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ABSTRACT

: In 1978, in order to improve the manageament of Secondary

. Itea Depot Level Repairables (DLRs), the Navy initiated a
study and conseguently a test to determine the proper method
of funding these items. On 1 april, 1981, a three year
prototype test involving Navy managed Non-Aviation Depot
Level Repairables (DLRs) vas implemented. This thesis
describes the funding of Depot Level Repairahbhles (DLRS)
prior to 1 April, 1981, and as amended after the
Non-Aviation Depot Level Repairables (DLRs) amigration to the
Navy Stock Pund. This thesis then describes the impact this.
change has had on Narine Corps Air Station Ivakuai Japan,
froa inception to June 1982. The thesis concludes by
offering recomaendations to improve supply support for the
Marine Corps and that Air Station by improving the interface
between the Narine Corps and the Navy Supply Systea.
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I. LHIRODUCIIDN

A. PURPOSE

On 3 October, 1978, the Assistant Secretary of Defense
directed each service to independently review the feasi-
bility of stock funding secondary ites repairables. As a
result of this semorandum and other pressures, the Ravy and
Barine Corps began a study vhich resulted in the United
States HNavy implesmenting a three year prototype test <to
deteraine the feasibility of £€ndinq Supply Systea Secondary
itea Depot Level Repairables (DLRs) within the Navy Stock
Pund (NSF) vice funding thes with Navy procurement appropri-
ations. The Navy study determined that funding Depot Level
Repairables (DLRs) in the lavy‘Stock Pund would provide

‘improved financial flexibility since the stock fund would be

able to acguire additionmal funding authority, or relocate
funding suthority as needed for ¢those items any time that
the need for funding changes could be demonstrated. Under
this concept the stock funded Depot Level Repairable (DLR)
requirements of the supply systea would be vi:tudlly "fully
funded®, and enjoy the flexibility to trade-off repair and
procuresent as necessary to meet the demand. Based upon
this concept, the HNavy isplemented a prototype <test
involving only the Non-Aviation oriented Depot  Level
Repairables managed by one of the Navy's Inventory Control
Points (ICP), the Ships Parts Control Center (SPCC). The
prototype test as isplesented involved about twenty percent
of the procureament and crepair dollar value of the Navy
Supply Systea's Depot Level [Repairables (DLis);: thus
providing a realistic test size for deteraination of <the
costs and benefits of this concept of supply systea
financing.
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The Marine Corps receives technical aviation support
from the Navy for its Procurement Approprition financed
aviation material, and Operations and Maintenance, Navy
(OtMN) funding for consumable aviation material. Because
the scope of the prototype Navy test was "Non-Aviation®, the
change in funding for the Depot Level Repairables (DLRs) did
npot have any significant impact on Narine Corps direct avia-
tion support. However, certain peripheral aspects of ground
aviation support for Marine Corps units were affected by
this change in funding.

Since <the anthor of this <thesis will be assigned to
Marine Corps Air Station (MCAS) Iwvakuni, Japan upon gradua-
tion, this thesis specifically addresses the iampact this
funding change has had on that Air Station.

Be. RESEARCH METHODOLOGY

Information gathering for this thesis includes library
research, phone conversations with personnel from HMarine
Corps Air Station Iwvakuni, Marine Corps Air Station Bl Toro,
Marine Corps Air Station Cherry Point, the Ships Parts
Control Center, and the Waval Supply Systeas Command.
Bxtensive reference amaterial in the form of message traffic
and imsplesentation directives was provided by the Logistics
Officer, Harine Corps Air Station Iwakuni.

C. THESIS ORGANIZATION

Chapter II provides a background in procureament appro-
priations, and describes how Non~aviation Depot Level
Repairables (DLRs) vere funded prior to the prototype test
in wvhich the UNon-Aviation Depot Level Repairables (DLRs)
vere financed in the Navy Stock fund. Chapter III exaamines
the Navy Stock Pund, its operations, and the changes which
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took place wvhen the Non-Aviation Depot Level Repairables
(DLRs) migrated to the Stock Pund. Chapter IV presents the
Levin-Schein change model as an example for implementation
of change within an organization and compares the actual
isplementation of the shift in funding to the Navy Stock
Fund to the model. 1In chapter Vv, the impact on Marine Corps
Air station Ivakuni of the funding change is examined, and
Chapter VI presents the author's conclusions and
recoasendations.
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] . II. PUNDING DEROT LEVEL REPAIBADLES IN PROCUREMENT
ARRROPRIAIIONS

A. THE NAVY SUPPLY SYSTEM

h The United States Navy is tasked with the projection of
pover to control the seas in defense of the United States,
and to keep amerchant lines open. In order to achieve and

ﬁ maintain the capability to perfora this amission, the Navy
requires adequate weapons systeas, a Command and Control
systea, trained manpower and a logistics systen. This

thesis deals in the area of logistics, specifically that of
spare parts and components in support of wveapons systeas.
Within this arena, the Chief of Naval Operations sets opera-
tional requirements for the Navy. The Chief of Naval
Material is charged with bringing those weapons systess

T —

o lhind
i

requirements into being, <through the acquisition process,
and providing a Logistics System of maintenance and supply
support for their operation. As shown in figure 2.1, the
Chief of @HNaval Material operates ¢through five systeas
coamands, Naval Air Syétens Command (NAVAIR), Naval
Electronics Systeas Coamand (NAVELEX), Naval Sea Systeams
; Command (NAVSEL), Naval Pacilities Bngineering Command
; (NAVPAC), and Naval Supply Systeas Comamand (NAVSUP).

g Three of these, NAVAIR, NAVSEA, AND NAVELEX (termed Hardware

? Systeas Commands) are charged with overall responsibility
- for acquisition and maintenance of the weapons systeas.
i NAVPAC provides a similar function for facility requirements

of ashore naval forces, and NAVSUP is responsible for the
F . structure and operation of the supply system in support of
the operating forces and <the shore establishaent. These
three Hardware Systeas Commands avard contracts for

12
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Pigure 2.1 gfgsnrolont and Operations & HNaintenance Punds

provisioning requirements of end items such as aircraft
engines, gun directors and missile launchers, and assign
progras support responsibility to oSne of <the Navy Supply
Systems Coamand sanaged Inventory Control Points (ICP);: ¢the
Aviation Supply Office (ASO), or the Ships Parts Control
Center (SPCC). Once the Inventory Control Point is assigned
prograam support responsibilities, the Navy Supply Systeas
Command establishes the logistics policy to be followed.
(Inventory Managers Hanual, 1981, p. 1-3)

12
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Pigure 2.2 Spares Support

Spare parts support for a nev veapons systeam or other
end items of egquipsent are phased into three separate
segnents: Interim spares support, Initial spares support,
and Replenishment spares support, see figure 2.2. Interia
spares support is provided from outside the supply systes,
usually by the contractor, and eaployed to provide support
from the first delivery of a nev systeam in the Navy until
the date vhen the Navy supply system assumes responsibilicy
for supply support, called the Haterial Support Date (MSD).
Initial spares provide support froa the material support
date through the desand dsvelopament period for a nev systea,
usually twvelve to eighteen amonths. Replenishment spares

1
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provide support for additional weapons systeas deliveries,
and continues for the remainder of the veapons systea's or
other en' item of equipment®’s life in the NWavy. #hile a
Hardvare Systeas Cosmand norsally budgets for, and directly
executes, the Interis spares support, the responsibility for
similar functions for Initial and Replenishment spares is
norsally delegated to the Navy's Inventory Control Points by
the responsible Hardvare Systeas Command. Inventory Control
Points are norasally responsible for preparing the Initial
and Replenishament spares budgets for the Hardware Systeas
Coamands, and for the procurement and supply systea stockage
of <these spares. The actual deteraination of the HNavy
budget remains the responsibility of the Hardvare Systeas
Command, the Chief of Naval Naterial, and the Chief of Naval
Operations., Adainistration of funds is controlled in
execution by the Hardware S ysteas Coamands. (Moloney, 1979,
pPe P-~1 to P-4)

B. NEEDS DETERMINATION

To deteraine what material requirements are necessary
for sypport of a veapons systea, eond itea, or coaponent
procured by the Hardwars Systeas Command, ¢the Inventory
control Point utilizes techanical documentation and failure
rates provided by the contractor. dnce the iteas necessary
for support have been defined, and placed in stock, the
Inventory Control Point has a continuing responsibility to
make sure that inventory is available vhen and vhere the
custower, the operator of the weapons systea or other end
iten of oéniplont, needs i¢. (Inventory Hanagers HNanual,
1981, ?P. 1-3)

The Inventory Control Point is responsible for estab-
lishing stock levels that will be sufficient to aeet recur-
ring replenishaent demands for material and to aeet known or

15
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fixed requirements for follow-on outfitting of additional
systess. In order to be responsive, the Inventory Control
Points smust forecast custoser rasgquireaments and order
resupply quantities before receipt of the actual customer
requests for material. To accomplish this mission, the Navy
Inventory Control Points use a coaplex group of computer
programs which are collectively knowvn as the Unifora
Inventory Control Programa (UCIP) (WNAVSUP Pudb 514, 1 Jan,
198 2, P. 3-24). This series of supply and financial
programs uses smany procedures and parameters to govern
budget execution and the level of inventory review activity.
Through execution of this data processing systeas the inven-
tory manager forecasts how sany of a particular itea will be
needed in a particular period of time (demand); decides how
to satisfy <the demand, either by procuresent or repair,
considering hov 1long the procurement or repair cycle will
take (leadtime or turnaround time); and executes to provide
* supply support. (Inventory Managers Manual 1981, pp. 1-11
- to 1-22)

f Within the Department of Defense each line item of
E supply is designated by a National Stock Number (NSN) and

- assigned to a particular service, and its inventory control .
point, for manageaent. In the event that a service has a
requirement for an item wvhich is managed by another service,
the non-sanaging user service aust advise the managing
service of its requirements in order for the wmanaging
service to consider these requirements in its demand fore-
casts and consequent stockage objectives. This process has
come to be called "registering intersst® and carries with it
the requirement that the ndon-managing user service agree to
reisburse the smanaging service for all such items issued
froa stock. (NAVNATINST 4790.234)
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C. DEPOT LEVEL REPAIRABLES

Baterial carried in the supply system can be divided
into two nmajor catagories, Principal and Secondary iteas.
Principal iteas are end itsms such as aircraft engines, gun
directors, and aissile launchers. These items are consid-
ered to be investments, and are fundesd by procurement appro-
priations such as Aircraft Procuremeant, Navy (APW), Other
Procurement, Navy (OPN), or Weapons Procurement, Navy (WPN).
Secondary items are other coamponents, spare parts, and
consumable supplies vhich are in support of major end iteass
or principal iteas. These secondary items are considered
either as investaent or expense orisnted depending on their
use, and their level of repairability. Generally secondary
itens are categorized as investaents, and financed by
procuresent appropriations, if they are designated for
repair, or condeanation, at the depot level and are there-
fore called Depot Level Repairables (DLRs). The Depot Level
of Repair is the highest level, based upon the capability
and the responsibility to effect complete repair, rework, or
renovation of an investaent iteam. It can be accoaplished by
either a Department of Defensse, or a commercial facility.
Depot Level Repairable (DLR) items have in the past been
issued to Navy users vithout charge and the cost of repair
or rework at the depot level has been financed by Hardware
Systems Coamand centrally sanaged Operations and Naintenance
(otH) appropriationms. The balance of secondary items are
considered to be expense items and are either designated for
repair in the field rather than a depot, or designated as
consumable iteamas vhich are to be discarded after use or
failure. Supply system stocks of aexpense "type" items are
financed by Stock Punds and are ultisately charged ¢to
Operations and Naintenance (0&8) or other customer appropri-
ations vhen issued (Giordano, 1976, pp. &-5). Por further

17




discussion of investment and expense type iteas, see
Appendix A.

