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Congressional Committees

Subject: DOD’s 2010 Comprehensive Inventory Management Improvement Plan
Addressed Statutory Requirements, But Faces Implementation Challenges

The Department of Defense (DOD) spends billions of dollars to purchase, manage,
store, track, and deliver spare parts and other supplies needed to keep military
equipment ready and operating. Given the need to support ongoing U.S. military
operations, DOD reported that it currently manages more than 4 million secondary
inventory items valued at more than $91 billion as of September 2009.' However, DOD
reported that $10.3 billion (11 percent) of its secondary inventory has been
designated as excess and categorized for potential reuse or disposal. According to
DOD, another $15.2 billion (17 percent) of its secondary inventory exceeds the
approved acquisition objective and is being retained because it was determined to be
more economical to retain than to dispose of it or it might be needed in the future.”

Since 1990, we have identified DOD supply chain management as a high-risk area due
in part to ineffective and inefficient inventory management practices and procedures,
weaknesses in accurately forecasting demand for spare parts, and challenges in
achieving widespread implementation of key technologies aimed at improving asset
visibility. These factors have contributed to the accumulation of billions of dollars in
spare parts that are excess to current requirements.’ Moreover, we have recently

'DOD defines secondary inventory items to include reparable components, subsystems, and
assemblies other than major end items (e.g., ships, aircraft, and helicopters), consumable repair parts,
bulk items and materiel, subsistence, and expendable end items (e.g., clothing and other personal
gear).

*The approved acquisition objective incorporates both materiel needed to meet the requirements
objective and materiel needed to meet 2 years of estimated future demand. The requirements objective
is (for wholesale inventory replenishment) the maximum authorized quantity of stock for an item. It
consists of the sum of stock represented by the economic order quantity, the safety level, the repair-
cycle level, and the authorized additive levels. While inventory held for economical reasons or future
use is not part of the approved acquisition objective, DOD states that retention of this inventory is
necessary for the military mission.

’GAO, High-Risk Series: An Update, GAO-09-271 (Washington, D.C.: January 2009); High-Risk Series:

An Update, GAO-07-310 (Washington, D.C.: January 2007); and High Risk-Series: An Update, GAO-05-
207 (Washington, D.C.: January 2005).
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reported on the inventory management practices of the military departments and the
Defense Logistics Agency (DLA) and recommended DOD take steps to improve
demand forecasting, modify policies to provide incentives to reduce on-order
inventory that is not needed to support requirements (i.e., on-order excess), ensure
proper, documented reviews are conducted to validate methodologies for making
retention decisions, and establish metrics and goals for tracking and assessing the
cost efficiency of inventory management.’ To provide high-level strategic direction,
DOD issued its Logistics Strategic Plan in July 2010, which, among other things,
established a goal to improve supply chain processes, including inventory
management practices.

Section 328 of the National Defense Authorization Act (NDAA) for Fiscal Year 2010
required the Secretary of Defense to submit to congressional defense committees a
comprehensive plan for improving the inventory management systems of the military
departments and DLA with the objective of reducing the acquisition and storage of
secondary inventory that is excess to requirements.’ For purposes of section 328, the
NDAA defines inventory that is excess to requirements as inventory that is excess to
the approved acquisition objective and not needed for the purposes of economic or
contingency retention.’ Section 328 identifies eight specific elements, listed in table 1,
that are required to be in the plan. Further, section 328 states that the plan was to be
submitted not later than 270 days after the enactment of the act.” The department
submitted its Comprehensive Inventory Management Improvement Plan (Plan) on
November 8, 2010.

Section 328 also requires us to submit to the congressional defense committees an
assessment of the extent to which the Plan meets the specified requirements no later
than 60 days after the Plan’s submission. Our objectives were to (1) determine the
extent to which DOD’s Plan addresses the reporting elements required by section 328
of the NDAA and (2) assess the extent to which the Plan addresses six key
characteristics that help establish a comprehensive, results-oriented management
framework to guide implementation. These characteristics were not required to be
included by section 328, but our prior work examining national strategies and logistic
issues has shown that these characteristics help establish a results-oriented

‘See GAO, Defense Inventory: Defense Logistics Agency Needs to Expand on Efforts to More
Effectively Manage Spare Parts, GAO-10-469 (Washington, D.C.: May 11, 2010); Defense Inventory:
Army Needs to Evaluate Impact of Recent Actions to Improve Demand Forecasts for Spare Parts,
GAO-09-199 (Washington, D.C.: Jan. 12, 2009); Defense Inventory: Management Actions Needed to
Improve the Cost Efficiency of Navy’s Spare Parts Inventory, GAO-09-103 (Washington, D.C.: Dec. 12,
2008); and Defense Inventory: Opportunities Exist to Save Billons by Reducing Air Force’s Unneeded
Spare Parts Inventory, GAO-07-232 (Washington, D.C.: Apr. 27, 2007).

