OFFICE OF THE SECRETARY OF DEFENSE
WASHINGTON, D. C. 20301

CAMERON STATION )
DEFENSE LOGISTICS 09 may 1ss
STANDARD SYSTEMS OFFICE
ALEXANDRIA, vA X 22304-6100

DLSSO-1

SUBJECT: DoD Joint Physical Inventory Working Group (IPIWG) Meeting,
22-24 April 1986

TO: Commander, U.S, Army Materiel Command

ATTN: AMCSM-P/AMCRM-F

Commander, Naval Supply Systems Command
ATTN: SUP 06/Sup 01

Commander, Air Force Logistics Command
ATIN: AFLC-DSS/AFLC-ACF

Commandant of the Marine Corps
ATTN: LMM/FDA

Executive Director, Supply Operations, DLA
ATTN: DLA-0S

Comptroller, Defense Logistices Agency
ATTN: DLA-CF

1. Reference is made to DoD Imstruction 4140.35, Physical Inventory Control
for DoD Wholesale Supply System Materiel, 16 May 1984.

2. The charter of the DoD Joint Physical Inventory Working Group (JPIWG) is
set forth as enslosure 2 to the referenced DoD instruction. In keeping with
the responsibilities stated in the JPIWG charter, the enclosed minutes of the
subject meeting are forwarded for your information and action, Your attention
is directed to paragraphs listed below for action by designated Componants.

Paragraph Component
3.c. Navy
5, 8 Alr Force
iG Army, Navy, Air Force, Marine Corps, DiA
1t.c. Army, Navy, Air Force, Marine Corps, D14
(Primary Representatives and Comptroller Representatives)
12 Havy

3. Comments and inguiries concerning subject should be directed to
Mr. Frank St. Mark, AV 284-7667.

/‘M‘.} . . R /

Cops S S e /

N Heads [0S v

\\_ / [§ e{fwf > :*L{’f’;""}% !
ceo Charles W, Strong, Jr. / f
DASD (A&LYTM/ 5D i’ji}aérwgori . /
DASTICIMS /AP Dold Joint Physical fnventory

Yoting Group



OFFICE OF THE SECRETARY OF DEFENSE
WASHINGTON, D. C. 20301

CAMERON STATION G S FEAY ann
DEFENSE LOGISTICS HAY 198

STANDARD SYSTEM

AL&XANDR?A,VAségyifg22304*6100
DLSS0-1

MEMORANDUM FOR RECORD

SUBJECT: DoD Joint Physical Inventory Working Group (JPIWG) Meeting
22-24 April 1986

1. The subject meeting was hosted by the Army and convened at 0900 on
22 April 1986 at Headquarters (HQ) Army Materiel Command {AMC), Alexandria, VA.
Attendees are listed in Enclosure 1.

2. The minutes of the 28-30 January 1986 meeting were reviewed and approved
with the following correction:

a. Paragraph 2c...add..."The Army, Air Force, Marine Corps and DLA
acn-concur in raising the Location Survey goal."

3. The first topic for discussion before the JPIWG was the Inter-Service Loca-
tion Reconciliation Workshop, which was hosted by the Navy 2-3 April 1986,
Attendees were provided the JPIWG Vice-Chairperson's Inter-Service Location
Reconciliation Workshop Memorandum For Record for discussion purposes, Each of
the seven problems raised at the workshop was discussed. The following JPIWG
resolutions will be added to the proposed change to MILSTRAP Chapter 7 as indi-
cated.

a. Problem: The inter-service Tocation reconciliation schedules, as
delineated in MILSTRAP Chapter 7 and DLAM 4140.2, need to be
consolidated into MILSTRAP Chapter 7.

JPIWG: The JPIWG agreed that there is a need to consolidate the sche-
dules as proposed in the revised MILSTRAP Chapter 7, However,
the proposed semi-annual schedule would require the accountable
activities Lo establish suspense files at least ten months
of each fiscal year Lo receive, acknowledge, followup, and
reconcile inter-Service location reconciliation transactions.
The Air Force representative recommended that instead of
spreading the semi-annual inter-Service location reconciliation
over ten montns; the semi-annual reconciliation should bhe
conducted between all Services and Agencies in May and November
or September and March, The JPIWG agreed with the recommendation
and agreed that the proposed MILSTRAP change should require
Components fo conduct the semi-annual reconciliation between
atl Services and Agencies in May and Hovember,
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PAGE TWO

SUBJECT: DoD Joint Physical Inventory Working Group (JPIWG) Meeting,
22-24 April 1986

b.

C.

Problem:

JPIWG:

Problem:

JPIWG:

When recorded mismatches (Type I and 1I errors) are discovered
during the location reconciliation program, the accountable
activity will request a special inventory (DI Code DJA).