Initially, the decision to classify an itea as a repair-
able or a consumable is made during the provisioning process
by the Hardware Systea Coamand or desigrated technical
agent. The initial classification of an itea is not irrevo-
cable, and each itea is periodically revieved to deteraine
if the classification should be changed from consusable to
repairable or repairable to consumable. Classification is
based on three questions:

1. Economics: Is the repair price a substantial savings
over the replacement price?
2. Time: Is the repair time significantly shorter than
the procureaent lead time?
3. Technology: Can the iteam be repurchased? If not, it
aust be repaired if still needed.
To be classified as a repairable, o’ne or more of the above
questions aust be ansvered in the affirmative.
(Repairables, 1976, pp. 2 to 5)

Once an ites is classified as a repairable, the Hardware
Systeas Coasand oOr its agent nakes a deteraination as to
vhat 1level of pmaintenance is capable of perforaing the
repair. Within the repair arena, the lowest level of repair
is the Organizational level, the ship or squadron using the
itea. The next level of repair is Interaediate level, and
is accoaplished by a ships tender or HNarine Corps Aircraft
Group, or Navy Wing Intermediate Naintenance Activity (IMA).
The highest level of repair is the Depot Level. This level
of repair is performsed by a Designated Overhaul Point (DOP)
such as a Naval shipyard or a coamercial contractor. Iteas
designated as Depot Level Repairables (DLRs) are norsally
more sophisticated, require specialized —eguipment or
traiaing to repair, and are adre costly <than those
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designated for 1lowver levels of repair. When making the
decision as to the level of repair, an attempt is made to
assiqan the repair to the lovest level possible in order to
ainiaize costs (Repairables, 1976, pp. 7-8).

A repair cycle for Depot Level Repairables begins when a
unit requisitions ‘'a ready-for-issue ites, and turns in a
not-ready-for-issue item or “carcass." Depending on the
supply status of the item turned in for repair, the carcass
: may be repaired imsediately or may be held for repair at a
i future date. Once it is decided to repair a carcass, it is

sent t0o a Designated Overhaul Point. After repair, the
D ready~for-issue itea is returned to the supply systeam and
; vhen required, issued to a customer. (Repairables, 1976,
pp. 17-18)

D. PUNDING FOR SUPPLY SUPPORT OF WEAPONS SYSTENS IN
PROCUREBHENT APPROPRIATIONS

- Prior ¢o 1 April, 1981, supply systea funding for
: procuresent of W¥Navy managed Depot Level Repairables (DLR)
vas contained in three separate appropriatioas: Adircratt
Procuresent, Bavy (APN); Other Procucement, Navy (OPN); amd
#eapons Procuresent, Navy (WPWH. These appropriations wvere
each subdivided into at least two levels; first to Budget
Activities, and then to P-1 line items vwithin the Budget
Activities. In all the procuresent appropriations except

Yy g

r Aircraft Procureaent, Navy, the P-1 line iteas for the
4 procureaent of Depot Level Repairablss vere included in the
;E budget activity appropriate for the veapons systea end item
Q being procured. The funds for procureaent of Depot lLevel
" Repairables (DLRs) in Adircraft Procureaent, Navy are

3 included in one budget activity (Ba-5). (Noloney, 1979)
: The three procuresent appropriations involved, APN, OPW,
: and WPN vere therefore used as follovs:
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1. To finance veapon systeam or end item procureasent.

2. To provide 1Interiam spares support for all necessary
itesns.

3. To provide 1Initial and Replenishment spares support,
consisting of Depot Level Repairables (DLRs), in
support of these equipments for their life cycle.

These appropriations wvere available for obligation over a
three year period, and had the common characteristic that
they vere financing ¢the procurement of investaent type

itens.

F A1l WNon-Aviation Depot Llevel Repairables (DLRs) not
- required for initial outfitting wvere held in stock at
various Navy stock points, and sanaged by Ships Parts
Control Center (SPCC), the Inventory Control Point (ICP)
activity. Since these items had already been financed by
Procurement Appropriations, but not yet been issued to their
ultisate using activities, the valae of this inventory is
accounted for by the Navy in a stores account called the
Appropriation Purchase Account (APA). The Inventory Control
point was responsible for sanajing <the Depot Level
Repairables (DLRs) within guidelines and funding constraints
provided by the Hardvare Systeas Cossands. After the Depot
Level Repairables (DLRs) vere initially procured and stocked
in inventory to support nev equipaent acquisitions, procure-
ment could continue over the 1life cycle of the equipment,
with additional procureament being for one of three reasons:

1. To replace iteas that vore out through norsal usage.

2. In reaction to a reduction in stock caused by requisi-
: tioning units not returning a carcass to the supply
P systea for repair vhen ordering a nevw itea.
L 3. In reaction to changes in demand.
on 1 April, 1981, ¢the funding scenario described above vas
changed for Won-Aviation Depot Level Repairables (Dlis).
This change vwill be discussed in chapter III.
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E. PFUNDING REPAIR OF DEPOT LEVEL REPAIRABLES (DLRS) IN THE
OPERATIONS AND MAINTENA NCE NAVY APPROPRIATION

Prior to 1 april, 1981, funding for the depot repair

cost of Depot Level Repairables (DLRsS) wvas provided by the
Operations and Haintenance, Navy (OEHN) appropriation.
These funds vere allocated by the Chief of Naval Operations
to the Chief of Naval Naterial (CNN) who provided suballoca-
tions to the three Hardvare Systeas Commands. As mentioned
. previously, the three Harivare Systess Coamands vere respon-
! sible for budgeting and control of the <funds allocated
(FAVCONPT 071121.2) . Prior to 1 April, 1981, there vere
eight separate budget activities for procurement of Depot
Level Repairables (DLRs), and three separate adsinistrators
of repair funds, as shown in figure 2.3.
The principal source of replenishaent for Inventory Control
Point managed stock wvas the depot level repair prograas
financed by the Hardwvare Systeas Coanmands. fhen a Depot
Level Repairable (DLR) needed to be replaced, the custoser
returned the inoperable Depot Level Repairable'(nnn) to an
authorized depot for repair, and drev a ready-for-issue itea
froa supply. Since both the initial purchase price of the
part, and the cost of repair vas centrally funded Dby the
Bardvare Systeas Coasands through procureaent or Operatioas
and BMaintenance appropriations, there vas no cost to the
customser. Proa the customers viewpoint, the itea wvas
considered to be a "free" issue. (NAVYNAT GUIDE, 1980)

P. BUDGET DEVELOPMENT,EWACTHENT AND EXECUTION

Punding requirements for additional procurement of Depot
Level Repairables (DLRs), and for repairs to existing Depot
Level Repairables (DLRs) vwere detsrained by ¢the Hardwvare
Systeas Coasands 1in conjunction with the Inventory Control
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ARPEOPRIATION ACTIVITY ADMINISTRATOR
OTHER PROCUREMENT, NAVY oPN~-1 NAVSEA
OPN-2 NlVSBl{NlV!LB!
OPN~-3 NAVAIR
OPN-4 NAVSEA
WEAPONS PROCUREMENT, NAVY WP NAVSEA
WPN-3 NAVSEA
WPN-4 NAVSEA
AIRCRAFT PROCURENENT, NAVY APN -6 NAVAIR

BERAR ARRROPRIAIIONS
% BUDSET

: ARRRORRIATION ACIIVIIXY  ADNINISIRATOR
: OPERATIONS & BAINTENANCE, osNN-7 NAVSEA /
mAvY NAVAIR /
NAVELEX

Pigure 2.3 Procuresent and Repair Appropriations

Point during the norsal Departaent of Defense Planning,
Prograsaing and Budgeting Systea (PPBS) cycle. The
Inventory Control Point employed a set of Computer programs
to sisulate demand for the different items. This demand vas
then coapared <¢o known stock levels. (PNSO MANUAL, 1981)
Based upon this data, the prograa aanager dJdetermined the
level of funding projected to be required for additional
procureaent, and the funding naeded for Depot Level
Repairable (DLR) repairs during the budget year. The sinu-
lation 4involved a detailed line item computation, stock
nuaber by stock nuaber. The objective of the simulation
vas to achieve a supply system material availability goal of
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85 established by the Chief of MNaval Operations. The siasu-
lation projected procuremssnt reguireaments only if there vere
insufficient ready-for-issue and ndt-ready-for-issue Depot
Level Repairables (DLRs) toO meet the expected demand, and
projected repair requirements only if not- ready-for-issue
carcasses vere forcast to be available. This ameant that the
sinulation assumed full funding of either the procuresent or
repair requiresents vhen computing the reciprocal funding
requireaent. If the funding for procurement or repair of
Depot Level Repairables (DLRs) wvas less than actually needed
in execution then the systes namaterial availability wvould be
financially constrained at less than the 85% goal.
(Paskovwitz, 1978) Once the total funding requiresents were
detersined, they wvere separated by Program Objective
Hemorandua (PON) resource sponsor for their use in achieving
balanced Dprograms vwithin their assigned POH fiscal
constraints. Any procursment or repair requireaments for
Depot lLevel Repairables (DLRs) which could not be accoamo-
dated by the POM resource sponsor within POH fiscal
constraints wvas considered an unfunded requirement in the
Navy's Prograa Objective Memorandus. Since these budgets
encountered adjustaents as they moved through the review
steps from the Hardware Systeas Coamands through <the Navy
levels ¢to the Secretary of the HNavy, the Secretary of
Defense, the Office of Manageaent 2and Budget, and finally
Congressional reviev, the achieveaent of a balanced progras
becane less and less likely. (Moloney, 1979)

After Congress passes an Appropriation Bill and the
President signs it, the approprated funds are apportioned by
the Office of Nanagement and Budget to the Departaent of the
Navy. (SAVCONPT, 071100) The Comptroller of the Navy then
issues the funds through the Navy Chain of Coamand to the
Hardvare Systeas Coasands. The Hardvare Systeas Commands
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distribute the funds to the Inventory Control Points which
obligate each appropriation to meet the needs evident for
support at the time of exacution.

