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I.  Introduction
Preamble.  This contract is between the Defense Management Council (DMC) and the Defense Logistics Agency (DLA).  Its purpose is to articulate expectations for DLA’s performance in FY 2000 through 2005.  Nothing in this contract is intended to alter the basic mission, operations, authority, or reporting chain of DLA.  The Under Secretary of Defense for Acquisition and Technology (USD(A&T)), as the principal staff assistant (PSA) for DLA, is the agent of the Deputy Secretary of Defense responsible for implementation of the contract and for all direction associated with its implementation.  The PSA is responsible for all direction stemming from DMC reviews of the agency’s performance against the contract targets.

The standards and goals set forth in this contract assume that DLA will continue operations in an overall peacetime environment and provide support for contingency operations at levels similar to those in recent years.  It is the responsibility of the DLA Director to notify the DMC promptly, through the USD(A&T), if changing conditions make any terms of this contract impossible or impractical to fulfill.  The DLA Director will propose modifications, as necessary, to accommodate direction from the Secretary or Deputy Secretary of Defense.

Product Lines and Customers.  The Defense Logistics Agency is the sole logistics combat support agency for the Department of Defense (DoD).  It provides materiel, supplies, and services to the military departments and supports their acquisition of weapons and other equipment.  Support begins with joint planning for parts for new weapon systems, extends through production and contract support, and concludes with the disposal of materiel that is obsolete, worn out, or no longer needed.  DLA provides supply support, contract administration services, technical/logistics services, and quality support to all branches of the military.  The services it provides fall into the following activity groups. 

Defense Logistics Support Command (DLSC)

Supply(Non-Energy.   DLA procures and services millions of items used by the U.S. military and by some civilian agencies.  Examples of commodities handled by DLA include food, clothing, medical supplies, fire-fighting equipment, imaging supplies and equipment, and field kitchen equipment.  Items procured by the agency range from Magnetic Resonance Imaging Systems (MRIs) to Meals-Ready-to-Eat (MRE) and Combat Kevlar Helmets.  DLA also buys and distributes hardware and electronic items used in the operation, maintenance, and repair of military bases, equipment, and consumable hardware items.    

Each military service determines its requirements for supplies and materiel and establishes procurement priorities.  DLA has three supply centers that consolidate the services’ requirements.  The supply centers formulate acquisition plans to meet the quantity, quality, and delivery requirements of the services and secure logistical support for supply items.

· 
· 
· 
· 
· 
· 
· 
Defense Energy Support Center (DESC)( Supply – Energy.   In January 1998, the Deputy Secretary of Defense, redesignated the Defense Fuel Supply Center as the Defense Energy Support Center and expanded its duties to include consolidation of the Department’s regional energy efforts.  Established by Defense Reform Initiative Directive #21, DESC was specifically tasked to accomplish regional demonstrations of total energy management.  Its functions include procurement of aggregated electricity loads and helping the military departments reduce energy demand and privatize their utility systems. 
DESC is the petroleum materiel manager for DoD.  The Center purchases and manages petroleum products for the military services and federal agencies at more than 4,000 locations worldwide.  To perform its broad fuel distribution functions, DESC stores and distributes fuel using tankers, barges, trucks, and pipelines.  With a $3.5 billion annual budget, the Center procures nearly 110 million barrels of petroleum products each year and manages 250 national stock numbers for petroleum products.  For example, DESC manages jet fuels, aviation gasoline, automotive gasoline, heating oils, and naval propulsion fuels.  

Defense Distribution Center (DDC)(Distribution.  The distribution activity group

consists of a unified materiel distribution system for DoD, which is managed by DLA.  Depots receive, store, and issue wholesale and retail materiel worldwide.  In addition to the primary mission of receiving, storing, and issuing materiel, distribution depots perform other functions that include, but are not limited to, providing refrigerated storage, cylinder refurbishment, tent repair, medical unit assemblies, minor maintenance, and set assembly or disassembly.  Some distribution depots are highly automated facilities that have been specifically designed to provide global support for general commodities.  Others fill customer requirements on a regional basis, or provide global support for materiel that requires special equipment, facilities, or training.

Competitions for three distribution sites were initiated in April 1998.  Six sites were announced for study beginning in FY 1999, seven sites are planned to be announced in FY 2000, and two additional sites in FY 2001.  These competitions will require a minimum of 24 months from start to selection of the most efficient organization (MEO)/private-sector transition.  Competitions for the last six depots are to be completed by April 2003.

