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CHAPTER 3
PROGRAVM NG AND BUDGETI NG

3. O | NTRODUCTI ON

To ensure tinely availability of required material, al

organi zati ons responsi ble for providing supply support nust budget
for equi prment and spares. Material budgeting is tied to all stages
of life cycle material support--fromthe initial provisioning of
new i tens, through replenishnment, to the repair of established
stock nunbered itenms. Funds nust be budgeted to cover

organi zational and intermediate outfitting all owances and whol esal e
syst em back-up stocks determ ned in the provisioning process.
Additional ly, replenishment and repair funds nust be budgeted to
support and nmaintain inventory | evels based on recurring and non-
recurring demands received fromcustoners for established itens.

3.1 DoD PLANNI NG PROGRAMM NG AND BUDGETI NG SYSTEM ( PPBS) PROCESS

I ntroduced by Defense Secretary Robert S. MacNamara in 1962, the

Pl anni ng, Progranmm ng, and Budgeting System (PPBS) is the
Departnment of Defense’s (DoD s) primary resource nmanagement system
It is a cyclic process containing three distinct but interrel ated
phases: planni ng, programm ng, and budgeting. PPBS provides a
formal, systematic structure for maki ng deci sions on policy,
national mlitary strategy, and the devel opnent of forces and
capabilities to acconplish anticipated mssions. It provides for a
ti me- phased al |l ocation of resources and subm ssion of supporting
docunents. The objective is to provide operational commanders the
best m x of forces and support within fiscal constraints.

PPBS is a biennial overlapping process. A conplete PPBS cycle
takes 24 nonths (February of year 1 to January of year 3). The
pl anni ng phase is nine nonths starting in February of odd-nunbered
years (the "off-year"” for programm ng and budgeting) and ending in
Cctober with publication of the biennial Defense Planning Quidance
(DPG. Figure 3-1 shows the overlap of this iterative process.

The progranm ng phase is 12 nonths, starting in August of odd
nunbered years when the draft DPGis issued, and overlaps the

pl anni ng phase while the draft DPGis being staffed and revi ened,
and ending in May or June of every even-nunbered year (the "on-
year" for progranm ng and budgeting) after Defense Pl anning
Resource Board (DPRB) review of the mlitary departnent’s Program
oj ective Menoranda (POVM). The DPRB, chaired by the Deputy
Secretary of Defense, provides planning and progranm ng
recommendations to the Secretary of Defense (SECDEF).
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The budgeti ng phase starts in July or August of even-nunbered years
when the DPRB review of the prograns is finished, and ends when the
President’s Budget is sent to Congress.

In theory, the PPBS process is a two-year cycle; however, the
actual devel opnent and executi on has been on an annual basis for
the | ast seven to eight years. The two-year cycle is docunented in
this chapter

3.1.1 Planning

The pl anni ng phase begi ns when the Wite House issues provisional
budget |evels for the next planning period. This normally occurs
after the President’s budget is submtted to Congress in odd-
nunbered years. It involves planners in the Joint Staff, National
Security Council (NSC, Ofice of Managenent and Budget (QOVB),
Ofice of the Secretary of Defense (OSD), and the mlitary

depart nent headquarters. These planners |look at the threat facing
the nation for the next 5-20 years, assess the capability to
counter it, and recommend the forces necessary to defeat it.

As shown in Figure 3-2, the sequence of events after the national
security objectives have been determ ned by the President’s staff
are as follows:

CSD provides fiscal guidance to the Services.
The services propose Force Posture Statenents.

After Joint Staff review of each Service's Force Posture
Statenment, SECDEF submts a total Defense Strategy/ Force
Posture recommendation for approval by the President.

SECDEF issues final DPGto the Services. The DPG provides
both fiscal guidance (dollars) and narrative guidance as a
basis for the programm ng cycle. The DPG covers the budget
and programyears. It is the authoritative statenent of
strategies, issues, and rationale that provides fiscal
constraints and narrative gui dance for program and budget
devel opnent by the Departnent of the Navy (DON)

The DPRB, chaired by the Deputy Secretary of Defense, provides
pl anni ng and progranmm ng recomendations to SECDEF
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3.1.2 Programm ng

The programm ng phase results in devel opnent of the Future- Year
Def ense Program (FYDP) for the Navy, and for the Departnent of

Def ense as a whole. The future-year programlinks nationa
policies, strategy, and objectives to specific forces and naj or
prograns, including acquisition prograns. It is based on the DPG
and on updated out-year fiscal projections.

Programm ng attenpts to match avail abl e doll ars agai nst a
prioritized list of requirenents to devel op a six-year resource
proposal. It is the bridge between planning (broad fiscal

gui dance) and budgeting (detailed pricing for each program

el ement) .

The programm ng cycle begins in the latter half of the odd year
based on the draft DPG as shown in Figure 3-2. The services draft
a POMin response to the draft DPG After the DPGis finalized in
Cct ober of the odd year, the Navy prepares a POM based on gui dance
inthe DPG The Navy POMis submtted to the office of the

Assi stant Secretary of Defense for Program Analysis on April 1 of
each even-nunbered year, as shown in Figure 3-3. The POMis a

bl ueprint of each DON proposal for updating the FYDP to reflect
resour ces needed for m ssion acconplishnent.

The POMis divided into el even major force prograns. Listed bel ow,
these prograns are expressed in terns of tinme-phased resource

requi rements for output capabilities such as strategic forces,
general purpose forces, airlift and sealift forces, etc..

Maj or FYDP Force Prograns

Strategi c Forces

Cener al Purpose Forces

Intelligence and Conmuni cati ons
Airlift/Sealift Forces

Quard and Reserve Forces

Research and Devel opnent

Central Supply and Mai ntenance

Trai ning, Medical, Qher CGeneral Personnel Activities
Adm ni stration and Associated Activities
Support of Qther Nations

Speci al Operations Forces

©CONOOGOAWNRE

L
= O

NOTE: Programs 1,2,4, and 5 are considered as force related while
Prograns 3,6,7,8 and 9 are support prograns. Program 10 and 11
stand al one.

3-5 Change A



9090- 1500

PLANNING, PROGRAMMING, AND BUDGETING SYSTEM PROG
BUDGET CYCLE (EVEN YEARS)

APR MAY JUN JUL SEP OCT NOV DEC

OMB Prepares Pr
National i B
Budget C
POM OsD
Submission > DP.RB —— PDMs Budget
Reviews Issued :
Review
A
DOD
~<4— POM Review by OSD—» Budget
A
SVCs Prepare PBDs Issued
Budget Estimates SVCs RECLAMA
Services \
Finalize
SVCs
POMs Complete
Budget
PROGRAMMING BUDGET BUDGE"
CYCLE ENDS CYCLE STARTS EN
Figure 3-3

3-6



9090- 1500

3.1.2.1 Navy Program bj ective Menorandum

As part of the programm ng phase, Ofice of the Chief of Naval
Operations (OPNAV) N80 biennially prepares a Navy POM the
docunent that delivers the Navy’'s proposed program decisions to
CSD. The Secretary of the Navy (SECNAV) uses the annual POMto
descri be the proposed detail ed application of avail abl e Navy
resources for assigned mlitary mssions. The POM nust be
devel oped within the fiscal constraints inposed by SECDEF.

The proposed prograns are presented for the base fiscal year and

t he subsequent years of the FYDP. The POM i ncl udes Program Manager
data on | ogistic support funding requirenments. The POMis used to
submt new fundi ng requests and to request revisions to previously
approved SECDEF prograns published in the FYDP.

During the programm ng phase, the downward flow of program fundi ng
gui dance and the upward fl ow of proposed POMfollows two parall el
pat hs, as displayed in Figure 3-4 and described as foll ows:

A. Maj or Defense Prograns

Fundi ng gui dance fl ows downward fromthe Defense Acquisition
Executive (DAE) to the Navy Acquisition Executive (NAE) to
Program Executive O ficers (PEGs) and Direct Reporting Program
Manager (DRPM) to the Program Managers (PMs) of the major
defense prograns. POMinput fromthe PMs fl ows upward through
the PEGs to the NAE and SECNAV.

B. Non-maj or Prograns

Fundi ng gui dance fl ows downward fromthe Chief of Naval
Qperations (CNO and the Commandant of the Marine Corps (CVO)
to the Systens CommandS (SYSCOWs) and then to the nmanagers of
t he non-nmaj or defense prograns. POMinput flows upward

t hrough the same chain. SECNAV submts a consolidated POMto
t he Defense Conptroller.

