IV. DWCF Cost Elements and Business Management Concepts

This section describes the current policy pertaining to the treatment of DWCF cost elements and management aspects of DWCF.

Depreciation Expenses

Depreciation is the expending of capital assets over the useful life of the asset. It is an estimate of a productive asset consumed through wear, deterioration, or obsolescence in each year of its productive life.

Depreciation expense recovery (through inclusion in stabilized rates or prices) generates cash that can be used to acquire or invest in capital assets to replace those that are wearing out. Recovery of the depreciation expense is the primary financing source for the DWCF Capital Investment Program (CIP). In instances where the depreciation expense recovery is insufficient to finance the desired CIP, the OUSD(C) can approve an addition to the stabilized rates/prices to finance the incremental difference. The addition is referred to as a “capital surcharge.”

All capital assets owned by DWCF businesses, except for real property, are depreciated on a straight-line basis. Depreciation is based on the acquisition cost, including installation and related costs, less residual value. For equipment transferred into a business area, depreciation is based on the remaining book value. 

Major Real Property Maintenance and Repair (MRPM&R)

Major Real Property Maintenance and Repair (MRPM&R) is the recurring maintenance costs and repair projects, real property renovation costs, planning and design costs associated with repair and renovation projects for the maintenance and repair of buildings, structures, warehouses, and other real property owned or operated by the DWCF business areas. MRPM&R is expensed in the period in which the maintenance and repair occurs. The cost of MRPM&R projects is included as part of the DWCF business area operating budget and, therefore, is rolled into the cost of goods and services and passed on in stabilized rates/prices charged to customers. Costs that are expensed from operating budgets include: real property maintenance, major maintenance and repair, and repair projects in any amount undertaken to preserve the physical structure or support systems.

Cash Management

The OUSD(C) originally assumed responsibility for total cash management when DWCF was established. Based upon DoD’s experience during the first three years of operating DWCF, it was determined that to ensure successful operations, the Components must have concurrent responsibility for both cost management and cash management. Accordingly, cash management was returned to the individual service/agency level. Consequently, DWCF fund managers must now maintain the minimum cash balance necessary to meet both operational requirements and disbursement requirements in support of the capital program. The goal of each Service fund manager is to ultimately have responsibility for management of cash balances at the business area manager level. Cash generated from operations is the primary means of maintaining adequate cash levels. The ability to generate cash is dependent upon setting rates that recover full costs including prior year losses, accurately projecting workload, and meeting established operational goals.

The major points included in the DWCF cash management policy are:

· Effective cash management is directly dependent on the availability of accurate and timely data on cash levels and operational results.

· Cash levels should be maintained at 7 to 10 days of operational cost and cash adequate to meet six months of capital disbursements.  Cash levels will be calculated using the following formula: Total operating budget disbursements for a fiscal year divided by either 260 or 261 available workdays in a fiscal year (as documented in OMB Circular A-11) multiplied by the number of days cash desired.  This amount is then added to the projected disbursements for six months of Capital Investment Program Outlays.
· Cash plans are developed to facilitate the cash management process. Plans consider collections, disbursements, appropriations, and other cash transactions based on Component estimates. This annual plan is initially developed during the budget process and is an integral part of the budget document.

·  A monthly phasing analysis of collections and disbursements as part of the cash plan will be required to monitor execution. This monthly execution review will lead to increased management attention in reducing costs, emphasizing timely billing, collecting revenue, and disbursing.
· The operational control of actions taken by each DWCF business area, which result in cash disbursements and collections, always has and continues to reside with the Components and Agencies. Decentralizing cash management was done to provide the Component and Agency managers additional control of and responsibility for their operations, as cash management is an integral part of operational management.  The policy requires that each level of management within the Department participate in the execution of the policy in order to ensure results are achieved to improve the management of DWCF cash. 

Customer Mandated Schedule Changes

When a customer order is canceled or reduced in scope after a DWCF business area has commenced work or incurred costs on the order, the costs incurred plus costs associated with the cancellation or reduction, are charged to the customer. In addition, costs charged to the customer should include the costs of salaries payable to employees hired specifically to work on the canceled order until the employees are separated through a reduction in force or other appropriate action or reassigned to other direct jobs.

Costs that are indirectly associated with cancellation or reduction actions are not charged to the customer. Although normally allocated G&A costs are charged to canceled or reduced customer orders, under-applied overhead costs that may result in the DWCF business area from a reduced workload base, are not charged directly to the customer canceling or reducing their order. These costs are recorded directly against the net operating results (NOR) of the performing DWCF business area.

Management Headquarters

Costs for discrete DWCF management headquarters organizations, and parts of organizations that perform the DWCF management headquarters functions, should be directly funded by DWCF if feasible, or reimbursed by DWCF on a pro rata basis. Only significant costs should be reimbursed. Significant headquarters costs are costs that exceed one percent of the total business area costs, or $1 million, whichever is greater. Management headquarters are to be funded from DWCF in accordance with approved policies that must be identified in the supplemental provisions of the DWCF Charter (Management Command) for each applicable business area.

War Reserves

These costs are not funded through stabilized rates/prices.

