Appendix D

Defense Working Capital Fund

GLOSSARY

(Note: Source of definitions is DoD 7000.14-R unless otherwise indicated.)

Accrual Basis of Accounting. A method of accounting in which revenues are recognized in the period earned and costs are recognized in the period incurred, regardless of when payment is received or made.

Accumulated Operating Results (AOR). Under a revolving fund full cost recovery concept, stabilized prices and rates are set at the beginning of the fiscal year for each business area to break even.  During budget execution, each business area will experience a positive or negative Net Operating Result (NOR).  The consolidation of all business area NORs is the Accumulated Operating Result (AOR).  Each Component strives for a break even AOR for each activity within a business area under its management control.
Annual Operating Budget (AOB). The AOB is a funding document that provides the basis for earning budgetary authority.  The AOB identifies every unit cost output and its associated unit cost goal.  The AOB is released from the Under Secretary of Defense (Comptroller) to the DoD Components. The Components may further disseminate authority by releasing AOBs with approved unit cost goals to their subordinate activities.

Anti-Deficiency Act. An Act of Congress which:  (a) prohibits the obligation or expenditure of government funds in excess of the amounts appropriated by Congress or in excess of amounts permitted by regulations; (b) forbids the obligation of any funds in advance of the official Appropriation of Funds; and (c) requires the head of each government agency to establish an administrative control system for the purposes of keeping obligations within the amount of apportionment, and enabling the agency to detect and report violations of the Anti-Deficiency Act through the Executive Branch to Congress.  (Society of Cost Estimating and Analysis (SCEA) Glossary).

Appropriation. An authorization by an act of the Congress that permits Federal agencies to incur obligations and to make payments out of the U.S. Treasury for specified purposes. An appropriation usually follows enactment of authorizing legislation. An appropriation act is the most common means of providing budget authority (see Budget Authority). Appropriations do not represent cash actually set aside in the Treasury for purposes specified in the appropriation act; they represent limitations of amounts which agencies may obligate during the time period specified in the respective appropriation acts.

Budget Estimate Submission (BES). The BES is a recosting of the Program Objectives Memorandum (POM) as modified by the Program Decision Memorandum (PDM) and Summer Review.  It is the Component's budget estimate for OSD's review before submission in the President's Budget.  Consequently, it concentrates on the first two years of the POM.  (USAF PPBS Primer, 7th Edition, May 1993)
Budget Authority. The authority becoming available during the year to enter into obligations that result in immediate or future outlays of government funds.

Budget Year (BY). The fiscal years covered by the budget estimate. A budget year spans two calendar years. It begins on October 1 of calendar year one and ends on September 30 of the following calendar year. The Federal Government uses Budget Year for accounting purposes. (USAF PPBS Primer, 7th Edition, May 1993)

Capital Assets. Depreciable property, plant, equipment, and software developed, manufactured, transferred or acquired at a specific point in time for a determined cost of $100,000 or more; are used over some period (useful life), the length of which is to be two years or greater; and generally, become economically worthless (except for residual value) at the end of their estimated useful lives. 

Capital Budget. Contains authorization to acquire capital assets that include depreciable property, plant, equipment, and software developed, manufactured, transferred or acquired during a fiscal year for a determinable cost of $100,000 or more, and having a useful life of two or more years.

Chief Financial Officers (CFO) Act of 1990. The 1990 CFO Act established a centralized financial management structure within the Office of Management and Budget (OMB) and in major departments and agencies.  It strengthened financial management internal controls by requiring: 1) the preparation of five-year financial management systems improvement plans, both government-wide and in the 23 agencies covered by the Act; 2) the preparation of financial statements and audits of selected activities of agencies to hold agency heads accountable for their operations; and 3) annual reporting to the President and Congress on the status of general and financial management in the Federal Government.

Commitment of Funds. A administrative reservation of funds, based upon firm procurement directives, orders, requisitions, authorizations to issue travel orders, or requests which authorize the recipient to create obligations without further recourse to the official responsible for certifying the availability of funds. The recording of a commitment reserves funds for future obligations.  
Cost. A monetary measure of the amount of resources applied to a cost object. Within the DoD, “costs” are identified following General Accounting Office accounting principle and standards as implemented through the DoD Financial Management Regulation.
Cost Allocation. A method of assigning indirect and general and administrative costs to activities, functions, or outputs.
Cost Driver. Any factor that causes a change in the cost of a function or output.
Cost of Goods Sold (COG). COG represents the average acquisition cost of the items sold.  Although the exact calculations can be accomplished in several ways, they are obtained for each National Stock Number (NSN) by spreading the amount of the investment made to acquire (purchase or credit) the inventory over the number of items in the inventory, times the number of items sold.  This matches the sales revenue in one period with the transactions affecting costs, which may have occurred in several previous periods. COGs are not affected by surcharge rates, obligations for replenishment, or net outlays. COGs are the essential baseline for obtaining operating results and establishing prices.