Defense Reutilization and Marketing Service (DRMS)(Reutilization and Marketing.  DRMS provides for the redistribution and marketing of DoD equipment and supplies no longer needed by the original user.  A critical portion of DRMS’ mission includes hazardous material disposition worldwide.  Items a user no longer needs are compared to requirements of the military services and federal agencies and transferred if a match is found.  If no authorized organization wants the item, it is offered for sale to the public.


Defense Contract Management Command (DCMC)

Contract Management.  DCMC manages contracts awarded by the military services, DLA, the National Aeronautics and Space Administration, other federal agencies, and foreign governments. The command is responsible for ensuring that procured material is of satisfactory quality, is delivered when and where needed, and is provided at a reasonable price.  DCMC services are performed at or near contractor plants through a complex of offices that vary in size, depending on workload and the concentration of government contractors in the area.  Services span the entire acquisition life cycle. 

DCMC has three districts, each responsible for contracts in their respective area.  The districts oversee about 75 subordinate offices throughout the world.  Contract Administration Offices (CAOs) manage contracts within specific geographic areas and within contractors’ plants.  Their management duties include daily, on-site surveillance of contractor processes, systems, and program-specific concerns that cannot be viewed or monitored by off-site agencies, including access to and participation in internal contractor meetings. 

Defense Automated Printing Service (DAPS)

Automated Printing.  DAPS provides automated information products and services to DoD and designated federal activities.  Examples of functions it performs include imaging and conversion of documents to electronic media, digital warehousing, distribution, and DoD-wide procurement of printing and duplicating services.


(Note:  DLSC (Supply—Non-Energy), DESC, DDC, DRMS and DAPS are Defense Working Capital Fund organizations.  DCMC is O&M funded.)

Relationship to DLA Strategic Plan.  DLA’s strategic plan provides the framework for supporting the National Performance Review and DoD initiatives.  The strategic plan is reviewed and updated periodically by DLA’s Executive Management Team.  The metrics included in the strategic plan are directly related to the quality and cost metrics incorporated in this contract.

Presentation of Metrics.  Section II, “Business Area Performance Standards,” presents contract metrics for each business area in three categories:  unit cost and productivity, quality and customer responsiveness, and reengineering actions.  Statements of the quantity or scale of work in each business area are provided in the Appendix.

II.  Business Area Performance Standards

A. Defense Logistics Support Command
FY 2000-2001 President’s Budget Submission for DLA ($M)


FY 2000
FY 2001

Revenue
8,005.4
8,142.8

Expense
8,005.4
8,142.8

Materiel
6,473.8
6,605.2

Cost of Operations
1,531.6
1,537.6

DLA Direct
1,442.1
1,446.4

DoD/DWCF Suppliers
89.5
91.2

Adjustments
0.0
0.0

Net Operating Result (NOR)
0.0
0.0

Unit Cost and Productivity Metrics

Deliverable:  Reduce the Supply—Non-Energy cost of operations to material ratio (OMR) in FY 2000 to FY 2005 to the percentages listed below.  

                         FY99            FY00            FY01              FY02               FY03              FY04               FY05

Ratio (%)            21               17.7              17.2                 16.6                 16.1                15.9                 15.8

     

Terms and Conditions: 

a. The OMR is calculated as the cost of inventory control point (ICP) operations, plus the cost of depot operations, plus corporate costs, all divided by materiel costs valued at acquisition costs.

b. Reimbursable work is not included.

c. Sales are at least 95 percent of forecast amounts, as shown in the Appendix.

d. DFAS, DISA, and depot charges incurred are not increased by more than 5 percent from projected costs, as shown in the Appendix.


a. 
b. 

Deliverable:  The Defense Working Capital Fund (DWCF)—Supply Management customer price change (CPC) will be no greater than realized increases in the DoD composite inflator from FY 2001-2005.  Current forecasts of the CPC and the DoD inflator are as follows: 

                                          FY98       FY99        FY00        FY01        FY02        FY03       FY04        FY05

CPC  (%)                            1.6          -1.0            4.7            1.3             1.0            0.9           1.5            1.8 

DoD Price Escalation (%)  1.5           1.6            1.5            1.6             1.6            1.6           2.1            2.1



Terms and Conditions:

a. Actual sales are at least 95 percent of forecast sales, as shown in the Appendix.

b. DFAS, DISA, and depot costs incurred by Supply Management are not increased by more than 5 percent from projected costs, as shown in the Appendix.

c. OSD does not require additional funding for projects not included in DLA's FY 2000-2005 Program Objective Memorandum (POM).