Since the repair of Depot Level Repairable (DLR) compo-
nents is a significant workloagd, the Hardware Systeas
Coamands in conjunction with the Inventory Control Point
attempt to develop a program which aatches available indus-
trial repair capacity, both government in-house and comaer-
cial with funds available. Once the plan is developed, the
Inventory Control Point issues Work Requests, Project
Orders, or contracts to the designated overhaul points for
the repair of Depot Level Repairables (DLRS) .
(Moloney, 1979) The process vas coapleted as the custoamers
then wvere able to drav ready-for-issue Depot Level
Repairables (DLRs) from the supply system at no cost, and
concurrently —returned not-ready-for-issue Depot Level
Repairables (DLRs) to the rework facility for repair amd
return to stock.

In the process just described, the computer simulation
used for budget development was completed about eighteen
sonths before the begining of the budget year and the appro-
priation of funding. Thus budgetary requirements developed
in Deceamber to HMarch, 1980 would yield appropriations for
Piscal TYear 1982, would result in repaired Depot Level
Repairables (DLRs) being returned to the supply systea in
the December 1981 to Deceaber 1982 time period, and would
result in new procurements arriving into the supply systea
in the December 1982 to January 1984 time period. This long
lead time period froa budget developsent to budget execution
contributed to <three problras +that aitigated successful
manageaent of Depot Level Repairables (DLRs).

1. Because requireasents vere not stable over <time, the
appropriations enacted vere in amost cases at variance
vith actual total funding required for supply support.

24




g N ST T e T T ST W W Y T T TR T
A il M B M-S Jantl it Dt leasl Ihal M B Sl Bt N M M I A S L e L T e T T - AR T TR T

T Ty,
e R PN

2. Even if the total funding was near correct, procure-
ment vas divided between eight separate budget activi-
ties, and repair funding was controlled by <three
separate administrators. Therefore, in most cases the
funding vas at variance vith the actual requireament in
each budget activity, and at variance with the needs

o - - oy bt PRI
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of each repair fund administrator.
3. Because of Congressional restrictions on the transfer
of funds between appropriations or on reprogramsing
b funds between budget activities within appropriations,
tradeoffs by the inventory manager to provide an
increase in procurements or to provide for additional
‘ repair of Depot Level Repairable (DLR) carcasses vas
M alaost impossible. To transfer or reprogram funds
wvould first require the identification of a source of
unused funds, and then if the discrepancy was large
enough, it would require Congressional action. In
most cases, the inventory manager could not adjust the
incorrect funding during that fiscal year, and tried
to correct any discrepancy in the next budge: cycles.
Given budget lead times the proposed corrections would
probably be at variance with actual requiresments by
the time the budget was executed. (Moloney, 1979)

G. SUMMARY

% This chapter provided a brief 43escription of the Navy

Supply systea, and how the Depot Level Repairables (DLRS)
: vere stocked and managed by that systea. It described the
q funding of Depot Level Repairables (DLRs) as it was, prior
to the 1 April, 1981 change for Non-Aviation Depot Level
Repairables (DLRs). The chapter described both the funding
for procurement which was in the separate appropriations;
H ' APN, OPN, WPN, and the funding for repair which is in the
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OSMN appropriation. The simulation used to determine budget
requirements for Depot Level Repairables (DLR s) was
discussed along with the <funding cycle from formulation
through enactment and execution. Finally, 1limitations of
the systeam vere covered to indicate saragement probleas tha%
faced the inventory manager prior t> the test aigration of
Non-Aviation Depot Level Repairables (DLRs) to the Navy
Stock Pund.
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III. PUNDING NON-AVIATION DEPOT LEVEL RERAIRABLES (DLRS) IN
IHE NAYY STOGK EURD

4. HNAVY STOCK FUND BACKGROUNWD

ds was noted in Chapter XI, on 1 April, 1981, the
financing of the supply system, and consequently customer
financing, for Navy Managed Non-Aviation Depot Level
Repairables (DLRs) wvas changed froa Procureaent and
centrally managed O&M appropriations to the Navy Stock Pund.
This chapter briefly discusses the Navy Stock PFund and
provides background on the new financing mechanisa put into
play by the Department of the Navy ¢to finance Non-Aviation
Depot Level Repairables (DLRs).

The Navy Stock Pund dates from the late 1800s and is the
oldest stock fund in any of <the OUnited States Military
services. (Pisher, 1962, p. S5). I1 1949 with the amendaent
to the 1947 National Security Act, Congress approved stock
funds for the other branches of the ailitary services, with
Title 10, USC 2208 authorizing the Secretary of Defense to
establish vorking capital funds to finance supply invento-
ries, principally because of the success achieved by the
Navy Stock Pund (Barl, 1965, p. 5). The Navy Stock PFund is
operated in accordance with Departaent of Defense Directive
7420. 1 "Regulations Governing Stock Pund Operations”
(Wooten, 1980, p.18).

The Navy Stock Pund, a wvorking capital fund, is used to
purchase and hold inventories of supply iteas. Iteas
purchased by the stock fund are held at stock points until
they are needed by a customer. 1In effect, the final costing
for the item is held in suspense in <the Navy Stock Fund
antil the ultimate user can be determined and appropriate
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funds charged, fhen iteas are issued from <the Navy Stock
Pund to user activities, the user's financing appropriation
reimburses the stock fand for the iteas drawn, thus
providing resources vhich can be used by the stock fund to
purchase new items or +to replace inventory that has been
sold. Because of this last feature, stock funds are cata-
gorized wvithin the goveranments' accounting structure as
revolving and vorking capital funds (Barl, 1965, p. 2).

Prior to April, 1981, ¢the ©Navy Stock Pund initially
financed only the secondary items which vere classified as
"expense" iteas. The remainder of the supply systea,
"investment" iteas, ver: funded by procureament appropria-
tions, and vere "free issued™ to user activities.

B. NAVY STOCK FUND METHOD OF PUNDING

As a working capital or revolving fund, the Navy Stock
Pund is not controlled by an annual appropriation. The fund
vas started by Congress v ith the formation of a body of
capital or "corpus®™ which vas used to purchase supplies. s
the supplies vwere issued to users, the user was charged for
the supplies, and these funds were used to purchase more
material. The objective of the fund was to break even, that
is, to recover froam sales encugh funds to replace the
sataerial sold. (Monahan, 1977, p. 14) The fund is composed
of cash and material, as depicted in figure 3.1. The fund
is both a holding account, holding inventory for sale, and a
revolving fund with a constant transition between cash and
material.

The center tank in figure 3.1 represents the holding
account aspect of the stock fund, called the "Navy Stock
Account® (NSA). This account holds inventory until needed
by customers who purchase material froam inventory with oper-
ating funds. These funds increase the cash in <the fund,
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which is used by the stock fund to pay vendors for material
- to replace inventory sold. Thus with proper pricing, the
X fund will continue <to revolve. The price charged to a
9 customer appropriation for a stock fund item is greater than
the price paid by the stock fund f£or that itema because of
the surcharge eleaments included in the sale or "standard
stock fund price®. The standard price for a stock fund itea
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includes surcharges vhich are designed to recoup four types
: of costs beyond the normal cost of saterial at the time of
B purchase: Tramsportation, Physical Losses, Obsolescence and
Price Stabilization as shown in figure 3.1, Transportation
costs are experienced by the stock fund for the traansporta-
tion of aaterial between stock points within the Onited
States. Physical losses includes dasage to material while
in stock or loss of mterial. Obsolescence of material in
_ stock occurs either because of technical changes in material
E requirenaents vwhich results in material being no 1longer
! useful to customers, or the elimination of customser demand
for itess created LY the obsolescence of supported WNavy
feapons Systeas. Lastly, 4in order to allov replaceaent of
‘ inventory in an inflationary eanvironsent, and allov users to
§ adequately budget for their requirements, a price stabiliza-
E tion surcharge is added to the cost of material to recover a
' portion of <the anticipated inflation betveen the point of
purchase and sale. Through the application of these
. surcharges to asaterial costs in the setting of an annual
standard price, the Navy Stock Fund is able to recoup
resources froa its custosers vhich approximate its cash
outlays for saterial.

C. NAVY STOCK PUND BUDGETING

Stock fund budgets are prepared at least annually, and
are revieved alamost continually. These reviews allowv the
obligational authority for stock fund operations to be
adjusted as necessary to meet increases or decreases in
sales (demand) or inventory requirements. Since stock fund
] budgets are prepared more often and are more current than
the budgets for procureasent appropriationms, they =more
closely reflect actual needs than the budgets for procure-
sent appropriations. Since it operates on a *“no-year®
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basis, the stock fund is not subject to annual Congressional
Appropriations, and the fund has the flexibility needed to
enable it to react to changes in inventory needs. (NAVSSO
P-3582, p. VII-3)

Stock fund budgets are constructed to reflect three
basic requirements: supply systea replenishaent of inven-
tory, supply system nev itema 4initial provisioning, and
sSupply systea var reserve requirements. ®@hile the first two
areas are essentially similar ¢t> that discussed for
Procuresent Appropriation financed inventory iteas in
Chapter II, the third deserves further explanation. The War
Reserve requiresents represent an "investaent” in inventory
during peacetime to allov sufficient stockage to support
vartise operations. As such, this aspect tends <¢to work
against the revolving nature of the fund and generally
requires a cash augmentation to the fund by Congressional
Appropriation to finance its execution.

Stock PFund budgets are reviewved through the Navy chain
of coamand, and subaitted as part of the Departaent of the
Navy budget to the Department of Defense and the Office of
Nanagement and Budget. With approval of the budget by those
agencies, and receipt of apportionment of approved funds
froa the 0ffice of Nanagemsnt and Budget, the Naval Supply
Systeas Coamand provides quarterly allocations 5f stock fund
obligational authority to the Inventory Control Points.
These allocations contain specific 1limits on obligation and
comnitaent authority. The Inventory Control Points are then
responsible for carrying out the budget, or, depending on
actual sales from the fund, increasing or decreasing obliga-
tions by an amount equal to ¢the increase or decrease of
actual sales as cospared to projected sales. Since this
obligational authority does not involve a Congressional
Appropriation, NAVSUP and its review echelons up the
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organization are free to alter the funding constraints for
given areas of the fund, or the total fund without reference
to Congress.

D. DEPOT LEVEL REPAIRABLES (DLRS) IN THE NAVY STOCK PUND

#ith the change in funding for Non-Aviation Depot Level
Repairables (DLRs) from the procuremsnt appropriations, the
¥avy Stock Pund gained about 70,000 line iteas, and experi-
enced a growth in both inventory and sales (Wootten, 1980,
P.18) . The estimated impact for Piscal Year 1982 on the
Navy stock fund is as shown in figure 3.2 (NSPF PY 82 Budget,
25 September, 1981, p. 9 & 81-11),

WITHOOT WITH
DLRs DLRs
SALES $5,565.5 Nillions $6,066.0 Nillions

INVENTORIRBS $2,696.4 Hillions $4,201.5 Nillions

Pigure 3.2 Sales and Inventory in the Navy Stock Pund

Because of this shift in supply systea funding, requisi-
tioning units are requirsd to pay for the Depot Level
Repairables (DLBRs) dravn froa the Navy Stock Pund with unit
operating funds very much like any other stock fund ites.