Cost per Output. The term Cost per Output is synonymous with Unit Cost. It is the relationship of resources consumed to outputs produced.  Simply stated: the Cost of Resources divided by the Number of Outputs equals the Cost per Output or Unit Cost.
Cost Recovery Elements for Retail-Managed Items. A cost recovery element used by the retail level supply activity will:  

1. Include inventory (material) expenses.  Inventory expenses applicable to the retail-managed items are the net impact of gains and losses at the retail level, obsolescence, and shelf-life deterioration.

2. Possibly include a special local cost recovery element, when approved by the OUSD (Comptroller), which is added to the cost of the locally procured items.  

Cost Recovery Elements for Wholesale-Managed Items. A cost recovery element is included in the standard sales price of an item, including direct deliveries from contractors, commercial items, nonstandard items, manufacturer’s part numbered items, and other items without a standard price. The cost recovery elements encompass the following: supply operations support costs, centralized command and service costs, depreciation, capital surcharge, shipping and transportation, inventory expenses, inventory maintenance, economic adjustments, carcass attrition, and retail losses.  

Customer. Organizations, either operational or support, who receive support goods or services from another activity. The customer is the originator of requirements, and hence, external to the organization that actually provides the support.  
Customer Driven Demand. The requirement (demand) for production of goods or services (output) that originates from customers, not from the producing activity.
Defense Working Capital Funds (DWCF). Five specific working capital fund accounts established to satisfy recurring DoD support requirements using a business-like customer/provider approach.  The DWCF consolidated five industrial funds, four stock funds and other Defense Agency support functions.

Defense Manpower Data Center (DMDC). A management information support group to the Office of the Assistant Secretary of Defense (Force Management Policy).  It is the central organization within DoD for the collection and integration of automated manpower and personnel data from DoD components and other Federal agencies. This group is responsible for developing a unit cost system based on total cost per output for the major functional areas of DoD.

Defense Planning Guidance (DPG). The DPG is the Department of Defense strategic plan for the development and employment of future forces.  It provides the Secretary of Defense’s threat assessment, policy, strategy, force planning, and resource planning guidance within broad fiscal constraints to all DoD organizations. The DPG serves as the link between the planning and programming phases of the PPBS.  (USAF PPBS Primer, 7th Edition, May 1993)

Depreciation (or Amortization). The expending of capital assets over the useful life of the asset. If the asset is intangible (rather than a tangible fixed asset), the process of expending over the useful life is called amortization.
Direct Cost. A cost that is directly attributable to a specific product or service.  Some examples are labor hours or materials consumed in the production of an output.

Direct Labor Hour (DLH). The number of hours required to perform the direct work on a product, or to perform a billable service for customers. The DLH generally includes the hands-on maintenance, repair, overhaul, test, and related direct production effort that follows the established sequence and content of work necessary to accomplish the billable job. DLHs do not include the support work or manhours identified as either indirect or general and administrative in nature. DLHs are estimated for budget purposes, by product or service, based on industrial or management engineering standards developed using time, method, and motion studies, historical usage averages, or professional estimating and evaluation techniques.

DoD Component. A term embracing the three military departments, the U.S. Marine Corps, the Offices of the Secretary of Defense, the Joint Chiefs of Staff, the Defense Agencies, and the DoD Field Activities.  

Earned Authority. Cost authority that is "earned" by an activity.  This level of authority is derived by multiplying the actual number of outputs produced by the unit cost goal.

Exchange Price. This is the price charged to customers exchanging a depot level reparable (DLR) item for a serviceable one (new or repaired).  It equates to the latest or average repair costs, plus wash-out costs per item, plus the surcharges necessary to recover all the other costs in supply management.  

Fee-for-Service. (See Stabilized Rate and Fixed Price Catalogs).  The equivalent of a standard price, but fee-for-service applies to end products of Non-Supply Management Business Areas.