Deliverable:  DLA’s major petroleum product acquisition price, weighted by product type, geographic location, and time of purchase, will not exceed comparable measures of similar commercial products.

Terms and Conditions:

a. Major products are JP-8, JP-5 and F-76.

b. Comparable measures of similar product costs will be based on DoE time series prices, as published in the Petroleum Marketing Monthly.  They are defined as the average of refiner sales for resale of high-sulfur diesel and the average of refiner sales of kerosene-type jet fuel to end users.

Deliverable:  Provide disposal through abandonment and destruction (A&D) of non-hazardous property for the military services at an average cost not to exceed the following per line item disposed.

               FY98        FY99         FY00         FY01         FY02         FY03         FY04         FY05 

Avg. Cost ($)      241.54      295.37        294.81       259.22       240.39       229.21       224.30       224.30


Terms and Conditions:  
a. This item includes all costs associated with the final disposal of nonhazardous property and is calculated by dividing those costs by the number of line items of property disposed.

b. The military services turn in the anticipated volume of excess personal property, as shown in the Appendix.

c. There are no substantive statutory and/or regulatory changes affecting DRMS.

Quality and Customer Responsiveness Metrics





a. 




a. 
b. 
c. 
Deliverable:  Logistics response time reliability for supply​—non-energy materials will improve over the program period to reflect greater percentages of requisitions processed within shorter time frames.  The LRT targets are: 
                                      FY98       FY99       FY00       FY01       FY02       FY03       FY04       FY05
LRT Reliability %          N/A          95             95           96             96            97             97           97 

Number of Days               29           21             18           17             14            12             10            9



Terms and Conditions: Includes the commodity areas of food, clothing, and medicines.

Additional Commitments

DLA will:
· Assess administrative lead time (ALT) and production lead time (PLT) performance at each ICP.  Review investment strategies and demand-prediction methodologies.  Identify opportunities to reduce the number of back orders and the LRT associated with processing back orders.  Evaluate the contribution of each to LRT reduction.  Ascertain programmatic implications.  Develop, and initiate where feasible, implementation plans.
· For each LMARS segment that DLA controls, document ongoing initiatives (both corporate and supply center-specific), that are intended to contribute to effective LRT management.  Evaluate the contribution of each to LRT reduction.  Identify gaps, overlaps, and partnering opportunities.  Develop an exploitation strategy.

· For LMARS segments over which DLA has no control, in collaboration with the segment owners:  ascertain segment owners’ initiatives to reduce LRT; evaluate the contribution of each such initiative to LRT reduction; offer suggestions, “lessons learned” from other segment owners, etc.  Partner with other segment owners on initiatives where synergism would help reduce LRT.  Advise the DUSD(L) of the need for intervention, as required.
DUSD(L) will:

· Define a new metric for customer wait time.

· Establish a requirement for DLA to develop a program to capture the data needed to compute customer wait time.
Deliverable:  Aggregate supply availability for all weapon system items will be equal to or greater than 85 percent for each military service for each fiscal year. 



Terms and Conditions:  

a. Supply availability is the percentage of requisitions filled immediately from stock on hand or existing direct vendor delivery contracts.

b. Materiel replacement rates/materiel obligation authority are provided as requested in the FY 2000-2005 Program Objective Memorandum (POM).

c. There is not a large volume of requisitions for items previously transferred from the military services for which there is little or no stock on hand.

d. Direction given by the Defense Resources Board regarding aviation supply availability will be incorporated into DLA's supply availability strategy.  

Deliverable:  Product conformance of supply—non-energy material on hand will meet the following percentages from FY 2000 through FY 2005. 

                        FY98         FY99          FY00           FY01         FY02           FY03          FY04          FY05
Conformance       

Percentage             95               95              95.5              96             96.6               97             97.5             98



Terms and Conditions:  

a. Sampling methodology used will attain a 99 percent confidence, + 1 percent variance. 

Deliverable:  DLA will maintain the petroleum war reserve material and resupply peacetime inventory, by product by CINC, at or above the control limit.