As noted in chapter II, the main replaceaent source for
Depot Level Repairables (DLRs) is the repair of not-ready-
for-issue carcasses returned by custoaers. Therefore, froa
a supply systea maintemance point of view, eaphasis is being
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placed on recovering not-ready-for-issue "carcasses" fros
the unit requesting a Depot Level Repairable (DLR) so they
may be repaired and returned to inventory as shown in figure

3.3.
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To provide an incentive for the return of the carcasses, a
two tier pricing system has been instituted within the Navy
Stock PFund for Depot Level Repairables (DLBs). If a
customer orders a Depot Level Repairable (DLR) item without
indicating that a carcass vill be returned for repair, the
custoser is charged a full standard price which reflects the
procuresent price and associated surcharges. Hovever, if
the customer returns or indicates an intention to return a
carcass for repair wvhen ordering a Depot Level Repairable,
the customer is charged a reduced price vhich is called the
net price. This net price is basel on the average cost to
repair the carcass, a portion of ths procurement cost based
on the probability that the carcass cannot be repaired,
(repair wvashout), plus a pro-rata share of stock fund
surcharges. It is advantageous for the customer to return a
carcass vhen ordering a nev itema because the net price is
about 25-30% of the full standard price for the same itean.
If a customer indicates 2an intent to return a carcass for
repair, the computer at SPCC is prograsmed to issue the
Teplaceaent Depot Level Repairable (DLR) at “net®™ price,
then monitor the actual carcass return. If no entry is made
to indicate actual return within a specified time period
that varies with the Depot Level BRepairable custoamer
involved, a process is started ¢to leteramine if the carcass
had actually been returned. If no carcass is returned
vithin a designated time frame, thes receiving customer is
billed the Jdifference betveen net price and the full
standard price. In sum the customer is billed at £full
standard price since no carcass was returned. (Wootten,
1960, p. 23)

Depot Level Repairables (DLRs) differ from other iteas
carried in the stock fund in another way, the surcharge rate
applied to the iten. Because the Depot Level Repairable
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(DLR) is repaired and returned ¢to inventory vhen it fails,
the individual Depot Level Repairable (DLR) 4item cycles
throughk the stock fund on a recurring basis vhile other
consumsable stock fund iteas pass through <the fund only
once. Therefore, there are mcre opportunities for the stock
fund to recoup the costs associated with physical loss and
obsolescence, for Depot Level Repairables (DLRs), and the
surcharge applicable to those areas has been set lower than
that used for non Depot Level Repairable (DLR) iteams.

In order to provide resources to fund this nev charge at
the customer level, appropriation resources vere moved, in
the Planning, Programaming, Budgeting process, froa procure-
sent appropriations and froa centrally funded component
repair appropriations to the customer budgets and their
related appropriaticns (Wootten, 1980, p. 24). These funds
vere determined and allocated by major claimant and budget
activity within financing appropriations based on two years'
vorth of Depot Level Repairable (DLR) transaction history at
the Ships Parts Control Center (CNO letter, 1980). When the
test began, the Navy Stock Pund capitalized existing supply
systea stocks, and custoaers vere required to begin paying
for Depot Level Repairables (DLRs) vhich vere on order at
the start of the test or ordered during the test. Since the
procurement appropriations had already funded the Depot
Level Repairables (DLRs) which vere on order for the supply
system at the time of the start of the test, the Navy Stock
Pund has, and continues to experience a cash windfall since
it is collecting cash from sales at a faster rate than it
has to pay out cash for nev stock fund procurements of Depot
Level Repairables (DLRs). This windfall will continue until
the leadtime for nev procuresent or repair becosmes totally
stock funded and a norsal expenditure rate is achieved. To
keep the cash in the fund at a proper level, and assist in
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financing the <transition cost in customer appropriations,
the Office of the Secretary of Defense directed the stock
fuand to provide "vwithdrawal® credits to customers. these
vithdrawal credits tend t5 reduce net stock fund sales and
customer appropriation expenditures during the "windfall"
period. The credits vere deterained in the same manner as,
and as a companion to ths initial customer funding listed
above, and have been phased in during the first eighteen
months of the test. (CNO letter, 1980)

The shift in funding froa the procuresent accounts and
repair accounts to funding through the Navy Stock Pund will
provide much greater flexibility for inventory management as
it vill no longer be constrained by funding in the many
separate appropriations and budget activities as discussed
in chapter 1I. Inventory managers will be able to make
tradeoffs between funding new procurements or repair, thus
ensuring a amore responsive use of resources. Since the
budgets for the Navy Stock Pund are reviewed frequently, it
will be able to react to changes in demand much faster than
vhen the funding was in the Procurement Appropridtions.

E. SUNBARY

This chapter briefly described the wvorkings of the Navy
Stock Pund, and the fact that the stock fund is not tied to
appropriations, but instead uses obligational authority that
can be increased or decreased as the situation wvarrants.
The chapter wvent on to discuss the changes that took place
vhen Depot Level Repairables (DLRs) vwere added to the stock
fund, including the two tier price system that is being used
to provide an incentive to return not-ready-for-issue
carcasses to the supply systeas for repair. Pinally, the
added flexibility that wvwill be gained by the inventory
sanager to trade off procurement and repair funding for a
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balanced prograa and the currency of stock fund budgets to
execution vas disscussed.
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Iv. IMRLENENIAZIION OF THE CHANGE LY EUNDING NON-AVIATION
DLRS FROM PROCUREMENT APPRIPRIAIIONS IQ IHE NAVY SIOCK EUND

A. CHANGE MODEL

When an organization attemapts to change the way it
accomplishes its mission, the change requires the support of
the people involved in th2 project, and of the people whose
jobs are affected by the <change. As discussed by Lawrence
B. Sawvyer (1981), people usually fsar change as a threat to
their security, but change can be made acceptable under
circuastances such as:

1. The need for the change is understood by operating
people.

2. People are assured that the change does not threaten
their security. '

3. Those affocted participate in planaing the change.

4. The change is the result »o5f a situation, not the
result of a sanagameat fiat.

S. The organization is conditionei to accept change.

Hov can ¢the organization be conditioned <+o accept
change? A basic aodel used to 1lascribe behavioral and
organizational change is the Lewin-Schein Model, Pigure 4.1.
Schein (1961).

The stages of the aodel are defined by Schein as
followvs:
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38




-

Y

Sons SN Guntend

FRRIrAahi A et
-

- .7.v.v.?—

T
AR

DA

-

BB L L o

UNPREEZ ING

HO&ING

REF REEZ ING

Pigure 4.1 Levin-Schein Change Hodel

B§£§§s§§§ginto Tge éggegg%t%gn eggongggt °aad or
nto onqoing signgficant e-otiogal :elatign gps.

The Lewln-Schein change model is one that can be ased to
aid policy implementation in an organization. According to
Keen & Morton (1978), the unfreezing stage can explain auch
about conventional change thinking such as:

1. The need for top managemsent support.
2. The regquiresment for "a felt need by the client".
3. The requirement for an immediate visible problem to
work on.
All of the points listed above enforce the requirement that
there be a motivation for change.

While a frozen systea is relatively stable, a systea
that has been unfrozen must move and find a new equilibriua.
The soveaent should be controlled by the implementor, with
the implementor focusing on building a "felt need® for which
he has the solution. Once the systeam has aoved to the new
equilibriuam, it must be refrozen to ensure continued use of
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the change. The change must be embedded in ‘he organiza-
tion. (Keen & Norton, 1978, pp. 200-201)

B. ACTUAL INMPLEMENTATION

on 9 May, 1978, the Assistant Secretary of Defense for
Manpower, Reserve Affairs, and Logistics established a
steering group to wmonitor study on the feasibility of
extending the stock fund concept to Depot Level Repairables
(DLRS) (A.S.D. letter, 3 October, 1978). On 30 June, 1978,
the Chief of Naval Operations directed <that an in-house
study be conducted to develop an educated Navy position on
the migration of the supply system financing of Depot Level
Repairables (DLRs) to the Navy Stock Pund. An additional
stisulus for the study wvas the General Accounting Office
request for the Navy to explain why Type Commanders; \Air,
Sur face, and Subsurface; had not been given financial
management responsibility for appropriation funded spare
parts since they had been given responsibility for Navy
Stock Pund items (C.N.0. letter, 30 Jun, 1978).

On 3 October, 1978, the Assistant Secretary of Defense
acknovledged the ongoing in~house Navy study, 2and requested

‘that the Army and the Air Porce initiate preliminary anal-,

ysis of the stock funding of repairables (A.S.D. letter, 3
October, 1978).

The study group was chaired by Mr Robert J. HNoloney,
MAT-01B, Deputy Director of Resources Managenment,
Headgquarters, Naval HNaterial Coamand. Since the Marine
Corps receives all technical aviation support froa the Navy
supply systeam, in addition to other coammon supply support
areas, the Marine Corps vas invited to participate in the
study. This wvould allow HNarine Corps input to the Navy
study, and additionally allov the Marine Corps systea for
managing Depot Level Repairables (DLRs) to be studied as
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vell, The study group consisted 5f <thirty-five members,
seventeen full time, and 2ighteen part time. The committee
aembers were at the rank of Navy Captain, Marine Corps
Colonel. The seventeen full time members included one
Marine Corps representative from the 1Installations and
Logistics program analysis section. The eighteen part time
members included four Marine Corps representatives as
follows:

1. One from aircraft support section of Deputy Chief of
Staff for Aviation Plans, Policy and Requiresents
Division.

2. Tvo from ¢the Materiel Prcgrams and Budget office of
Deputy Chief of Staff for Installations and Logistics
Naterial Division.

3. One analyst froa the procurement section of the Piscal
Division.

In addition, a Depot Level Repairables (DLRs) Advisory
Comaittee of fourteen amembers, somposed of Navy Rear
Adairal, HMarine Corps Brigadier Ganeral or above in rank,
vas assigned to reviev the study group results. This advi-
sory committee included one Marine Corps Representative, the
Assistant Deputy Chief of staff for 1Installations and
Logistics.

