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ABSTRACT 

A study is presented of the current Department of Navy's (DoN) method of 

supplying consumable type material through its retail outlet (SERVMART) in 

Alameda, CA. to the fleet and supporting shore facilities (e.g. USS Abraham Lincoln 

CVN-72 and Naval Air Station Alameda, CA.). It focuses on the initial purchase 

price, General Service Administration (GSA) surcharge, and labor and non-labor costs 

of the SERVMART operation at FISC Oakland. The research compares the total 

costs of buying and managing the 212 highest selling items (top 20%) inventoried at 

the SERVMART to similar items sold by commercial vendors in the Oakland area. 

The research results show that these items are less expensive to the customer when 

purchased at SERVMART. However, direct purchases of paper products and 

cleaning supplies from the GSA depot in Stockton were found to be cheaper than 

buying from the SERVMART. In addition, a customer survey indicated that the 

SERVMART customers are not satisfied with the selection, quality, availability, and 

customer service levels present at SERVMART Alameda. 

As a consequence, the recommendation is made to eliminate the SERVMART 

Alameda operation and allow the SERVMART customers to use a combination of 

GSA Stockton for paper products and cleaning supplies and local vendors for rest of 

their non-military consumable item needs. 
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I.  INTRODUCTION 

A.  BACKGROUND 

The Department of Defense (DoD) is evolving into a more streamlined organization 

due to an ever changing political environment with tighter fiscal constraints. Effectively 

using taxpayers' financial resources is one of the primary objectives in maintaining the 

desired level of readiness in the current budgetary environment. Because Congress and the 

American people want to spend less on defense, it is imperative that DoD make sound 

decisions in reducing its current operations. 

As the Federal budget decreases, government agencies and departments will be vying 

for fewer dollars to carry out their mission. Activities that do not show economical and 

shrewd use of public funds face further cut backs, possible consolidation with other branches 

within the government, or possible elimination altogether. During the Clinton 

administration, the U. S. Government has been criticized for inefficiencies. In fact, Vice 

President Gore is heading an initiative to "reinvent government;" in particular, government 

purchasing. Many believe that government waste is running rampant and more savings can 

be made through elimination or realignment of government agencies. Improvements of this 

type are generally believed to be a critical necessity to reduce the Federal budget deficit. 

Downsizing of the military is expected to continue with the current administration 

and will more than likely continue into the 21 century. This crusade has already greatly 

affected the operating philosophies of many governmental and military agencies. In this 

present environment of downsizing it is imperative for an organization to arrange itself in 
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the most efficient structure possible if it is to survive. To help ensure fiscal targets for 

readiness are met, DoD must find innovative ways to provide a quality product at an 

acceptable level of customer service and at a minimum cost. This may include addressing 

other governmental agencies' inefficiencies which effects DoD operations. Specifically, if 

DoD is dependent on General Service Administration (GSA) for providing material of a 

consumable nature, GSA's inefficiencies will directly affect the inventory levels of DoD 

(e.g., long lead time contributes to increased inventory levels). 

B. FOCUS OF RESEARCH 

The purpose of this study is to examine the current Department of the Navy (DoN) 

method of supplying consumable material to the fleet and supporting shore activities via a 

Retail Self Service Store (SERVMART). This thesis focuses on the initial purchase price 

the government pays to the commercial supplier, General Service Administration (GSA) 

surcharge, and all direct and indirect costs of the SERVMART operation at Fleet Industrial 

Supply Center (FISC) located in Oakland, California. This study compares the total cost of 

each item inventoried at SERVMART to a similar item sold by commercial vendors in the 

Oakland area. This difference is multiplied by past demand to determine the cost of 

providing the services of a SERVMART operation. Additionally, results from a 

SERVMART consumer survey are used to determine if customer requirements are being 

met and ways to improve the current SERVMART system. 

C. RESEARCH QUESTIONS 

Based on the objectives cited above, the following primary research question 

is addressed in this study: Can the Navy financially benefit by eliminating the SERVMART 



operations and still maintain the same or better customer service levels through the use of 

local commercial vendors? 

In support of the primary research question, the following subsidiary questions are 

addressed: 

What is the mission of a SERVMART operation and what is the Navy Supply 
Systems' definition of consumables? 

Does SERVMART contribute to fleet readiness? 

Can the Department of Defense meet their customers' demands without a 
SERV-MART? 

What consumables the SERVMART Alameda operation at FISC Oakland 
supply? 

What are the costs associated with the SERVMART Alameda operation at 
FISC Oakland? 

If the material is received from another government agency (e.g., GSA) what 
are the costs to supply the material to SERVMART Alameda? 

Are the customers of FISC Oakland receiving the best available quality at the 
lowest price through this SERVMART operation? 

What savings can be realized if FISC Oakland and other CONUS 
SERVMART operations were eliminated? 

What benefits are lost if SERVMART Alameda is eliminated? 

D.       RESEARCH METHODOLOGY 

The information presented in this study was obtained through primary and secondary 

research. Primary research consisted of personal and telephone interviews of key personnel 

with GSA, NAVSUP, FISC Oakland, selected ships and shore activities who patronize 



SERVMART Alameda, and other ships homeported outside of the bay area. 

The secondary research methodology employed was a review of relevant literature. 

Literature was obtained from NAVSUP, GSA, FISC Oakland, and the Naval Postgraduate 

School library. Additional data were obtained from current and past DoD and Federal 

instructions, directives, regulations, and previous theses and current publications relevant to 

government downsizing. 

E.        SCOPE OF THE STUDY 

This thesis will focus on the cost effectiveness of the SERVMART operation at NAS 

Alameda. A review of that SERVMART's mission, contribution to fleet readiness, 

operations, labor and non-labor costs, and customer service levels was conducted. 

Additionally, a customer survey was used to determine if SERVMART Alameda was 

meeting their customer's expectations. 