Since special inventory requests are not coded to indicate a
physical inventory request as a result of location reconcili-
ation, the storage activities are not able to stratify or
prioritize location reconciliation physical inventory requests.

The JPIWG agreed that special physical inventory requests should
be coded as to reason. The JPIWG also agreed that instead of
coding the physical inventory request with an managenment code,
it would be better to assign a type of inventory code to loca-
tion reconciliation special inventory requests. The proposed
change to MILSTRAP Chapter 7 recommends such a change; however,
the recommended change assigns a type of inventory code for
Location Audit Program Type I and Type II errors. The JPIUG
recommended that a separate type of inventory code be assigned
to location survey and to Jocation reconciliation special inventory
requests. By assigning a separate type of inventory code for
Tocation reconciliation requests, the storage activity will be
able to stratify and prioritize the requests by accountable
activity sorting on the routing identifier code (RIC).

MILSTRAP Chapter 7 does not prescribe validation or control
procedures for the location reconciliation program,

The proposed change to MILSTRAP Chapter 7 contains the require-
ments for both the accountable and storage activities to estab-
lish suspense files to track and control the location reconcilia-
tion process. In the interim, the JPIWG approved the use of
standard messages and letters for both the accountable and
storage activities to notify, acknowledge, and follow-up during
the location reconciliation process. Navy will publish the
official workshop minutes and draft the proposed standard
messages and letters for Services and DLA comments and recom~
mendations,




U 9 MAY 1988

DLSSO-1 PAGE THREE
SUBJECT: DoD Joint Physical Inventory Working Group (JPIWG) Meeting
22-24 April 1986

d. Problem: Problems that are encountered during the location reconcilia-
tion process oftentimes can be corrected with a telephone call,
message, or letter; however, to initiate a correction, it is
presently impossible for some Services/Agency to determine the
correct address or point of contact to send correspondence or
direct telephone callis.

JPIWG: In the absence of a DoD focal point publication of physical
inventory points of contact, the JPIWG approved the use of the
Army's directory of “Principal Inventory Coordinators List
Directory” along with the Navy's point of contact list for use
by the Services and DLA. The JPIWG also recommended that DLSSO
consolidate Army's and Navy's list and publish the list under
DLSSO's cover. DLSSO-I agreed to consolidate the lists with
the help of the Army and publish an “Inventory Control Program
Points of Contact Directory" in the near future,

4, The next topic before the JPIWG was the final draft of DoDI 4140,35, Physical
Inventory Control for DoD Wholesale Supply System Materiel., As discussed at the
January 1986 meeting, the changes recommended by JPIWG representatives were incor-
porated except where GAO/DoDIG audit recommendations were involved, in which case
the audit reports prevailed. The JPIWG Chairperson briefed the proposed changes
to DoDl 4140.35 to Mr. Moore, DASD{L&MM), 11 March 1986. Mr. Moore concurred

with the proposed changes except for the Statistical Inventory Accuracy Goal of 75
percent. Mr. Moore suggested the 75 percent goal would project a picture that
infers that one in four DoD accountable records is allowed to be out of balance.
The Navy and Air Force had previously recommended that the goal be raised to

85 and 90 percent respectively. Mr, Moore directed that the goal be raised

to no less than 85 percent.

5. As a side issue to raising the Statistical Inventory Accuracy Goal to 85
percent, the sample size (number of NSNs to be inventoried) increased approxi-
mately 50 percent. For example, a storage activity that stocked 100,000 NSNs,
the sample size for 75 percent accuracy would require 810 NSNs to be iﬂventqrieé;
for 85 percent accuracy, the sample would require 1,519 NSNs to be inventoried.
The Air Force representative volunteered to tesi the proposed sample size deter-
mination formula and, if possible, come up with a formula with the desired ac-
curacy of 85 percent and 90 to 95 percent confidence and at the same time, reduce

the size of the sample.
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SUBJECT: DoD Joint Physical Inventory Working Group (JPIWG) Meeting
22-24 April 1986

6. The DLA Physical Inventory Scheduling Model was the next topic discussed by
the JPIWG. Both the Army and Marine Corps reported that their storage activities
are receiving special inventory request transacticns (DI Code DJA) from DLA based
on the prioritization model. Navy indicated that they will implement the DLA
prioritization model in the near future.

7. The Chairperson of the JPIWG discussed the DLA Physical Inventory Seminar
next. The Chairperson provided an overview briefing of the DLSSO mission and

the DoD Physical Inventory Control Program status at the seminar. He also par-
ticipated in the discussion on phone call requests for inventory counts, the

OLA Physical Inventory Scheduling Model and DLA's Unit of Issue Change to Quantity
Unit Pack Program. Of most concern to the JPIWG is the DLA initiative on unit of
issue change to quantity unit pack. The concerns raised by the Chairperson

were that in most cases there is not a quantity packaging standard among commercial
vendors and that such changes would have an impact on DoD customer ability to
store increased receipt quantities. Enclosure 2 is the DASD letter of 24

January 1986, Subject: Unit of Issue in Materiel Management and DLA's Unit of
Issue Changes to Quantity Unit Pack briefing charts. DLA has initiated DLSS
change proposals to proliferate this procedural change.