A final draft of the report from the study group wvas
subasitted to the Advisory Committee on 13 Septeaber, 1978,
recommending: that the Navy establish a prototype test of
funding Non-Lviation Depot Level Repairables (DLRsS) in the
Navy Stock Pund and recommending that the Marine Corps main-
tain its systea as it was, not shifting the funding of Depot
level Repairables (DLRs) to the stock fund for Marine Corps
sanaged material. On 16 May, 1979, the Chief of Naval
Operations approved the study, directing developaent of an
isplementation plan which would enable comamencement of the
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prototype test in April, 1981, The implementation plan was
developed and isplesentation directed by the Depot Level
Repairable (DLR) Prototype Iamplementation Working Group,
reporting through an advisory comamittee. Since the study
had recoamended that <the <funding for <the Depot Level
Repairables (DLRS) managed by the Narine Corps not be moved
to the stock fund, no Marine Corps representative vas
provided to the iaplementation working group, howvever, one
Marine Corps Colonel wvas 3 representative on the advisory
coamittee. The implesentation plan wvas completed by the
working group and wvas approved by ¢the Chief of Naval
Operations on 17 March, 1980 (C.N.Jd. 1letter, 17 March,
1980) . This plan delineated steps that should be completed
to ensure isplesentation, a time table for coapletion of
these steps, and the cosmand responsible for coapleting each
portion of the implementation plan. It covered the areas
thought necessary to provide isplesentation of the plan
vithin the Navy on time, and with minimum 4disruption of
supply service. After about six mdonths of wvork, “change
one™ to the plan vas issued to update the plan based upon
vhat had been learned ¢o date (C.¥.0. 1letter, 25 Sept,
1980) . Pigure 4.1 provides a listing of key implementation
dates.

The implementation plan mainly affected the headquarters
levels and had aminisal affect on the operational nunits
because most of the major changes rejuired wvere at the head-
quarters levels. To provide 4information on howvw the new
changes wvould affect the operational units, a series of
let ters, bulletins, and sessages vere released, aach
covering a different area. They vere mainly concise state-
ments of <the change, and hovw it would affect Navy supply
support of the fleet. Most of the Bulletins started with a
page marked "important" stating <that Non-Aviation Depot
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Pigure 4.2 Key Impleuentation dates

Level Repairables (DLRs) vwhich had previously been "free"
issues vere soon to be charged to the receiving activity.
By stressing the iapact the change vould have oa custoaer
budgets, and showing that the customer would pay either a
“standard® price if no carcass vould be returned for repair,
or a lover "net®™ price of one would be returned, an incen-
tive for reding the bulletins vas provided. Appendix C
provides a 1listing of the relevant bulletin and nmessages
provided operational units. The 4information flow Just
described also helped ensure that the using activities would
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be involved, and able to smoothly transition to the new
systes. To provide a rapid response to questions that might
arise concerning the test, tvo "hot-lines™ were established.
The first, a Chief of Naval Operations hot-line to address
policy questions and probless, and the second, a Ships Parts
Control Center hot-line f£f5r resolution of procedural prob-
lems and impleaentation issues. Both of these hot-lines
vere established over six aonths prior to the beginning of
the test.

In order to further include and educate the WNavy and
Marine Corps on the nevw program, overview presentations vere
presented in Washington D.C., and other areas with large
concentrations of affected Navy and Sarine Corps units. The
objective of the initial presentations was to introduce the
concept of stock funding Depot Level Repairables (DLRs), and
to injtiate planning for further traininge. Then, starting
aore than ninety days prior to the beginning of the test, a
second set of detailed presentations was given. The second
set of presentations was to ensure that personnel involved
in the test would be trained prior to the implementation
date of 1 april, 1981. In the Western Pacific,
Headquarters, Pleet Marine Porce Pacific wvas provided a half
day briefing during April, 1980, and Navy and Barine Corps
units in Japan 'wo:o provided a one day briefing during
Pebruary, 1981,

NAVSOP publications P-485 and P-437 provide reguisi-
tioning procedures used throughout the HNavy, and these
publications wvere changed ¢to reflect the nev requisition
procedure for Depct Level Repairables (DLRs). Since these
publications were used as the basis for local instructions,
their change, in conjunction with the training package
discussed above, provided uniformity 4in the training given
to involved personnel. (C.¥.0. letter 15 april, 1980, pp.
6-1, 6-2)
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C. COMPARISON OF THE HMODEL AND ACTUAL IMPLEMENTATION

The first step in the implementation of change is to
"unfreeze® the systeam, and as Savyer (1981) said, "those
affected should participate in planning the change©. In
this case, all =asajor commands affected by the change vere
invited to participate in the initial study to determine the
best way to fund Depot Lavel Repairables (DLRs). This not
only caused the personnel participating in the study to be
personally involved, but also, by having people fros the
involved coamands develop the study, a person with intimate
knovledge of the plan returned to each involved coamand as a
local expert. This helpsd to unfrseze those commands and
prepare them for change.

After the study group concluded its wvork, recomaending a
change in the @aethod of <funding Depot Level Repairables
(DLEBs), the next step vas <the assignment of an implementa-
+ion working group for the prototype test. Since the major
changes affected the Naval Naterial Coamand, the Chief of
Naval Material directed the formation of the DLR Prototype
Implesentation Working Group, and an Advisory Coamittee.
The Advisory Committee was responsible for resolving any
policy matters and for evaluation of the prototype progras.
The coamittee was chaired by the Deputy cChief of Naval
Operations (Logistics), Material Division (0OP-41) and
consisted of representatives fronm:

1. Chief of Naval Operations.

2. Commandant of the Marine Corps.

3. Navy Cosptrollers Off ice.

4. Coamander in Chief, Atlantic Pleet.
S. Ccommander in Chief, Pacific Pleat.
6. Naval Supply Systeamas Coamand.

7. HNaval Military Personnel Coammand.
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The Depot Level BRepairable (DLR) Isplementation Working
Group vas coaposed of members from the following cossands:

1. MNawval Supply Systems Coamand.

2. Naval Sea Systeas Coasand.

3. Naval Maintenance and Supply Systeams Office.

4. HNaval Blectronics systeas Coamand.

S. Naval Air Systeams Coaaand.

6. Coaptroller of the Navy,

7. Naval Material Personnel Comamand.

8. Commander in Chief, Pacific Pleet.

9. Commander in Chief, Atlantic Pleet.

10, Office of the Chief of Naval Operations. (CHNAVNAT

asg 2012202 may, 1979).

By again utilizing meabers from the affected commands,
the pressure to unfreeze the system and move it toward the
desired nev position wvas increasei. To accomplish the
unfreezing of the operational units, <the implementation
bulletins and the Ships Parts Control Center Depot Level
Repairable Newsletters both provided pressure for change in
the direction desired by the implementor. With publication
of NAVSUP publications P-485, and P-437, the operational
commands wvere noved to the new position, and refrozen with
the change coapleted.

D. SUMHARY

This chapter described the Lewin-Schein model for iaple-
menting change, and after describiny the actual isplementa-
tion process for the change in funiing Non-Aviation Depot
Level Repairables (DLRs), the model and <the actual vere
coapared. The coaparison shoved that as recoaaended by the
sodel, the users of the systeam vere the ones vho had a large
input in designing <the change, and that most of the users
vho vere affected by the change had a chance to participate.
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) V. JHRACT OF IHE EUNDING CHANGE ON HNARINE CORRS AIR SIATION
LUAKONI JARAN
B A. UNITED STATES MARINE CORPS AVIATION SUPPORT

The Departaent of the Navy consists of both the Navy and
the Narine Corps. Within the Department of the Navy, the
Chief of Naval Operations is respo>nsible for organizing,
3 training, equiping and maintaining the readiness of Navy
: Porces, vhile the Coamandant of the Marine Corps has a
similar responsibility for MNarine Corps forces wvith one
- major exception, technical aviation material support
5 (RIMSTOP Vol. II Part I, USN, March, 1976, pp I-1 to I-3).
¢ The Chief of Naval Naterial, under the Chief of Naval
' Operations, is responsible to the Commandant of the Marine
4 Corps for providing aviation support including:

N - 1. Aircraft.
'i 2. Aircraft armsament and comaunications systems equip-
. ment.

3. Training aids and devices.

4. Aircraft ground support equipment and test equipament.

.5. Plight clothing and crew equipment.

6. Aviation peculiar and Shipboard Unifora Automated Data
Processing System-End Use (SUADPS-EU) equipament.

7. Spares (repairables), repair parts (consumables), fuel

Z and lubricants as appropriatse to support (1) through

S (6) above.

; This support is provided <the Marine Corps utilizing Navy
[
- investaent or expense iteam support funds as applicable. In

the HNarine Corps, thece Navy provided funds are called
“blue” dollars, wvhile HNarine Corps funds for Harine Corps
Air station support materiel other than aviation support are
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3 called "green® dollars. The aviation support provided is
i ] through the Navy supply systea to Marine Air Groups (NAGS)

for tactical aircraft, and to Narine Corps Air Stations for
base support aircraf:t. (RINSTOP Vol II Part I USNC, HNarch,
1976, pp VII-1 to VII-3)

The funding for aviation expense type items is provided
by Operations and Naintenance, Navy (O&NN) funds for which
the Navy establishes Operational Target Punctional Category
Codes (OFCs). OFC-01 funds are used for inflight consuma-
bles such as fuel, oil and crev squipment and clothing.
OrFC-02 funds are used for the purchase of repair parts and
consusable supplies in support of the SUADPS-BEU coamputer
hardvare. OFC-50 funds are used t> purchase intermediate
and organizational aircraft and ground support equipment
maintenance repair parts and other coasusables requiresents.
Allocations of these funds are provided by the <type
coananders; Commander, Naval Air Porce United States
Atlantic Fleet (COMNAVAIRLANT), or Cosmander, Naval Air
Porce United States Pacific Pleet (COMNAVAIRPAC), to the
Fleet Narine Porce commander; either Pleet HMarine Porce,
Atlantic (PNPLANT), or Pleet Marine Porce, Pacific (PHPPAC),
vho further allocates funds ¢to subordinate commands.
(RINSTOP Vol II Part I USHC, NMarch, 1976, pp VII-1 to VII-J)
Investaent type items are provided in support of aviation by
the Navy Procureaent Appropriations are fully funded by one
of the three Hardware Systeams Cossands for the darine Corps
aviation user as vell as the Navy usar. Jherefore, there is
no charge to the Marine Corps or Navy unit receiving those
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- itens.
' In the case being studied, Non-Aviation Depot Level
E : Repairables (DLBs), the Marine Corps has three catagories of

e

equipment that are nowvw known to be affected by the prototype
test and are outside of the Naval Aviation Punding and
support envelope discussed above:
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1. Cryptographic.

2. Air station Air Trafic Control (ATC).

3. Marine Corps Air Traffic Control Squadron (MATCS).
Bquipment in all three catagories ars common to the Navy and
Marine Corps and are supported through the Navy supply
systea. (CMC msg 3113092 March, 1981.)