G.       ORGANIZATION OF THE STUDY 

This thesis is organized to give the reader a comprehensive overview of the 

the SERVMART operation and why NAVSUP has encouraged its use. Chapter II identifies 

SERVMART Alameda's mission, regulations, and stocking policy. Chapter HI examines 

SERVMART Alameda's inventory and identifies that material mainly supplied by GSA and 

that provided by all other suppliers. The cost of the items from GSA including the initial 

purchase price, GSA surcharge, and all labor and non-labor costs of FISC Oakland are then 

computed and multiplied by past demands to estimate the total cost the government pays for 

GSA material sold through SERVMART Alameda.. Chapter IV evaluates the effects on 

customer and fleet readiness of its SERVMART operations by reporting the results of a 



survey which was distributed to SERVMART Alameda customers. Chapter V provides a 

summary, conclusions, and recommendations on how the Navy can better meet the needs 

of its customers with regards to consumables of the type provided by the SERVMART. 





II. SERVMART: THE NAVY'S DISCOUNT WAREHOUSE 

A. INTRODUCTION 

This chapter focuses on the SERVMART operation, specifically SERVMART 

Alameda. In doing so, several terms and secondary questions identified in Chapter I are 

addressed to assist the reader: (1) to understand why the Naval Supply Systems Command 

(NAVSUP) has encouraged the use of SERVMARTs, and (2) to identify various rules and 

regulations which effect SERVMART operations. 

B. SERVMARTS MISSION 

The Naval Supply Systems Command (NAVSUP) has been providing supply outlets 

(SERVMARTS) where its customers can serve themselves to needed supplies with minimal 

delay. This form of retail operation was originated by the old Naval Supply Centers (NSC) 

and continued by the new Fleet and Industrial Supply Centers (FISC) as a way to reduce the 

requisitioning workload and still satisfy customer demand. SERVMARTS were seen as an 

efficient, economical, and expeditious means of providing supply support to FISC customers 

for high demand, low cost consumable items. The discount warehouse method typical of 

a SERVMART operation has resulted in an appreciable reduction in processing costs since 

each customer could procure multiple units of several different line items with a single 

requisition document. If the demands were submitted to a wholesale stock point, such as 

a DLA depot, requisition documents for each line item would be necessary. 

With simplified accounting procedures allowing customers to purchase up to an 

preapproved monetary limit (money value) vise an individual requisition per line item, it is 



SERVMART Alameda's intention to meet the following objectives  set forth     in 

NAVSUPINST 4400.59C [Ref. 1]: 

(1) To expedite and improve service to customers, 

(2) To decrease the costs of furnishing material to the customer, 

(3) To decrease the number of "bearer" requisitions in process by the 

distribution/warehouse, 

(4) To decrease the number of high priority requisitions in the system, 

(5) To reduce the number of transactions covering material returned, and 

(6) To reduce the inventory in the possession of the consumer by affording more 

expeditious service. 

C.        SERVMARTS STOCKING POLICY/CRITERIA 

To provide guidelines as to what SERVMART Alameda can carry in stock, FTSC 

Oakland prescribed in instruction FTSCOINST 4404.3C [Ref. 2] that items carried must meet 

the following criteria: 

(1) The items must be fast-moving items with recurring demand, 

(2) The items must have a unit price of less than $700.00, 

(3) The items must have a minimum demand of two units per month sustained over 

a 12-month period, and 

(4) The items must not be repairable, critical, or classified. 

In addition, although the stock levels of individual items may vary, the average on hand 

inventory over all items must be less than a 30 days supply. 
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D.       MATERIAL CLASSIFICATION 

SERVMART Alameda is similar to all other SERVMART operations in that the 

materials sold are identified as "consumable". NAVSUP's definition of consumable material 

is any material which, after issue from stock to the final user, is consumed in use, or which, 

while having continuing life, becomes incorporated in other property, thus losing its identity 

when it is dropped from property accountability [Ref. 3]. Generally, consumable items are 

not repaired when unfit for further service. The consumable category includes office 

supplies, culinary supplies, clothing, and military specific items (e.g., various size canvas 

covered memorandum books, award binders, heavy duty combinations locks used to secure 

small arms and repair parts...). Consumable items are sometimes referred to as "expense" 

items. 

In contrast, the other significant classification of material procured and stocked by 

NAVSUP are "repairables". A repairable is an item of supply that can be made to function 

through a repair process after it breaks. It is also referred to as an "investment" item. 

Repairable items include major components of equipment such as aircraft engines, ship 

propeller shafts, and electronic circuit boards. SERVMARTs are not allow to stocked 

repairables. 

SERVMARTs are established in close proximity to the principal customers of a 

parent FISC. At one time, this was true for the Navy Supply Center Oakland but due to 

recently Base Realignment and Closure (BRAC) closures. FISC Oakland is being eliminated 

and their inventories moved elsewhere. Today, the only inventory managed by FISC 



Oakland is the material located at SERVMART Alameda, which continues to support those 

activities still operating in the Oakland and San Francisco area. 

E.        REGULATIONS AFFECTING SERVMART OPERATIONS 

1. Background 

NAVSUP Publication 553 [Ref. 3], gives an overview of the Navy's Supply System 

and describes the development of the current system. It states that prior to the 1960's each 

of the services individually managed all of its own material. This led to a great deal of 

duplicate inventory management activity. In the 1960's DoD began to consolidate certain 

inventory management functions. The first step taken was to remove from the services the 

responsibility for wholesale supply management of those consumable items that were then 

being managed by the General Services Administration (GSA). The military services now 

"buys" these items from the GSA and depend on the GSA to properly manage the inventories 

of these items. A variety of office products and office furniture, for example, were among 

the items that the GSA began to manage. 

2. Consumable Management 

The next step in the consolidation process was the creation of the Defense Logistics 

Agency (DLA). DLA was given the responsibility for managing those consumable items 

which were peculiar to the military but which were used by more than one military service 

[Ref. 3]. An additional criterion for DLA management of an item was that the material had 

to be relatively easy to manage; that is, have a stable design and be easy to procure. Finally, 

the remaining consumable items left under the control of the services were to be transferred 
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to DLA as a consequence of Defense Management Review Decision (DMRD) 926. That 

process has been essentially completed for Navy items. 