The Navy POMis reviewed by the DPRB. SECDEF approval of the POM
is reflected in Program Deci sion Menoranduns (PDMVs) issued by md
August or Septenber of the even year. The Navy POMis then

adj usted, ending the programm ng phase.

3.1.3 Budgeting

Based on adjustnents required by the POM s, DON budget estimates
are prepared and forwarded to OSD by 15 Septenber of the on-year.
This is called the "Budget Estimate Submt" (BES).

Budget estinmates define the Input required to establish the

approved prograns. Budget estinmates are proposed in the | anguage
of Congressional appropriations (e.g., Mlitary Pay Navy,
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Shi pbui | di ng and Conversion Navy, Qperation and M ntenance Navy).
The DON budgeting cycle of the PPBS consists of four steps.

1) The subm ssion of budget estinmates to the Conptroller of the
Navy (NAVCOWPT) for review and approval by SECNAV.

2) The subm ssion of budget estimates to CSD. SECDEF issues
adjustnents in the formof Program Budget Decisions (PBDs). The
Services may issue reclamas (appeals) to individual PBDs.

SECDEF submts the conpl eted DoD budget to the Ofice of
Managenent and Budget (QOvB) for review and approval by the
Pr esi dent .

3) The subm ssion of the President’s budget to Congress for its
review and preparation of appropriation and authorization bills.

4) The execution by the DON of enacted appropriations.

Al t hough t he budgeting phase should only take place every two years
under the biennial concept, inreality it takes place each year.
Congress only provides annual appropriations, so each fall DoD nust
either construct a full-up budget (during POM or even nunbered
years), or amend the second year of the previously submtted two
year budget (during the PPBS off-year, or odd-nunbered years).
Further, this process nornally requires at |east a partial POM FYDP
updat e every year

3.1.3.1 Budget Execution

Once the appropriations and authorization bills are passed by
Congress and signed by the President, the Ofice of Managenent and
Budget issues the appropriations and the new obligation authority.
Since the approved appropriations are based on requirenents

fornmul ated ei ghteen nonths to two years previous, they nmay be far
different fromthe original submssion by the clainmants and sub-
claimants. In addition, the world security situation may have
changed. Energency or crisis situations can develop at any tine
that could influence the need for funds within a given
appropriation. Supplenmental budgets are used in these
circunstances to acquire the justifiable resources needed for such
contingencies. Reprogramm ng actions nmay be used to reallocate

f unds.
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3.1.3.2 Program and Appropriation Budgets

The DoD Budget and the FYDP are split into two separate fornats,
t he Program Budget and Appropriati on Budget.

The Program Budget sets forth the acconplishnents which can be
expected fromthe resources programmed. They are the sanme as ngjor
FYDP prograns, which identify broad areas of both m ssion and
support. Figure 3-5 displays the major prograns and associ at ed
appropriations.

The Program Budget is made up of ProgramEl enents (PEs). A PEis a
groupi ng of forces, manpower and costs associated with an

organi zation, a group of simlar organizations, a function or a
project. Each PE consists of forces, manpower and costs. The PEs
may be aggregated to display the total resources assigned to a
specific program to famlies of weapons and support systens within
a programor to specific resources, such as operating costs. They
may be aggregated differently for programm ng proposes, for budget
reviews, and for nmanagenent purposes.

The Appropriation Budget indicates the dollars required and
provided to acconplish the broad areas of m ssion and support
included in the Program Budget. An appropriation, which flows from
Congress is an authorization to incur obligations for specific

pur poses. Appropriations can be categorized by purpose

(i nvestnment, expense or research and devel opnent, |evel of funding
(incremental /fully funded), and duration (annual or multiple

years).

The criteria for the purpose considers the intrinsic qualities of
the item such as durability or consunmability, as well as the

ci rcunstances under which the itemis used and nanaged. | nvestnent
type appropriations are received for itens such as major end itens,
nodi fication kits and amunition, which are financed under the
Appropri ated Purchases Account (APA).

Appropriations al so have a specific duration, or obligational
availability period, which can be considered as annual or mnultiple
year. The duration of this period is generally consistent with the
| evel, or funding characteristics, of the appropriation. The
Qperations and Mai ntenance, Navy (O&%M N) appropriation, which funds
ship’s operating budgets is increnmentally funded by Congress each
year and is available for incurring obligations only during that
fiscal year. Qher appropriations, such as G her Procurenent, Navy
(OPN) and Wapons Procurenent, Navy (WPN), have obli gati onal
availabilities of three years, while Shipbuilding and Conversi on,
Navy (SCN) appropriations usually last five years. These
appropriations are fully funded, which neans that they nust be
sufficient to fund a conplete and useable end item They are
intended to fund the procurenent of a specific nunber of itens.
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PROGRAMS AND APPROPRIATIONS
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3.2 SPARES BUDCETI NG

Spar es budgeting and budget execution is acconplished, for the nost
part, at the Navy Inventory Control Point Mechani csburg (NAVI CP- N
Spares funding requirenents for procurenent and repair of itens
managed nust be accurately determ ned and budgeted, or sufficient
funds will not be available to support inventory requirenents.
Spares budgeting is involved at all stages of life cycle materi al
support frominitial provisioning of newitens through
repl eni shnment and repair of established stock nunbered itens.
Spares funding nust be consistent with and reflect the requirenents
determ nation process of the inventory nodels used in the Uniform

| nventory Control Point (U CP) system

Funds for initial spares are budgeted for new itens not previously
established in the supply system Repl enishnent funds are used to
procure replacenent inventories after initial spares have been
issued to users. Conponent rework funds are used to repair Not-
Ready- For-1ssue (NRFI) carcasses of repairable itens. Initial
spares budgets are devel oped based on pl anni ng/ program dat a

recei ved from Naval Sea Systens Command ( NAVSEA) and ot her

Har dwar e Systens Commands. Program Support Data (PSD) indicate the
total nunber of equi pnent being acquired, delivery schedul es, and
installation schedules by ship or site. These data are used by the
ICPs in pricing initial spares budget estimates, including the cost
of initial outfitting allowances, followon outfitting

requi rements, and whol esal e supply system back-up stock. Stock
repl eni shment and conponent rework budgets are primarily demand
oriented as opposed to the programoriented initial spares budgets.

Repl eni shnent and rework budgets are based on the Stratification
program whi ch forecasts future demand requirenments (recurring and
non-recurring) and inventory levels requirenments to support the

f orecast ed denmand.

In the main, spares are budgeted for and procured using the Defense
Busi ness Qperations Fund (DBOF). Major equi pnent and repairable
conmponent s bei ng nanaged on an interimbasis by a Hardware Systens
Command are procured using the APA

Mat eri al budgets are submtted through Navy channels to the
sy O fice of Managenent and Budget (OVB). NAVICP material budgets
are revi ewed and approved by Navy review | evels during a joint on-
site review The Navy review includes the applicable financing
systens comands, COPNAV N4, and Naval Supply Systens Command
(NAVSUP) for the DBCF.

3.2.1 Appropriation Purchases Account (APA)
Navy owned secondary itens of APA repairable assenblies, sone

nodi fication kits, and repair parts are nmanaged by the NAVI CP at
bot h Phi | adel phia (NAVICP-P, formerly Aviation Supply Ofice
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[ASQ ) and Mechani csburg (NAVICP-M fornerly Ships Parts Control
Center [SPCC]). Additional APAitens, e.g., principal end itens,
nodi fication kits, Depot Level Repairables (DLRs) with an unstable
design, etc., have been retained for managenent by the Hardware
Systens Conmmands (HSC), or the PM e.g., Strategic Systens Program
Ofice (SSPO. The HSC or PM may manage such itens at headquarters
or through a field activity or by a comercial contractor for
interimcontractor support. Itens retained by the HSC for
managenent are reviewed periodically and transferred to a NAVI CP
when the need to manage by an HSC or PM no | onger exists.

APA itens are procured by prescribed budget activities under
Aircraft Procurenment, Navy (APN), WPN, and OPN appropriations.
Rewor k of APA material is acconplished under the O8N
appropriation.

The procurenent of APA material can be summarized as foll ows:

Appropriation and

Budget Activity Descri ption

APN- 6 Aircraft Spares and Repair Parts

WPN- 1 Ballistic Mssiles

WPN- 2 QG her Mssiles

WPN- 3 Tor pedoes and Rel at ed Equi pnent

WPN- 4 G her Weapons

COPN- 1 Shi ps Support Equi prent

CPN- 2 Communi cati on and El ectronic
Equi pnent

COPN- 3 Avi ation Support Equi prent

CPN- 4 O dnance Support Equi pnent

The budgets for APA itens nmanaged by NAVI CPs are devel oped in
accordance with DODD 7110-1-M The APA budget cycle begins with
the line itemstratification of assets perforned by the NAVI CP.
The subm ssion is based on the March Stratification, and the
apportionnment subm ssion, when required, is based on the Septenber
Stratification.

