I. Introduction

The Department of Defense (DoD) implemented the most profound reform to defense resource management since the introduction of the Planning, Programming, and Budgeting System in the early 1960s. These changes fundamentally alter the way the Department manages its resources by introducing a business culture into defense operations.

One of the more significant changes was the establishment of the Defense Working Capital Fund (DWCF) formerly known as the Defense Business Operations Fund (DBOF), a revolving fund financial structure. The concept of the Defense Working Capital Fund, established in October 1991 and modified in FY 1996, is the merging into four funds the former stock and industrial funds and several activities previously funded with direct appropriations. Several new Business Areas such as the Defense Finance and Accounting Service (DFAS) were also added to the Fund. The DWCF financial structure has five separate funds (Army, Navy, Air Force, Defense-Wide, and Defense Commissary) with multiple divisions identified by Component and by Business Area (e.g., Army Supply Management, Navy Depot Maintenance, Transportation). The purpose of the funds is to improve the delivery of support services to the Department’s operating forces while reducing the cost of operations.

In FY 2002, support services financed through the DWCF financial structure are expected to involve approximately 213,500 civilian and military personnel providing some $77.5 billion in goods and services essential for military operations. 

These resources reflect significant reductions from the FY 1993 levels of 405,000 civilian and military personnel and $82.5 billion in goods and services. DWCF business operations include, but are not limited to: depot maintenance, storage, and transportation of supplies and secondary equipment items; financial and accounting services; printing and publication services; commissaries, information services; and research and development.

Purpose, Objective, and Scope of the Handbook

The purpose of this Handbook is to acquaint DoD executives and managers with the concepts, policies, and procedures of the DWCF revolving fund financial structure. This handbook is one of several major efforts to enhance the understanding and usage of the DWCF financial structure and to promote its implementation throughout the Department.

The primary objective of this Handbook is to provide the reader with a better understanding of the DWCF financial structure and the requirements for operating in a customer-oriented and integrated resource management environment. The Handbook is intended as a general reference for the Department’s workforce at all levels. It discusses in detail how support organizations (Business Area providers) financed through DWCF provide the goods and services required by the operating forces (customers) to sustain readiness. 

The Defense Working Capital Funds (DWCF) 

As a revolving fund financial structure, DWCF builds on revolving fund principles previously used for industrial- and commercial-type operations. DWCF consists of five separate funds and multiple divisions identified by Component and by Business Area. Within these Business Areas, there are support organizations (providers) operating like commercial businesses by selling goods and services to DoD’s operating forces and other Business Areas (customers).

Customer orders (funded requests for goods and services) provide the budgetary resources to finance defense business operations. Customers fund their requests primarily with appropriated resources (e.g., Operation and Maintenance, Procurement, and Research, Development, Test and Evaluation). Income (or budgetary resources) derived from the sale of goods and services is then used to finance DWCF Business Areas’ continuing operations without fiscal year limitations. Unlike profit-oriented commercial businesses, DWCF businesses strive to break even in prices charged to customers. Revenue from customers sustains the full cost and the continuous cycle of DWCF business operations.

The basic tenet of the DWCF financial structure is to create a customer-provider relationship between military operating forces and support organizations.

• Customers of DWCF Business Area providers include: any DoD command, organization, non-DoD command, organization, non-DoD Federal Government agencies, and other U.S. and foreign agencies and commercial enterprises when authorized by DoD. 

• Providers in the DWCF customer-provider relationship are the Component Business Areas and related support organizations responsible for providing goods and services to the operating forces and financed through DWCF (see Appendix C).

The customer-provider relationship is fundamental to the DWCF financial structure. The relationship has significantly increased the customer’s responsibility for properly determining support requirements and the level of performance required from DWCF financed support organizations. The result of the customer-provider relationship is a meaningful “linkage” between military mission operations and the cost to support those operations.

This linkage is a major feature of DWCF’s control process. The inclusion of previously direct-financed areas in the DWCF is causing DWCF Business Area operations to be financially sized (in both budget and implementation) based on their customers’ requirements and appropriated resources available for DWCF goods and services. In other words, the resources required by the DWCF Business Areas to continue operations vary directly with their customers’ needs for their goods and services. As the volume of customer requirements declines, so too will the relative financing of a supporting DWCF Business Area. 

The significance of this linkage makes it essential for customers and providers alike to understand the nature of the DWCF financial processes and the potential impact it can have on military readiness.

In summary, the DWCF financial structure and management process focuses on total cost visibility and full cost recovery for the Department’s support functions. 

The DWCF financial structure provides DoD managers with improved financial management tools and facilitates the reduction of DoD support costs through better business practices. The use of the DWCF financial structure is intended to:

• Foster a business-like customer/provider approach that enables the customer to make economical buying decisions and encourages the provider to become more cost conscious;

• Identify the full costs of support, measure performance on the basis of cost/output goals, and foster efficiency and productivity improvements;

• Provide timely and accurate information to decision makers at all levels to enhance the decision making process; and

• More closely relate the support infrastructure with the force structure.

The Benefits of DWCF
• DWCF identifies the total or “true” cost of DoD goods and services to Congress, military users (buyers), and those who provide goods and services (sellers), and thereby promotes more efficient and effective allocation and utilization of resources.

• DWCF underlines the cost consequences of certain choices and allows purchases to be made in anticipation of future funded orders.

• DWCF provides managers with the financial authority and flexibility to procure and use manpower, materials, and other resources more effectively.

• DWCF improves cost estimates and cost control through comparison of estimates and actual costs.

• DWCF places customers in the position of critically evaluating purchase prices and the quality of goods and services ordered.

• DWCF allows for greater flexibility and security in decision making as there are no fiscal year limitations

• DWCF establishes standard prices or stabilized rates and unit prices for goods and services furnished by DWCF activities, enabling customers to plan and budget more confidently.

Organization of the Handbook

The Handbook is organized into five sections plus appendices.

Section 1, Introduction, provides a general introduction to DWCF.

Section II, Defense Working Capital Funds (DWCF), briefly describes the origin and structure of DWCF, DWCF’s goals and objectives, and the responsibilities of the DoD Components and Agencies for managing DWCF. 

Section III, DWCF Planning, Programming and Budgeting, provides a very brief overview of the Planning, Programming, and Budgeting System (PPBS) as it pertains to DWCF Business Areas. It continues with a discussion of budgeting concepts that are of particular importance for customers as well as DWCF business operations.

Section IV, DWCF Cost Elements and Business Management Concepts, describes the current policies pertaining to the treatment of DWCF cost elements.

Section V, Summary and Conclusion, summarizes the main points contained in the Handbook.

The Appendices include Acronyms and Abbreviations, a list of DWCF Financial References, a current list of DWCF Business Areas, and a Glossary of Terms.
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