3. UMMIPS Time Standards 

Within the Navy, priorities are assigned according to the standards set forth in the 

Uniform Material Movement and Issue Priority System (UMMIPS). This is a vital part of 

Military Standard Requisitioning and Issue Procedures (MBLSTIP). During the movement 

and issuance of material, it is necessary to establish a common basis to determine the relative 

importance of competing demands for the limited resources of the logistics system. Supply 

factors that must be weighed to determine these relative priorities include transportation cost, 

warehousing cost, and requisition processing cost. 

UMMIPS standards were established for a typical Naval stock point to place more 

emphasis on mission critical material (repair parts) than on mundane material 

(consumables). Previous requirements allowed a stock point two days to process and ship 

a high priority order and approximately 30 days to process and ship a low priority order. As 

of January 1993 these standards were changed allowing only 15 days regardless of priority 

to process and ship consumables [Ref. 4]. As a result, the SERVMARTs can reduce their 

inventories because they should support existing requirements within a shorter time frame 

between placing an order and receiving material from GSA or DLA. 

4. The DBOF Difference 

The Defense Business Operations Fund (DBOF) was established on October 1, 

1991 by the DoD to expand the use of business-like financial management practices 

throughout the DoD. In short, DoD needed to gain the competitive advantage that the 
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private industries have had over the government with its lack of profit incentive 

efficiencies. DBOF operates with financial principles that provide improved cost 

visibility and accountability to enhance business management and improve the decision 

making process. DBOF is based on the revolving fund principles formerly used by 

industrial and commercial type activities [Ref. 5]. 

The DBOF serves as a financing mechanism. Like other activities that are 

financed by the DBOF, FISC Oakland does not receive an annual appropriation for its 

SERVMART operation [Ref. 6]. Instead, they receive unit cost goals and earn cost 

authority for the amount of every customer order expected to be filled. Basically, 

SERVMARTs and all other DBOF activities need to recoup their operating costs from 

their customers. As SERVMARTs accepts these orders, they withdraw from their DBOF 

account to pay for their costs. Customers are then billed based on rates which include all 

costs associated with operating the SERVMARTs and the customers reimburse the 

DBOF. However, SERVMART Alameda at the time of this study was not imposing any 

type of surcharge to recoup the cost of its SERVMART operation. FISC Oakland intends 

to include this surcharge on material sold at SERVMART Alameda starting in fiscal year 

1996. 

5. Other Restrictions 

Like any other government organization, SERVMART has many other rules and 

regulations they are required to follow in their operation. Although the government's 

primary interest in procuring goods and services is to obtain them on a competitive, least- 

cost basis, the government also uses the procurement process to ensure that various 
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socioeconomic objectives are met. Thus, programs have been created which provide 

certain contracting preferences to small disadvantaged businesses, women-owned small 

businesses, and firms performing in labor surplus areas. The most common method by 

which the government gives preference in its procurement to small business concerns is 

by setting aside or reserving all or part of a proposed procurement for exclusive 

participation by small business firms. These set-asides can be total or partial. For 

example, Congress has established statutes that governmental agencies must follow in 

procurement and acquisition. To ensure compliance, the Federal Acquisition Regulation 

(FAR) identifies required sources of supplies and services which must be used regardless 

of price [Ref.7]. Therefore, since GSA is required to procure material which is 

manufactured by these industries (e.g., Federal Prison Industries and Workshop for the 

Blind and Other Severely Handicapped) it is feasible that the cost of these items may be 

more expensive than similar items sold commercially. These industries identified in the 

FAR do not compete with other governmental agencies such as GSA. 
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III.  DATABASE DEVELOPMENT, METHODOLOGY AND COST 

COMPARISONS 

This chapter explains which GSA consumable items at SERVMART were chosen 

for analysis, analyzes the GSA markup, identifies the operating costs of SERVMART, 

and concludes with a cost/benefit analysis of the cost differences of purchasing similar 

items at commercial vendors. The model developed for the study is a comparison of total 

costs of the highest demand consumable items over a six-month period (June 94 through 

November 1994) as outlined in Appendix A . 

A.       DATABASE FORMULATION 

As of December 1994, SERVMART Alameda had 1,384 consumable items in 

their inventory. (See APPENDIX A.) These items range from Xerox paper to steel 

garbage cans. Of the 1384 items, 1059 were categorized as 9Q COG (identifying GSA as 

the cognitive inventory manager)?The remaining 325 items were supplied by other DoD 

agencies or locally purchased by SERVMART. Our study focuses on the 1059 items 

procured from GSA since it represents the most items coming from one source and the 

cost data was the easiest to obtain. With such a large concentration of material supplied 

by GSA, we believe that our sample of line items and their costs is a fair and accurate 

representation of the SERVMART operation. In addition, the costs of transportation and 

administrative lead time can be assumed consistent among the 9Q items because they are 

all stocked at the local GSA stock point at Stockton California. 

Because of the enormous task of pricing all 1059 items and comparing that price 
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with the price of a similar item in the commercial marketplace, a 20% sample of the 1059 

items was chosen for the study. Overall, we analyzed over 300 high demand line items 

and selected the 212 line items (top 20%) that had accurate GSA cost data, were available 

locally, and were similar to or exactly equivalent to a GSA item. The 212 items chosen 

were not randomly picked, but were the highest selling items measured in dollar-volume 

over a six-month period (two quarters). The remaining 88 items were not used because of 

the following: insufficient GSA cost data (17 items), could not find or match exact item 

(20), or they did not qualify because of very low sales (51 items). 

The initial database, Appendix A, which consists of each item's nomenclature, 

SERVMART selling price, six months demand data, and six-month total sales per line 

item was provided by FISC Oakland in November 1994. Sales were computed by 

multiplying SERVMART's unit selling price by each item's six months demand. The 

second database, Appendix B, was developed from Appendix A and includes the 212 

highest selling items. Appendix B shows the GSA cost of each item supplied to 

SERVMART Alameda, SERVMART's operating cost given as a percentage of each 

dollar of sales, adjusted SERVMART cost, retail cost, difference between the adjusted 

SERVMART and retail costs, and finally the total cost to the government. These costs 

are discussed in detail later in this chapter. 