The objective of the APA budget devel opnent process is to present a
bal anced budget to higher review | evels which, if approved, wll
permt the NAVICP to carry out supply systeminventory policy and
achi eve supply system perfornmance goals. The goal is to achieve a
predetermned requisition fill rate or System Material Availability
(SMA). The NAVICP nust collect and anal yze a | arge mass of data in
order to devel op the APA procurenent and rework budgets. NAVSUP

3-13 Change A



9090- 1500

provi des supply and budget policies and procedures. NAVSEA and
ot her HSCs provide program and planning i nformation, and the data
collection systens. The flow of data through the APA Budget
Process is included in Figure 3-3. The APA Budget is segnented
into three separate categories: (1) Initial Provisioning, (2)

Repl eni shnent, and (3) Conponent Rework (repair) funding.

3.2.1.1 Initial Provisioning

Initial Provisioning funding requirenents for APAitens are

devel oped in accordance with DODI 4140.42. Program and pl anni ng
data required for devel opnent of the initial provisioning
requirenment is provided to the NAVICP by the HSC or PM which
manages the end item This progran planning data includes end item
procurenent plans plus delivery and installation schedules. The
NAVI CP nust mai ntain continuous dialogue with the end item program
manager at the HSC to insure that all required information is
avai l abl e for devel opnment of the initial provisioning requirenent.

The amount budgeted overall for initial provisioning includes
outfitting and initial systemstock requirenents for an initial
support period which is nornmally one year beyond the Prelimnary
Qperation Capability (POC) of the end item After the initial
procurenent, Follow On Qutfitting (FOO and Follow On System St ock
(FGSS), required because of increased end item popul ation, wll be
budget ed as special prograns in the replenishment budget.

3.2.1.2 Repl eni shnent

APA repl eni shnent procurenent funding requirenents are devel oped on
the basis of line itemstratification results. Included in the
requi renment are projected issues of material to end users through
the appropriate fiscal periods plus required end of period |evels
requirenments (safety level, lead tine requirenents, repair cycle,
procurenment cycle, etc.). Assets which are applied to the

requi renments include on-hand Ready For |ssue (RFl), recoverable on-
hand NRFI material, on order material, serviceable returns and

proj ected recoverabl e unserviceable returns. The asset shortfal
becones the basic funding requirenent. However, because of the
nuner ous events and conditions which cannot be incorporated into
the stratification process, certain adjustnments and speci al program
additions are usually required to determ ne the final budget

figure. These additions or newinitiatives are priced out on a
gross basis after application of avail able assets, and included in
t he Budget Transition Statenent.
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3.2.1.3 Conponent Rework (Repair) Funding

The conponent rework funding requirenent is devel oped on the basis
of Repair Stratifications. Requirenents include expected customner
orders plus end of period repair levels requirenments. Assets
applied to the requirenents include RFlI assets on hand, serviceable
returns, receipts fromprocurenent, NRFlI scheduled for repair, NRF
not currently scheduled for repair, and unserviceabl e returns.

3.2.2 Defense Business (perations Fund (DBCF)

The DBOF was established on Cctober 1, 1991. The DBCF repl aced the
Stock Funds and Industrial Funds for all services. |Itens purchased
by the DBOF are held in stock until they are requisitioned by a
custoner. Wen itens purchased using DBOFs are issued to user
activities, the user’s financing appropriation reinburses the DBOF
for the itens drawn, thus providing resources which can be used by
the fund to purchase newitens or to replace inventory that has
been sold. Because of this last feature the DBOF is categorized as
a revolving or working capital fund. The DBOF consists of two
conponents, material carried in the account and cash. The purpose
of DBOF is to recover all costs associated with obtaining, storing,
and issuing spares to a custoner. Additionally, the revol ving
principle of the fund provides NAVICPs great flexibility in using
funds to supply future needs.

3.2.2.1 DBOF Pricing
Material prices are devel oped under the general policy guidance of
SECDEF, NAVCOWPT, and NAVSUP. The pricing policy is to charge the
end use custoner the price paid for an item plus a surcharge where
appl i cable. The DBOF surcharge recoups the costs of maintaining
the Navy Supply System The goal is to break-even, not to nake a
profit. NAVICPs maintain four prices:

A. Repl acenent Price

The | atest stock buy procurenent price paid for an item

B. Standard Price
The price charged for a consumable itemor for a DLR when no
carcass is returned.

C. Repair Price
The actual repair price or a weighted average of repair prices
a NAVICP paid to have an itemrepaired, or the |atest workl oad

forecast price provided by the Designated Overhaul Point
(DOP) .
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D. Net Price

The price a custoner pays for a DLR itemwhen a carcass is
returned to the supply system (Repair Price plus surcharge).

If an NRFl unit is not turned-in within a reasonable tine
frame the delinquent custoner receives an additional charge
which is the difference between the net price and the standard
price. Both prices are listed in the Managenent List - Navy

(M.-N) .

Repair and repl acenent prices are updated as new contracts are
awarded, after work |oad forecast, or by manual update. Standard
and net prices are updated annually on 1 Cctober.

3.2.2.2 DBOF Costs and Surcharge

In order to remain solvent, the DBOF recoups the follow ng costs
when establishing the prices on the itens sold to custoners. A
summary of those costs are descri bed bel ow

A. Repl acenent Cost

The cost to obtain a replacenent itemfroma supplier. The
DBOF nmust replace those itens which are issued if it is
expected that they will be required again in the future. The
repl acenment price will be the last confirnmed contract price.
The repl acenent price usually includes the cost of
transporting the itemfromthe source to a stock point (first
destination).

B. Navy Supply Operations Cost (Budget Project 91)
The cost to operate the Inventory Control Point, Fleet and
| ndustrial Support Centers (FISCs), and ot her m scel | aneous
Navy Supply System costs

C. Defense Logi stics Agency (DLA) Surcharge

The cost to receive, store, issue, and ship Navy owned
material at DLA supply depots.

D. Physical Losses
The cost of replacing damaged or |lost material while it is
being held in inventory. The DBCOF is responsible for

refinancing | ost or damaged whol esale material while it is
hel d at a stock point.
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E. bsol escence

The cost, recogni zed in advance, of procuring material which
is never sold. The DBCOF buys material for stock in
anticipation of custoner requests and conti nues to support
systens until they are deactivated. Sone of the material
bought by the stock fund is never sold to custoners. This
situation occurs due to erroneous denmand forecasts,

t echnol ogi cal inprovenents in the itemor weapon system or
t he deactivation of the system bei ng supported.

Addi tional Costs included in the net price surcharge are:
F. Depot WAshout

The cost of replacing NRFI DLRs which do not survive the
repair process and are condemmed.

G Carcass Losses
NRFI DLRs turned-in but lost in the supply systemor at a DOP.

A surcharge is determned separately for each of the whol esal e
Budget Projects (i.e., BP 81 & BP 85), and is applied as a
percentage fee to the replacenent cost of each itemto recoup the
remai ning costs. The DoD Price Stabilization Factor (PSF) al so
applies a percentage factor to the cost of an itemin anticipation
of the expected average inflation which will occur during a
forthcomng fiscal year. The sum of the replacenent price,
surcharge, and PSF equal s the standard price. For DLRs, the net
price consists of the repair price, a depot washout charge,
surcharge, and PSF

3.2.2.3 DBOF Budget Process

oligational authority is provided to a NAVICP' s DBOF account in a
manner simlar to that used for appropriations. DBOF budgets are
devel oped twi ce annually and submtted to the Ofice of Managenent
and Budget (OVB) via the DoD Conptroller. OWB controls stock fund
operations through the apporti onnent process, wherein it issues
obligational authority to the individual DBCOF funds. Unlike
appropriations, the apportionnment process for DBOF does not
restrict the use of obligational authority to a quarterly basis.

DBOF budgets devel op dol |l ar val ue requirenents, offset the
requirenments with avail abl e assets and request obligational
authority for the difference. The budgets are devel oped for two or
three fiscal years in each subm ssion and at | east two najor

subm ssions are prepared each year. The initial DBCF budget

subm ssi on and subsequent re-budget reviews of obligational
authority result in at |east five subm ssions for each fiscal year
prior to the conclusion of a fiscal year’s execution. Wile these
budget s nake reference and conparison to previous approval s by
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Csh OvB, each budget starts over in the construction of its
requirenents.

