II. The Defense Working Capital Fund (DWCF)

This section describes DWCF’s origin and structure, its funding, goals, and objectives, and its management structure.

Origin and Structure of DWCF

The Defense Working Capital Fund (DWCF) is a revolving fund financial structure used to provide necessary goods and services for the armed forces. A revolving fund, including the DWCF revolving fund, derives its name from the cyclic nature of the “cash” flow.

The income (or financial resources) of organizations financed through DWCF is derived from their level of operations and is available to finance their continuing operations without fiscal year limitation. Organizations financed through DWCF, as business area providers, sell goods or services to “customers” with the intent of recovering the total cost of providing those goods and services. DWCF business area providers use the income from these sales to replace or buy additional inventory or otherwise finance the production of goods and services. The cycle continues for the life of their revolving fund. A business area provider, unlike commercial businesses, is not profit-oriented. 

Historically, the U.S. military has used two primary types of revolving funds—stock funds, and industrial funds. From the 1870s, until the inception of DWCF, stock funds have been used to procure material in volume from commercial sources and to hold in inventory for resale to the operating forces, recovering only the cost of the material itself. Similarly, industrial funds have been used since the 1940s by organizations to provide industrial and commercial-type goods and services, such as depot maintenance and transportation, recovering overhead costs in addition to material costs.

The DBOF was established on October 1, 1991,by the4 Secretary of Defense under the authority of Title 10, US Code, section 2208. It merged into one revolving fund, nine existing individual stock and industrial funds, along with five additional defense commercial operations or business areas previously funded with direct appropriated funds. The merger included the individual stock and industrial funds of the Army, Navy, Air Force, and Defense-wide, as well as the business functions of the Defense Finance Accounting Service, Defense Commissary Agency, Reutilization and Marketing Service, and Defense Industrial Plant Equipment Center. The DBOF revolving fund incorporated all the assets and liabilities of these functions. On December 11, 1996 the DBOF fund was disestablished and the Defense Working Capital Fund (DWCF) was established, transforming the one fund into four. Each Service now has its own fund plus a Defense-Wide fund with all the Defense Agencies. In FY 1999, the Defense Commissary Agency was added, bringing the total to five separate funds. This action was taken to reinforce the role of the Military Components and to clearly establish the Components’ responsibility to manage. 

The establishment of DWCF caused some financial changes but no operational changes. As discussed in the next section, DWCF realigned functions into business areas consisting of supply, depot, maintenance, and transportation. The DWCF financial structure linked cost and performance through total cost visibility and full cost recovery. DWCF managers must be responsible to customer requirements while operating within cost goals established in operating and capital budgets.

Many steps were undertaken by the Department long before the establishment of DWCF to gain total cost visibility. Prior to the establishment of DWCF, the Department recognized the need to do a better job of identifying all the costs associated with producing a specific output. In 1983, DoD secured congressional approval to budget for capital equipment purchases from the industrial funds rather than from procurement funds. 

In 1981, Navy shipboard depot level reparables (DLRs) were moved from free issue to stock fund financing. Navy aviation DLRs were moved to the stock fund in 1985, and Army and Air Force DLRs were moved in 1991. Supply depot and inventory control point operating costs were moved to the Army, Navy, Air Force, and Defense stock funds, and military personnel costs were added to each business area in FY 1991, just before the DBOF was established. The following year, all CONUS supply depot operating costs were consolidated in the Defense Logistics Agency budget. In addition, in FY 1992, the financial management of the Defense Finance and Accounting Service (DFAS), the Defense Commissary Agency (DeCA), and the Joint Logistics Systems Center (JLSC) were converted from appropriated funds to a revolving fund operation.

These changes were made to recognize that the selling prices charged to customers by the revolving funds should include all the costs of providing goods and services. By giving the business area managers the authority and flexibility to make tradeoff decisions, more can be done to control costs, promote efficiencies, and facilitate sound decision making.

A significant result of the DWCF initiative is the elimination of the distortion between the “cost” of support and the “price” of support. For example, the customer cost for one hour of labor for a plumber is $23. This cost fails to recognize the $14 in “hidden costs” (military salaries, payroll services, etc.) related to the plumber. These costs have always been paid, but they were not necessarily attributed to the cost of having a plumber in the workforce. Under the DWCF financial structure, DoD managers can now determine the “true cost” of having a plumber in the DoD workforce. The cost can now be factored for prior year losses/gains and other adjustments.

What the establishment of DWCF did not change are the previous organizational reporting structures or command authority relationships that have existed for decades in the industrial and stock funds: the functional and cost management responsibilities remain with the Components. Prices for goods and services produced in a Component business area (e.g., Air Force Aviation Depot Maintenance) remain the responsibility of that Component and are set on a break-even basis over the long term.

The DWCF Business Areas

With the DWCF structure, many of the business operations functions formerly covered by the stock and industrial funds and other support functions are now categorized as business areas. Each business area is an aggregation of activities within a Component that provides goods (e.g., consumable spare parts, supplies) and services ( e.g. depot maintenance, transportation) on a reimbursable basis to other activities within DoD and to authorized non-DoD activities. Summaries describing each business area appear in Appendix C.

The DWCF Charter

All business areas managed by DoD components are included as supplemental provisions to an overall DWCF Charter. The DWCF Charter formally establishes DWCF business areas and identifies activity composition, as well as potential assets and liabilities. The Charter does not provide budgetary resources or authorizations to incur costs for the purchase of goods ands services.

The supplemental provisions lay out the mission of the Component by business area and include exceptions, if any, from DWCF policy that are authorized for the business area. DoD Components are required to review their DWCF operations each fiscal year to ensure that the supplemental provisions are current. Any changes should be submitted as charter amendment requests to the Office of the Under Secretary of Defense (Comptroller) (OUSD (C)).