Federal Managers’ Financial Integrity Act (FMFIA). P.L. 97-255—The Federal Managers’ Financial Integrity Act was enacted in September 1982 to strengthen internal control and accounting systems throughout the federal government and to help reduce fraud, waste, abuse, and misappropriation of federal funds.  The Act holds agency managers accountable for correcting noted deficiencies and requires that agencies annually identify and report internal control and accounting system problems and planned remedies.  (GAO/AFMD-92-12)

Fiscal Year (FY). The 12-month period which begins 1 October of one calendar year and ends 30 September of the next calendar year (e.g., FY 1998 begins 1 October 1997 and ends 30 September 1998). (USAF PPBS Primer, 7th Edition, May 1993)

Fixed Cost. A cost or expense that does not vary in the short run with the quantity of output produced. 

Fixed Price Catalogs. Depot Maintenance Business Areas maintain a catalog of products and services (major end items, components, depot level reparables, modification kits, etc.) with their associated rework, repair, overhaul, installation, etc., based on the Standard Depot Level Maintenance (SDLM) or Planned Depot Maintenance (PDM), work package Direct Labor Hours (DLHs).  The DLHs associated with the product or service multiplied by the stabilized composite rate for a fiscal year constitutes the firm fixed price for the catalog item. Catalogs may be maintained in hard copy or in electronic databases accessible to customers.

Future Years Defense Program (FYDP). The FYDP is the program and financial plan for the Department of Defense as approved by the Secretary of Defense. The FYDP spans six fiscal years and shows the funding profile for operating and maintenance costs, research and development, and acquisition. FYDP is most useful in ensuring that major weapon systems, including the upfront research, development, and engineering are adequately funded, thereby resulting in system for use by the operating forces.  Data related to the funding profile are portrayed by major force program for internal DoD review and by appropriation for Congressional review. 

General and Administrative (G&A) Cost. A cost that cannot be attributed to just one output. This cost is commonly referred to as overhead, and typically is allocated across all outputs. Some examples of G&A include installation security, facilities engineering, custodial services and personnel offices.

Government Performance and Results Act (GPRA) of 1993 (P.L. 103-62).  This Act requires the development of strategic plans focused on long-term goals and annual performance plans with specific indicators to measure performance. The purpose of the Act is to shift managerial emphasis to actual program execution and to compare results achieved with desired outcomes.   

The Government Management Reform Act (GMRA) of 1994 and the Federal Financial Management Act (FFMA) of 1994. These Acts were enacted to provide a more effective, efficient, and responsible government. They mandated statutory requirements for reports to the Congress, the use of electronic funds transfers for payments, the establishment of a franchise fund in each of four executive agencies, and the submission of annual audited financial statements to the Director of the Office of Management and Budget. 

Indirect Cost. A cost that is associated with a product or service, but not directly attributable to just one product or service. Supervisor or manager activities are examples of these costs.

Industrial Fund. A type of revolving fund that was used by the military prior to the DWCF to provide monies for obtaining industrial and commercial-type goods or services. Industrial funds recovered a portion of the overhead costs in addition to the material costs, but did not recover total cost.

Integrated Priority List (IPL). A list of high-priority needs submitted by each CINC to the Secretary of Defense and Chairman, JCS.  The list contains requirements in priority order across service and functional lines and with consideration of reasonable fiscal constraints. These priorities will be taken into account by the Major Commands, Resource Allocation Teams, and senior Component leadership when ranking programs.  (USAF PPBS Primer, 7th Edition, May 1993)

Intrafund Transactions . Financial transactions which involve one DWCF business area providing goods or services to another DWCF business area.

National Military Strategy Document (NMSD). Conveys the advice of the Chairman of the Joint Chiefs of Staff (CJCS) to the President, National Security Council, and Secretary of Defense.  The NMSD consists of: The National Military Strategy; the contextual setting in which the National Military Strategy was formulated as summarized in the Joint Strategy Review (JSR); a statement of national military objectives derived from national security objectives; an updated intelligence appraisal of the range of threats to U.S. national security; recommended fiscally constrained force levels; a presentation of military strategy and force options; the Chairman's Net Assessment for Strategic Planning; an evaluation of risks associated with the recommended strategy, forces, and military options; and the Risk Evaluation Force, in tabular form, for the last year of the planning period. (USAF PPBS Primer, 7th Edition, May 1993)

National Performance Review (NPR). A management reform initiative established by the national government administration to identify ways to make the government work better and cost less.  The NPR Report, dated September 7, 1993, contained 384 major recommendations covering 27 Federal agencies and 14 governmental systems such as procurement, human resources management, and budgeting.  (GAO/OCG-95-1)
Net Operating Result (NOR). Under a revolving fund full cost recovery concept, stabilized prices and rates are set at the beginning of the fiscal year for each business area to break even.  During budget execution, each business area will experience a positive or negative Net Operating Result (NOR).  The consolidation of all business area NORs is the Accumulated Operating Result (AOR).  Each Component strives for a break even AOR for the business areas under its management control.
Obligation of Funds. Amounts of orders placed, contracts awarded, services received, or other similar transactions made by Federal agencies during a given period, which will require outlays during the same or some future period.