*Pub. L. No. 111-84 § 328 (2009).
‘Economic retention stock is materiel that has been deemed more economical to keep than to discard
because it is likely to be needed in the future. Contingency retention stock is materiel retained for

specific contingencies.

"The NDAA for Fiscal Year 2010 was enacted October 28, 2009.
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management framework for effective implementation.” These characteristics are a
mission statement; problem definition, scope, and methodology; goals, objectives,
activities, milestones, and performance measures; resources and investments;
organizational roles, responsibilities, and coordination; and key external factors that
could affect the achievement of goals.

This letter and enclosure I provide our assessment of the degree to which the Plan
addressed the eight specific elements required by section 328 and the extent to which
the Plan addressed six key characteristics of a comprehensive, results-oriented
management framework. Additionally, section 328 requires us to submit another
report to the congressional defense committees not later than 18 months after the
Plan is submitted. The second report is to document our assessment of the extent to
which the Plan has been effectively implemented by each military department and by
DLA. Additionally, we will report on DOD’s progress in implementing
recommendations from our prior work examining inventory management practices.

Scope and Methodology

For our assessment of the extent to which the Plan addressed the eight required
elements of section 328 of the NDAA for Fiscal Year 2010, we reviewed the Plan
provided to the congressional defense committees to determine the extent to which
each element was addressed. Specifically, two team members concurrently
conducted independent assessments of the Plan to determine whether the eight
required elements were addressed, partially addressed, or not addressed. Then, the
two analysts compared the two sets of observations and discussed and reconciled
any differences. The final assessment reflected our consensus. We considered the
element addressed when the Plan explicitly addressed all parts of the element. We
considered the element partially addressed when the Plan addressed at least one or
more parts of the required element, but not all parts of the element were explicitly
addressed. We considered the element not addressed when the Plan did not explicitly
address any part of the required element. We also interviewed Office of the Secretary
of Defense (OSD), service, and DLA officials involved in the development of the Plan
to discuss their interpretation of the legislative requirements, their perspectives on
the Plan, and potential implementation challenges. Lastly, our assessment reflected
our review of relevant DOD documents and issues raised in our recent reports that
specifically relate to the required elements of the Plan.

For our assessment of the extent to which the Plan contained desirable
characteristics of a comprehensive, results-oriented management framework, we
identified six key characteristics from our prior work that examined national
strategies and logistic issues and developed a data collection instrument to assess the

*GAO, Combating Terrorism: Evaluation of Selected Characteristics in National Strategies Related
to Terrorism, GAO-04-408T (Washington, D.C.: Feb. 3, 2004); Depot Maintenance: Improved Strategic
Planning Needed to Ensure that Air Force Depots Can Meet Future Maintenance Requirements,
GAO-10-526 (Washington, D.C.: May 14, 2010); and Depot Maintenance: Improved Strategic Planning
Needed to Ensure that Navy Depots Can Meet Future Maintenance Requirements, GAO-10-585
(Washington, D.C.: June 11, 2010).
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Plan.’ We used the same methodology as above for our assessment of the extent to
which the Plan addressed six key characteristics that help establish a
comprehensive, results-oriented management framework. We reviewed the Plan to
determine whether each characteristic was addressed, partially addressed, or not
addressed. In addition, we interviewed OSD, service, and DLA officials involved in
the development of the Plan to discuss the extent to which the Plan incorporated six
key characteristics. We conducted this performance audit from October 2010 to
January 2011, in accordance with generally accepted government auditing standards.
Those standards require that we plan and perform the audit to obtain sufficient,
appropriate evidence to provide a reasonable basis for our findings and conclusions
based on our audit objectives. We believe that the evidence obtained provides a
reasonable basis for our findings and conclusions based on our audit objectives.
Additional information regarding our scope and methodology appears in enclosure II.

DOD’s Plan Addressed All Eight Required Elements of the NDAA for Fiscal
Year 2010

Our analysis showed that DOD’s Plan addressed each of the eight required elements
in section 328 of the NDAA for Fiscal Year 2010 (see table 1). The Plan contains eight
sub-plans that each address a required element, as well as a ninth sub-plan that
focuses on accomplishing several improvements that extend beyond the elements
required by section 328. The sub-plans support the Plan’s two overall goals: (1) DOD
will reduce total on-order excess inventory from 8.5 percent of total obligated on-
order dollars in fiscal year 2009 to 4 percent by the end of fiscal year 2016 and (2)
DOD will reduce the on-hand excess inventory from 11.3 percent of the total value of
inventory in fiscal year 2009 to 10 percent by the end of fiscal year 2012." Enclosure I
provides an overview of the Plan and detailed assessments of the nine sub-plans.