8. The Marine Corps representative briefed the JPIWG on the General Accounting
Office (GAQ) review of DoD Inventory Management Practices that was requested by
Senator Pete Wilson. The representative indicated that the GAO has not released

a formal report as yet. Senator Wilson briefed the results of the review in a press
conference 13 March 1986. It is anticipated that the GAO will forward the

formal review report to Senator Wilson in the May timeframe. Subsequent to the

May timeframe, the GAO will provide the Services and DLA a copy of the formal
review. The Air Force representative indicated that as a result of the review,

the Services and Agency will be tasked to provide information relative to the

following:

a. Causative Research - Evaluate the causative ressarch process to deter-
mine its effectivenss in identifying and correcting

the cause of inventory variances.

b. Internal Management
Control Program - Evaluate the Program to determine whether a followup

system is in place to evaluate whether what the Sery-
ice/Agency reports has been corrected is in fact
corrected (e.g., inventory problems, security,

training, etc.)
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SUBJECT: DoD Joint Physical Inventory Working Group (JPIWG) Meeting
22-24 April 1986

c. Materiel in
Contractor Plants - Determine whether the level of accountability for
Government-owned materiel is sufficient to prevent
fraud, waste, and abuse.

d. Feasibility of Applying
Private Industry Priciples - Determine whether the principles applied
to accountability in private industry can
be applied to DoD.

The Air Force representative will provide the JPIWG with more detailed in-
formation as it becomes available. Enclosure 3 is a copy of the Secretary of
Defense letter of 12 March 1986 to Senator Wilson. The letter recognized

the 1982 and 1986 reissue of the Dol Physical Inventory Control Program Plan
that was developed by the JPIWG. It also recognized the full-time staff to
direct the DoD Physical Inventory Control Program and the JPIWG.

9. The next topic discussed by the JPIWG was the ICE Report. Copies of the
summarized first quarter FY86 DoD ICE Report was provided to the JPIWG. Based
on the "Comments" {not analysis) provided by the Services and Agency (except
Army), it was difficult to determine the reason for shortfalls reported in the
[CE Reports. Most questions concerning the shortfalls could not be answered by
the JPIWG representatives. Since DLSSO is responsible for providing ICE Report
Analysis to DASD(L&MM), it is imperative that the Services and Agency provide
an analysis, including trends, with their ICE Report. Failure to provide ICE
Report analysis will be cited in DLSSO's narrative analyses of 0oD ICE Reports.
In preparing the DoD ICE Report, DLSSO will not attempt to compare one Service/
Agency to another. Enclosure 4 is the ICE Report Schedule that was forwarded
to the Service Secretaries and Agency Director on 17 April 1986.

10. The next scheduled topic on the JPIWG's agenda was the review of the pro-
posed changes to MILSTRAP Chapter 7. ©Due to the absence of the Navy's repre-
sentative and the primary DLA representative, it was decided that the JFIWG
representatives be tasked to review the proposed changes to MILSTRAP Chapter 7
and provide their comments/recommendations to the JPIWG Chairperson not later
than 45 days from the date of the minutes. The comments/recommendations witl
se consolidated for discussion at the July meeting.
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SUBJECT: Dob Joint Physical Inventory Working Group (JPIWG) Meeting
22-24 April 1986

1. Other topics discussed at the meeting:

a. Report of Survey: the draft revision to DoD 7200.10-M, Dob Accounting
and Reporting of Government Property Lost, Damaged, or Destroyed (GPLD) was
forwarded to OASD (Comptroller (C)} on 14 January 1986. OASD(C) informed DLSSO-I
that they have completed their review and incorporated their recommendations.
DLSS0-1 was made aware of the following recommendations to the Criteria for
Causative Research:

(1) Pilferable Item ~ OASD(C) recommended that causative research be
performed on unresolved pilferable items when
the discrepancy is equal to 100 units or $2,500
or more for each stock number vice when the
discrepancy is $2,500 or more Tor each stock
number,

{2} MNoncontrolled Items - OASD{C) recommended that causative research
be performed on unresolved noncontrolled
items when the discrepancy is equal to 500
units or $16,000 for each stock number vice
when the discrepancy is $16,000 for each
stock number.,

The draft revision is presently being staffed at the OASD Tevel. Formal staff-
ing with the Services and Agencies was scheduled for the April/May timeframe.