3.2.2.4 DBOF Budget Requirenents

DBOF requirenments are essentially a pipeline of material between
suppliers and the Navy’'s operating forces. |In order to calculate
the requirenents for this pipeline, one nust consider not only the
i ssues fromthe pipeline over tinme but also the value of the
material in the pipeline at a specific point in tine. This

pi pel i ne consists of material which is on-order fromcontractors
and on hand. The asset requirenents in each stock fund budget are
devel oped to end each fiscal period in a position sufficient to
support the level of flow expected during the next fiscal period.
The focus of requirenents devel opnment in DBOF budgets is al ways
expressed in future terns.

Requi renents for DBOF assets are generally for two basic purposes:
(1) to support peacetine operations known as Peacetinme Qperating
Stocks (POS), and (2) support nobilization and WAar Reserve Materi al
Requirements (WVRMR). Wiile WRVR are generally stated in terns of
fixed level s of assets to support contingency plans, many of the
PCS requirenents are based on the forecasted | evel of business for
the follow ng year. The renainder of the POS requirenents are
stated in terns of fixed |levels of supplies for insurance purposes
or to support new equi pnent and are identified by Planned
Programred Requirenents (PPRs) or in the Transition Statenent.

DBCF obligational requirenments are determ ned by offsetting the

val ue of requirenents with the value of current assets. Wile the
DBOF attenpts to procure only itens which will eventually be sold,
changi ng demand patterns and the phase out of supported equi prent
cause sone of the assets to be inapplicable to the current
requirenments. The applicability of assets is determ ned through
the use of stratification. Requirenents are developed on a |line
item basis and conpared wi th actual asset positions. Consequently,
sone assets are declared to be excess or inapplicable.

| nappl i cabl e assets are not directly considered in the obligational
cal cul ation

DBOF obligational authority is determned using a concept called
unit costing. Under unit costing, the obligational authority to
buy repl acenent stocks of issued nmaterial is determned by

mul tiplying the dollar value of issues (sales) by a percentage
factor or “unit cost” determ ned by OPNAV. OPNAV adjusts the “unit
cost” rate based upon estinmates of future support needs. Future
support requirenents are estimated by considering such factors as
force structure, operating tenpo, nodernization requirenents, etc.
For exanple, during a period of downsizing, obligational authority
may be constrained to 90% of current sales. In this scenario,
future requirenents woul d be expected to be | ess than previous
years; therfore, |ess sales replacenent obligational authority is
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needed. Conversely, if the Navy were in a period of expansion,
unit cost could be greater than 100%to accommodate the grow h.

3.2.2.5 DBOF Budget Projects

The DBCOF fund is split into various Budget Projects which are
assigned to Navy Inventory Control Points and Retail Ofices for
managenent. These Budget Projects break itens into commodity
groups for which differing |l evels may apply. The foll ow ng

whol esal e Budget Projects are nanaged by the Navy Inventory Control
Poi nt s:

Commodi ty Budget Proj ect Budget Proj ect Manager
Shi ps Consumabl es & 14 NAVI CP- M
Field Level Repairable

Shi ps Depot Level 81 NAVI CP- M
Repai r abl e

Avi ati on Consunabl es & 34 NAVI CP- P
Field Level Repairable

Avi ati on Depot Level 85 NAVI CP- P
Repai r abl e

3.2.2.6 DBOF Managed Depot Level Repairable (DLRs)

Prior to 1981 all DLRs were managed as investnent type itens

t hrough APA financing. To take advantage of the flexibility that
cones with a revolving fund, DLRs were transitioned to the Navy
Stock Fund (1981 for ship DLRs & 1985 for Aviation DLRs) which was
subsequent|ly incorporated into the DBOF (1991). The added el enents
of high cost and handling the NRFI carcass of a DLR affects
budgeting in two ways. The DBCOF budget process separately handl es
DLR initial (buy-in), replenishnent, and repair funding.

3.2.3 Budgets for Initial Spares

The main purpose of provisioning is to insure the tinely
availability of an initial stock of secondary itens to adequately
support operational users, naintenance facilities, and supply at
the least initial investnent cost. The initial investnment nust be
sufficient to support a weapon systemuntil normal stock
repl eni shnment prograns receive enough historical usage data to
operate effectively. DOD 4142.42 establishes policy relative to
stockage criteria and the determnation of requirenents for
secondary itens, beginning with initial provisioning and continuing
t hrough the Demand Devel opnent Period (DDP), which is limted to
two years after the POC date.

3.2.3.1 Program Support Data (PSD)
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PSD and Wapon System Pl anni ng Docunents (W5PDs) for aircraft
spares provide the NAVICPs with informati on necessary to budget for
initial provisioning. Provisioning requirenents for newitens are
supported by the DBOF or Appropriation Purchases Account, as
appropriate. PSD shows the total nunber of equi pment being
acquired, delivery schedules, and installation schedul es by ship or
site. This data is used by the NAVICPs in pricing out spares
budget estimates including the cost of initial and foll ow on
outfitting and whol esal e supply systemstock. PSD is also used to
determne the end user funding requirenment so that funds can be
budget ed and available to "buy-out” initial outfittings. PSDis
covered in greater detail in Section 3.3 of this chapter

3.2.3.2 Initial Spares Fundi ng

Initial spares funding requirenents for DBOF whol esal e stock |evels
and internmedi ate stock | evels are budgeted a procurenent |ead tine
in advance of the material required date by the supporting the

NAVI CP. The requirenent includes material for the first
installation and all installations occurring within 12 nonths after
the first POC. Since the installations are time-phased, they are
averaged over the 12 nonth period using the Tine Wi ghted Average
Monthly Program (TWAMP). A three nonth, six nonth, or twelve nonth
TWAMP period, based on the itemvalue of annual demand. At the
sane tinme, funds will be budgeted to cover outfitting requirenments
for all installations with a funding required date falling wi thin
the fiscal year. The funding required date is determ ned by
backing off fromthe material required date the procurenent |ead
time of the longest lead tine item Requirenents for a given item
are considered to be initial during the first fiscal year of

fundi ng. Both wholesale and retail requirenments are included. Al
subsequent requirenents are budgeted and funded as repl eni shnent.

3.2.4 Secondary |Item Repl eni shnent Budgets

Secondary itemrepl eni shnment budgets are based on U CP nodel s for
bot h procurenent and conponent rework. The U CP nodels are
designed to achieve a specified |level of fleet material readiness.
The Navy currently has an inventory managenent goal to achi eve an
85% SVA rate for incomng requisitions. However, CNO directs that
Nucl ear support itens under NAVSEA 08 cogni zance wi |l be supported
at a 95% SVA rate.

The NAVI CPs budget for sufficient secondary item procurenent and
conponent rework funds to satisfy 85% (95% for Nuclear) of al

requi sitions fromstock | ocated anywhere in the supply system

U CP provides the tool to anal yze and eval uate the vari ous
paraneter settings for use in Stratification to neet the specified
goals. The degree of success in budgeting and obtai ni ng funds
necessary to the SVA goal is contingent upon using the proper
paraneter settings, the quality of the data base, the credibility
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attached to the resulting budget by hi gher budget review | evels,
and the availability of funds.

In practice, the budgeting process for secondary itens is very
conpl ex. Requirenents and assets nust be determ ned for thousands
of itens and summarized through the Iine itemstratification
process for conversion to budgeting terns. For repairable itens,
the inventory manager nust al so consider the nunber of failed units
which will be returned and the nunber which will survive the repair
process when repair is acconplished. Conponent rework budget

requi rements nust be determned in conjunction with the procurenent
budget over the sane period. For a DLR when requirenents exceed
assets, the difference will be obtained through the conponent
rework process, any shortfall creates a procurenent requirenment

whi ch nmust be covered in the procurenent budget.

Supply Dermand Reviews (SDRs) are perforned by NAVICP inventory
managers at variable intervals (usually every two weeks) to
determne which itens require supply action. Procurenents are made
for itens that are at or bel ow reorder point to bring their stock
position up to the requisitioning objective. Every six nonths,
every itemin the NAVICP' s Master Data File (MDF) is processed
through the Stratification Program (B20) which cal cul ates funded
and unfunded | evel s of requirenments for these itens and applies the
assets to requirenents in a priority sequence. Stratification

det erm nes how nuch funding is required to achi eve desired

i nventory |evels.