‘GAO-04-408T, GAO-10-526, and GAO-10-585.
“Inventory that is not in DOD’s possession but for which a contract has been awarded or funds have

been obligated is considered to be on-order. Inventory that is in DOD’s possession is considered to be
on-hand.
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Table 1: Extent to Which the Plan Addressed the Eight Required Elements

Eight required elements Our assessment
(1) A plan for a comprehensive review of demand-forecasting procedures to identify and Addressed

correct any systematic weaknesses in such procedures, including the development of
metrics to identify bias toward over-forecasting and adjust forecasting methods
accordingly.

(2) A plan to accelerate DOD’s efforts to achieve total asset visibility, including efforts to Addressed
link wholesale and retail inventory levels through multi-echelon modeling.

(3) A plan to reduce the average level of on-order secondary inventory that is excess to Addressed
requirements, including a requirement for the systemic review of such inventory for
possible contract termination.

(4) A plan for the review and validation of methods used by the military departments Addressed
and DLA to establish economic retention requirements.

(5) A plan for an independent review of methods used by the military departments and Addressed
the DLA to establish contingency retention requirements.

(6) A plan to identify items stored in secondary inventory that require substantial Addressed
amounts of storage space and shift such items, where practicable, to direct vendor

delivery.

(7) A plan for a comprehensive assessment of inventory items that have no recurring Addressed

demands, including the development of (a) metrics to track years of no demand for
items in stock; and (b) procedures for ensuring the systemic review of such items for
potential reutilization or disposal.

(8) A plan to more aggressively pursue disposal reviews and actions on stocks Addressed
identified for potential reutilization or disposal.

Source: GAO analysis of the Plan.

The Plan addressed the eight required elements, but DOD faces a number of
implementation challenges, including:

e Aggressive timelines and benchmarks. Service and DLA officials stated
that the Plan is executable, but expressed concern that some of its timelines
and benchmarks are aggressive. In order to achieve the overall goals, OSD, the
services, and DLA will need to complete 30 actions identified in the nine sub-
plans. Some of these actions are interrelated and sequential, and delays in one
area could affect the ability to meet subsequent milestones.

e Identification of resources. Implementing the Plan’s actions will require
considerable personnel resources through fiscal year 2016, according to
service and DLA officials. DOD established three working groups to assist in
implementing the Plan, but it did not include an estimate of the extent to
which additional resources, if any, would be required.

e Implementation of enterprise resource planning (ERP) systems. The
services are either in the process of developing or implementing a number of
automated business systems for managing inventory, commonly referred to as
ERPs. DOD officials stated that while implementing the Plan does not depend
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on implementing ERPs, these systems facilitate improvements to areas such as
demand forecasting and multi-echelon modeling." For example, according to
the Plan, multi-echelon modeling programs are often add-on applications to
ERPs that can further complicate their implementation. Delays in the
implementation of ERPs and shortfalls in their expected performance could
affect the services’ ability to meet timelines in the Plan. In addition, our prior
work has shown that ERPs have experienced delays in implementation, cost
overruns, data quality issues, and an inability to perform as expected.” For
example, we reported in 2010 that full deployment of the Army’s ERP for
inventory management, the Logistics Modernization Program, has been
delayed by 6 years to fiscal year 2011 and has experienced data quality issues
which could impede its functionality. *

e Standardization of definitions, processes, procedures, and metrics. In a
number of areas, the Plan requires the services and DLA to standardize
definitions, processes, procedures, and metrics. The Plan provides a process
to develop this standardization, but reaching agreement among the services
and DLA will be challenging, according to OSD, service, and DLA officials. For
example, an action in the Plan requires the services and DLA to agree to a
standard set of reasons for holding contingency retention stock. Currently,
each of the services has various, often different rationales for retaining items
for contingency. Additionally, OSD, the services, and DLA will need to develop
common metrics to assess inventory management. For example, while the
services and DLA currently differ in their approach to measuring demand
forecast accuracy, the Plan requires the development of a standard accuracy
metric and associated targets.

e Coordination and collaboration among multiple stakeholders. Many of
the actions in the Plan require coordination and collaboration among OSD, the
services, DLA, and commercial suppliers. For example, improving demand
forecasting accuracy, a leading cause of inventory excesses and shortages, will
require collaboration among the services, DLA, and commercial vendors to
better identify requirements, reduce lead times for parts, and estimate future
demand.

“Multi-echelon modeling is the automated computation of the optimal number and type of parts
needed at the wholesale and retail levels to achieve readiness and cost goals.