b, JPIWG Minutes: The JPIWG minutes are currently provided to the JPIWG
representatives 1n a Memorandum For Record. Consequently, any taskings arising
from a meeting are not binding. To resolve this problem, the Chief of DLSSO
directed DLSSO-I to forward the JPIWG minutes under separate cover to the
division level of the Service/Agency representative. This change will take
place with the 22-24 April 1986 meeting minutes.

c. Inventory Report of Principal and Secondary Items (DD Form 1138-1): As
discussed at the 28-30 January 1986 JPIWG meeting and reported in Che meeting
minutes, the JPIWG representatives were requested to familiarize themselves
with their Service/Agency submission of the 1138 Report. Since the 1138 Report
will be an agenda topic at the July meeting, the Physical Inventory and
Comptroller JPIWG representatives are requested to prepare a joint 30 minute
briefing on their Service/Agency preparation of the 1138 Report, The briefing
should include how principal and secondary items are stratified as well as how
the data is coded in the financial and accountable records. The briefing should
also address the feasibility of adopting such a breakout for principal and
secondary items in the ICE Report.
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DLSSO-1 PAGE SEVEN
SUBJECT: DoD Joint Physical Inventory Working Group (JPIWG) Meeting
22-24 April 1986

12. In keeping with the JPIWG meeting rotation plan, Navy is requested to host
the next JPIWG meeting which is scheduled for 22-24 July 1986. Details concern-
ing the meeting will be provided under separate cover.

13. Representatives were recognized for their participation and the meeting was

adjourned 24 April 1986.

4 Encl Charfes w, Strong, 3r.
Chairpersory

Dob Joint Physmaiinvenﬁxy
Working Group




THE OFFICE OF THE ASSISTANT SECRETARY OF DEFENSE

WASHINGTON, D .C. R0305-8000

ACQUISITION AND

LOGISTICS - ' 24 JAN 1986
LM/8D

MEMORANDUM FOR THE ASSISTANT SECRETARY OF THE ARMY (I&L)
ASSISTANT SECRETARY OF THE NAVY (S&L)
ASSISTANT SECRETARY OF THE AIR FORCE (RD&L)
DIRECTOR OF THE DEFENSE LOGISTICS AGENCY

SUBJECT: Unit of Issue in Materiel Management

paragraph D.6. to DoD Instruction 4140.36, "The Unit of
Tesue in Materiel Management," requires advance coordination with
all Service/Agency users, before unit of issue (U/1)} changes are
effected., This policy was the most significant issue discussed
during recent meetings held to discuss distribution system
productivity matters with Service and Defense Logietics Agency
(DLA} representatives.

Hindering the achievement of increased productivity is the
requirement to issue and ship small, low value items in small
quantities. To illustrate the wagnitude of the problem, last
June DoD wholesale materiel depots filled 2.3 million
requisitions. Sixteen percent or 370 thousand {ssues had an
extended dollar value (quantity shipped times unit price) of less
than five doliars. The enclosed shows the June issue activity by
rateriel manager.

A partial solution to the problem is the assignment of
reslistic and economic U/I quantities. This, however, is
hindered by a common perception that the DoD policy stated above
reguires unanimoOus COnCurrence a&mong users before a U/I change
car be made. This is not the case. The inventory manager is
responsible for U/I assignment and nust balance user reguirements
with other economic considerations such as demand history, unit
price and packaging, )

I request you examine your U/I assignments, particularly
those having a low dollar value, Where increased distribution
evstem productivity is evident and impact on users pinimal, a U/I
change should be made. Advance notification, however, must be
provided users of the item{s)}, in order that necessary changes to
ordering practices are in place when the change is made.

/ B
LD T

Deputy Assistant Secretary of Defense
{Logisticse and Materiel Management]
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THE SECRETARY OF DEFENSE

WASHINGTON, THE DISTRICT OF COLUMEIA

1 & MAR 886

Honorable Pete Wilson
United States Senate
Washington, D.C. 20510

Dear Pete:

Your letter of March 10, 1986 outlined, in general terms,
results of the General Accounting Office report to you of their
analysis of Department of Defense inventory management practices.
I share your concern that evey reascnable action be taken to
provide security and accountability for defense material at every
level. Although your letter does not provide details that will-
permit a specific response, I want you to know that problems in
inventory management were identified by audits conducted early in
this Administration and significant actions have been taken to
improve management and control of defense supplies.