B.        GSA MARKUP 

GSA's econometrics model is designed to calculate estimates of the total cost to the 

taxpayer for all the effort involved in procurement and distribution of a given item. The 

model calculates estimates of the amount of cost in each program category for each item of 
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supply. This model allows GSA to incorporate a markup to price their items according to 

their cost of procurement plus storage, handling, and transportation.[Ref.8] 

C.       COST RELATED DIRECTLY AT SERVMART 

There are numerous costs associated with the operation of a SERVMART facility. 

The costs discussed below were obtained from interviews with the Comptroller, FISC 

Oakland and the SERVMART Alameda Inventory Manager and are broken down into labor 

and non-labor costs. 

1.     SERVMART Alameda Lahor Requirements and Costs 

Currently five people are required to operate SERVMART: an Inventory Manager, 

a Supply Technician, two Supply Clerks, and a warehouse worker. The Inventory Manager 

(GS-7) plans, coordinates, and directs the inventory management of SERVMART Alameda. 

He/she maintains record integrity of the SERVMART Master Inventory File and reviews all 

output reports and listings necessary to attain an Electronic Point of Sale (EPOS) goal of 

stocking 97% of all line items when demanded by SERVMART customers. Additionally, 

the Inventory Manager actively interfaces with SERVMART customers to determine the 

degree of customer satisfaction and with store personnel to ensure conformance to 

established inventory, warehousing, sales, and safety rules and regulations. The Inventory 

Manager analyzes customer shopping lists and submits requests for item establishment to 

the SERVMART Division Director to enhance store effectiveness. 

The Supply Technician (GS-6) is responsible for the professional control and 

inventory management of all retail items assigned. The Supply Technician determines and 

maintains stock requirements, distributes and disposes of excesses, takes action on 
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discrepancies and performs other item management duties. The two Supply Clerks (GS-5) 

perform the sale of retail stock, provide support of inventory control, storage, distribution, 

cataloging, property utilization, or other related supply activities including those associated 

with mechanized or manual accounting systems [Ref. 9]. 

The major duties of the warehouse worker (GS-5) are receiving and picking up 

supplies, checking quantities against shipping documents and reporting any irregularities. 

He/she stores the material manually with the assistance of hand-operated material handling 

equipment and issues or delivers supplies as required. He/she is also required to work the 

cash registers, post receipts and issue on stock record cards through an established computer 

software program and assist the manager as requested. 

The direct labor cost for the five SERVMART employees was $92,407 for the period 

of this study [Ref. 10]. This figure was provided by the Comptroller of FISC Oakland and 

includes all monetary awards distributed during this time frame and all employee fringe 

benefits, which amount to approximately 22% of the earnings of each employee and include 

thrift savings, retirement, health benefits, and life insurance. 

Another labor cost that is associated with the SERVMART operation is the overhead 

labor cost. This cost is identified as a percentage of the monthly salaries of both the 

Department Director (GS-14) and the SERVMART Division Director (GS-11). These 

positions are not involved in a day-to-day capacity with SERVMART but do apply a certain 

percentage of their time in a supervisory role. The SERVMART Division Director's duties 

and responsibilities are balanced between SERVMART Alameda and SERVMART Treasure 

Island. For this thesis analysis the Comptroller recommended using 20% of the Department 
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Director's monthly salary and 50% of the SERVMART Division Director's salary to 

estimate the overhead labor cost. For the six-month period, the total overhead labor cost is 

therefore $20,994 [Ref. 10]. 

Finally, the Total Labor Cost associated with SERVMART Alameda for the six 

months is therefore $113,401; that is 

Total Direct Labor Cost $ 92,407 
Total Overhead Labor Cost $ 20.994 

Total Labor Cost $113,401. 
(per six-month period) 

2.     SERVMART Alameda Non-labor Requirements and Costs 

The SERVMART non-labor costs can be broken down into the following cost 

categories: utilities, maintenance, transportation, communications, office equipment, and 

mission support. The analysis of these requirements and costs is provided below: 

a.     Building Utilities and Maintenance Costs 

FISC Oakland is required to pay for the utilities used in the SERVMART 

warehouse as well as upkeep of the building located at NAS Alameda. Electricity, steam/ 

gas, water (for drinking, cleaning, and on site lavatory) and sewage costs have been 

calculated with information provided by FISC Oakland [Ref. 10]: 

Electric Power Cost $ 6,700 
Steam/gas Cost $ 3,800 
Water Cost $ 2,800 
Sewage Cost $ 2.300 

Total Utility Cost $15,600. 
(per six-month period) 
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Use of the SERVMART building itself requires routine maintenance and 

janitorial service.   These services include janitorial supplies, general maintenance, light 

bulbs, and fixtures. FISC Oakland also provided the Maintenance of Real Property (MRP) 

and Janitorial Service figures for the SERVMART warehouse [Ref. 10]. 

Total MRP Cost $   600 
Total Janitorial Cost $   600 
Total MRP & Janitorial Cost $ 1,200. 
(per six-month period) 

b. Distribution/Transportation Costs 

SERVMART Alameda currently has one van assigned to be used to pick up and 

deliver material as required. SERVMART is charged by the Public Works Department at 

NAS Alameda the vehicle rental rate of $320.00 per month for the use of the one van. This 

rate includes the cost of operating the vehicle such as the maintenance and fuel costs [Ref. 

10]. 

Total Transportation Cost $ 1,920. 
(per six-month period) 

c. Communication and Office Equipment Costs 

An integral part of the SERVMART Operation are the communication systems 

which include telephones and electronic beepers. Office Equipment costs include the leasing 

of one copy machine. The remaining office equipment, such as the computers and printers, 

is provided by FISC Oakland and is not considered part of the SERVMART operating 

expenses. FISC Oakland distributed these equipment costs to a separate cost center. 