“See GAO, Defense Logistics: Additional Oversight and Reporting for the Army Logistics
Modernization Program Are Needed, GAO-11-139 (Washington, D.C.: Nov. 18, 2010); DOD Business
Transformation: Improved Management Oversight of Business System Modernization Efforts
Needed, GAO-11-63 (Washington, D.C.: Oct. 7, 2010); Defense Logistics: Actions Needed to Improve
Implementation of the Army Logistics Modernization Program, GAO-10-461 (Washington, D.C.: Apr.
30, 2010); and DOD Business Transformation: Lack of an Integrated Strategy Puts the Army’s Asset
Visibility System Investment at Risk, GAO-07-860 (Washington, D.C.: July 27, 2007). Also see
Insufficient Governance over Logistics Modernization Program System Development, Inspector
General, United States Department of Defense, Audit Report No. D-2011-015, Nov. 2, 2010.

“GAO-11-139 and GAO-11-53.
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DOD’s Plan Generally Addressed Six Key Characteristics of a
Comprehensive, Results-Oriented Management Framework

Our analysis showed that DOD’s Plan addressed three characteristics and partially
addressed the three remaining characteristics of a comprehensive, results-oriented
management framework to guide implementation. The Plan addressed the
characteristics of mission statement; goals, objectives, activities, milestones, and
performance measures; and organizational roles, responsibilities, and coordination.
For example, the Plan identifies a performance management structure that is
intended to provide oversight and ensure actions are progressing as planned while
monitoring for adverse effects on operational readiness. The Plan partially addressed
the characteristics of problem definition, scope, and methodology; resources and
investments; and key external factors that could affect goals. In particular, the Plan
did not present the methodology used to develop the Plan; fully identify resources
and investments needed to carry out the actions in the Plan; assign responsibility for
monitoring external factors; or discuss how external factors, such as challenges in
implementing the ERPs, could affect the ability to achieve the desired goals. Table 2
below identifies the six characteristics and our assessment of the degree to which the
Plan addressed each of the characteristics. Enclosure I includes a detailed
assessment of the extent to which the Plan addressed these six key characteristics.

Table 2: Extent to Which the Plan Addressed Six Key Characteristics

Six key characteristics Our assessment
(1) Mission statement—A comprehensive statement that summarizes the main Addressed

purposes of the plan.

(2) Problem definition, scope, and methodology—Presents the issues to be Partially addressed
addressed by the plan, the scope of its coverage, the process by which it was
developed, and key considerations and assumptions used in the development of
the plan.

(3) Goals, objectives, activities, milestones, and performance measures—The Addressed
identification of goals and objectives to be achieved by the plan, activities or
actions to achieve those results, as well as milestones and performance measures.

(4) Resources and investments—The identification of costs to execute the plan and Partially addressed
the sources and types of resources and investments, including skills and
technology and the human, capital, information, and other resources required to
meet the goals and objectives.

(5) Organizational roles, responsibilities, and coordination—The development of Addressed
roles and responsibilities in managing and overseeing the implementation of the
plan and the establishment of mechanisms for multiple stakeholders to coordinate
their efforts throughout implementation and make necessary adjustments to the
plan based on performance.

(6) Key external factors that could affect the achievement of goals—The Partially addressed
identification of key factors external to the organization and beyond its control that
could significantly affect the achievement of the long-term goals contained in the
plan. These external factors can include economic, demographic, social,
technological, or environmental factors, as well as conditions that would affect the
ability of the agency to achieve the results desired.

Source: GAO analysis of the Plan.
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Agency Comments and Our Evaluation

We provided a draft of this product to DOD for review and comment. In providing
oral comments, the Deputy Assistant Secretary of Defense for Supply Chain
Integration agreed with our assessment of the Plan and recognized that the Plan’s
implementation will have challenges. In addition, the Deputy Assistant Secretary
stated that DOD is fully engaged in executing the plan to improve inventory
management practices. DOD also provided technical comments which we
incorporated as appropriate.

We are sending copies of this report to the congressional defense committees. We are
also sending copies to the Secretary of Defense; the Deputy Secretary of Defense; the
Under Secretary of Defense (Comptroller); the Under Secretary of Defense
(Acquisition, Technology and Logistics); the Secretaries of the Army, Navy, and Air
Force; and the Commandant of the Marine Corps. This report will also be available at
no charge on our Web site at http:/www.gao.gov.

Should you or your staffs have any questions concerning this report, please contact
me at (202) 512-8246 or edwardsj@gao.gov. Contact points for our Offices of
Congressional Relations and Public Affairs may be found on the last page of this
report. Key contributors to this report were Suzanne Wren, Assistant Director; John
Bumgarner; Grace Coleman, Terry Richardson, Adam Smith, and Michael Willems.