B. THE PROTOTYPE TEST AT MCAS IWAKUNI

With *he approval of the prototype test to fund Navy
managed Non-Aviation Depot Leval Repairables (DLRs) in the
Navy Stock Pund, the Chief of Naval Material initiated an
isplementation plan to provide a samooth tramsition to the
- nev method of funding as discussed ia Chapter IV, Marine
L Corps Air Station Iwvakuni, Japan received many of the iaple-
menting directives through the normal distribution systen,
but because <they wvere a Marine Corps Air Station, and as
: sach, not part of the Fleet Marina Porce, they d4did not
3 ‘ receive all of the directives. Adiitionally, many of the
; aessages describing the prototype systen, vere originally
3 addressed to a chain of command senisr of MCAS Ivakuni, and
after some delay, from 5ne day to a fev veeks, these
; messages vere readdressed to MCAS Iwakuni for "information".
3 On 30 January, 1981, COMNAVAIRPAC released a message
discussing; the change in funiing for Depot Level
E Repairables (DLRs), the supply iteas involved, and the
- carcass tracking portion of the program (COMNAVAIRPAC asg
f' 3017452 January, 1981). This =aessage vas readdressed and
§ forvarded to NCAS Iwvakuni on 5 PFebruary, 1981, by PAFPAC.
3 On 6 Pebruary, 1981, SPCC released a message stating that
- vith ¢the conversion of the Non-Aviation Depot Level
Repairables (DLRs) froa Procureament Appropriation funding to
‘ the Navy Stock Pund, nev fund codes would be required for
E all outstanding Depot Lavel Repairable (DLR) requisitions to
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ensure that the proper funds would be charged after imple-
sentation. Since there was a vide range of fund codes which
could be used by shore activities, SPCC regquested that
requisitioning units anotate and raturn a special advice
card for each outstanding Depot Level Repairable (DLR)
requisition with the nev applicable fund code. That message
was readdressed and forvarded by Cosmander, Marine Corps
Bases Pacific (COMMARCORBASESPAC) to MCAS Ivakuni on 11
a Barch, 1981, Since MCAS Ivakuni had not received any new
E fund codes from COMMARCORBASESPAC it had to use either the
old Appropriation Purchase Account (APA) fund codes which
vere now unacceptable since they would not cause the charge
to be 1levied against NCAS 1Iwakuni, or it had to use its

existing Narine Corps 08MNC fund coda.
on 2 Narch, 1981, Headquarters Marine Corps released a
message to sajor coamands stating that the Navy had provided
the HMarine Corps with increased funding for this program for
. the <third and fourth gquarter >f fiscal year 1981,
Headquarters Marine Corps felt that <the funding provided by
the ¥avy vould not be adequate, and requested tvo pieces of
data ¢to be reported ¢to Headquarters Narine Corps by 10

Barch, 1981,

1. Gross dollar value of cryptographic, Marine \Air
Tragfic Control Squadron (MATCS), and Air Station, Air
Traffic Control Depot Level Repairables (DLRs) used

RICRAASANA S DA R RO

.

g during the last twelve months.

E 2. Gross dollar value of crytographic, HMAICS, and Air

¥ Station, Air Traffic Control Depot Level Repairables

E (DLRs) held on backorder or outstanding as of that
date.

(CEC asg 0214012 March, 1981). This aessage vas readdressed
and forvarded to HNCAS Ivakuni by PNPPAC on 4 Narch, 1981.
HCAS Ivakuni responded on 7 March, 1981, showing:
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1. Gross dollar value of Depot Lavel Repairables (DLRs)
from March, 1980 thru Pebruary, 1981 of $41,200.00.
2. Gross dollar value of Depot Lavel Repairables (DLRs)
on backorder wvith SPCC of $21,220.00
(8CAS Iwakuni masg 071120Z march, 1981).

on 13 March, 1981, 1less than one month prior ¢to the
implementation date, the MCAS Ivakuni supply officer
received a memorandum from the Fleet Marine Porce Pacific,
Supply Officer, vhich included eight enclosures. These
enclosures included all of the important implementation
directives including the implementation plan and were dated
froa 15 April 1980, to 2 March 1981, (Porce Supply Officer
Nemo, 13 March, 1981)

Oon 23 Narch, 1981, The Chief of Naval Operations
released a message to all operational Navy and Marine Corps
units describing; the shift in funding for Non-Aviation
Depot Level Repairables (DLRs), tha supply iteas affectegd,
and <the dual pricing system for Depot Level Repairables
(DLRs), standard price, and net price (CNO asg 2313242
March, 1981). This message incluied MCAS Ivakuni as an
addressee.

Oon 31 Narch, 1981, Headquarters Marine Corps released a
message to major comamands affected bLy the prototype test.
That message discussed the background of the test, and the
itens affected. It then vent on to state:
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concurs with the procedures outiined above.

That message wvwas readdressed to MCAS Iwvakuni by
COMMARCORBASESPAC on 12 April, 1981 (CMC amsg 3113092 Narch,
1981). Pigure S.1 is a listing of dates affecting isplemen-
tation at MCAS Ivakuni.

on 22 april, 1981, MCAS Ivakuni replied to
COMMARCORBASESPAC in regard to the CMC nmessage of 31 Narch,
1981, stating that they received 1o Operations and
Maintenance, ¥avy funding, and only used a Navy Service code
and Unit Identification Code (N62613) for Appropriation
Purchases Account material with fund code 33, and for Navy
Stock Account material with fund cods 26/27. They requested
clarification on which appropriation and fund code should be
used vhen ordering with their Navy OUnit Identification Code.
(aCAS Iwvakuni amsg 2206462 April, 1981) This message wvas
readdressed by COMMARCORBASESPAC to headquarters Marine
Corps on 23 April, 1981. One Month later, having received
no reply on the request for appropriation and fund code
advice, MCAS Iwvakuni requested information on the status of
their request (MCAS Ivakuni msy 2004102 Nay, 1981). By 19
June, 1981, MCAS 1Iwvakuni had still not received any
directior regarding a proper appropriation and £fund code.
At this time, the NCAS Iwvakuni Logistics Officer called
PHPPAC for clarification and was ¢told ¢that the Piscal
Division at Headquarters HNarine Corps had the gquestion for
action. An answver would be provided when Headguarters

Narine Corps responded.
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2 Mar,

7 Mar,
11 NMar,

21 Nar,

1 Apr,
12 Apr,

22 Apr,

23 Apr,

20 HMay,

19 Jun,

18 Sep,

5 Nov,

18 Nov,

24 Nov,

8 Dec,

Jan,

1981: CHNC asks for data ingut by 10 Mar. on
cost of DLRs involved in the test.

1981: MCAS Ivakuni responds with cost figures

1981: MCAS Iwakuni receives SPCC message of
Peb, 1981 stating need for new fuand
codes for Depot Level Repairables.

1981: MCAS Iwakuni suggly officer receives
memorandum from FPNFPac sugply officer dtd
3 Mar, 1981 that included most major
documents on the prototype test.

1981: Prototype test implemented.

1981: MCAS Iwakuyni receives CMC message of 31
Mar, 1981 discussing CMC attempts to have
the Navy continue funding ATC MATCU
equipaent.

1981: MCAS Ivakuni requests a fund code and
Navy apgropriatzon for use in ordering
required 2quipment.

1981: COMMARCORBASESPAC forwvards MCAS Iwvakuni
message of 22 Apr. to CHC.

1981: MCAS Iwvakuni requests status of answver
to 22 Apr. message.

1981: MCAS Iwvakuni requests status of ansver
to 22 Apr. _ message, and told that CMC has
not responded. They will be informed
vhen an answer is provided.

1981: MCAS Ivakuni told by COMMARBASESPAC to
use nev fund code to identify costs asso-
ciated with the prototype test.

1981: MCAS Iwakuni attempted to have 24
requisitions reinstated by SPCC for re-
ggrggduﬁgpply support usiig their Marine

1981: _The S5 Nov message was modified to in-
clude a Navy UIC and signal code “B",

1981: SPCC cancelled requisitioms, statinq
that_ the Marine Corgs was not a regis-
tered user of the iteas requisisted.

1981: COMMARCOR BASESPAC released a message
stating tgat the requisitions were rein-
stated and would be processed.

1982: HMCAS Ivakuni was informed that the
requisitlons vere cancelled and that PYS82
requisitions should now be subamitted.

Pigure 5.1

R+7 Dates Affecting Implementation at HCAS
Ivakani, Japan.
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5 Oon 18 September, 1981, COMMARCORBASESPAC released a

P . message stating that a special cost account code, AA99
) (other aviation support) should be established to properly

o identify the costs associated with the Non-Aviation Depot
; Level Repairables (DLRs). Using the above cost code, the
E costs for the Norm-Aviation Depot Level Repairables (DLRs)
were to be transfered to the flight operations decision
unit. This action wvould allow COMMARCORBASESPAC to provide
reinbursement for all Depot Level Repairable (DLR) expenses
identified in <the decision wunit (COMMARCORBASESPAC asg
1809062 Septeaber, 1981).
During April it became apparent that the stock funding
) of Non-Aviation Depot Level Repairables (DLRs) had sosehow
g upset the interservice supply support mechanism employed by
MCAS Iwakuni to obtain Depot Level Repairables (DLRs) for
3 its Air Traffic Control and Cryptographic equipment. A
; brief discussion of the factors involved, adamittedly with
b . the benefit of hindsight, is presented to enhance the
5 readers understanding of the various interchanges presented
in this chapter. Support for Air Traffic Control Equipaent
material requirements sits right at the edge of the shift in
* financial responsibility between Navy, for aviation support,
: and Marine Corps, for all other support , at MCAS Iwvakuai.
The Marine Corps had not "registered interest" with the Navy
for the Navy managed supplies necessary for its support.
Over time, MCAS Iwvakuni had learned by experience that these
supplies could only be obtained wvhen they encoded their
requisitions using their Navy UIC for aviation support vice 1
their Marine Corps UIC because the Marine Corps had not 4
registered interest. Since prior to the Depot Level
Repairables (DLRs) test these Depot Level Repairables (DLRsS)
vere issued free <to Navy customers, funding wvas not a
problea, to either the Navy or the Marine Corps. However,
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past practice, requisition history, wvas the basis eamployed
by the Navy in re-allocating resources in the Piscal Year
198 1/82 appropriation budgets. Conssquently any fiscal year
1981/82 resources for custoamer suppo>rt for these iteams had
been positioned in the budget and consequently,
appropriations as Navy rather than Marine Corps. MCAS
Ivakuni therefore found itself faced with a delizma. On one
hand it could not order thase Depot Level Repairables (DLRs)
as a Narine Corps unit, and obtain rasponsive support, since
the Narine Corps vas not a registered user and further it
did not have adegquate resources to do so since these had
besn positioned in the Navy vice the Marine Corps. Oon the
other hand it did not have Navy resources, represented by a
fund code, to order them as a Navy unit (Phone Conversation
Cdr Garamus, SPCC, 3 Jua, 82).