Another associated cost is the servicing and upkeep of the EPOS computer system utilized 

at SERVMART [Ref. 10]. 
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Communication Cost $ 1,500 
Office Equipment Cost $   600 
EPOS System Cost $7,500 

Total Communication $ 9,600. 
and Office Equipment 
(per six-month period) 

d.    Mission Support Cost 

There are several other expenses associated with the SERV- 

MART operation.   Mission Support expenses such as 1 javel and training dollars were 

provided by FISC Oakland and represent the amount that was allocated for these 

areas [Ref. 10]: 

Travel Cost $   950 
Training Cost $1,500 

Total Mission Support Cost $ 2,450. 
(per six-month period) 

T     Summarv of SERVMART Alameda Labor and Non-labor Costs 

In order to determine the total six-month operating costs associated with 

operating SERVMART Alameda, the Total Labor Cost is > added to the Non-Labor Costs. 

Expense Item 
Labor $113,401 
Utilities $ 15,600 
MRP $    1,200 
Transportation $    1,920 
Communication $   9,600 
Mission Support $    2.450 

Total Six-Month Operating Costs $144,171. 

Currently, SERVMART Alameda does not reflect this operating cost in its final 

selling price to its customers. It is SERVMART's policy to charge the customer the same 

unit price paid in purchasing the item from GSA or another source. However, in this study, 
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the researchers add back into the SERVMART selling price all the so called "hidden costs" 

outlined above to reflect a more accurate cost of each item sold at SERVMART. 

To accomplish this, the Total Six Month Operating Cost is divided by the Total Six Month 

Sales: 

Total Six-Month Operating Cost    _      $144,171      -\q% 

Total Six-Month Sales $865,000 

This percentage of operating costs to sales is used to provide an estimate of the Adjusted 

SERVMART Selling Price.  The SERVMART Selling Price is then multiplied by 1.17 

(which is 1.00 + .17) to obtain the Adjusted SERVMART Selling Price.  The following 

example is provided: 

Adjusted 
SERVMART 

SERVMART    Operating      Selling 
Nomenclature       GSA Purchase Price   Selling Price Cost Price 

Xerox Paper $22.57 $31.51     x       1.17    =      $36.87 

D.       COST COMPARISON WITH OUTSIDE COMMERCIAL VENDORS 

At this point in our study a cost comparison was conducted between the 212 highest 

sale items located at SERVMART Alameda with similar items obtained from nearby 

commercial vendors. It was the intention of the researchers to see if the SERVMART 

customers could still purchase consumables from local vendors without a reduction in fleet 

readiness if the SERVMART operations were closed or eliminated. The commercial vendors 

that were selected by the authors were Office Depot , Home Depot , and American 

Restaurant Supply. These three vendors are representative of available local vendor sources 

because of their location, selection, quality, and competitive prices. 
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To assure a fair comparison, exact items were compared. This resulted in an 

extensive analysis of each item located at SERVMART through visual inspection or with 

detailed descriptions in the FEDLOG publication located at the Naval Postgraduate School, 

Supply Department Open Purchase section. Once a similar or exact item was found at one 

of the commercial vendors, its retail price was logged into the database. 

A difference between this price and the adjusted SERVMART selling price would 

indicate whether or not a customer, and therefore the government, would experience a cost 

savings by purchasing their consumables at local vendors. 

Appendix A provides a listing of the material SERVMART Alameda stocked along 

with unit price and demand (June 1994 through December 1994) and identifies those items 

representing the majority of sales. Appendix B compares the total cost (procurement, GSA 

surcharge, and SERVMART's cost) to the U.S. Government of the highest selling items (the 

212) to the total cost of obtaining the same material from local merchants. Appendix C and 

Appendix D separate out and provide the same information as Appendix B for all paper 

products and cleaning chemicals, respectively. These appendices were used to show the cost 

savings that can be obtained if GSA was the primary supplier without SERVMART. It 

should be noted that the authors' definition of paper products includes more than just office 

supplies (e.g., Xerox paper and tabulating paper), it also includes paper towels, napkins, post- 

its, and any other product made of paper. 

This study shows that the government realizes a total annual cost savings of $110,312 

for the 212 items compared. (See Appendix B) Consequently, it appears economically 

prudent for the SERVMART customers to continue purchasing consumable items at 
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SERVMART. However, Appendices C and D indicate an annual cost savings of $229,142 

if paper products and cleaning supplies are purchased directly from GS A. The data obtained 

from these appendices are semi-annual figures; therefore, they were multiplied by two to 

show an annual savings. 

Paper products annual savings $ 149,950 = ($74,975 x 2) 
Cleaning supplies annual savings     $ 79.192 = ($39,596 x 2) 

Total annual savings through GS A   $229,142 

The next chapter discusses the survey results to see if customers want to continue 

using SERVMART or would rather use local vendors or other government sources for their 

consumable needs. 
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IV. PRESENTATION AND ANALYSIS OF CUSTOMER SURVEY 

A.       SURVEY DISTRIBUTION 

An additional dimension of this thesis was obtained from a survey completed by 

SERVMART customers. We identified 25 customers from different commands from the 

SERVMART "log-in" sheet dated August 1995 and asked these customers to complete the 

survey.   Twenty-two customers completed the survey (a response rate of eighty-eight 

percent) and they represent approximately forty-four percent of all the commands 

SERVMART Alameda supports.   These 22 respondents represent almost half   of the 

SERVMART customer base upon which we can draw conclusions. The customers involved 

in the survey are listed in Table 1. 