3.2.5 Stratification

OPNAVI NST 4440. 16B, which inplenments DODI 4140.24, directs a

uni form sequence of requirenents priority and asset application for
the stratification of secondary itens. Al Navy secondary itens,
except those assets aboard conbat vessels, nust be stratified at

| east sem -annually to support budget subm ssions. The
stratification process identifies assets by their intended use.
Stratification conputes requirenents through the budget year,
appl i es the opening assets to those requirenents by sinulating
procurenments and repairs and determnes if any excesses exist.

Requi renents include reorder |evel, backorders, war reserve, and
future expected denmand. The cal culations are the sane as a Supply
Demand Review. Avail able assets (including dues) are applied in a
DoD prescribed priority sequence agai nst the requirenents. |If
assets are insufficient, procurenents and repairs are sinul ated
over the tine period covered. Stratification then nultiplies the
total simulated procurenents and repairs for each National Stock
Number (NSN) by the standard or repair price for that NSN and
totals by COG (Navy cogni zance synbol) the amount required to fund
the requirenents.

Stratification coordinators at the NAVICPs are responsi ble for
convening the Stratification (Strat) "Steering G oup" to establish
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requi renments and due dates necessary for running the Strat Program
Strat mlestone plans are prepared that detail mlestones and due
dates required during the Strat process.

The resulting Stratification tables are described as foll ows:

Table |, Budget Stratification, projects procurenent deficits over
a budget horizon and is used as a primary tool for devel opnent of
t he procurenent budget. Table Il, Readi ness Retention

Stratification, is a vehicle for the Inventory Managenent Report of
Material Assets (DD Form 1138) submtted to CSD as well as a neans
to identify potential systemexcesses. Table Il also identifies
dues (repairs, procurenents, and conmtnents) which are in |ong
supply so that nmanagers nay take appropriate cancellation or

di sposal action. Table Ill, Local Activity Item Stratification,
projects required | evels of Navy owned stocks of DLA managed
material (primarily 9 Cog) held at Fleet and Industrial Supply
Centers (FISCs), Naval Air Stations, and on Special Accouting d ass
(SAC) 207 ships (e.g., aircraft carriers, tenders, and AFSs). The
Local Activity Item Stratification also cal culates excess assets
for potential disposal action. Table IV, Repair Stratifications,
project repair requirenents over a budget horizon and are the prine
basis for the conponent rework budget. Integration of procurenent
and rework budgets is facilitated because requirenents are conputed
as of the same cutoff date with identical beginning assets.
Program si mul ations for issues, procurenents and conponent rework
are also identifiable between the various stratifications.

A Transition Statenent, or nore properly the "Transition from
Stratification to Budget," is used for both APA and DBOF budgets.
The Transition Statenment begins with the results of Stratification,
and nmakes adjustnments for newinitiatives, special program
additions or other elenments which are not in Strat and includes the
application of offsetting assets. The Transition Statenent can

al so be used, when necessary, to adjust the results of Strat to
arrive at a proposed fundi ng requirenent.

The NAVICPs often run Stratification on a snmaller scale in order to
review dollar requirenents for a particular weapon systemor on a
sel ected universe of itens. These "Mni Strats" price out the
appl i cabl e requirenents for that weapon systemor selected universe
in the same manner as for an entire Project.

3.2.6 Spares Budget Execution

Once the budget process has provided the funds necessary for the
NAVI CPs to procure (and/or repair in the case of DLRs) secondary
itenms, an execution strategy is developed to ensure that inventory
managers conply with established higher |evel policies, obligate
wi thin NAVI CP dol |l ar allocations, and execute approved prograns.
The NAVI CPs publish a Material Budget Execution Plan which

pronul gates a spending plan for the fiscal year. The Budget
Execution Plan includes the NAVICP s general execution strategy,

t he universe, range and depth of itens to be supported, special
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initiatives, SVMA goals, approved inventory managenent plans,

pol icies, goals and objectives and NAVI CP spendi ng Pl ans. Spending
pl ans include four categories or phases of procurenments and/ or
repair actions:

A

Initiation

A request by the Inventory Manager (IM for a procurenment or
rework action. This usually occurs during Supply Demand
Revi ew but can occur at anytinme the IMinitiates a
requirenent.

Comm t ment

An admnistrative reservation of funds based upon firm
procurenment directives which authorized the obligation. A
commtnent is usually the first step in the process of
spendi ng avail able funds. The effect of entering into a
commtnent and the recording of that commtnent on the records
of the allotnment is to reserve funds for future obligations.

ol i gation

A legal reservation of funds and a responsibility to make a
future paynent. The responsibility is incurred as soon as an
order is placed, or a contract is awarded, for the delivery of
goods or the performance of services. It is not necessary
that goods actually be delivered or services actually be
perforned, before the obligation is created; neither is it
necessary that a bill or invoice, be received first. The

pl acenent of an order is sufficient. An obligation legally
encunbers a specified sumof noney which will require outlays
or expenditures in the future upon delivery of the goods or
servi ces.

Expendi ture
A paynent against available funds. It is evidenced by
voucher, claim or other docunment approved by conpetent

authority. An expenditure represents the actual paynment of
f unds.
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3.2.6.1 Spares Budget Execution at NAVI CP

The NAVI CP Material Budget Execution Plan (BEP) is prepared
annual ly to ensure execution of funding resources in a manner that
will maximze NAVICP's material support to the Fleet. The plan
formal i zes conprehensi ve nmanagenent planning and policies to be
used by each operating division in execution of approved materi al
procurenent and repair funds. Financial control is achieved by
nmoni toring actual execution against the BEP

The Material Budget Board, which is chaired by the Comrandi ng
Oficer, is responsible for overall material funding policy and
ensures that Command goals are incorporated in the BEP. The board
reviews all elenents of budget planning, formulation, and execution
and is the neans through which performance is neasured. The board
meets nonthly or nore frequently as specified by the Chairman to
revi ew recommended changes to the existing Budget Execution Plan.
Sal es, obligation of funds, and the generation of buys and repair
actions are carefully nonitored.

Mat eri al budget execution is nonitored in the follow ng manner:
A. Pl anned Program Requirenents Revi ew

The establishnent of funded PPRs results in the allocation of
funds if a procurenent or repair action is required. NAVICP
Code 01 has the overall responsibility to review, nonitor and
control all PPRs before they are entered into file to insure
that only funded prograns are being | oaded. This avoids
budget shortfalls resulting fromthe entering of unfunded PPRs
into file.

B. Generation of Unbudgeted Requirenents

There may be i nstances when unbudgeted requirenents need to be
generated prior to budget subm ssion and approval. Energent
requi renments and programgrow h require NAVI CP Code 01
approval w th concurrence by NAVSUP

C. Sales Mnitoring

DBOF customer orders and sal es data are cl osely nonitored
agai nst approved phasing plans. Centralized Accounting and
Billing (CAB) sales fromthe nmajor reporting activities are
accunmul ated and tracked on a weekly basis. Forecasts are
updated continually throughout the fiscal year as actual
experience occurs and trends are reported to the Budget
Council. Deviations fromplan are anal yzed and obligation
pl ans adjusted, if required, to execute to the approved DBOF
unit cost rate. Sales data is also nonitored to track "Buy-
out" of material by various prograns/custoners relative to
mat eri al bought by the DBCF.
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3.3 PROGRAM SUPPORT DATA (PSD) AND PSD SHEETS

Thus far, this chapter has provided an overview of the budgeting
systens used to obtain the funding necessary to provide initial and
follow on supply support. This portion of Chapter 3 provides
policy and procedures for identifying and transl ati ng new
requirenments into a standardi zed PSD system The PSD systemis
used to fornmulate and justify secondary item budgets.

The PSD system |inks HSC Program Managers and the supporting
NAVICP. It provides the informati on needed to docunent the supply
support for new weapon systens, revisions, engineering change
proposals, ship alterations, and programreductions or
termnations. PSDis used by the NAVICP to identify initial and
foll owon secondary spares and repair parts including; initial
system stock, repl eni shnent system stock, and Onboard Repair Parts
(OBRPs) needed for outfittings. PMs use PSD to docunent and justify
requirenments for Installation and Check-Qut (I NCO spares,

Mai nt enance Assi stance Mbdul es (MAMs), and interi m support

mat eri al .

3.3.1 PSD Policy and Procedures

OPNAV | nstruction 4423.4 establishes policy and responsibility for
devel opi ng program data used in the conputation of initial spares
requirenments. It requires Acquisition Managers responsible for the
i ntroduction of equi pment/weapon systens to not only budget for
supply support but also, provide the NAVICP with the program data
necessary to establish program support.