Operating Budget. The operating budget contains the annual operating costs of an activity or component, including depreciation or amortization expenses, and major maintenance and repair.

Operating Cost Authority (OCA). The authority to incur costs and obligations.  It is calculated by multiplying the projected output by the Unit Cost Goal (UCG).

Outlays. Checks issued or other payments made by the government for goods and services received. Gross outlays are equal to the cumulative amount of disbursements made for the fiscal period to date. Net outlays are equal to gross outlays less the cumulative amount of collections received for the fiscal period to date.
Output. The product or service provided.  The primary output reflects the principal mission of a unit cost activity.  Primary outputs are referred to as "A" goals in the DoD unit cost budget.  Other outputs reflect tasks performed that are identified as not necessary for the primary mission.  Outputs that consume resources at a significantly different rate than primary outputs can be identified as other outputs.  Other outputs may be expressed in several ways: on a cost per unit basis, on a reimbursable basis, up to the amount reimbursed, or up to a preset budget ceiling. Other outputs are referred to as "B" goals in the DoD unit cost budget.

Performance Measures. Standards used to evaluate the effectiveness and efficiency of the work being performed.  Effectiveness measures identify the degree to which an organization achieves the objectives associated with its mission. Efficiency measures address achievement of organizational objectives with the least amount of resources being expended.  

Performance Measurement. The use of objective, quantifiable indicators of program effectiveness and efficiency to assess progress against stated goals and objectives. A balance of financial and non-financial indicators should be used to measure performance, such as cost per output, cost per outcome, customer-oriented indictors of quality, timeliness and customer satisfaction. Program accomplishments in terms of outputs and outcomes are integral elements of performance measurement.
Planning, Programming and Budget System (PPBS). The primary system for managing the department's military functions. The purpose of the PPBS is to produce a plan, a program, and finally the defense budget. (USAF PPBS Primer, 7th Edition, May 1993)

President's Budget. The budget for a particular fiscal year transmitted to the Congress by the President in accordance with the Budget and Accounting Act of 1921, as amended. Some elements of the budget, such as the estimates for the legislative branch and the judiciary, are required to be included without review by the Office of Management and Budget or approval by the President.

Process. The organized method of converting inputs (people, equipment, methods, materials, and environments) to outputs (products or services). The natural aggregation of work activities and tasks performed for program delivery.
Program Budget Decision (PBD). A budget decision document issued during the joint review of DoD Component budget submissions by analysts of the Office of the Secretary of Defense (OSD) and the Office of Management and Budget (OMB). PBDs reflect the decisions of the Secretary of Defense as to appropriate program and funding to be included in the annual defense budget request which, in turn, is included in the President's Budget.

Program Decision Memorandum (PDM). A document containing the decisions by the Secretary of Defense on the program and resource levels identified in the Program Objectives Memorandum. This document serves as the link between programming and budgeting.

Program Objectives Memorandum (POM). The final product of the programming process within the Department of Defense, the Program Objectives Memorandum (POM) displays the resource allocation decisions of the DoD Components in response to, and in accordance with, Defense Planning Guidance.

Program Year (PY). A fiscal year in the FYDP that ends not earlier than the second year beyond the current calendar year.  Thus, during calendar year 1998, the first program year is FY 2000.  (USAF PPBS Primer, 7th Edition, May 1993)

Provider. The DWCF business area that produces, or makes available, the goods or services to satisfy the customer’s requirement. 

Rate Change. The annually published rate change for business areas is the percentage change of the stabilized rate or price between fiscal years.  As an example, for Depot Maintenance, the Budget Year rate is determined by dividing the approved Direct Labor Hour rate proposed for the budget year by the stabilized Direct Labor Hour rate in affect for the current execution year. That value, expressed as a percentage (plus or minus from a base of one), is the composite price rate change customers will use in their appropriated funds submissions.  