Table 1 
SERVMART Survey Respondents 

USNS MERCY 
NAS ALAMEDA (Administrative Department) 
TREASURE ISLAND FIRE DEPT 
NAS ALAMEDA (BRAC) 
NAS ALAMEDA (Self Help) 
COMMANDER, LOGISTIC GROUP ONE 
COMMANDER, NAVAL AIR PACIFIC (Material Representative) 
TREASURE ISLAND GALLEY 
TRANSIENT PERSONNEL UNIT TREASURE ISLAND 
USS CARL VINSON 
SHORE INTERMEDIATE MAINTENANCE ACTIVITY SAN FRANCISCO 
U.S. MARINE CORP CONCORD 
USS SAMUEL GOMPERS 
USS ABRAHAM LINCOLN 
UNITED STATES COAST GUARD STATION RIO VISTA 
TREASURE ISLAND (BRAC) 
FLEET HOSPITAL SUPPORT OFFICE 
TREASURE ISLAND (Self Help) 
NAS ALAMEDA (Public Affairs Office) 
MARINE AIR GROUP 46 
NAVY LIAISON UNTT 
NAVAL REGIONAL CONTRACTING CENTER 
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Thirty-six percent of the SERVMART surveys were completed at the 

SERVMART Alameda warehouse while the remaining were sent directly to the 

customers with a follow-up telephone call to verify if they did, in fact, receive it. 

B.        SURVEY RESPONSE DATA 

The survey questions and associated response data are presented on the following 

pages. 

QUESTION ONE: 

The first survey question was designed to provide the authors with background 

information on the respondent. It could be rationalized that an organization who uses 

SERVMART would have a better understanding of its purpose and operation than one who 

doesn't use SERVMART at all or very infrequently. More would be at stake for 

organizations who frequently use SERVMART if SERVMART was to be eliminated, and 

therefore their informed responses were more germane to this study. 

How often does your organization use SERVMART? 

SURVEY RESPONSES FOR QUESTION ONE WERE: 

0 visits quarterly 0% 
1-3 visits quarterly 32% 
4-6 visits quarterly 18% 
greater than 6 visits quarterly 50% 

The majority of respondents (50%) indicated that they visit SERVMART more than 

six times per quarter.  Only (32%) indicated they visit SERVMART one to three times a 

quarter.   Since such a high number of the respondents frequently use SERVMART, the 

authors felt the responses would reflect knowledgeable and serious costumers. 
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QUESTION TWO: 

The second survey question identified the types of items the customer was looking 

for at SERVMART. 

What are the most common items your organization purchases from 
SERVMART? 

SURVEY RESPONSES FOR QUESTION TWO WERE: 

tools 14%      clothing 5% 
office supplies 95%     cleaning supplies        60% 
cooking supplies       14%      others 5% 

Almost all of the respondents (95%) stated they purchased office supplies and 60 

percent of the respondents purchased cleaning supplies. This indicates that the customers 

use SERVMART mainly to satisfy their demand requirements for office and cleaning 

supplies. 

QUESTION THREE: 

One of the main benefits that FISC Oakland wants to provide its customers is a 

convenient location, one which is readily accessible to its customers. If it is not meeting this 

objective, it is failing to provide a benefit that is of major importance to the customers. 

How accessible is the SERVMART outlet to your organization? 

SURVEY RESPONSES TO QUESTION THREE WERE: 

less than 1 mile 50% 
1-3 miles 9% 
3-5 miles 0% 
greater than 5 miles 41% 

Fifty percent of the respondents indicated that SERVMART is within one mile their 

organization.   Thus, the location should be convenient for the customer.   The survey 
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indicates that forty-one percent of the respondents are traveling in excess of five miles to 

shop at SERVMART Alameda. This is primarily due to the fact that Naval Station Treasure 

Island SERVMART closed before this study started and its customers are now required to 

use SERVMART Alameda. 

QUESTTONFOUR: 

The fourth survey question simply asked if the customer was satisfied with the 

SERVMART operation. More specifically, the respondents indicated whether or not they 

were able to locate the items they went to purchase at SERVMART. 

Are you satisfied with the item availability rate at SERVMART? 

SURVEY RESPONSES TO QUESTION FOUR WERE: 

yes 14% 
no 86% 

The high number of no responses (86%) indicate that the customers are not able to 

satisfy their requirements at SERVMART because they can't find the item on the shelf. If 

this is the case, the customer either buys a substitute item or returns to their organization 

without the material. If the customer still requires the item, they must submit an open 

purchase requisition to FISC Oakland for processing. This high percentage was not a 

surprise to the authors because during the data gathering phase it was determined that 

SERVMART Alameda had a material availability rate of only seventy-five percent of the 300 

highest sales items. 

QUESTION FIVE: 

This survey question asked how a customer felt about the quality and price levels at 
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SERVMART. Responses indicate the perceptions of the customers and whether or not they 

believe they are receiving the best available quality at a price they feel is reasonable. 

Does SERVMART provide the best available quality at the lowest price? 

SITKVEY RESPONSES TO QUESTION FIVE WERE: 

yes 50% 
no 41% 
unknown 9% 

The majority of the respondents (50%) favorably indicated that SERVMART does 

provide the best available quality at the lowest price. Their comments on the survey 

indicated that the items available at SERVMART were cheaper than at commercial vendors 

and they attributed this to the government's ability to purchase in large quantities at 

discounted prices. Forty-one percent of the respondents indicated that either higher quality 

or lower prices can be found in the local area (e.g., Office Depot, Home Depot, etc.). Of the 

forty-one percent, the majority of the respondent's comments indicate that commercial 

vendors offer lower prices and brand name quality items. 

QUESTION SIX: 

The purpose of question six was to indicate how often the respondents are purchasing 

items that do not meet all of their needs because the SERVMART selection is inadequate. 

All too often customers will settle on an item, not because it satisfies their needs, but because 

it is simply the only item available for purchase. An example of this is when a customer 

requires small plastic cups and only large plastic cups are available at SERVMART. 

Depending on the time requirements of the customer, (e.g., perhaps their ship deploys within 

a day) the customer will inevitably settle for the large cups because there in not enough time 
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to open purchase the cups they need. 

Do you find yourself purchasing material that is not meeting 100% of your 
expectations due to SERVMART's selection? 

SURVEY RESPONSES TO QUESTION SIX WERE: 

always 9% 
often 27% 
occasionally 46% 
seldom 18% 
never 0% 

The percentage of "never" responses (0%) indicates that examples similar to the one 

stated above are taking place at SERVMART. The inadequate SERVMART selection, 

whether not on the shelf or not carried, causes the customers to purchase items not fulfilling 

their needs and lowers customer service levels. 

