
Defense Working Capital Fund 

Issue:  Change DLR Inventory Accounting

Issue Description: DWCF supply management activities need more accurate, improved inventory accounting systems and inventory accounting procedures for better DLR management.

Background:  Current inventory accounting systems are old, exceedingly complex, and driven by poorly documented software.  These systems cannot generally meet new requirements for timeliness and accuracy for either management or standard reporting purposes without complex alternatives that are not transaction-based.  Not all existing accounting entries are transaction based.  In some cases accounting procedures provide an excess of detail every time an item changes condition or location in the supply system.  Inventory valuation methodologies provide only an approximation of historical inventory value; approximations, compounded by virtually unreconcilable gain and loss holding account adjustments, distort critical cost of goods sold computations essential to understanding current operating costs.  In recent years inventory accounting adjustments exceeding eight and ten billion dollars have caused enormous and inexplicable changes in operating results.  For all the detail, given the timing and accuracy problems, inventory accounting does not present the true focus of DLR supply management--item repair--or reliably present in useful form those costs managers are most able to control.  

Problem Statement:  Current inventory accounting procedures must be revised in order to achieve significant WCF management reform.  Accounting procedures, performance measures, and cost management requirements must be combined in a more useful product.  Most core accounting procedures have undergone little change in the past twenty years despite major changes to the way inventory (especially DLR inventory) is managed.  Unfortunately, in most cases, procedural changes and system modernization are inseparable, and there are numerous financial and material accounting interfaces involved--most of which could be simplified as well.  Most of these changes cannot be made without significant cost, particularly if commitments to overall system modernization haven’t already been made.

Fundamental revisions can take one of two basic courses:  current systems can be modernized and simplified based on the business practice established over time; or both current systems and inventory accounting procedures can be modernized to better represent—as well as present (report)—the business of inventory management as it is done today.  Although not all commercial business practices are suitable for defense support activities, some commercial inventory management techniques certainly highlight some lower cost options that could be adapted for WCF usage. 

Commercial passenger airlines and air freight operators offer the nearest commercial analog to WCF supply management.  These activities do not use internal transfer pricing for reparable spares, and have vastly simplified inventory accounting and tracking because certain levels of spares are treated as reparable assets.  While the number of items and scope of activity is smaller, these commercial activities have minimized the cost of managing and accounting for inventory.  Inventory valuation and asset accounting represent the biggest differences between commercial and DoD inventory and spares procedures.  

Recommendations: 

· Air Force submit revised DLR inventory accounting procedures (including the concept of non-depreciable assets) to the DWCF Policy Board for review and approval.

Implementation Concerns/Impediments and Benefits:  Very complex business process change that could be difficult to implement unless carefully orchestrated.  Would require changes in accounting treatment and added steps to provide for consistent inventory valuation across DoD.  Could lead to vastly simplified accounting procedures and eliminate accounting gain and loss reconciliation problems associated with detailed item accounting procedures.  

Resource Implications:  Could be very costly as a stand-alone modernization or improvement; could be more cost-effective if changes incorporated in existing system upgrade or modernization efforts.  Could reduce overall operating costs (less accounting and material management overhead).    
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