%-L&‘c&.w&-«g%

Jack E. Edwards
Director, Defense Capabilities and Management

Enclosures-2
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The Honorable Thad Cochran
Vice Chairman

Committee on Appropriations
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Chairman
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Committee on Armed Services
United States Senate

The Honorable Harold Rogers
Chairman

The Honorable Norman D. Dicks
Ranking Member

Committee on Appropriations
House of Representatives

The Honorable Howard McKeon
Chairman

The Honorable Adam Smith
Ranking Member

Committee on Armed Services
House of Representatives
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Enclosure I: Detailed Assessments of Required Elements and
Characteristics of a Comprehensive, Results-Oriented Framework
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Plan Requirement

Section 328 of the National Defense
Authorization Act (NDAA) for
Fiscal Year 2010 required the
Secretary of Defense to submit to
the congressional defense
committees a comprehensive plan
for improving the inventory
management systems of the
military departments and Defense
Logistics Agency (DLA) with the
objective of reducing the
acquisition and storage of
secondary inventory that is excess
to requirements. The plan was to
include: (1) a plan for a
comprehensive review of demand-
forecasting procedures; (2) a plan
to accelerate the efforts of DOD to
achieve total asset visibility,
including efforts to link levels of
inventory through multi-echelon
modeling; (3) a plan to reduce the
average level of on-order secondary
inventory that is excess to
requirements; (4) a plan for the
review and validation of methods
used to establish economic
retention requirements; (5) a plan
for an independent review of
methods used to establish
contingency retention
requirements; (6) a plan to identify
items stored in secondary inventory
that require substantial amounts of
storage space and shift such items,
where practicable, to direct vendor
delivery; (7) a plan for a
comprehensive assessment of
inventory items on hand that have
no recurring demand, including the
development of metrics to track
years of no demand for items in
stock and procedures for ensuring
the systemic review of such items;
and (8) a plan to more aggressively
pursue disposal reviews and
actions on stocks identified for
potential reutilization or disposal.

Congressional Defense Committees January 7, 2011

Overview of Department of Defense’s (DOD’s)
Comprehensive Inventory Management Plan

Two Overall Goals of the Plan

The Plan seeks to reduce the acquisition and storage of secondary
inventory that is excess to requirements through achieving two overall
goals: (1) reduce total on-order excess inventory from 8.5 percent of
obligated on-order dollars in fiscal year 2009 to 4 percent by the end of
fiscal year 2016, and (2) reduce the on-hand excess inventory from 11.3
percent of the total value of inventory in fiscal year 2009 to 10 percent by
the end of fiscal year 2012.

Structure of the Plan

To achieve these goals, DOD developed nine sub-plans. Each sub-plan
provides background on the respective issue, general descriptions of
current and planned initiatives and efforts by the services and DLA, an
objective and supporting actions with milestones for DOD-wide
improvement, and existing and to-be-developed performance measures to
track results. Eight of the sub-plans directly address the eight required
elements of the NDAA. A ninth sub-plan, which was not required by
section 328 of the NDAA, focuses on accomplishing several cross-
functional improvements, such as the development of DOD-wide
efficiency metrics.

Performance Management Structure of the Plan

The Plan outlines the roles and responsibilities of key stakeholders,
including those of the Assistant Secretary of Defense (Logistics and
Materiel Readiness), the Deputy Assistant Secretary of Defense (Supply
Chain Integration), the Supply Chain Executive Steering Committee, the
services, and DLA. The Plan establishes three working groups—inventory
and stock retention, forecasting and demand planning, and supply chain
metrics—responsible for the execution of the actions in the Plan. These
working groups are to meet and report monthly to the Deputy Assistant
Secretary of Defense (Supply Chain Integration) and every two months to
the Supply Chain Executive Steering Committee. This performance
management structure is intended to ensure actions are progressing as
planned while monitoring for adverse effects on operational readiness.

Process Used to Develop the Plan

The Plan does not discuss the methodology that guided its development,
but officials from Office of the Deputy Assistant Secretary of Defense
(Supply Chain Integration), the services, and DLA characterized the
process as collaborative and transformational in nature. The development
of the Plan began in March 2010, and included high-level stakeholders
from the Office of the Secretary of Defense (OSD), the services, and DLA
setting the vision for the Plan. Additionally, working groups met over
several months to design and develop the Plan. Officials we met with
from the services and DLA supported the goals, objectives, and actions
laid out in the Plan.
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Enclosure I: Detailed Assessments of Required Elements and
Characteristics of a Comprehensive, Results-Oriented Framework
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Plan Requirement

Section 328 of the NDAA for Fiscal
Year 2010 required a
comprehensive plan for improving
the inventory management systems
of the military departments and
DLA to include a plan for a
comprehensive review of demand-
forecasting procedures to identify
and correct any systematic
weaknesses in such procedures,
including the development of
metrics to identify bias toward
over-forecasting and adjust
forecasting methods accordingly.

Our Assessment:
Addressed

Based on our assessment, we found
that the sub-plan on demand
forecasting addressed the
requirements of section 328 of the
NDAA for Fiscal Year 2010.

Demand forecasting: Predicting
future customer demands so
inventory managers can develop
inventory requirements to satisfy
demands when they occur.
Inaccurate forecasts lead to either
excess inventory or shortfalls.