Terms and Conditions: 

a. Sufficient in-service tankage must be available in order to meet the control limits for maintaining the war reserve and peacetime operating stock inventory.

b. Tanks that are out of service must be brought back into use according to the established schedules in order to meet storage requirements.

c. Penetrations into control limits as a result of contingencies and war are excluded.

d. Directed war reserve increases are provided with executable purchase and delivery lead times.

e. Material obligation authority is provided by USD(C) as necessary to maintain inventory levels.

Deliverable:  The sample inventory accuracy for all products, as determined by a statistical sampling in each fiscal year, will be greater than or equal to 95 percent.



Terms and Conditions:

a. The FY 1999 baseline for inventory accuracy is 91.9 percent.

b. Samples are conducted semi-annually during the second and fourth quarters of each fiscal year.

c. The sampling plan was modified, beginning with the second quarter FY 1999 sample, to incorporate the DoD stratification and tolerances.  The stratification considers item characteristics and assigns tolerances (or acceptable variances) accordingly, ranging from zero to 10 percent.  The resulting statistics reflect variable line-item accuracy.

Deliverable:  Achieve an overall customer satisfaction rating from FY 2000 through FY 2005 which reflects the percentage of customer responses of 4 or greater on a 5-point Likert scale.  
       FY98          FY99          FY00           FY01         FY02         FY03         FY04          FY05
Satisfaction

Rating (%)      81               83               85                87               90              95             100             100



Terms and conditions:

a. Surveys will be conducted on a statistically random sample of customers in three to four survey cycles annually to determine the percentage of customers who indicate they are “satisfied” or “very satisfied”  (4 or 5 on a 5-point Likert scale).

b. Customer satisfaction baseline is 81 percent for FY 1998. 

c. The random sample will be of sufficient size to produce at least a 95 percent level of confidence when data are assembled to produce a one-year moving average. 

d. Customer mix parameters remain within the ranges exhibited during FY 1995-1999.

e. Customer survey response rates remain adequate to achieve statistical validity.

f. The survey continues to receive adequate funding and Office of Management and Budget/General Services Administration/Washington Headquarters Services approval under the “budget burden” provisions of the Paperwork Reduction Act.

g. Assumes the survey is technically capable of measuring customer satisfaction and that customers accurately report their degree of satisfaction.  The survey will use the current five-point Likert scale question or a mutually agreed upon multimetric index.  

h. This customer satisfaction metric will encompass the following DLSC activity groups:  supply (non-energy), supply (energy), distribution, reutilization and marketing (for military customers only), and logistics information.  It will not cover DRMS non-military customers.

Reengineering Actions

Market-Ready Items

Description:  DLA stocks tens of thousands of market-ready items.  It is planning to implement a commercial business system for these items that will process orders directly to the source.  This will enhance the use of EMall and other Internet methods of electronic commerce (EC).  Reducing the inventory levels of market-ready items at DLA's inventory control points (ICPs) will reduce DLA overhead as well as procurement costs for DLA's customers.

Goal:  Eliminate a significant portion of DLA's inventory of market-ready items and, commensurate with the application of modern commercial practices and systems, reduce the size of the ICPs.

FY 2000 Objectives:  

· DLA will implement a commercial order processing system to automatically route customer orders/requisitions directly to the source of supply.

· DLA will transition all market-ready items to direct-ordering instruments, consistent with the above objective, in accordance with the schedule below.

                                               
FY99
  FY00       FY01       FY02        FY03       FY04       FY05

Percent Transitioned                          50             58            66            72             80             88           95

Terms and Conditions:  

a. Percent transitioned is defined as the percentage of the market-ready-item universe, as defined by DLA, that is transitioned to direct-ordering instruments.

b. Objectives apply to situations where DLA has cognizance over the items and where the transition makes good business sense from both a financial and customer-service perspective.

Additional Commitments

DLA will:

· Review E-Mall surcharge rates and recommend reductions based on the growth of EMall sales.

· Define the baseline universe of market-ready items.

· Continue to refine the definition and criteria for market-ready items.

· Ensure that the changes in inventory management methods described in this contract do not adversely affect readiness and sustainability.

· Ensure that customer supply ordering procedures are not adversely affected. 

· Ensure that availability of market-ready items is not adversely affected by these changes to procedure.

