreign Military Sales (FMS):  Material designated for the FMS Reserve Program and material that will be transferred to NAVSEA PMS 380 to support foreign services.  This does not include material for a designated FMS case.

J
Insurance Spares/Major Shore Spares:  Material unique to a specific system or equipment, has a low failure rate and is not provisioned but is critical to the operation of the equipment.  Such as a wiring harness or backplane.  Complete operational consoles or major subassemblies, which can be used to return a tactical system to full operation after a catastrophic failure (e.g. fire).

K
Staged Availability Material:  Complete upgrade kits or items, which will make up an upgrade kit as defined by an engineering change, ORDALT, etc.  Hardware that was delivered under a Production Contract and which will be installed on ship or shore facilities at a scheduled later date.

P
Production & Installation Material:  Material that is expected to be used in productive effort by the Warfare Center either in a production effort at the installation or for an installation at another location.

R
Research and Development (R & D):  Materials, systems, and equipment that are not included on a plant account record and are to be used in a Research and Development program.

X
Excess Material: Material declared to be in excess of requirements and is currently available.

Z
Other:  Material being held for any other designated reason that does not fall into one of the above categories.

PRICING OF MATERIAL

PERCENTAGE OF

ACTUAL PRICE

VALUE


CONDITION
DESCRIPTION

100%
A
SERVICEABLE (issuable without qualifications)



100%
B
SERVICEABLE (issuable with qualifications; item has short shelf life expectancy of 3 to 6 months or has limited usefulness)



100%
C
SERVICEABLE (issuable with qualifications; item has short shelf life expectancy of 3 months remaining)



100%
D
SERVICEABLE (requires test, modification, disassembly or technical data marking)



25%-50%
E
UNSERVICEABLE (requires limited expense or effort to restore the item to a serviceable condition)



20%-40% or carcass value
F
UNSERVICEABLE (material requires an extensive amount of repair or the amount of repair required is unknown)



20%-40%
G
UNSERVICEABLE (the item requires parts that have been requisitioned)



10%
H
CONDEMNED (the item is unserviceable and is beyond economic repair; the item has an expired shelf life that cannot be extended)



10%
J
SUSPENDED (item is already on stock records and the previous condition code assigned to the item is suspect.  Condition code “J” assets shall be reclassified before reporting the material to the sponsor)



PERCENTAGE OF

ACTUAL PRICE

VALUE


CONDITION
DESCRIPTION

10%
K
SUSPEND (material is returned to stock and is awaiting condition classification.  Condition code “K” assets shall be reclassified before reporting to the sponsor)



100%
L
SUSPEND (material is held pending litigation or negotiation with vendors or common carriers.  Material cannot be issued or shipped until the matter is resolved)



20%-40% or carcass value
M
UNSERVICEABLE (material that has been inducted into the repair cycle)



10%
P
UNSERVICEABLE assets are not economically repairable and are held for the reclamation of serviceable components or assemblies)



10%
R
UNSERVICEABLE (assets turned in by reclamation activities that do not have the capability to determine the condition of the material.  Assets must be reclassified before they are reported)
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