Congressional Defense Committees January 7, 2011

Required Element 1: A Plan for a
Comprehensive Review of Demand-
Forecasting Procedures

Detailed Assessment of This Sub-Plan

We found that the sub-plan on demand forecasting met the requirements
of section 328 because it includes a planned review of demand forecasting
across DOD and identifies steps and targets for establishing metrics to
measure demand accuracy. The objective of the sub-plan is to improve the
prediction of future demand so that inventory requirements more
accurately reflect actual needs. To achieve this objective, DOD identified
five actions: (1) identify improved methods and techniques for demand
forecasting that consider an item’s life cycle (i.e., new item introduction,
sustainment, and end-of-life), (2) implement standard metrics to assess
forecasting accuracy and bias, (3) expand and refine a DOD-wide
structure for collaborative forecasting, (4) implement approaches for
improving the setting of inventory levels for low-demand items, and (5)
examine how investment risk for new consumable items initially entering
the inventory can be reduced among the services, DLA, and suppliers. As
part of the sub-plan, DOD plans to develop and implement a consistent set
of metrics to assess forecasting accuracy and bias that considers the
items’ life cycles. DOD plans to develop these metrics by the fourth
quarter of fiscal year 2012 and track these metrics thereafter.

DOD faces a number of challenges in implementing the actions outlined in
the sub-plan to achieve improved demand forecasting accuracy because
demand patterns for many items are highly variable and intermittent. In
addition, the ability to forecast demand for weapon systems varies based
on where a weapon system is in its lifecycle. Together, these factors make
it difficult to forecast demand accurately. For example, in a current effort
to improve demand forecasting, the Air Force was able to improve its
demand forecast accuracy from 29 percent in 2008 to 40 percent in 2009.
The Air Force established a stretch goal of 70 percent demand forecast
accuracy for 2011, but officials told us that this will be difficult to achieve.

Related GAO Findings: Inaccurate Demand Forecasting Is the

Leading Reason for the Accumulation of Excess Inventory

Our recent work identified demand forecasting as the leading reason why
the services and DLA accumulate excess inventory.' A number of other
factors also contribute to inaccurate forecasts, including variations in
demand; incomplete, inaccurate, and untimely data; and a lack of timely
communication among the services, DLA, and suppliers. The services are
also implementing enterprise resource planning (ERP) systems that are
intended to, among other things, improve demand forecasting. However,
these systems have experienced delays, cost overruns, and have not
performed as expected.” Additionally, our prior work found that
inaccurate forecasts by the Army and DLA contributed to shortages of
parts that caused work stoppages at Army depots in 2006 and 2007.° DLA
stated that a major difficulty it faces as a supplier is forecasting the
amount of repair parts needed when the depots’ types and numbers of
repairs continue to change.

'GAO-10-469, GAO-09-199, GAO-09-103, and GAO-07-232.
‘GAO-11-139 and GAO-11-53.
’GAO-08-714.
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Enclosure I: Detailed Assessments of Required Elements and
Characteristics of a Comprehensive, Results-Oriented Framework
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Plan Requirement

Section 328 of the NDAA for Fiscal
Year 2010 required a
comprehensive plan for improving
the inventory management systems
of the military departments and
DLA to include a plan to accelerate
the efforts of the DOD to achieve
total asset visibility, including
efforts to link wholesale and retail
inventory levels through multi-
echelon modeling.

Our Assessment:
Addressed

Based on our assessment, we found
that the sub-plan on total asset
visibility addressed the
requirements of section 328 of the
NDAA for Fiscal Year 2010.

Total asset visibility: The capability
to provide all users with (1) timely
and accurate information about the
location, movement, status, and
identity of supplies and (2) the
capability to act on this
information.

Multi-echelon modeling:
Mathematical models capable of
computing the optimal number and
type of parts needed at the
wholesale and retail levels to
achieve readiness and cost goals.

Congressional Defense Committees

Required Element 2: A Plan to Accelerate
Total Asset Visibility

Detailed Assessment of This Sub-Plan

We found that the sub-plan met the requirements of section 328 because it
has steps and targets for achieving total asset visibility, including the
increased use of multi-echelon modeling. The objective of the sub-plan is
to minimize the size of purchases by considering all accessible
inventories. To achieve this objective, DOD identified three actions: (1)
expand total asset visibility capabilities to improve access to targeted
inventories,’ (2) accelerate existing and emerging multi-echelon
improvement efforts, and (3) expand automated capabilities to fill
customer demands and offset inventory purchases across DOD. The sub-
plan seeks to develop two metrics: percentage of inventory that is visible
and automatically accessible and the dollar value of backorders filled and
procurements offset by assets designated for disposal. DOD will use these
two metrics and an existing metric—the percentage of inventory covered
by multi-echelon models—to track performance. The sub-plan establishes
two performance targets over the next 5 years: (1) access 90 percent of
targeted inventory, and (2) use multi-echelon modeling for setting
inventory levels on 90 percent of targeted inventories, up from 34 percent
in fiscal year 2009.