It is my understanding that much of the GAO analysis has
been based on previous audits conducted by GAO and Service audit
agencies. Field visits were then structured based on this
literature review. Unfortunately, this type of approach
frequently results in erroneous observations that are not
indicative of the Department as a whole and ignores the specific
initiatives taken by the Bervices and Defense Agencies in-
response to the original audits. 1In the absence of a relisble
audit, release of observations obtained in S0 Cursory a manner
does a disservice to the conscientious and constructive programs
we have initiated in improved inventory control. - ‘

I would also want to point out that much of the GAO field
review work was accomplished at the installation, or military
consumer, level of organization where supplies are issuved for
ultimate use and accountability is vested in unit commanders and
individuals responsible for unit level performance. We recognize
an increased potential of theft exists at this level, just as it
does in the private sector, and organizational components have
instituted prudent safegquards against theft and misuse of
material. There have been numerous examples of individuals who
have abused the trust placed in them and who have been properly
apprehended and brought to justice. In recent years, each
Service has strengthened its internal investigative capability to
increase our confidence that abuses are promptly detected and
corrected.
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The area of inventory accountability has received
unprecedented attention over the past four years. We have

‘acknowledged that longstanding problems in inventory management

and control existed and these were the subject of press interest
several years ago. In the intervening period, exceptionally
8trong programs have been initiated to improve accountability of
material and inventory accuracy. These programs involve complex
automated inventory programs and more modern computer systems to
replace antiquated systems now in use. Progress is being
achieved and I am confident that we are on the right course.
Certainly, you may be sure that these concerns are receiving

priority attention.

As we discussed by telephone, I am enclosing a fact gheet
that will provide some perspective on inventory management
controls within DoD. I trust that this will assist you in
providing balance to the information provided by the GAO. If I
can be of further assistance, please let me know. Should you
desire, we will be happy to schedule briefings on these subjects
to further advise you on ocur progress in inventory management

{mprovement .

Sincerely,

Enclosgure



FACT SHEET
ON

GAO REVIEW OF DOD INVENTORY MANAGEMENT PRACTICES

~

BACKGROUND:

* GAO conducted a two-pronged review:

-0

They reviewed previous GAO, DoDIG and Service audit
reports and criminal investigative agency reports
covering the past five years; and

They performed transaction and inventory record analyses
at 9 inventory control points, 6 depots and 15 retail
activities representing each of the Bervices and DLA.

* The GAO survey results focused on:

inadequate correlation of inventory, shipment and receipt
records with physical inventory balances on-hand;

inadequate physical security of supply inventories;

theft of property including ammunition items.

We are aware of the general allegations being reported by
GAC on inventory management. In fact, the DoDIG

currently has more than 20 ongoing surveys or reviews
that involve DoD supply and maintenance activities.

INVENTORY RECORD ACCURACY:

.o

In 1982 DoD developed a Physical Inventory Control
Program Plan. This plan was reissued in Januvary 1986 as
& five-year improvement program incorporating
recommendations.of the GAO and the DoDIG.

The DoDIG has audited our progress and in August 1985
reported that DoD and its Components have responded
appropriately to earlier Congressional criticism.

DoD performance in maintaining accurate inventory records
has shown steady improvement. Our gross monetary
adjustment rate has declined from 3.7% in 1980 to 2.5%
against a current inventory value of $69 billion. Qur
wateriel denial rate has declined from 0$.86% in 1980 to a
current rate of 0.73%.



*° woe have established a full-time staff to direct the DoD d

Physical Inventory Control Program which encompasses the
DoD Joint Physical Inventory Working Group under the
pefense Standard Systems Office (DLSSO) management.

*® gverall DoD policy is being revised to include procedural
improvements to achieve higher levels of inventory record
accuracy.

Additionally, the programs currently underway within the
Services and DLA to modernize and upgrade their automated
inventory management systems will further strengthen
controls over inventory.

** 1t is significant to note that for FY 1985 we had
inventory gains of over one billion dollars and losses of
900 million dollars. In effect, these bookkeeping
adjustments added more material to the inventory than was
subtracted. These adjustments are 2.7% of a total
- inventory of $71 billion and that percentage compares ..
favorably with private industry adjustments.

LOSSES OF AMMUNITION AND EXPLOSIVES:

*°* The Department is specifically addressing the need to
G improve controle over ammunition and explosives. For
example:

The Army has published new comprehensive policy and
procedural direction on munitions accountability and
control. These procedures will cover all phases of
turn-in., We believe the primary problem in ammuhition
- explosives loss occurs in training. Munitions must be

. issued in large quantities as troops are trained in their
5 " use. The improved procedures will concentrate on issuing
the proper quantities, monitoring firing during training,
and closely controlling munitions turn-ins. The new
policy emphasizes the important role of leadership from
the activity commander down to the squad leader in
assuring proper accountability for all explosive type
{tems.

PHYSICAL SECURITY OVER DOD INVENTORIES:

** The Department is very concerned over the reports of
large losses of military equipment and supplies. It is
important that the real scope of this problem be
recogiiized in order that we can deal effectively with the
actual issues. I believe we have the proper policies in
place regarding safeguarding of military materiel.