C. NON-AVIATION DEPOT LEVEL REPAIRABLE (DLBR) SUPPLY SUPPORT
POR NCAS INAKUNI AFTER 1 APRIL, 1981,

Concurrent with the messages presented in section B
above, HNCAS Ivakuni was trying to operate wvithin the supply
system to obtain needed spare parts to keep their equipaent
operating. Since iteas on backorder as of 1 April 1981,
vere considared to be part of the progras and as such would
require funding by the requesting unit, HNCAS Ivakuni vas
first affected by the prototype test when an itea vhich had
been ordered on 27 January 1981, but which was not delivered
as of 1 April 1981, wvas cancelled because the requisition
did not contain a fund code that would allow charging
expenses to MCAS Iwvakuni. After initiation of the prototype
test, HCAS Ivakuni unsuccessfully attempted to order parts
that were included in <the prototype test. MCAS Iwakuni
found ¢that wvhen they used their Harine Corps 0Unit
Identification Code (N62613), SPCC treated them as they
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would any other service that had not registered interest or
made other advance arrangemects for supply support since
SPCC had no planned desmand or funding for the item from MCAS
Ivakunl using the Marine Corps UIC, and would cancel the
requisition. SPCC advised that if the item wvas still
required, the requesting service, MCAS Iwvakuni, would have
to submit a Nilitary 1Interdepartmsntal Purchase Regquest
(MIPR) which would provide for a contract to be awarded by
SPCC for its aanufactur2 and subsequent delivery after the
production process (leadtime) vas coapleted (SPCC asg
2412112 Noveaber, 1981). once a contract vas avarded by
SPCC, the procurement leadtime for most reguests would be
about twelve months (SPCC msg 1318532 November, 1981). This
procedure applied even vhan SPCC had the part at a stock
point, because the material so stocked was provided to meet
Navy generated demand, or other service preplanned require-
ments which did not include NCAS Ivakuni wvhen using its
Marine Corps Unit Identification Code.

MCAS Iwakuni had a Navy Onit Identification Code,
N62613, which vhen used vould render the request atceptable
to SPCC as far as the service code vas concerned, since SPCC
vas forecasting demand for items and ordering theam based
upon this Navy desand. Hovever, as indicated earlier, HNCAS
Ivakuni did not have an appropriation and £fund code ¢to
charge the cost against. consequently, by Noveaber, 1981,
seven months after the prototype test was initiated, HCAS
Iwvakuni had tventy-four Depot Level Repairable (DLR) iteas
vhich they required but wvere unable to order through the
supply systea, represent ing over $40,000.00 worth of
material. On 5 November, 1981, MCAS Ivakuni atteampted to
have SPCC reinstate the tventy-four requisitions using their
Marine Corps UIC (MCAS Iwvakuni asg 0500032 Noveaber, 1981).
This request vas subsequently modifiad on 18 November, 1981,
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vhen the Navy UIC , N62613 was substituted for the Marine
Corps UIC, M62613, and a requisition signal code of "B" wvas
added (MCAS Ivakuni masg 180503Z Novesmber, 1981). The addi-
tion of signal code ®"B" to the requisition indicated that
the Navy vas ordering the material, and the Narine Corps wvas
paying the bill. HCAS Ivakuni thought that by ordering this
vay it could use the flight operations decision wunit fund
code and be reisbursed for the cost by COMMARCORBASESPAC.

Oon 24 November, 1981, SPCC referenced both Noveaber
messages froama NCAS Iwakuni, and again cancelled the requisi-
tions with the following stateament:

%o§83 B8 SesBel ©*i0s] 330032 '°"“?. co%‘“‘
85 8 =:g§'1'§: astp " tny ..,z:*.znz H
Co:g uulg 224 of 0 !arch
(lo consulab e Itel Mate pgort no uest)
:n ing racopgt ot a Iu R an snbse-
guent bud a (u iitary
nterde ar lontal P :chase gnos ) wil
require a 1n the above

.It!‘gg'aillsﬁf' S%gggsgﬁa"i; l:!; an ;ge E: 2%;
from Narine Corps Order P3410.22A requirements.
(SPCC msg 2812117 Noveamber, 1981).

Oon 8 December, 1981, COMMARCORBASESPAC released a
message to MCAS Ivakuni stating that they had resolved the
difficulty in getting the requisition processed, and that
the requisitions involved in the Noveaber messages vere
reinstated and being processed. (COMMARCORBASESPAC asg
080206Z Deceamber, 1981).

In January, 1982, MCAS Iwvakuni vas informed <that the
requisitions had again been cancelled, and that nowv fiscal
year 1982 requisitions should be subaitted. The HNarine
Corps and SPCC had reached a comproamise for processing
Non-Aviation Depot level Repairable (DLR) regquisitions which
would result in their supply support. The essence of the
compromise vas that Depot Level Repairables (DLRs) would be
issued to HNCAS Ivakuni at full standard price and that a
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credit wvould be provided for the difference betveen
standard and net price vhen a carcass was returned to the
first level of Navy supply that provides Transaction Itea
Reporting to SPCC. At the time of this writing, discussions
continue betveen SPCC and the Narine Corps seeking a final
resolution to all aspects >f Marine Corps Non-Aviation Depot
Level Repairable (DLR) Support. (Phone Conversation with
Cdr. Garmus, SPCC, 1 June, 1982)

D. SUMNARY

This chapter described the prototype test as it affected
MCAS Ivakuni. It described the actual probleams MCAS Iwvakuni
faced in ordering Depot Level Repairables (DLRs) wvhich wvere
involved in the shift of \Non-Aviation Depot Level
Repairables (DLRS) to the Navy Stock Pund. It described the
source of these probleas and provided a view of the
situation as it exists today.
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VI. SUBMARI AND GENERAL CONCLOSIONS

A. SUNHARY

The purpose of this thesis wvas to study the prototype
test involving transfer of <funding Non-Aviation Depot Level
Repairables (DLRs) froa the procuresent appropriations to
the Navy Stock Pund, and the impact this change had on HCAS
Ivakuni, Japan.

Chapter II provided a Dback ground on the procureaent
appropriations involved, discussing the Navy Supply Systea
and the ccamands involved in procuring and supporting a
veapons systea. The 8maj>r catagories of iteas carried by
the supply systea, principal and secondary, and the funding
utilized for their purchase, and {f necessary for their
repair vas described. The method of classifying an item as
a consumable or repairable vas discussed, and decision ques-
tions for classification as a repairable were provided. The
chapter also describes the procurement appropriations
involved for Depot Level Repairables (DLRs), and wvhat the
appropriations provided. The funding of repairs in the
Operations and Naintenance appropriation vas also discussed.
Pinally, <the budgeting process for these appropriations vas
described including the restrictions imposed on the
Inventory HManager of Depot Level Repairables (DLRS) by
funding procurement of a1 veapons systema in one or nmore
procuresent appropriations, and the repair of that iteam in a
separate appropriation.

Chapter III examined the HNavy Stock Pund, its back-
ground, and the sethod of funding iteas carried by the stock
fund. The concept of working capital vas used to explain
the 1dea of the Wavy Stock Fund as 2 revolving fund. The
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mnethod of budgeting for the stock fund was explained,
including the advantages of the stock fund such as ; budget
preparation on a frequent basis, and therefore a budget that
better reflects the demand of the fleet; <the ability to
increase or decrease obligational authority for the stock
fund depending on demand from the fleet, without being
required to receive congressional approval; the ability to
trade-off procuresent and repair decisions against each
other to achieve a cost ef fective program that is able to
meet the needs of the fleet.

Chapter 1V described a change aodel for implementing
change vithin an organization, and then described the imple-
sentation process used by the Navy to affect the change in
funding Depot Level Repairables (DLRs) froa procuresent
appropriations to the Navy Stock Puni. Pinally, the change
model and the actual implementation were compared to try and
deterasine the effectiveness of the change within the Navy.

In Chapter V, Mdarine Corps Aviation support provided by
the United States Navy vas discussed, and it wvas shown that
even though the prototype test was titled "Non-Aviation®,
that Narine Corps aviation units still wvere affected.
Affected Narine Corps units had recaived items involved in
the test as "free" issue since they had been fully funded by
procureaent appropriations prior <¢5> the test, and after
implemsentation of the funding change, the affected units
vere Tregquired to purchase the Depot Level Repairables
(DLRs). The chapter discussed the test as it impacted MCAS
Ivakuni, and shoved the dilemma that HCAS Ivakauni faced. If
they utilized <their Navy Unit Identification Code wvhen
initially ordering the Depot Level Repairables (DLRs) the
requisitions vere rejected by the Inventory Manager because
they d4id not cite a correct fund code that would charge the
cost to HCAS Iwvakuni, If they used their Marine Corps Unit
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Identification Code, the Inventory HNanager informed them
that the requisitions could not be filled because the HNarine
Corps was not a registered user of the part requested. This
probleas vas temporarily solved vhen a3 fund code vas provided
to HCAS Ivakuni by COMMARCORBASESPAC and SPCC agreed ¢o
provide sateriel on a coaproaise basis.

B. CONCLUSIONS.

1. Ihe ZIsplessptation 9f the fupding chapge vas well
thought out . and accomplished smoothly in the Navy.

The Navy Iaplementation Working Group contained repre-
sentatives froa =most major comsands that vere affected by
the change in funding . These coamand aseambers had an input
to the iamplementation plan, and vere able to direct and
control a smooth transition within the MNavy. Na jor
Claimants vere provided funding wvwhich they distributed to
their subordinates for use in purchasing <the Depot Level
Repairables (DLRs) in the prototype test.

2. The Harine Cozps did not realize the sagqnitude of the

funding reguizesent £or the test ip a timely manper.
Although the 1 April 1981 implamentation date for the

prototype program vwas scheduled by the Navy almost one year
in advance of that date, it was not until 2 March 1981 that
the HMarine Corps asked units to provide an estimate of
annual funding requirements for affected material, and for
an estimate of funding requirements for material on back-
order as of the implementation date. With this information,
Headquarters Narine Corps gained an insight into the level
of funding required for the prograa, and could deteraine if
Navy funding provided for the test would be adeguate.

3. HCAS Ixakuni vas adversly iapacted by the iest as is
¥as unable o successfully ornder reduized DLB
aateriel, £or ovyer t21 months
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When the prototype test was impleamaented on 1 April,
1981, Marine Corps Air Station Iwvakuni was informed by SPCC
that they wvere not a registered user for the parts that vere
in the prototype test, and because 5f that, they could not
order them as a Marine Corps user. It took until January
1982, for the Marine Corps, HMCAS Iwvakuni, and SPCC to reach
a coaproaise which allowed a reestablishment of "routine”
supply supporet.

4. ZThe lack of a Hatine <orps representative op the
lnplenentation ¥ocking Group 399zevated an othervige

saooth conversion.
After the Depot Level Repairable Study Group recoasended

that the Marine Corps not change the aethod of funding Depot
Level Repairables (DLBs) wmanaged by the Marine Corps, the
Barine Corps did not participate in the Navy Implementation
Working Group, and therefore no Marine Corps representative
froa the Working Group was available to determine the impact
the change in funding Navy sanaged Nor-Aviation Depot Level
Repairables (DLRs) would have on the Narine Corps.