Revolving Funds. The accounts authorized by specific provisions of law to finance a continuing cycle of business-type operations and to incur obligations and expenditures that generate receipts.

Stabilized Rates. The cost per direct labor hour (or other output measure) customers are charged for the products and services provided by the depot or business area.  A stabilized rate is established for the fiscal year(s) budget being formulated during the budget review process. The stabilized rate is determined by taking the approved Direct Labor Hour rate (or other cost per output measure) for the budget year and adjusting it for both inter-fund transactions (adjustments to reflect changes in the costs of purchases between business areas within the fund), and for the impact of prior year gains or losses as reflected by the Accumulated Operating Result (AOR).  This annual stabilized rate is the rate that will be charged for all new customer orders received and accepted during that specific fiscal year, regardless of the fiscal year the work is actually executed and billed.  In Supply Management, customers are charged the stabilized price in effect when the item is dropped from inventory.  
Standard Price. The price customers are charged which, for a DoD managed item (excluding subsistence), remains constant throughout a fiscal year except for the correction of significant errors. The standard price is computed based on various factors which include the latest acquisition price of the item plus surcharges or cost recovery elements for transportation, inventory loss, obsolescence, maintenance, depreciation, and supply operations.  Customers are charged an exchange price for a reparable item unless the carcass is not returned.  If the carcass is not returned, the customer is billed the difference between exchange and standard price (carcass value).

Stock Funds. A type of revolving fund that has been used by the U.S. military since the 1870s to procure material in volume from commercial sources to be held in inventory until it is purchased by the operating forces. Stock funds only recovered the cost of the material and did not address the costs of managing, storing, maintaining or distributing.  

Stratification Process. A uniform portrayal of requirements and asset application that is a computer-generated simulation of actions causing changes in the supply position (e.g., procurement, repair, receipt, issue, termination, and disposal of material).
Surcharge. (Also see Cost Recovery Elements)  Factors added to the latest acquisition cost or repair cost price of an item so as to arrive at the customer’s standard or exchanged price. Surcharges will include: 1) transportation, for costs of deliveries from production site to points of use or storage; 2) inventory obsolescence and loss, for the costs of pilferage, damage, deterioration, physical inventory maintenance; 3) supply operations support costs; 4) inventory augmentation; 5) depreciation; and 6) carcass attrition costs, if applicable.  

Total Obligation Authority (TOA). The sum of: 1) all budget authority granted (or requested) from the Congress in a given year, 2) amounts authorized to be credited to a specific fund, and 3) unobligated balances of budget authority from previous years which remain available for obligation. In practice, this term is used primarily in discussing the Department of Defense budget, and most often refers to TOA as "program" which equates to only (1) and (2) above.

Unit Cost (UC). The term Unit Cost is synonymous with the term Cost per Output.  The relationship of resources consumed to outputs produced. Simply stated, Unit Cost is the Cost of Resources divided by the Number of Outputs.

Unit Cost Analysis. A business-type accounting/financial system approach to management. The system collects and models financial information based upon the concept of allocation of costs.

Unit Cost Authority. The approval to incur costs. This authority is based on projected workload and costs, and is derived by dividing the projected total cost by the projected workload.

Unit Cost Goal (UCG). The maximum allowable cost to be incurred in the production of an output. To derive the goal, all projected costs (i.e., direct, indirect, and G&A) associated with an output are divided by the expected workload.  The Under Secretary of Defense (Comptroller) develops and issues unit cost goals at the Component level for each support area.

Unit Cost Resourcing (UCR). The process by which the OSD makes funding allocations based on cost per output, and directly ties budgetary authority to the number of outputs. The signing of Presidential Directive 12637, in 1988, provided justification for UCR.  It directed all federal agencies to improve efficiency by aligning cost to outputs and establishing productivity goals.  

Unit Cost Working Group. A group of subject matter experts from various DoD Components including support functions or business areas whose responsibility is to continuously review DWCF business area cost-output mappings to measure currency and accuracy.

Variable Cost. A cost that varies with changes in the quantity of output produced when other factors are held constant. The cost of material handling to an activity, for example, varies according to the number of material deliveries and pickups to and from that activity.

Variance. The amount, rate, extent, or degree of change, or the divergence from a desired characteristic or state.
Working Capital Fund. A revolving fund that operates as an accounting entity in which the assets are capitalized and in which all income is derived from the operations of its activities. The fund is available to finance continuing operations without fiscal year limitations.
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