
Defense Working Capital Fund 

Issue:  Non-financial Performance Measures

Issue Description:  DWCF financial and functional performance goals must be applied in a balanced fashion to successfully achieve both business and customer mission objectives.  Clear operating objectives need to be established so that both customer and provider understand and work towards common goals and understand how individual decisions between them affect both customer and WCFs over the long term.    

Background:  Volume 6B of the FMR requires performance measures to be consistent with the DoD GPRA performance plan.  Although financial and functional goals are both currently used to measure WCF performance, all too often financial goals are emphasized to the exclusion of functional goals. 

Customers and providers must constantly share a common objective—successful performance of the DoD mission—and establish between themselves noncompeting financial and functional performance measures.  Each fiscal year DWCF activities receive year-end financial statements and report a net operating result (NOR).  Functional measures need similar exposure.  DWCF activity managers are constantly evaluated during the budget year on the financial condition of the DWCF, a function of their cost efficiency and customer funding and ordering. 

The emphasis on financial performance measurements is driven partly by the Planning, Programming, Budgeting System (PPBS) used to evaluate DWCF activities.  Although 

PPBS looks at more than costs and revenues, most exhibits and budget reviews typically—until recently—emphasized financial and budget data.  More effort needs to be focused on measuring how well business activities support customer operating and readiness requirements.

While activities managed by the DWCFs are engaged in business-like operations, increasing pressure to view them as businesses draws attention away from unique defense readiness and wartime taskings the DWCFs must be constantly ready to meet.  National defense preparedness requires business activities to incur non-business expenses as a matter of national security.  Commercial business-like economies and efficiencies may not always apply to the business of defense, something total cost visibility makes very clear in prices to customers.

Problem Statement:  Heavy emphasis on cost management has tended to make managers more concerned with meeting cost targets than supporting customer readiness requirements.  Financial performance and warfighter mission requirements must be combined in a balanced set of metrics in order to best measure business performance.

Customers and providers frequently make short-term business decisions that run counter to long-term financial and functional health.  Both customer and provider often focus on internal operating needs and fail to take the best course of action that furthers readiness and support over the long term.

DWCF business activities often have internal performance measures that compete with each other and prevent optimum benefit to warfighters.  Providing end products to war fighting users requires orchestrating a complex process involving multiple business areas of working capital funds. A specific example of conflicting behavior occurs when maintenance and repair depots maximize labor efficiency by accumulating a quantity of like items and repairing them in batches.  Batch processing usually results in longer depot repair times because of the time needed to accumulate sufficient (economically efficient) quantities to send through repair lines.  Unfortunately, longer repair times increase supply inventory needs (costs), or reduce item availability to the customer.  Performance measures need to be developed that balance these competing tensions, cross functional lines, and focus on the best way to support a customer’s operational need.

Non-financial performance metrics must focus on outcome--performance measures that focus on the purpose of the DWCF activity and how well a DWCF activity is meeting its goals and objectives are needed to truly evaluate how a DWCF activity is doing.

DWCF activity managers certainly need to consider financial performance, but such measures should not influence the actions of the activity to such a degree that managers are constrained from making smart long-term operating decisions.  Managers should be rated on a combination of financial and functional performance results rather than be driven solely by the PPBS and its annual cycle.

Recommendations: 

· The Services should review existing measures and develop/implement as necessary improved financial and functional performance reporting requirements for all DWCF activities.  In six months, the Services report back to the DEPSECDEF through the DWCF Policy Board.

Implementation Concerns/Impediments and Benefits:  Components have the  authority to implement all the recommendations.  A positive result will be a better customer awareness of what each DWCF activity is doing and the actions that are being taken to improve the delivery of products and services.  Improved communication and better understanding of both customer and provider requirements and priorities should lead to better overall performance and customer satisfaction.  Good performance measures should prompt better management decisions. 

Resource Implications:  There may be manpower resource requirements needed to develop and track DWCF performance measures against actual execution data.  There may also be some information system or data management costs if the performance measures used are not part of existing databases or reports.  

Policy and Legislative Implications:  There are no legislative implications.  DoD guidance in the FMR could be revised to encourage development (not prescriptive) of performance measures.  
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