C. RECOMMENDATIONS

Since the funding of Depot Level Repairables (DLRs) in
the Navy Stock Pund seeas to be successful for ¢the Navy,
adding flexibility 4in the procurement and repair of those
itens, the Navy will probably continue to fund the
Son-Aviation Depot Level Repairables (DLRS) in this manner,
and in a fev years may very vell fund all Depot Level
Repairables (DLRs) in this pamanner. Because of this, it is
recoaaended that:

1. The United States Mar ine Corps Air Station, 1Iwakuni,
Japan should ensure that the present funding require-
ments and procedures are understood, and that ¢the
required funding is budgeted for in the future. The
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2.

3.

procedures required by the Navy supply systea to
provide supply support for the HNarine Corps should be
docuaented by Headquarters Marine Corps, and used by
MCAS Ivakuni when reguisitioning required Depot lLevel
Repairables (DLRs).

The United States Marine Corps Deputy Chief of Staff
for 1Installations and Logistics, and the Piscal
Director of the Marine Corps should ensure that liason
is maintained vith the United States Navy offices that
vill be involved in the isplementation planning if the
Navy decides to stock fund all Depot Level Repairables
(DLBS). It is recommended that representatives be
provided to participate with Navy planners in deter-
mining the HNavy and Marine Corps needs if all Depot
Level Repairables (DLRs) =migrate to the Navy Stock
Pund.

That the United sStates Narina Corps take steps ¢to
register interest in the Navy sanaged Depot Level
Repairables (DLRs) and any other secondary iteas as
may be required to snsure uninterupted supply support.
That Headquarters Marine Corps consider establishing a
procedure vhich would allowv Headquarters Narine Corps
to be advised of interservice supply support probleas
if the local level is unable to satisfactorily achieve
resolution of such probleas wvithin a two to <three
month period, and that Headguarters HNarine Corps
consider eamploying high level influence toward their
resolution. The extent and duration of probleas
encountered by A8CAS Ivakuni in the stock funding of
Depot Level Repairables (DLRs) vere injurious to that
stations operations and seea to be in opposition to
the objectives of the test.
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ARRENDIX )
RDETINITION QF EXRENSE AND INVESTHENT

The folloving definitions were taken from Secretary of the
Navy Instruction 7040.6B, "pefinitions of BExpense and
Investaent Costs®.,

A. BXPENSES

An expense is an ites which coatributes to the curreat
support of an activity. Prpenses include labor costs (mili-
tary as well as civilian), materials consumed in use, and
services received )’y the activity which relate to 1its on
going operations. Material is considered an expense vhen it
is consumed upon issue to the final user or issued to be
consumed shortly thereafter. The following specific itess
of material will be treated as expenses:

1. BEnd items of equipment of 1lass <than $3000.00 unit
value over vhich an inventory control point does not
maintain centralized individual iteam manageament.

2. HNonrepairable spares and repair parts.

3. Assesblies, spares. and repair parts which, although
repairable, are not centrally msanaged recoverable
iteas, and are not designated as reparable by central
inventory asanagers.

4. Pood, clothing, and POL iteas.

5. All iteas issued from working capital inventories to
the point of furthest transfer or most likely end use.

- Other items to be treated as expenses are costs of main-
tenance, repair, overhaul or revork of investaent iteas,
service received froam others (provided that costs of the
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service can be nmeasured feasibly and with reasonable accu-
racy) and rental payaments for leasasd equipment and facili-
ties on leases initiated by DOD activities.

B INVESTHENT COSTS

Investaent costs are those associated with the acquisi-
tion of equipment and real property. Such costs give rise
to long-lived assets froma vwvhich benefits accrue to DOD
activities over a long period ,of time, and which therefore
should not be charged as a single year operation expense.
The following types of expenditures are investments:

1. Major end iteas of eguipment.

2. Other end items of squipment excluding those of less
than $3000.00 unit value vhich are not centrally
managed by individual iteas.

3. Centrally managed reparable asseablies, spares and
repair parts.

4. Comstruction (including cost of the land and rights).
Pigure A.1 illustrates the basic criteria for deciding
vhether an item is an expense or an investment cost.

There are certain iteams for vhich exceptions to the defini-
tions have been mada:

1. Initial outfitting >f a major end item of equipment,
such as a ship or aircrafe, vith the furnishings,
fixtures, and equipment necessary to make it complete
and ready to operate, 1is part of the initial invest-
Rent cost,

2. HNodification is an investaent cost; maintenance is an
expense.

3. Costs associated vwith general construction management
(rather than a specific contract) are expenses.

4. M8inor construction projects not financed by Nilitary
Construction Appropriations nor by funds in the
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Pigure A.1 Investasent Cost Decision Diagraa

construction portion of the Pamily Housing appropria-
tion, are expenses.

S. The acquisition function perforaed at the
Headquarters, Wavy Pacilities Engineering Command is
to be treated as an investament cost.

IR an == SEREN sareaiy s ot aaw nan
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ARRENDIX B
WORKING CARITAL

The following definition of Working Capital is taken
froa Department of Defense, JASD (Coamptroller), *“A
Primer on Project Prime®, Noveamber, 19€6.

Working capital is 2 useful device in an accounting
systea. Its amerit has nd>thing to do with bookkeeping or
cost accounting, for it is quite possible to collect costs
and keep a set of books without working capital. Rather,
wvorking capital is useful primarily as a means of
facilitating better management.

As a basis for explaining its usefulness for management,
it is helpful to examine first a basic concept and second an
obvious fact. The concept is that in the management of
operating resources the focus should be on the 3job that is
done with those resources, on the cost of doing that job,
and on the person --the manager-- who is responsible for
doing the job and incurring the cost. "Cost" here means the
asount of resources consumed--that is, expenses. The fact
is that often there is a difference in (a) time, (b) place,
and (¢) personal responsibility, between the purchase of a
resource and its consuaption. Working capital allows the
matching of resources consumed to work done.

Two types of working capital accounts are used in the
Departament of Defense, stock funds and industrial funds.
Stock funds are used to hold the cost of =material 1in
suspense until issued and consumed. Industrial funds are
used to hold in suspense costs of manufactured iteas and
services provided by DOD units. Both devices peramit control
to be focused on the point of consusption, rather than -on
the point of purchase or manufacture.
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To illustrate how these funds work, consider the example
‘ . of a supply item vhich is purchasel by the Defense Supply
i Agency in Piscal Year 1966 and consamed on the U.S.S. dJohn
P. Kennedy in Piscal Year 1967. A manager in the Defense
Supply Agency is responsible for the procurement; a manager
‘! on the U.S.S. John P. Kennedy is responsible for

consumption; and other managers are responsible for seeing
to it that adequate, but not excess, inventories of the itenm

T

are on hand in the supply systea.
‘ The vendor must be paid for <the item when it is bought,
[. and the working capital stock fund permits this to be done
4 and the cost then held in suspense s> that it can be charged
to the final user only vhan the item is consumed. Without
working capital, the cost would have ¢to be charged to some
account at the time and place of acquisition even though the
final user might well not be known then. The significance
of this is summed up in the terms "free" assets, which is
how a manager often describes costs that are charged
elsewhere and paid for from some appropriation or allotment
or source for which he is not respoasible. Although
probably no managers deliberately waste resources, there is
a natural human tendency not to worry as auch about
something that is provided free as about something that must
be paid for. With extended use of working capital devices,
» the availability of free assets can be decreased and the
K proportion of unfunded sosts diminished. This is good,
because the manager then is aore likely to focus
commensurate attention on all resources that he consuaes,
rather than only on those that he happens to purchase froms
! outside vendors.
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ARRENDIX C
LIST OF RERTINENT LMPLEMENTAIION DIRECTIVES

Chief Naval Operations %;tter, 41 G/731515g

it tien, Ehas. 1k, o

Chief Of Naval Operations Letter u12,/73355 Page Changes
t0o CNO 1letter 4126/731515 dafed Aprii 80, 25
September, 1980

Navy Comptroler Notice 7300, 3ang _g&g%fi-iigfgé
s el cogiamsien el RIS
Y.

13581 Supply Systeas Command letter 0311/G6PB, 22 Decesmber,

Naval Suigl Systels Con;;nd Noteizggg, igﬁ}g&;;g%gfied gg

on of, 17 March, 1981

Non-Aviation Degot Level Repairables in the Navy Stock Fund
Ilplolcntation ulletins:

Nuaber 1, Aug, 1980

Number 2, 12 sSep, 1980

Nuaber 3, 24 0o 1980

Number uar, 1981

R opr ity HECH SRRHE 0o BAEERNCE ERSHF

SPCC Coments, Volume XXVIII, Number 2, 11 March, 1981

SPCC Degot Level Repairables Newsletters:
1, Issue sgg, 1981
Volume 1, Issue 3, 1 e 1981
101ule 1, Issue 4, 27 Oct, 1381
Volume 1, Issue 5, 1 Nov, 1981
Volule 1, Issue 6, 25 Nov, 1981
Yolume 1, Issue 7, 15 Dec, 1981

stogk iunding of lon-lviation Depot Level Repairable Spares
(Briefing Porfas), Undated.
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i * ARRENDIX D

RBOGBAN RACKAGE-TACTICAL ALR EOBCES, QRERATIONS AND
¥ MAINIENANCE, MARINE COBRS

The following is taken from Navy Comptrollers Manual Section
III, Paragraph 074341.2C

L Section III: Operations and Maintenance, Marine Corps.

074340 Scope

General. The appropriation, Operation and Maintenance,
Marine Corps, provides for expenses, not othervise provided
for, necessary for the operation and maintenance of <the
Marine Corps, as authorized by law;...

P
PPN

074341 Structure and Content

General The appropriation Operation and Maintenance, HMarine
Corps (O6MMC), is structured by budget activities which
align with the Pive Year Defense Prograa (PYDP)...

Budget Activity 2, Geperal Rurpose Parces.
1. PRrograam Rackage-land Forceg...
2. Program Rackage-Naval Forges...
3. PRrogram Rackage-ZTactical Adr Parces.

This program package contains the tactical air forces
that participate as the air component of the Pleet Marine
Porce in the seizure and defense of advanced naval bases and
for the conduct of such land operations as may be essential
to the prosecution of a naval caapaign. The —resources

T P T —
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associated with these operations provide for such things as
office supplies; consumables; Sarine Corps directed training
and travel of ailitary personnel to include emergency leave;
maintenance of communication-electronics, engineer, nmotor
transport, Marine Air Traffic Control Onit (NMATCU) and Short
Airfield for Tactical Support (SATS) related egquipment; and
initial purchase as well as replenishsent and replaceament of
Marine Corps peculiar individual equipment.
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