January 7, 2011

DOD faces challenges in implementing the actions in the sub-plan. The
primary challenges include developing business rules and financial
processes that allow for the visibility and redistribution of assets among
the services and DLA in order to avoid or minimize future purchases. Our
prior work shows that DOD does not have total asset visibility, which
includes visibility over assets in transit to and from a theater of
operations.’ Also, some of the data required for the successful operation
of multi-echelon modeling programs, such as configuration data that
identifies the relationships among items, are not available and need to be
developed for multi-echelon modeling systems to fully function.

Related GAO Findings: ERPs Have Implementation Issues

One component to achieving total asset visibility is the DOD-wide
implementation of multi-echelon modeling, which is needed to set
inventory requirement levels at the retail and wholesale levels. Multi-
echelon modeling programs are often add-on applications that complicate
implementation of the ERPs for managing inventory. However, ERPs have
experienced delays and cost overruns, and have not performed as
expected.’ For example, we reported that as of November 2010, the
implementation of one the Army’s ERPs—Logistics Modernization
Program—may not fully achieve the intended functionality due to long-
standing data inaccuracies and software and system shortcomings.” As a
result, DOD may face challenges in achieving the sub-plan’s goals of
increasing asset visibility and using multi-echelon modeling for setting
inventory levels on 90 percent of targeted inventories within 5 years.

‘Ttems in the targeted inventories will be available for redistribution to meet
critical needs. Targeted inventories will not include those already identified to
meet critical needs (i.e., inventories aboard ship or positioned in theaters of
operation). Specific targeted inventories have not been selected.
*GAO-10-842T, GAO-09-150, GAO-06-366R, GAO-05-345, and GAO-05-15.
*GAO-11-139 and GAO-11-53.

'GAO-11-139.
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Enclosure I: Detailed Assessments of Required Elements and
Characteristics of a Comprehensive, Results-Oriented Framework

EGAO

Accountablllty * Integrity * Reliability

Plan Requirement

Section 328 of the NDAA for Fiscal
Year 2010 required a
comprehensive plan for improving
the inventory management systems
of the military departments and
DLA to include a plan to reduce the
average level of on-order secondary
inventory that is excess to
requirements, including a
requirement for the systemic
review of such inventory for
possible contract termination.

Our Assessment:
Addressed

Based on our assessment, we found
that the sub-plan on reducing on-
order excess inventory addressed
the requirements of section 328 of
the NDAA for Fiscal Year 2010.

On-order excess inventory: Items
for which a contract has been
awarded or funds have been
obligated, but that are not needed
to meet requirements.

Approved acquisition objective:
Consists of inventory necessary to
meet the requirements objective
and materiel needed to meet 2
years of estimated future demand.

Congressional Defense Committees

Required Element 3: A Plan for Reducing On-
Order Excess Inventory

Detailed Assessment of This Sub-Plan

We found that the sub-plan met the requirements of section 328 because it
includes steps and targets for reducing on-order excess inventory and
ensuring appropriate review of contracts for possible termination. As of
September 2009, DOD had $1.2 billion of on-order excess. The objective of
the sub-plan is to reduce or terminate purchases that result in inventory
excesses due to a decrease in requirements. To achieve this objective, the
sub-plan identified two actions: (1) establish an economically optimal
point to terminate an order considering the different stages of a weapon
system’s life cycle (i.e., introduction, sustainment, and end-of-life) and (2)
strengthen the approval and reporting procedures for on-order excess.
DOD will track the percentage of on-order dollars that are above the
approved acquisition objective, with the goal of reducing on-order excess
from 8.5 percent of total on-order inventory in fiscal year 2009 to 6
percent by fiscal year 2014 and to 4 percent by fiscal year 2016.

January 7, 2011

DOD faces a number of challenges in implementing the actions outlined in
the sub-plan to reduce on-order excess and ensure review of contracts for
possible termination. DOD’s Plan notes that several factors can cause on-
order excess, such as inaccurate demand forecasts, vendor minimum
order quantities, and the need to purchase a lifetime supply of an item
that will no longer be produced. Additionally, service and DLA officials
must carefully consider altering or terminating a contract because of
associated costs and the possibility that requirements will change in the
future, resulting in the need to reorder the item. While the services and
DLA can limit the accumulation of excess inventory during the
procurement request stage, altering or terminating established contracts
is sometimes not economical (i.e., when the cost of holding an item in
inventory is less than the cost of terminating the order). Given these
challenges, the establishment of an economically optimal point to
terminate a purchase request or order will be difficult and require the
services and DLA to change business rules.