QUESTION SEVEN: 

The seventh survey question was designed to determine what benefits the customers 

perceive they are gaining by using a SERVMART. All 22 respondents answered this 

question and many of them provided more that one comment. 

What benefits do you gain from using SERVMART? 

SURVEY RESPONSES TO QUESTION SEVEN ARE LISTED TN TARIF. 2: 
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Table 2 

SERVMART Customer Benefits 

Number of 
Responses Benefits 

17 Accessibility and convenience of SERVMART 
4 Paperwork is less than with Open Purchases 
4 No benefits identified 

Cheaper prices 
Customers are familiar with the SERVMART process 
Selection of items is good 
Short waiting time to acquire items on order 
Customer service 

Seventy-seven percent of the respondents agree that the main benefit of SERVMART 

is its accessibility. This survey question also found that eighteen percent of the respondents 

did not perceive any benefits associated with SERVMART. 

QUESTION EIGHT: 

The purpose of survey question eight was to determine the willingness of the 

respondents to seek other sources for their consumable requirements. The question identifies 

a trade-off between the attractiveness of a lower cost item versus the lost benefits associated 

with the SERVMART operation. These benefits were already identified and outlined in the 

previous question. 

Are you willing to forego the benefit(s) if you can get the same item at a lower 
cost at a local commercial vendor? 

SURVEY RESPONSES TO QUESTION ETGHT WERE: 

yes 73% 
no 27% 
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The high number of positive responses (73%) indicates there is a willingness to use 

local commercial vendors. The responses also indicate the importance the respondents place 

on lower cost vice the benefits of the SERVMART operation. 

QUESTION NINE: 

Survey question nine was similar to the previous question in that it determined the 

willingness of the respondents to use local commercial vendors for their consumable needs. 

This question tried to determine if the customer would still be willing   to forego the 

SERVMART benefits and utilize commercial vendors, even if there was no price advantage 

at SERVMART. 

Are you willing to forego the benefits if you could get the same item at the same 
cost at a local commercial vendor? 

SURVEY RESPONSES TO QUESTION NINE WERE: 

yes 45% 
no 55% 

The majority of responses (55%) reflect the importance the respondents place on cost 

and how it relates to SERVMART benefits. More than half of the respondents clearly are 

not willing to purchase same cost items from commercial vendors and loose the 

SERVMART benefits they have been accustomed to receiving. On the other hand, forty-five 

percent of the respondents perceive that the benefits of a commercial vendor outweigh the 

benefits of SERVMART when the same item at the same cost is being compared. 

QUESTION TEN: 

The response to survey question ten was used to determine if the organizations who 
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use SERVMART can still satisfy their mission and readiness requirements with the use of 

local vendors. 

If the SERVMART was eliminated in your area, could you still carry out your 
mission with the use of local vendors? 

SURVEY RESPONSES TO QUESTION TEN WERE; 

yes 100% 
no 0% 

The overwhelming response indicates that if SERVMART were to be eliminated, the 

customers could still function and conduct business as usual with the use of local vendors. 

The commercial vendors can provide all essential items necessary for the organizations to 

carry out their mission. Those items that are military specific (e.g., award binders and canvas 

memo books) could still be purchased through the normal requisition process. 

QUESTION ELEVEN; 

Survey question eleven provided the researchers with the customer perceived benefits 

gained by using local vendors. Office Depot is used to give the respondent an example of 

the discount warehouses available to them. 

What benefit(s) could you gain by using a local vendor like Office Depot? 

SURVEY RESPONSES TO QUESTION ELEVEN ARE LISTED IN TABLE 3; 
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Table 3 

Local Vendor Customer Benefits 
Number of 
Responses Benefits 

7 Better selection than SERVMART 
6 Better quality than SERVMART 
5 Item availability is greater 
4 Cheaper prices than SERVMART 
3 No benefits identified 
2 Local vendors are more conveniently located 
2 Better customer service at local vendors 
1 New and improved products 
1 Buy exactly what you want and when you want it 

Eighty-two percent of the customers identified they would receive better selection, 

quality, and availability by using local vendors such as an Office Depot. Eighteen percent 

of the respondents perceived the local vendors to have cheaper prices than SERVMART. 

However, fourteen percent failed to identify any benefits at all in using local vendors. 

QUESTION TWELVE: 

Survey question twelve allowed the respondents to provide their own 

recommendations and suggestions to improve the SERVMART operation. Approximately 

sixty-four percent of the respondents answered this question and provided more than one 

suggestion. 

What suggestions can you offer to improve the SERVMART operation? 

SURVEY RESPONSES TO QUESTION TWELVE ARE LISTED IN TABLE 4: 
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Table 4 

Customer Recommendations 
Number of 
Responses Suggested Improvements 

8 No improvements identified 
5 Increase material on the shelf (depth) 
4 Larger selection (range) 
2 Better quality 
2 Increase manpower 
2 Make customer satisfaction a higher priority 
2 Get organized 

Fifty percent of the respondents would like a greater variety (range and depth) and 

quality at SERVMART. Yet, thirty-six percent of the respondents did not suggest any 

improvements to the SERVMART operation. This could be attributed to the respondents 

unwillingness to take the time to answer the question or their total satisfaction with the 

SERVMART operation. 

C.        SUMMATION OF RESULTS 

In summary, the findings are: 

• 86% of all the respondents are not satisfied with the item availability rate of 
the SERVMART. The customers have indicated that they cannot find the 
required item on the shelf. This reduces the organization's effectiveness and 
increases their labor time requirements to purchase these needed items. 

• 82% of the respondents either always, often, or occasionally purchase items 
from the SERVMART that do not meet their requirements because the actual 
item they need is not on the shelf or not carried at the SERVMART. 