DoD components will:

· Participate with DLA in the development and implementation of the plan to reduce commercially available market-ready items inventory.

· Participate in the implementation of the new order management system.

· Identify requirements for commercially available market-ready items during contingency operations and for remote locations.  Place continued emphasis on maximizing use of government purchase cards. 

· Relax Internet ordering restrictions.

Shift to Commercial Practices for Other Than Market-Ready Items

Description:  In most cases, items (including those unique to the DoD), can be procured, stored, and distributed using practices characteristic of the commercial sector.  Such practices are designed to minimize inventory levels and operating costs and to improve responsiveness to customer demands.  Commercial practices are understood to include arrangements like the following:  prime vendor, virtual prime vendor, corporate contracts, long-term contracts, direct vendor delivery, and on-demand manufacturing.

Goal:  DLA will shift a significant portion of its sales of other-than-market-ready items to commercial practices.

FY 2000 Objective:  Continue the shift of sales to commercial practices and develop a plan that supports the accelerated schedule of further shifts, as shown below. 

                                             FY99    FY00     FY01     FY02    FY03    FY04    FY05      

Assessments Completed (%)          67           77         83         88          91         93        97 

Sales/Obligations (%)                    59           61          64         66          68         70        73


Terms and Conditions:
a. “Assessments Completed” is expressed as the percentage of total obligations/sales of candidate items reviewed for potential transition to commercial practices.

b. “Sales/Obligations” is expressed as the percentage of total obligations/sales made as a result of the shift to commercial practices.

c. Commercial practices will be employed only where supported by an in-depth business case analysis (BCA).

d. Commercial practices will be employed only where they will not adversely impact logistics response time or increase infrastructure costs.

Additional Commitments

DLA will:

· Conduct in-depth BCAs of candidate items according to the schedule outlined above or sooner.

· Complete shifts to commercial practices according to the schedule, outlined above or sooner.

· Ensure savings are reflected in future rate structures.

· Educate DoD components on the advantages of shifting to commercial practices.

DoD components will:

· Support DLA's effort to shift sales to commercial practices.

· Partner with DLA to identify those candidate items that should be shifted to commercial practices.

Supply--Energy (Non-product per barrel cost)

Description:  Non-product per barrel cost is increasing over the FYDP, as shown below.

                                FY 99         FY00         FY01         FY02         FY03         FY04         FY05

Average cost ($)
    7.25            7.16           7.33            7.53          7.75            7.99           8.24

Goal:  Identify the cost drivers associated with non-product per barrel cost and develop a strategy to either reduce cost or identify cost savings/benefits to DoD.

FY 2000 Objective:  DLA will deliver to USD(A&T) by January 1, 2000, a plan to reduce non-product per barrel cost or provide a report quantifying the cost savings/benefits to DoD.


Terms and Conditions:

a. Non-product cost is defined as transportation, terminal operations, minor construction, maintenance and repair, operations, corporate overhead, DFAS reimbursement, and depreciation.

b. The military services purchase, at a minimum, the forecast quantity of fuel, as shown in the Appendix.

c. DFAS, DISA, and Inter-Service Agreement charges incurred, as shown in the Appendix, stay within 5 percent of projected costs.

d. Any additional costs to accomplish the new DESC energy management mission, beyond those costs identified in the DLA-approved FY 2000-2001 President’s Budget and as requested in the DLA-approved FY 2000 Program Objective Memorandum for FY 2002-2005, are not included in operations costs.  

e. Costs for regional demonstration projects are not included in operations costs.

f. Reimbursable revenue and costs are excluded from the cost of operations.

Distribution Services

Description:  The unit cost of distribution services for items stocked in DLA depots implied by the February 1999 President's Budget is as follows:




FY99
 FY00 
 FY01
 FY02
 FY03
 FY04
 FY05

  Lines Processed 

$27.97
$26.34
$27.50
$28.00
$27.40
$28.26
$29.41

  Cubic Footage Stored/Maintained

$00.83
$00.79
$00.81
$00.82
$00.86
$00.89

  Reimbursable Work


$65.95
$70.24
$71.73
$68.37
$71.97
$75.33

The total cost of distribution services in the President's Budget is as follows:



  
FY99
  FY00 
  FY01
  FY02
  FY03
 FY04
  FY05

  Total Cost ($M)


1452.7    1387.5   1347.8    1310.8   1251.5   1240.9    1245.2 

Unit costs are projected to increase while total costs are falling because the fixed cost of operations is not projected to decline as rapidly as the workload.  This is in part due to DLA's inability to close distribution sites in their entirety through BRAC actions.