War reserves are items in addition to normal peacetime stocks that are necessary to equip and support the increase in military requirements upon an outbreak of war and to sustain operations until resupply can be effected. War reserves are procured and maintained to meet wartime requirements as determined by the Defense Planning Guidance and are funded from appropriations made directly to DWCF. The appropriated amounts are reflected as a separate goal within the applicable Supply Management or Commissary Resale Annual Operating Budget.

Military Personnel Costs

The cost of military personnel involves two separate processes. The first process involves the payment to military personnel appropriations for the budgeted amount of military personnel for a business area, regardless of the actual number of military personnel assigned. The second process involves the costing of military personnel to jobs or cost centers for work performed at the business area.

Military personnel costs are calculated based on the budgeted number of military workyears engaged in the primary mission of DWCF business priced at civilian equivalent rates provided by OUSD(C). Military workyears estimated during the budget process should be based on the historical fill rate experienced for the last three years. The amount included in the DWCF budget for military personnel by DWCF business area is the amount to be expensed in execution and reimbursed to the appropriate military personnel appropriation. By identifying the reasons military costs are assigned, this policy is intended to emphasize improving visibility of costs to decision makers at all levels. This improved identification also provides better information about military personnel requirements so that they can be adequately considered.

The cost of military personnel, using civilian equivalent rates, is included by the performing DWCF business area in its stabilized billing rates to its customers. The stabilized billing rates are developed based on the military personnel dollar amount estimated at the time of budget formulation, regardless of the number and grade of military personnel subsequently assigned to the DWCF business area.

For military personnel paid from DWCF, the civilian equivalent costs should be funded through the DWCF rate for subsequent reimbursement to the Military Personnel accounts The balance of required funding is included directly in affected Military Personnel appropriations.

Base Realignment and Closure Costs

Costs incurred when implementing the recommendations of the Base Realignment and Closure (BRAC) Commission are funded by the appropriate BRAC account and are not to be included in the rates and costs of DWCF business areas.

Funding of Civilian Voluntary Separation Incentive Program

DWCF will finance and include costs in stabilized rates for civilian separation incentive requirements of assigned employees unless they must be offered as a result of directed base realignment and closure action. If the offerings are a result of a BRAC action, the appropriate BRAC account will fund the civilian separation incentive.

Minor Construction Funding Procedures

Minor construction projects costing $100,000 or more, but less than $500,0000, are funded through Capital Investment Program (CIP) depreciation. Minor construction projects intended solely to correct a deficiency that is life, health, or safety threatening is increased to $1,000,000. Policies concerning construction require that facility investment of $500,000 or more be funded within the Military Construction appropriation.

Pre-Investment Analysis Requirements

The reasons for a planned capital investment purchase and the associated expected benefits must be documented in the Component capital budget request and retained for review, audit or evaluation. A pre-investment economic analysis is required for planned capital investments over $1,000,000. An exception of the pre-investment analysis rule applies for environmental;, hazardous waste reduction, or regulatory agency (Federal, State or local)mandated requirements, including action by higher DoD or Component authority which precludes choice among alternatives. The pre-investment analysis must include the workload projections upon which the purchase is based, as well as the source or rationale supporting those projects.

Post-Investment Analysis Requirements

A post-investment analysis is required for capital investments over4 $1,000,000. Annually, a post-investment analysis is required for 10% of the capital investment projects completed the previous year. A post-investment analysis should be performed within one to two years, but must be completed within three years after job order completion and installation of the equipment, development of the software, completion of the maintenance or construction, etc. A copy of the completed post-investment analysis must be retained with the initial, or pre-investment, analysis. Post-investment analyses are limited to recurring type investment projects where lessons learned would influence future investment decisions.

Mobilization Requirements and Related Costs

Each DWCF business area must plan for and maintain the capability to expand or alter operations, or to provide extraordinary supply or other support necessary to satisfy mobilization conditions when required. The costs to maintain mobilization requirements can be paid through a separate appropriation or charged to business area customers through the stabilized rates/prices. However, once the budget is set, such amounts shall not be funded differently from the way in which funds for this purpose were budgeted unless approved by the Under Secretary of Defense (Comptroller).

Mobilization capability costs include the costs to maintain a surge capacity, to procure and maintain approved war reserve material levels, and to maintain other assets, functions, or capabilities required to meet an operational contingency as documented in Defense Planning Guidance or operational plans.

A business’s total surge capacity most often manifests itself in facilities and equipment that is not utilized or underutilized during normal peacetime operations.

• Unutilized (reserve) plant and equipment capacity is that part of a DWCF business area’s assets, including plant and equipment that is held in a standby, idle or layaway status or for war reserve storage. Generally, unutilized capacity is eligible for separate appropriations if it is expected to be unutilized for six consecutive months or more.

• Underutilized plant and equipment results when the volume of workload is less than full capacity of an operating facility. The cost of maintaining underutilized capacity, except for the Transportation Business Area, is a DWCF cost element and is included in the stabilized rate/prices charged to customers of the DWCF business. The capability maintained to transport personnel, materiel, and other elements required to satisfy a mobilization condition will be funded through direct appropriation. This includes costs of the Reserve Industrial Capacity (RIC). 
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