• 77% of the respondents identified that the benefit of SERVMART Alameda 
is the accessibility of the facility to their organization. However, 73% of the 
respondents would forego this benefit if they could purchase the same item 
at a lower cost at a local vendor. 
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• 100% of all respondents stated that local vendors could provide all their 
consumable item needs in a way that fleet readiness and mission requirements 
would not suffer. 

From the survey results we conclude that the SERVMART customers are not 

satisfied with the current SERVMART operation at NAS Alameda. There is also a clear 

willingness of the respondents to forego the SERVMART benefits and use commercial 

vendors for their consumable needs. 
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V. SUMMARY, CONCLUSIONS, AND RECOMMENDATIONS 

In this chapter the researchers respond to the primary research question, "Can the 

Navy financially benefit by eliminating the SERVMART operation and still maintain the 

same or better customer service levels through the use of local vendors?" based on the 

data, analysis, and responses to the SERVMART customer survey in the previous 

chapters. The subsidiary questions identified in Chapter I are also addressed in this 

chapter. 

A.       SUMMARY 

Chapter I provided the necessary background information on the ever-changing 

political environment with the focus on more stringent fiscal constraints on DoD. 

Chapter I also provided the focus of research, scope, and organization for this thesis. 

Chapter II explained the difference between consumables and repair parts. It also 

identified the mission, requirements, and benefits of a SERVMART operation. Chapter 

m provided the database formulation and methodology for this study. More specifically, 

this data represented the initial purchase price of the consumable item, GS A surcharge, 

and all labor and non-labor costs of the SERVMART operation at FISC Oakland. 

Additionally Chapter El provided a comparison of the total cost of 212 highest selling 

items inventoried at SERVMART to similar items sold by commercial vendors in the 

Oakland area. Appendix C and D provided the cost savings that can be obtained if paper 

products and cleaning supplies are purchased directly from GSA. 

Chapter IV provided the results of the SERVMART Customer Survey which 
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identified the benefits of the SERVMART operation and the satisfaction levels of its 

customers. 

B.       CONCLUSIONS 

Our research has shown that the Navy can financially benefit by eliminating the 

SERVMART operation and still maintain the same or better customer service levels 

through the use of local vendors and GSA Supply Centers for specific commodities and 

military specific items. There would be an immediate reduction in annual operating costs 

of $288,342 if SERVMART Alameda were to be closed. 

However, our data also show that the customers would pay a higher price of 

$110,312 annually to purchase the 212 highest selling items at commercial vendors vice 

at the SERVMART even when the annual operating costs are included in the 

SERVMART's prices. This is a significant finding. We had originally thought that 

SERVMART items would be more expensive than commercially purchased items 

because of the additional cost of operating a SERVMART facility. If cost savings was 

the deciding factor in this study, the authors would have to conclude that the 

SERVMART should not be eliminated. 

Only after tabulating the customer survey results did we understand how the 

customer felt towards the SERVMART operation. Our customer survey showed that 

SERVMART Alameda customers wanted the selection, quality, and availability that local 

vendors and GSA offered and SERVMART did not. More specifically, eighty-six 

percent were not satisfied with the SERVMART operation and seventy-three percent 

were willing to forego the SERVMART benefits, which are mainly location and 
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reduction of paperwork associated with purchasing material, and use commercial vendors 

for their consumable needs. 

In an effort to save the taxpayers more money by eliminating the SERVMART 

and, at the same time, improve the customer service levels of the SERVMART 

customers, the authors examined certain consumable items such as paper products, 

cleaning chemicals, and military specific items which were either less expensive or only 

available through government agencies like GSA. The remaining consumable items 

could be purchased at local commercial vendors, which have already been identified by 

the customers as providing improved selection, quality, availability, customer service, and 

price. Our data analysis show that if the SERVMART customers purchased their paper 

products and cleaning supplies directly from GSA, an annual savings of at least $229,142 

could be achieved. This savings was derived from just those paper products and cleaning 

supplies identified from the list of the 212 highest selling items examined in Chapter HI. 

The problem, of course, of purchasing directly from GSA is the longer 

procurement lead time than that associated with having the material readily available at 

SERVMART. However, with the close proximity of GSA Stockton to FISC Oakland, 

GSA offers a very fast service for customers submitting facsimile or telephone orders. If 

the total weight of the order is less than 400 pounds, the order is shipped within 24 hours 

via United Parcel Service (UPS) to the customer. If the order is greater than 400 pounds, 

it is shipped via truck within three to four days. In addition, GSA allows multiple items 

to be procured on one requisition similar to SERVMART [Ref. 11]. Along with these 

cost savings and GSA's attempt to compete with commercial vendors and improve their 
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customer service, the customers could experience greater satisfaction than with the 

SERVMART operation. 

B.      RECOMMENDATIONS 

Base on this research, it is our recommendation that SERVMART Alameda be 

eliminated and that the customers be allowed to use a combination of GSA Stockton and 

local vendors for their non-military consumable item needs.  We recommend that the 

customers purchase paper products and cleaning supplies from GSA and the remaining 

consumable items at local commercial vendors. 

Additionally, our research suggests that an even greater savings could be obtained 

if the customers compared prices between GSA and local vendors. We feel customers 

could use this competition between suppliers to their advantage and save on their 

consumable expenditures. Fleet readiness would also improve due to the ability of GSA 

and local vendors to provide the selection, quality, availability, and price that the 

SERVMART customers demand yet SERVMART does not provide. 

The main focus of this study was SERVMART Alameda and it was not intended 

to be used as a benchmark for all SERVMART locations. However, further research is 

recommended to see if the U.S. Government can benefit from applying this study to other 

SERVMART locations. We also recommend that SERVMARTs located in isolated areas 

without a commercial vendor base improve their operation by offering the selection, 

availability, quality, and price their customers desire. 
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APPENDIX A: SERVMART ALAMEDA LISTING 
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APPENDIX B: HIGHEST SELLING ITEMS 
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APPENDIX C: PAPER PRODUCTS DIRECTLY PURCHASED FROM GSA 
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APPENDIX D: CLEANING CHEMICALS DIRECTLY PURCHASED FROM GSA 
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