Defense Working Capital Fund 
Issue:  DWCF Criteria

Issue Description:

Re-evaluate appropriateness/completeness of current DWCF criteria (included in FMR) with the goal of effectively defining characteristics of a DWCF activity and direct funding activities that do not fit the criteria.

Background:

The use of revolving funds to finance industrial or commercial type functions was a principal recommendation of the Hoover Commission in 1945 and was enacted into law in 1949 as part of the National Security Act , giving the Secretary of Defense the authority to establish working capital funds. 

Currently, DWCF activity groups must meet the following criteria:

1) Outputs (i.e., production of goods or provision of services that are common to requirements of more than one Military Department or Defense Agency or ordering activities within a Military Department or Defense Agency) can be identified.

2) An accounting system is available that is capable of collecting and identifying costs to outputs.

3) Activities that require and order products or services (i.e., customers) can be identified so that resources can be aligned in the account of the customer with the requirement.

4) Evaluation of buyer-seller advantages and disadvantages to include an assessment of the customer’s ability to influence cost by changing demand.


Problem Statement:

Except for criteria 2 and 4, existing criteria are appropriate for determining what types of activities should be included under the DWCF umbrella.  

2)  “An accounting system is available that is capable of collecting and identifying costs to outputs.”
Activities have been and continue to be added to the DWCF without a cost accounting capability, which is fundamental for business-like operations. 

4)  “Evaluation of buyer-seller advantages and disadvantages to include an assessment of the customer’s ability to influence cost by changing demand.”
More rigor is needed in the process of adding new activities to the DWCF, and conversely, more flexibility is needed in the process of removing existing activities that no longer seem to fit this financing mechanism.  

Alternatives:
Cost Accounting Capability:

1) Status quo—add activities to the DWCF without fully developed cost accounting capabilities when they appear to meet other criteria.  

2) Do not add new activities to the DWCF until an adequate cost accounting capability is available. Allow proposed DWCF activities to transition to the Fund using non-rate based cost reimbursement. 

Buyer-Seller Relationship Evaluation:

1) Status quo—use existing criteria.

2) Refine fourth criteria to rely on cost benefit analysis or other proven decision support tool to help determine additional Fund activities. 

Components should periodically review their DWCF activities to determine whether buyer-seller relationships have eroded. Where there is no longer a significant benefit, activities should be decapitalized.  

Require monopoly providers (where there is no customer choice) to demonstrate a benefit to DWCF inclusion. 

Recommendations:

· DWCF Policy Board re-evaluate DWCF criteria and develop procedures for conducting a periodic review of each DWCF activity’s ability to meet the DWCF criteria.

· DWCF Policy Board enforce the DWCF criteria for any new activities entering the fund.  For current activities, review those that do not have a cost accounting capability by FY2003.  Report finding and/or recommendations to DEPSECDEF.

Implementation Concerns/Impediments and Benefits:

Revisions to the DWCF criteria may require modification of policy in the Financial Management Regulation (FMR), Volume 11B, Chapter 51.  

Resource Implications:

For removal of an activity from the DWCF:  Requires adequate funds to cover “buy-out” costs associated with out-standing liabilities in excess of available cash. Customer funding must be reallocated to the appropriate mission accounts.

For inclusion of an activity in the DWCF:  Requires adequate funds to cover any working capital requirements and customer funding must be reallocated to the appropriate mission accounts.
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