Existing charters are amended or canceled upon approval by the OUSD (C). Documentation supporting the amendment or cancellation of an existing charter must include justification of the proposed action and disposition plans for assets and liquidation of liabilities.
 Components can propose the establishment of new business areas to the OUSD (C) by preparing supplemental provision documentation in accordance with Chapter 51, Volume 11B, DoD 7000.14R.

The proposed support function(s) must meet four criteria n order to be included in the DWCF financial structure as a new business area: 1) outputs (i.e., goods produced and services produced) can be identified; 2) an approved accounting system is available; 3) organizations (i.e., customers) that require and order products or services can be identified; and 4) advantages and disadvantages of establishing a buyer-seller relationship can be evaluated.

DWCF Goals and Objectives

DWCF was created and designed to accomplish a number of goals and objectives. 

Goals include:

• Providing a more effective means for controlling the costs of goods and services required to be produced or furnished by DWCF business areas, and a more effective and flexible means for financing, budgeting, and accounting for those costs,

• Providing managers of DWCF activities the financial authority and flexibility required to procure and use manpower, materials, and other resources effectively, and

• Facilitating budgets for, and reports of, the costs of end products, underlining the cost consequences of choosing among alternatives.

Objectives include:

• Furnishing managers of DWCF business areas with modern management tools comparable to those used by private enterprises engaged in similar types of activities; 

• Improving cost estimates and cost control through comparison of estimates and actual costs;

• Encouraging providers of goods and services to coordinate labor forces and inventories with workload, budgeting, and cost control;

• Placing customers in the position to critically evaluate purchase prices and the quality of goods and services ordered; and

• Establishing standard prices or stabilized rates, and unit prices for goods and services furnished by DWCF business areas, thus enabling customers to plan and budget more confidently. 

Funding

Business areas receive their initial working capital through an appropriation or a transfer of resources from existing appropriation of funds and use those capital resources to finance the initial cost of goods and services. Resources to replenish the initial working capital and to permit continuing operations are generated by the acceptance of customer orders.

An exception to this is the contract authority in the Supply Management business areas and the Capital Investment Program.

The Supply Management Business Area and the Capital Investment Program receive contract authority. (The Capital Investment Program provides the capability for reinvesting in the infrastructure of business areas in order to facilitate mid- and long-term cost reductions.) Contract authority permits obligations to be incurred in advance of appropriations or in anticipation of receipts from customers but in accordance with an apportionment, allotment, or other limiting authority. Other than the Supply Management Business Area and the Capital Investment Program, all other DWCF obligations must be supported by budgetary resources that are immediately available. 

The DWCF Management Structure

The following paragraphs describe the responsibilities for the management of the DWCF financial structure.

The DWCF Policy Board

The DWCF Policy Board was established in 1993 to develop, review, and recommend DWCF policies and procedures, review business areas for inclusion in or exclusion from the DWCF, and evaluate business performance. The Board also reviews and recommends actions to support the DWCF financial systems.

The Board is composed of senior financial and/or functional managers, or their designated representatives. The Under Secretary of Defense (Comptroller) (USD(C)) serves as Chair, and the Principal Deputy Under Secretary of Defense (Comptroller) serves as the Vice Chair. The Board members consist of one representative, or their designated alternate, from each of the following organizations:

• Joint Chiefs of Staff.

• Under Secretary of Defense (Acquisition, Logistics, and Technology)

• Under Secretary of Defense (Personnel and Readiness)

• Assistant Secretary of Defense (Command, Control, Communications, and Intelligence)

• Assistant Secretaries for Financial Management of the Army, Navy, and the Air Force

• Defense Finance and Accounting Service (DFAS)

• DoD Inspector General

• Office of Management and Budget (OMB)

• Planning, Analysis, and Evaluation OUSD (Comptroller)

• U.S. Transportation Command

• Defense Logistics Agency

The Chair may elect to designate permanent observers to the Board from participating Components. Board members may also recommend permanent observers for consideration by the Chair. In addition, Board members may invite financial and functional mangers to provide expertise in addressing specific agenda items. Representatives from other defense agencies and federal agencies may be invited to observe Board deliberations and to offer their views on the subjects being discussed.

The Board meets quarterly to review issues and policies related to DWCF operations and to monitor implementation of ongoing improvement actions.

Office of the Under Secretary of Defense (Comptroller)

The OUSD (C) establishes policy on DWCF operations based on recommendations of the Policy Board. The OUSD (C): provides oversight on all financial management matters relative to the operations of DWCF; issues all necessary budget preparation, accounting, and reporting policies; reviews and approves operating budgets, monitors execution of the budget and analyzes the results thereof; and, provides guidance to improve the efficiency of the DWCF. A list of DoD financial management policy documents is located in Appendix D.

Military Departments and Defense Agencies

The Military Departments and Defense Agencies which have business areas financed under the DWCF are responsible for the day-to-day management and operation of their respective DWCF business areas. They manage DWCF processes within approved funding limitations and designate a management agency or command to be responsible for effective management of each DWCF business area. They also provide periodic financial and management information as required by the OUSD (C).

Each DWCF business area is under the management control of a designated DoD Component. The designated management agency or command within the Component assigns responsibility and authority to designated officials for managing and operating DWCF business areas. 

Within each Component, the management of each DWCF business area:

• Incurs obligations and costs as necessary and allowable to perform the functional mission;

• Controls performance costs in line with the annual operating budget as approved by the OUSD (C);

• Identifies to higher management any impediments to achieving performance and cost goals; and

• Identifies and justifies to higher management those improvements which will produce future gains in effectiveness and efficiency.

� For more details on establishing a DWCF business area, see Chapter 51 DoD 7000.14–R, Volume 11B.
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