LR -2

Unfortunately, in any large organization, a small number
of untrustworthy individuals can subvert the whole system,
In many of the cases cited by GAC, individuals in a
position of trust misused their inside knowledge of the
supply system to steal military property. To combat this
problem, DoD has implemented a number of security
tightening measures. These include more personnel
reliability checks similar to those applied to
individuals with access to nuclear materiels. Computer
cross-checks to spot unauthorized users are being
expanded to include unusual quantities of materiel or
suspicious shipping destinations. Increased training is
also a key element in both theft prevention and detection.

A number of the people involved in the thefts described
have already been arrested. We will continue to work
with the FBI and the U.S. Customs Service to stop theft
of government property and to prevent criminals from
obtaining U.S. military items.

Strong discipline is in place for offenders. Since 1982
we have secured the following number of convictions for
theft of DoD property:

- 173 convictions - U.S. District Courts.

- 468 convictions - The military justice system.



OFFICE OF THE SECRETARY OF DEFENSE
WASHINGTON, D. C. 20301

17 APR 1886

CAMERON STATION
DEFENSE LOGISTICS

ST RiA. VA TIXAX 22304-6100
DLSS0

MEMORANDUM FOR ASSISTANT SECRETARY OF THE ARMY {I&L)
ASSISTANT SECRETARY OF THE NAVY (S&L)
ASSISTANT SECRETARY OF THE AIR FORCE (RD&L)
DIRECTOR, DEFENSE LOGISTICS AGENCY

SUBJECT: Inventory Control Effectiveness (ICE) Report Schedule

The Deputy Assistant Secretary of Defense (Logistics and Materiel Management )
(DASD(L&MM)) in a 24 January 1986 memorandum advised that the Physical Inventory
Control Program Administrator within the Defense Logistics Standard Systems
Office (DLSSO) has been assigned responsibility for consolidating and analyzing
DoD Component ICE reports. This change in responsibilities will be refiected

in the next formal change to the Military Standard Transaction Reporting and
Accounting Procedures (MILSTRAP) Manual, DoD 4140.22-M.

In the interest of assuring timely reporting and complete analysis of ICE data,
DLSSO has developed the enclosed report schedule for Service/Agency reporting,

DLSSO compilation and analysis, and submission of consolidated reports to DASD

(L&MM). Accordingly, please assure all future ICE reports are submitted to

DLSSO by the appointed dates.

Encl

1 HORACE E. PERDICU

cc: Chief

Comdt,, Marine Corps Defense Logistics Standard
DASH (L&MM) Sy~tems Office

Cotys riiant f”’/
Voo /4’7&"5 g
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OFFICE OF THE SECRETARY GF DEFENSE
WASHINGTON, D. C. 20301

10 FEB 1388

CAMEHRGN STATION
DEFENSE LOGISTICS
STANDARD SYSTEMS OFFICE

ALEXANDRIA, VA RXX® 22304-6100
DLSSO

Memorandum for Record
SUBJECT: DoD Joint Physical Inventory Working Group (JPIWG) Meeting, 28-30 Jan 86

1. The subject meeting was hosted by the Marine Corps and convened at 0945
hours, 28 Jan 86, at Headquarters, Marine Carps, Rosslyn, VA. Agenda topics
are listed in Attachment 1. Attendees are listed in Attachment 2.

2. The first topic for discussion before the JPIWG was final draft DoD Instruc-
tion 4140.35, Physical Inventory Contrel for DoD Wholesale Supply System Materiel.
Changes recommended by JPLWG representative as a result of the Nov 85 meeting/
discussion were taken under advisement by the Dob Logistics Standard Systems
Program Administrator in developing the final draft DoDI 4140.35. In discussing
the final draft, JPIWG members were advised that all their comments were incor-
porated except where GAD/DoDIG audit recommendations were involved, in which

case the audit report prevailed.

a. The DLA representative expressed concern that Inventory Control Effect-
jveness reporting continues to include principal and secondary items in the
same report, It was explained that until agreement can be reached on what the
appropriate distinction is between principal and secondary items is, all items
in storage and on Service/Agency accountable records will continue to be in-
cluded in the Inventory Control Effectiveness (ICE) reports. To this end, JPIWG
representatives were requested to familiarize themselves with their Service/
Agency submission of Inventory Report of Principal and Secondary Items {DD
Form 1138-1).

b. The DLA representative also challenged the stated objective of Physical
Inventory Control Program as being inventory accuracy. Mr. Kelley stated that
we should only concern ourselves with the fast moving active items and not
consider those other items in storage because they do not play in support of
the readiness of the active forces. In conjunction with this point, the DLA
representative took the position that physical inventory counts should not be
required for all materiel release denials but only be done on a selective
basis. JPIWG representatives were acdvised that these are the type of comments
that should be provided OASD(L&NM) during the staffing of the DoD Instruction.