Est abl i shing and naintai ning the PSD systemis a joint
responsibility between the HSCs and NAVI CPs. (OPNAV 4423.4

desi gnat es Commander, Naval Supply Systens Conmand

( COMNAVSUPSYSCOM) as the |lead SYSCOMfor matters relating to
secondary itemrequirenments determnation and the PSD process. It
further designates Commander, Naval Sea Systens Command

( COWAVSEASYSCOM) as manager of the Program Support Data Automated
Reporting and Tracki ng System (PARTS) database that is used by al
HSCs and NAVI CPs.

The only aut horized exceptions to the PSD process are as foll ows:

Material within the APN account.

SSPO managed nateri al .

G vil Engineering and Construction equi prent.
Navy Nucl ear Propul sion Pl ants.

Foreign Mlitary Sales (FV5) Prograns.
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Equi prent under the Research, Devel opnent, Test and Eval uation
(RDT&E) account.

Expl osi ve ordi nance.

Cont ract or Furni shed Equi pment (CFE), except for specifically
designated Mssion Critical Equi pmrent or spares costing nore
t han $100K per year, by joint determ nation of the NAVI CP and
HSC.

3.3.1.1 PSD Automated Reporting and Tracki ng System ( PARTYS)

PARTS is the official database in which all PSD resides. PARTS
serves as a central autonmated database to include all NAVSEA, Space
and Naval Warfare Systens Conmand (SPAWAR), and Naval Air Systens
Command (NAVAIR) end item and secondary item PSD requirenents. Its
purpose is to provide a clear and easy nethod of tracking PSD.
NAVSEA, as the PARTS system nmanager, maintains the centralized PSD
dat a base and standard PSD application prograns, budgets for and
provi des user hardware requirenents, provides user training and
assi stance, and serves as Chairman of the PARTS Techni cal

Comm ttee. Unique enhancenents to PARTS are funded by the

requesti ng SYSCOM NAVI CP.

Detailed instructions for entering PSD into PARTS is provided in
NAVSUPI NST 4420. 36, Encl osure 2 (Program Support Data Desk Cuide).
PSD i s conprised of three fornms which are accessed through a series
of seven screens. They are:

FORM SCREEN
NAVSUP For m 1390 End Item Budget and Acquisition Data
(End I'tem Form End Item Contract Data

End Item Logi stics Data
End |Item Comment s

NAVSUP Form 1390/ 1 Equi prent Install ation Data
(Equi prent Installation

For m

NAVSUP For m 1392 HSC Secondary |tem Fundi ng

Requi renent s

Every PSD in PARTS requires, as a mninmm NAVSUP Forns 1390 and
1390/1. If an HSC spares funding requirenment exists, then a NAVSUP
Form 1392 i s required.

3.3.1.2 NAVSEA Deputy Commander for Fleet Logistics Support,
Material Support D vision (SEA 041) Responsibilities
The Deputy Commander for Fleet Logistics Support, Material Support

Division (SEA 041) is responsible for the Qutfitting Budgets
required to provide OBRPs, Qperating Space Itens (OSl), Ready
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Service Spares (RSS), and equi page for Navy Ships. These funds are
budgeted in both the SCN and OPN Appropri ati ons.

SCN funds are used to provide required outfitting material to new
construction ships and conversions/overhaul s funded by the SCN
appropriation.

OPN funds are used to provide outfitting material to:

Active Fl eet Ships

Naval Reserve Force Ships

Marine Air G oups (MAGs)

Commander, Naval Tel ecommuni cations Conmand ( COWAVTELCOM
Activities

Chi ef of Naval Education and Training (CNET) Activities
Coast Quard Ships (installed Navy owned equi pnent only)

NAVSEA OPN Qutfitting funds provide initial allowances of spares,
repair parts, and equi page incident to:

I nstal lati on of new equi pnent

Al teration of existing equi pnent configuration

CNO or SYSCOM speci al al | onance changes (primarily personnel
safety related itens)

Detail ed procedures for Ship Qutfitting are provi ded by:

0910- LP-434- 3400 Policies and Procedures Manual Navy
Qutfitting Program OPN Qutfitting.

0910- LP-311-1200 Policies and Procedures Manual Navy
Qutfitting Program SCN Shi ps.

SEA 041 uses PSD PARTS data to devel op the budget for CPN
Qutfitting Funds.

3.3.1.3 Program Manager Responsibilities

PSD i s prepared by Program Managers when new equi pnent acqui sitions
are approved for production and appear in the FYDP or when a

revi sion or Engineering Change Proposal is approved for

i npl enentation. Program nmanager responsibilities include:

Devel opi ng and nmai ntai ning current programdata in PARTS for
assi gned prograns, including those prograns in which another
SYSCOM parti ci pat es.

Ensuring that PSD is submtted to the NAVICP for each program
requiring supply systemsupport. PSD will be provided at

| east a budget lead tinme (usually two fiscal years) in advance
of the requirenent and will be updated as changes occur.
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Ensuring PSD is provided at the end item equi prent | evel and
separately for each end itemthat is enbedded in, or is a
conmponent of, a system Systemlevel PSD is acceptable in the
early stages of a program but nust be approved by OPNAV and

t he NAVI CP.

Revising PSD as required to reflect significant changes, but
no less frequently than sem-annually, in conjunction with the
Navy POM call. Any PSD revision which results in a plus or
mnus one mllion dollar change in any fiscal year for
secondary itens nmust be submtted with justification to NAVSUP
Code 013.

Renovi ng equi pnrent and systens fromthe active PSD PARTS file
when all planned procurenents have been nade, and the Materi al
Support Date (MBD) has been reached and all planned
instal l ati ons have been acconplished and POC dates att ai ned.

3.4 REQU REMENTS DETERM NATI ON - SECONDARY | TEMS

After HSC Program Managers have | oaded the required PSD data into
PARTS, NAVI CP provisioners and budget personnel can begin the task
of devel opi ng budget estimates needed to justify the purchase of
supply support for new weapon systens and end itens.

NAVI CP budget preparation for new secondary itens begins well

bef ore a new weapon systemis provisioned or fielded. It is an
iterative process where rough initial budgets are prepared and
continuously refined as detail ed supply support is identified

t hrough the Provisioning process. Provisioning, whichis fully
explained in Chapter 4, is the process used to identify the kind
and nunber of individual conponents and repair parts needed to
support a new weapon system Provisioning is the beginning of the
secondary item procurenent process.

The budgeting process, based on PSD, can begin up to seven years
bef ore a new weapon systemis fielded, and up to four years before
a new systemis provisioned.

3.4.1 DoD Requirenents Model

DODI 4140. 42 and OPNAVI NST 4423.5 prescribe policy and procedures
for the determnation of initial requirenents for secondary item
spare and repair parts. The intent of this policy is to achieve
maxi muminitial support w thin avail able resources and provide
peacetine initial spare and repair parts under a concept that
requires supply response tinmes be kept to a mninum This concept
is inplenented through procedures that provide a coordinated
approach to all elenents: program devel opnent; the depth of stocks
provided in the initial requirements conputation; the range of
itenms selected for initial stockage; and requirenents conputation
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policy, fromthe begi nning of a new programto the end of the
Demand Devel opnent Period for each item

The procedures require that a m ni num supply response tine be

achi eved through a cost-effective approach of bal anci ng shortage
costs and costs related to holding inventory. Thus, the cost of
obsol escence and ot her aspects of hol ding costs are consi dered when
determ ning whether or not to stock an item and the depth of stock
isinitially constrained in order to mnimze the probability of
over procurenent and to achieve an optimal inventory mx based on
actual demands.

The Services are afforded a relatively wide latitude in determning
initial end use/retail level requirenents. However, the rules for
determ ni ng whol esal e requirenents are nore restrictive and are
specified in significant detail. The Navy uses several alternative
DoD approved nodels to determne initial requirenments for the
consuner level. Wolesale requirenents are determ ned by nodel s

t hat have al so been approved by OSD and are in conpliance wth DCODI
4140.42. A general description of DoD Wol esal e Requi renents
Policy as well as the specific nodels used by the NAVI CPs fol | ows.