Related GAO Findings: Difficulties in Canceling Contracts

Lead to Excess Inventory

Our prior work identified on-order excess inventory as an area of
potential financial savings for Navy, Air Force, and DLA." Specifically, we
found that existing business rules hampered efforts to cancel on-order
excess inventory. For example, the Navy’s management practices for on-
order items limited its ability to modify purchase decisions when demand
changes. We also found that Air Force policies did not provide incentives
to reduce the amount of inventory on-order that was not needed to
support requirements. Further, DLA did not identify and review potential
over-procurements because they did not meet or exceed DLA-established
minimum thresholds, which limited the number of items being reviewed
for on-order excess. DLA also had business rules that exempted certain
programs from reviews. Those rules contributed to one item accruing
more than 20 years of supply based on the current demand. Finally, DLA’s
lengthy review processes made it difficult to execute a timely
cancellation.

*GAO-10-469, GAO-09-103, and GAO-07-232.
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Enclosure I: Detailed Assessments of Required Elements and
Characteristics of a Comprehensive, Results-Oriented Framework

EGAO

Accountablllty * Integrity * Reliability

Plan Requirement

Section 328 of the NDAA for Fiscal
Year 2010 required a
comprehensive plan for improving
the inventory management systems
of the military departments and
DLA to include a plan for the
review and validation of methods
used by the military departments
and DLA to establish economic
retention requirements.

Our Assessment:
Addressed

Based on our assessment, we found
that the sub-plan on economic
retention addressed the
requirements of section 328 of the
NDAA for Fiscal Year 2010.

Economic retention stock: Items
that have been determined to be
more economical to keep than to
dispose of because the items are
likely to be needed in the future.

Congressional Defense Committees January 7, 2011

Required Element 4: A Plan to Review
Economic Retention Stock

Detailed Assessment of This Sub-Plan

We found that the sub-plan met the requirements of section 328 because it
includes a review of economic retention stock, including steps to ensure
the validation of the services’ and DLA’s methods for establishing
economic retention stock. For September 2009, the Plan reported that
DOD held $8 billion dollars (8.8 percent) of its secondary inventory as
economic retention stock. The objective of the sub-plan is to ensure
economic retention decisions are based on current cost factors and
economic principles. To achieve this objective, the sub-plan identified
three actions: (1) review and validate current economic retention
methods, (2) review and evaluate enhancements to these methods, and
(3) ensure annual reviews of service and DLA economic retention
procedures. DOD will validate economic retention methods in accordance
with DOD policy. The target is to conduct annual reviews of 100 percent
of items held as economic retention stock to ensure that retention
decisions are based on approved economic methods. Economic retention
methods will be revalidated on a 3-year cycle. Additionally, DOD plans to
develop a metric that will quantify the expected savings from holding
economic retention stock.

DOD faces a number of challenges in implementing the actions outlined in
the sub-plan. Economic retention methods depend not only on economic
analysis, but also the probability of an item’s future use, which varies
based on operational tempo and the stage of a weapon system’s life cycle
(i.e., introduction, sustainment, and end-of-life). While DOD incurs a cost
for storing retained items, DOD reports that storage cost is generally less
than the cost of re-ordering an item. In addition, while economic analysis
can help minimize the risk of unnecessarily retaining an item, some items
are used so rarely or intermittently that it can be difficult to use economic
retention methods in determining whether to keep or dispose of items.
Lastly, the sub-plan emphasizes that economic retention stock is
comprised of items that were originally purchased as operating stocks but
are no longer needed due to downturns in demand, changes in programs,
or other reasons. Improved demand forecasting would generally reduce
such purchases, according to DOD officials.

Related GAO Findings: Economic Retention Decisions Lack
Sound Analytical Support and Proper Review

We found in 2001” and again in 2006" that the services and DLA did not
have sound analytical support for determining which items should be kept
as economic retention stock, and that they were not conducting required
annual reviews of the methodologies used to determine which items in
the inventory to retain for economic reasons. Similarly, in 2008 we found
that the Navy could not document that it had conducted required annual
reviews of its economic retention method." In 2009, the Navy instituted a
requirement for the annual documentation of its retention methodology,
but we have not verified that this documentation has occurred.

‘GAO-01-475.
“GAO-06-512.
"GAO-09-103.
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Enclosure I: Detailed Assessments of Required Elements and
Characteristics of a Comprehensive, Results-Oriented Framework

EGAO

Accountablllty * Integrity * Reliability

Plan Requirement

Section 328 of the NDAA for Fiscal
Year 2010 required a
comprehensive plan for improving
the inventory management systems
of the military departments and
DLA to include a plan for an
independent review of methods
used by the military departments
and the DLA to establish
contingency retention
requirements.

Our Assessment:
Addressed

Based on our assessment