DLSSO
SUBJECT: DobD Joint Physical Inventory Working Group (JPIWG) Meeting, 28-30 Jan 86

¢. Navy representative concerns centered around the impacts of the Gramm
Rudman Bill on Physical Inventory Control Program accomplishments. As a result
of projected funding constraints, the Navy representative stated that the Navy
is in favor of statistical sampling in accomplishing both physical inventory
counts and location survey processes. This would allow Dob Components to achieve
required accuracy measurements with fewer resources. Additionally, the Navy re-
presentative recommended higher accuracy goals. The Army representative supported
the Navy recommendation to accompiish Location Survey requirements through statis-
tical sampling and indicated that some inftiative was forthcoming from Army in
this area. The JPIWG Vice-Chairman reviewed the purpose and objectives of the
Location Survey process and expressed some doubt that those objectives could be
realized through statistical sampling. “The femys His 46vee, pasing Covps and
DL fon-e Cem o gy tovahing £Lhe Locatfis Loewey gmﬁf, Lpew sd-ad Hpr Hé m'“"‘tés'j

d. The Air Force representative stated that items selected for inventory
through selection prioritization models should be treated as scheduled inventory
requirements for resource programming purposes, It was pointed out that there
is latitude in the way the policy is drafted that would allow DoD Components to
designate other items or categories of items for annual physical inventory
counts. The details of what is a scheduled inventory will be worked out in
MILSTRAP revision of physical inventory control procedures,

3. The next topic put before the JPIWG was the final DoD Physical Inventory Con-
trol Program Plan., JPIWG members were apprised of changes made to the plan as
a result of their comments provided after the last meeting. Specific changes
. discussed were: the DLSSO assuming lead role in executing the program plan with
§%§&PIWG support; retention of quality control as a subtask within the procedures
“ peview; DLSSO assumption of ICE report analysis; and inclusion of retail level
supply as a DoD Physical Inventory Control interest. The JPIWG members were ad-
vised that the program plan will be distributed to DeD Components under a separ-
ate letter after it is published.

4, The DLA Inventory Selection Model was the next topic discussed by the JPIWG.
Mr. Kelley presented the background which led to DLA's testing and fielding of
the physical inventory prioritization model and the rationale for requesting
interservice acceptance of DLA system output requests. While neither the DLSSO
nor the JPIWG had been formally apprised of DLA's fielding efforts the other

DoD Components requested DLSSO involvement to discuss the effectiveness and
comprehensiveness of the DLA system in meeting DoD requirements. Significant
points drawn from the discussion are as follows:

a. As an owner/manager, DLA is responsible for assuring that assets under
their accountability are inventoried regardless of whether they are stored in
DLA storage facilities or Service owned and operated depots, Thus, DLA requests
for inventory are in accordance with DoD policy.



DLSSO
SUBJECT: DoD Joint Physical Inventcry Working Group (JPIWG) Meeting, 28-30 Jan 86

b, In discussing operating systems detail functional requirements, it was
revealed that DLA unilaterally limited what system inputs would be accepted from
the other Services - e.g., if a Service storage activity initiated a scheduled
inventory against a DLA owned/managed item for which DLA had not reguested/identi-
fied through the prioritization model, then the physical inventory notification
(DJB)} and the inventary count transaction (DJA) would not be accepted by DLA.
This would be a waste of inventory resources based on DLA's failure to accept
the count. Adding to this the fact that the DLA system records a date of last
inventory only for the NSN as a whole and does not have a date of last inventory
by storage location, it appears that DLA master data record information is less
than reliable in determining whether a given storage site has ever conducted an
inventory count on a given NSN,

c. While the Army and Marine Corps have agreed to accept inventory request
transactions (DI Code - DJA) from DLA based on the pricritization model, the Air
Force has declined to participate in the DLA proposed inter-Service application.
Navy has not declared whether or not to accept DLA prioritization model requests
for inventory.

d. Based on the discussion with JPIWG members, it was recommended that Ser-
vice representatives highlight their concerns in messages to HQ DLA, It is
believed that while the DLA model conceptually responds to the need to identify
those items that have the greatest supply significance to support the readiness
of active forces, the implementation of the model failed to consider DLA's rela-
tionship with other DoD Components and does not provide significant improvements
in maintaining accurate detailed physical inventory information,