Whol esal e Level Requirenments - DCDI 4140.42 requires the services
to standardi ze practices for initial requirenents determnation and
provi des specific guidelines to hedge agai nst the probability of
over procurenment. Initial provisioning is acconplished to support
only the initial programrather than the entire life cycle of a
weapon system DoD al so provides explicit methodol ogy for
determnation of initial wholesale | evel secondary itemspare and
repair parts, and detail ed nmathemati cal nodels for inplenentation.
However, other mathematical nodels may be used which may provide
for a different mx of inventory provided a financial base is

est abl i shed based on the DoD nodel and an objective to mnimze
systemdowntine is included in the nodel. The el enents of

whol esal e | evel requirenments determ nation include devel opi ng
programdata, identification of demand based itens, identification
of non-demand based stockage requirenents, devel opi ng a cost
constraint, and range and depth sel ecti on.

The initial step in devel oping programdata is establishing a POC
date for the end item The POC date is the date that repair parts
for the end itemare first required. Two forecast horizons are
used in provisioning to satisfy DoD requirenments: the Program
Forecast Period (PFP) and the Program Tine Base (PTB). The PFP is
devel oped begi nning with the POC and extendi ng through the
Procurenent Lead Tine (PCLT) plus a three nonth conbi nation
Procurenent Cycle/ Safety Level (PO SL). The PFP determ nes how
much program or population will be used in the demand forecast for
t he range deci si on.

Most prograns are phased in gradually over time. An accurate
prediction of requirenents cannot be devel oped w t hout considering
the projected tine in use during the forecast horizon for each unit
of program DoD has provided a standard procedure for conputing
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the programfor requirenent forecast known as the TWAMP. The
anount of Programused in the TWAMP is based on the PTB. The PTB
is normally 12 nonths. The PTB determ nes how many units of
programare used in the depth decision. The PTB is constrai ned by
DoD gui delines for low, nedium and high intensity managenent. The
data required to develop the TWAMP is contained in the PSD provi ded
by the HSCs.

Non- Demand Based Itens. Non-demand based itens fall into two
categories: insurance itens and Nuneric Stockage (hjective (NSO
items. An insurance itemis an essential itemidentified during

t he provisioning process and added to a ship’s Coordi nated

Shi pboard Al |l owance List (COSAL), for which no failure is

predi cted through normal usage, but an unexpected failure or damage
in conbat woul d seriously hanper the operational capability of a
weapon system A NSOitemis an essential itemfor which the
probability of demand is so low that it does not neet the denmand
based stockage criteria. Since the lack of a replacenent item
woul d seriously hanper the operational capability of a weapon
system the itemis stocked in the whol esal e supply systembut as a
non- demand based item

Additional itens included in the non-denmand based item category
are:

|tens needed to support particular prograns of a non-recurring
or sporadic nature such as set assenbly, non-repetitive

over haul prograns where reprocurenent is not required once the
particul ar program has been conpl et ed.

Itens that are procured on a life-of-type basis or which are
bought out at the term nation of a production program

Itens that are not fully consuned during a one-tine or non-
repetitive program but should be retained for possible future
need on ot her prograns.

Demand Based Itens. A denmand-based itemis one for which the
decision to stock or not to stock is based upon anti ci pated
recurring demands. Al other stocked itens are classified as non-
demand based itens. A cost equation is used to identify denmand
based itens. The cost equation, referred to as the Cost D fference
(COsDI F) Equation, is an approach that conpares the forecasted cost
of stocking an itemto the expected cost of not stocking the item
and subsequently needing it.

3.4.2 NAVICP Wol esal e Mbdel s for System Stock Requirenents
NAVI CPs nmust consider the criticality of secondary itens to the

m ssion of the ship or aircraft in which they are installed as well
as their inportance to the weapon systemthey support.

3-30 Change A



9090- 1500

Non- Demand Based Requirenents. Citical itens that warrant
stocki ng but do not have enough forecasted demand to qualify as
demand based nmay be identified by a technical decision process as
part of a Logistic Support Analysis (LSA) or the criticality

deci sion may be based on historical Casualty Report (CASREP) or
Type Commander data for simlar equipnent. Citical item
identification is reflected in the assignnment of two codes. The
first code at the part or itemlevel is known as the Mlitary

Essentiality Code (MEC). |If the failure of an item woul d render
the end iteminoperable, the itemis assigned a MEC CF ‘1. If the
failure of an itemwould affect personnel safety, a MEC of ‘5 is
assigned. If the itemis needed to prevent inpairnent or tenporary

reduction of operational effectiveness of the End Item VEC of ‘7’
is assigned. Al other itens are assigned a MEC of ‘3.

The second code is assigned to a weapon systemor end itemin a
speci fic shipboard use to denote its inportance to the m ssion of
the mlitary unit in which the conponent is installed. This code
is the Mssion Criticality Code (MZC).

MCCs can be determned fromthe following matrices:

Alternatives for M ssion | mpact if
Acconpl i shrrent Al ternatives Fai

Redundant Al ternatives No Redundanci es
syst ens (excl udi ng or Alternatives
avai |l abl e r edundanci es)

3 4 4 Total |oss of
mobility or
life support.

2 3 4 Severe degradation of

mobility or total
loss of a primary
m ssi on.

1 2 3 Severe degradation of
a primry mssion.

1 1 2 Total | oss or severe
degradation of a
secondary m ssion.

1 1 1 No m ssion inpact.
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When the MCC assignnent is based on CASREP history for simlar

equi pnent ,
Code
4

1

the followng criteria are used:

The ratio of C3 and C4 CASREPs to C2 CASREPs is at
|l east one to five, and the ratio of C4 to C3 CASREPs is
at |l east one to three.

The ratio of C3 and C4 CASREPs to C2 CASREPs is at
|l east one to five, but the ratio of C4 to C3 CASREPS i s
|l ess than one to three.

The ratio of C3 and C4 CASREPs to C2 CASREPs is |ess
than one to five.

No CASREP hi story.

Item M ssion Essentiality Codes (I MECs) use the sane definitions as
MCCs and are derived froma conbinati on of both the MCC and t he

VEC.
PART EQUI PVENT
Mlitary Essentiality Mssion Criticality Item M ssion
Code (MEC) Code (MO Essentiality Code
5 ANY 5
1 4 4
1 3 3
1 2 2
1 1 1
7 4 3
7 3 2
7 2 1
7 1 1
3 ANY 1

NOTE: Non-Denmand based IMEC 3 and 4 itens are bought in quantities

sufficient

to support one nai ntenance action or one M ni num

Repl acenent Unit (VRU).
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Demand Based Requirenents. For demand based requirenents, the
nodel s provided in DODI 4140.42 are used to conpute initial

whol esal e requirenents. The demand forecast (Y) for use in the
range decision is based on the total anount of Programto be
installed two years after the PCC dat e:

Y =Etimes Ptins RF where:

E = Nunber of equipnent installed in a two year Period
P = Nunber of parts per equi pnent
RF = Repl acenent Factor (Nunber of replacenents per

unit of installed equi pnment per year). Replacenent
Factors are initial Best Replacenent Factors (BRFs) and
may be based on a nmanufacturer’s estimate of a Medi an
Fam |y Repl acenent Factor (MFRF).

The depth of material is based on TWAMP quarterly denmand forecast.

Quarterly Demand (D)= TWAMP X P x RF
4

NAVI CP uses a conputer programcalled Ship’ s Provisioning System
(SPS) to provision newitens. One function of SPSis to calculate
Quarterly Demand for newitens. The Quarterly Demand cal culated in
SPS i s subsequently used by the NAVICP's SDR programto cal cul ate
total requirenents and generate Purchase Requests (PRs) for each
item

3.4.3 NAVICP Calculations for Qutfitting Requirenents

In addition to determ ning supply system whol esal e requirenents for
new itens, NAVICPs also determne the initial support requirenents
for operational units and sel ected shore facilities. NAVICP s
prepare the DBOF "buy-in" budget for spares needed at the end

use/ organi zational level, and initiate procurenents for materi al
that will be subsequently "bought-out"” during the outfitting
process. In a manner simlar to whol esal e requirenents

determ nation, NAVICP uses SPS to cal cul ate end use requirenents
and load PPRs into NAVICP' s MDF. The PPRs, in conjunction with the
demand forecast for whol esal e requirenents, determ ne the nunber of
itenms recomended for procurenent by SDR

As previously discussed, DoD allows the Services greater
flexibility in determ ning end-use/retail requirenents conpared to
whol esal e inventory levels. Retail allowance nodels are
categorized by their level of protection: fixed, variable, and
optimal. NAVICP has versions of each type available for use as
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options in NAVICP s SPS program The followng is a description
each type.

A. Fi xed

The fixed | evel nodels referred to as Fl eet Logistics Support
| mpr ovenent Program (FLSIP) and Modified FLSI P (MOD- FLSI P)
use only the demand forecast to determ ne requirenents and
provi de the sane | evel of protection for all demand based
itenms. The goal of these nodels is to provide an endurance
level with safety stock for all demand based itens based on a
predeterm ned constant paraneter (e.g. 90% . Denmand based
itens are defined as itens with a predicted denmand of at | east
one in ninety days. The original FLSIP concept was
established in 1964 to ensure that ship’s all owances are based
on updated failure rates, and are limted to shipboard
installable repair parts. FLSIP also limts the range of
insurance itens that can be carried in allowance, to vita
itenms that have a predicted demand of at |east one in four
years. A study done by the Center for Naval Analysis in 1979
found that FLSIP fails to identify or recognize repair parts
essential to a ship’s mssions, and it fails to adequately
support essential itens with historical demand just bel ow t he
i nsurance threshold. The revised all owance policy that
resulted fromthe study is known as Mdified FLSI P of MDD
FLSIP. Since the inplenentation of MXD FLSI P, non-demand
based or insurance itemrange criteria depends upon the items
criticality to the ship’s mssions (IMECs). |If the IMECis 3
or 4, therange is limted to a forecasted demand of one in
ten years.

MOD- FLSI P al | omwances are now being replaced with a new
inventory nodel called .5 FLSIP Plus. Budget reductions nade
it necessary to reduce the range, depth, and cost of shipboard
inventories. O all the itens selected for inclusion in a
ship’s storeroomby the MOD FLSI P COSAL conput ati onal nodel
on average only 25% were used between overhauls. Wth .5
FLSI P Plus, the nunber of insurance itens is significantly
reduced by limting the range of spares to those parts with a
forecasted usage rate of one in two years. To maintain

readi ness, allowance itens which have proven demand within a
ship class, as indicated by Casualty Reports (CASREPs) and
reported usage in the 3M Dat abase, are "added back"” into the
CCSAL al | onance.

B. Vari abl e Protecti on Level Mbdel s

The Variable Protection Level Mdel is used for TR DENT
submarines. The all owance quantity conputed by this node
consi sts of the expected 90-day replacenent quantity plus a
vari abl e nunber of standard deviations. |In the TR DENT nodel,
Mlitary Essentiality Code (MEC) is a neasure of item

i nportance, and ranges from95 (least inportant) to 116 (nost
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inportant). Parts are added to the ship’ s all owance based on
essentiality using a cost sensitive nodel that provides 100%
of range requirenents for the highest MEC itens.

. Availability Centered Inventory Mddel (ACIM Qptim zation
Model

An optim zation nodel is designed to nmaxi mze inventory
performance given a specified investnent |evel or, conversely,
to achieve a specified performance | evel for the m ni num
investnent. Performance is neasured in ternms of response tine
or in backorder days. Two nodel s have been approved by Navy
for use in determ ning consuner |evel inventory requirenents.
The first nodel is used to conpute Al |l owance Requirenents

Regi sters (ARRs) for aviation consunmer allowances. The second
nodel, the Availability Centered Inventory Mdel (ACM, is
used to conpute ship allowances for specified weapon systens
when it can be denonstrated that the weapon system readi ness
obj ective cannot be achieved with the standard protection

| evel nodels. Each specific application of AC M nust be
approved by OPNAV. The procedures for devel oping an ACIM

al | onance are detailed i n NAVSEA Handbook TL-441- AA- HBK- 010.

3-35 Change A



9090- 1500

ACRONYNS DEFI NI TI ONS

ACIM Avail ability Centered Inventory Model
APA Appropriation Purchases Account

APN Aircraft Procurenment, Navy

ARR Al | owance Requirenents Register

ASO Avi ation Supply Ofice

BEP Budget Execution Pl an

BES Budget Estimate Submt

BRF Best Repl acenent Fact or

CAB Centralized Accounting and Billing
CASREP Casualty Report

CFE Contract or Furni shed Equi pnent

CcMC Commandant of the Marine Corps

CNET Chi ef of Naval Education and Training
CNO Chi ef of Naval Operations

COG Cogni zance Synbol

COWAVSEASYSCOM Conmander, Naval Sea Systens Command
COWNAVTELCOM Commander, Naval Tel ecomruni cati ons Comrand
COWNAVSUPSYSCOM Conmander, Naval Supply Systens Command
COSAL Coor di nat ed Shi pboard Al |l owance Li st
COsDI F Cost Difference

DAE Def ense Acqui sition Executive

DBOF Def ense Busi ness Qperations Fund

DDP Demand Devel opnent Peri od

DLA Def ense Logi stics Agency

DLR Depot Level Repairable

DoD Depart ment of Defense

DON Depart ment of the Navy

DOoP Desi gnat ed Over haul Poi nt

DPG Def ense Pl anni ng Gui dance

DPRB Def ense Pl anni ng Resource Board

FBM Fleet Ballistic Mssile (Submarine)
FFG Fast Frigate Guided Mssile (Ship Type)
FI SC Fl eet and I ndustrial Support Center
FLSI P Fl eet Logi stics Support | nprovenment Program
FMS Foreign Mlitary Sal es

FOO Follow On Qutfitting

FOSS Fol |l ow On System St ock

FYDP Fut ur e- Year Defense Program

HSC Har dwar e Systens Comrand

| CP | nvent ory Control Point

| M | nvent ory Manager

| MEC Item M ssion Essentiality Code

I NCO Install ati on and Check- Qut

LSA Logi stic Support Analysis

MAG Marine Air G oup

VAM Mai nt enance Assi stance Modul e

MCC Mssion Criticality Code
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MCO

VDF

MVEC

MFRF

VRU

MsD

NAE
NAVAI R
NAVCOVPT
NAVI CP
NAVI CP- M

NAVSEA
NAVSUP
NAVSUPI NST
NRFI

NSC

NSN

NSO

&M N
OBRP

ovB

OPN

OPNAV
OPNAVI NST

osD
sl
PARTS
PBD
PCLT
PC/ SL
PDVs
PEO
PE
PFP
PM
POC
POM
PCS
PPBS
PPR
PR
PSD
PSF
PSI CP
PTB
RBS
RDT&E
RF
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Mai nt enance Criticality Oiented

Master Data File

Mlitary Essentiality Code

Medi an Fam |y Repl acenent Fact or

M ni mrum Repl acenent Unit

Mat eri al Support Date

Navy Acqui sition Executive

Naval Air Systens Command

Comptrol l er of the Navy

Naval Inventory Control Point

Naval Inventory Control Point, Mechanicsburg
(formerly SPCC)

Naval Sea Systens Command

Naval Supply Systens Command

Naval Supply Systens Command | nstruction
Not - Ready- For - | ssue

Nat i onal Security Counci l

Nat i onal Stock Number

Nurmeri ¢ St ockage bjective

Operations and Mai ntenance, Navy

Onboard Repair Part

O fice of Managenent and Budget

O her Procurenent, Navy

Ofice of the Chief of Naval Operations
Ofice of the Chief of Naval Operations
I nstruction

O fice of the Secretary of Defense
Operati ng Space Itens

PSD Aut omat ed Reporting and Tracki ng System
Program Budget Deci si on

Procurenent Lead Tine

Procurenment Cycl e/ Safety Level

Pr ogram Deci si on Menor anduns

Program Executive Oficer

Program El enent

Program For ecast Peri od

Pr ogr am Manager

Prelimnary Operation Capability
Program Qbj ecti ve Menoranda

Peaceti me Operating Stocks

Pl anni ng, Programm ng, and Budgeting System
Pl anned Programmed Requi renent

Pur chase Request

Program Support Data

Price Stabilization Factor

Program Support I nventory Control Point
Program Ti me Base

Readi ness Based Spari ng

Resear ch, Devel opnent, Test and Eval uation
Repl acenent Fact or
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RFI

RSS
SCN
SDR
SECDEF
SECNAV
SVA
SPAVAR
SPCC
SPS
SSPO
SYSCOM
Strat
TWAMP
ul CP
WPN
WRVR
WSPD
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Ready- For - | ssue

Ready Service Spares

Shi pbui I di ng and Conversi on, Navy
Supply Demand Revi ew

Secretary of Defense

Secretary of the Navy

System Material Availability

Space and Naval Warfare Systens Command
Ships Parts Control Center (now NAVI CP-M
Ship’s Provisioning System

Strategic Systenms Program O fice
Systens Conmand

Stratification

Ti me Wi ghted Average Monthly Program
Uni form Il nventory Control Point

Weapons Procurenent, Navy

War Reserve Material Requirenments
Weapon System Pl anni ng Docunent
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