5. A discussion of meaningful measures of inventory control effectiveness was
also conducted. Materiel Denials, while not directly related to overall inventory
accuracy, have some correlation to the level of accuracy between ICP and storage
activity records as well as readiness implications (demand satisfaction}. The
denial rate does, however, reflect the effectiveness of ICPs in issuing materiel
release orders to storage activities based on accountable record balances and
the storage activities' effectiveness in locating materiel in storage and
processing shipments to customers. The achievement of a one percent denial rate
does not infer a 99% record accuracy, but only that the ICP and storage activity
were in agreement on what was in storage and did not exceed the quantity of the
items at that storage location., The JPIWG members did agree that Materiel
Denials should continue to be reported in ICE reports as an indictor of the
impact of inaccurate records on active/demanded items. It was also recommended
that DoD Components be required to report "On-Time" processing of denials as an
additional indicator



pLSSO '
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of system responsiveness. All other data currently reporied on ICE reports were
recommended for retention. The remainder of the discussion centered around the
determination and reporting of overall inventory accuracy derived by random
statistical sampling. Draft DoD Instruction 4140.35 currently in staffing would
require DoD Components to conduct a random statistical sample inventory of the
total population of items in storage to arrive at an overall inventory accuracy
rate. Given approval of the random sample policy, Components would likewise be
required to report the results of statistical sample inventories.

6. Advance copies of the final JPIWG On-Site Surveillance Report were distri-
buted to Component representatives and reviewed to assure that recommended
changes to the draft received from JPIWG members were adeguately reflacted.
The final report will be distributed to the Services/Agencies under separate
correspondence when received from the printing office.

7. The next topic discussed by the JPIWG was a change directed by DASD{L&MM)

on ICE report submission by DoD Components. A DASD(L&MM) memorandum to the
Servicas/Defense Logistics Agency, 24 Jan 86, advises that the Defense Logistics
Standard Systems Office {DLSSO) has been assigned responsibility to consolidate
and analyze ICE reports. The memorandum further states that reporting Compon-
ents are to submit further ICE reports directly to DLSSO. A copy of the memo-
randum is at Attachment 3.

8. The remaining time of the JPIWG meeting was devoted to discussing proposed
changes to Dol 4140,22-M, MILSTRAP, Chaptaer 7. The DoD Physical Inventory Con-
trol Program Administrator and JPIWG Vice-Chairman have redrafted MILSTRAP
physical inventory procedures based upon GAD/DoDIG audit recommendations con-
curred with by OASD({L&MM) and to strengthen areas reviewed by the JPIWG during
its on-site review, Due to inclement weather, the meeting was adjourned early.
JPIWG members were provided copies of the draft MILSTRAP Chapter 7 and requested
to review the proposal prior to the next JPIWG meeting.

9. The Army representative, Mrs. Scaman, volunteered to host the next JPIWG
meeting at HQ Army Materiel Command (AMC), Alexandria, VA. It is therefore

proposed that the next meeting be held 22-24 Apr 86 at HQ AMC. Details con-
cerning the meeting will be provided under separate cover,

10. Representatives were recognized for their participation and the meeting

was adjourned 30 Jan 386.
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Charltes W. &trong, Jr. o

Chairperson o

Dol Joint Fhysical Inventory,
Working Group




DoD JOINT PHYSICAL INVENTORY GROUP MEETING
28-30 Jan 86

THE AGENDA FOR THE MEETING IS AS FOLLOWS:

28 JAN 86:

TIME
0900-1100
1100-1200
1200-1300

1300-1530

29 JAN 86:

0900-1200

1200-1300
1300-1400
1400-1500
1500-1600

30 JAN 86:

0900-1200
1200-1300
1300-1500

1500-1530

WORKING SESSION - JPIWG MEMBERS

DISCUSSION TOPIC

FINAL DRAFT DODI 4140.35

FINAL DOD PHYSICAL INVENTORY PROGRAM PLAN
LUNCH

DLA INVENTORY SELECTION MODEL

MEANINGFUL MEASURES OF INVENTORY CONTROL
EFFECTIVENESS

LUNCH

FINAL JPIWG ON-SITE SURVEILLANCE REPORT
ICE REPORT SUBMISSION REQUIREMENTS
PROPOSED CHANGES TO MILSTRAP CHAPTER 7,
PHYSICAL INVENTORY CONTROL

PROPOSED CHANGES TO MILSTRAP CHAPTER 7
LUNCH
PROPOSED CHANGES TO MILSTRAP

WRAP UP
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NAME

C. Strong (Chairman)

F. St. Mark {(Vice-Chairman)
C. Scaman {Alternate)

J. Jones (Member)

F. Bible (Member)

B. Patterson {Member)

F. 0'Rourke (Alternate)

M. Kelley {Member)

M. Pipan (Alternate)

J. Dunleavy (Observer)

Attendad 28-29 Jdan
Attended 30 Jan
Attended 29 Jdan

DOD JPIWG MEETING
28-30 Jan 86

ATTENDEES

ORGANIZATION

DLSSO-1
DLSSO-1

Army

Navy

Air Force
Marine Corps
Marine Corps
DLA

DLA

DMA

TELEPHONE

2747668
274-7667
274-6987
697-0589
787-7874(AV)
694-1600
694-1600
274-6193
274-6193
287-3100
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