Goal:  By aggressively pursuing competitive sourcing of distribution facilities and processes, thereby making a larger portion of fixed costs variable, reduce unit cost in proportion to workload.

FY 2000 Objective:  DLA will deliver to USD(A&T) by January 1, 2000, a plan to reduce the fixed cost of distribution services and reduce unit cost in proportion to workload.  This plan will include proposed actions necessary to reduce costs.
Distribution System Optimization

Description:  DLSC operates the DoD distribution system in support of its customers. Many of the distribution facilities are not optimized for efficiency, but rather are stocked with items desired by the customer in closest proximity.  Optimizing distribution facilities without degradation of services or readiness would serve to reduce operating costs.  DLSC can make better use of its distribution assets and reduce costs by taking responsibility for making most stock-positioning decisions and by using non-government-owned distribution facilities.

Goal:  Optimize the DLSC distribution system.

FY 2000 Objective:  DLA will submit to USD(A&T) by January 1, 2000, a plan for optimizing its DLSC distribution system under which DLA would collaborate with the military services in making stock positioning decisions on service-managed items.  

Terms and Conditions:

a. A-76 does not preclude relocation of material.

b. Distribution Depot (DD) Columbus, DD Richmond, DD San Joaquin, DD Susquehanna, DD Yokosuka, DD Pearl Harbor, DD Tobyhanna, DD Warner Robins, and DD Barstow are excluded, as optimization studies for these facilities are already underway.

Additional Commitments

DLA will:

· Identify the funding required for material movement and capital investment.

· Include in its plan, where appropriate, the use of non-government (contractor) facilities in its distribution facility network as a substitute for government facilities.

DoD components will:

· Participate in the system optimization planning process.

Hazardous Waste Disposal

Description:  The unit cost of hazardous waste (HW) ultimate disposal implied by the February 1999 President's Budget is as follows:




 FY99
 FY00 
 FY01
 FY02
 FY03
 FY04
 FY05

Average cost per pound
$0.182
$0.202
$0.188
$0.183
$0.180
$0.181
$0.185

Total costs for HW ultimate disposal in the President's Budget are declining, as shown below:




 FY99
 FY00 
 FY01
 FY02
 FY03
 FY04
 FY05

Total Cost ($M)

  44.9       44.8        42.4        38.3       36.7       35.8       35.8    


Reductions in fixed costs have not kept pace with the decline in workload.

Goal:  Reduce costs of HW ultimate disposal at least in proportion to the decline in workload.

FY 2000 Objective:  DLA will deliver to USD(A&T) by January 1, 2000, a plan to reduce the fixed cost of HW ultimate disposal at least in proportion to the reduction in workload.
Terms and Conditions:  HW ultimate disposal includes contract administration, contract oversight, and other related overhead functions associated with HW disposal.  It does not include the actual disposal of hazardous waste, which is primarily contracted for by DLA.  

Deliverable:  Increase the percentage of DRMS sales executed through commercial ventures (long-term business arrangements) each year.  Implement according to the following schedule:

                                  FY98       FY99         FY00         FY01           FY02          FY03         FY04          FY05

Percentage of Sales:   N/A         20%          50%           75%              75%            80%           90%           95%
Terms and Conditions:

a. The military services turn in the projected amount of materiel per fiscal year as shown in the Appendix.

b. Reutilization/Transfer/Donation does not exceed the projected amount per fiscal year.

c. The commodity mix and condition of property turned in to DRMS is consistent with past experience.

d. Analysis of commercial venture performance indicates positive results-that is, net revenue (gross proceeds minus partner’s costs) exceeds DRMS’ past performance (revenue and costs considered).

Deliverables:  

· Sell excess stockpile commodities in the amount of $2.6B over the six-year period FY 2000–2005 as approved by the Congress in the Annual Materials Plan.  Accomplish the sales according to the schedule shown below. 

· Reduce the number of stockpile storage sites to nineteen on the schedule provided below.

                               FY98        FY99        FY00         FY01         FY02         FY03         FY04          FY05
Sales ($M)           462.2        407.5        480.0         427.0         384.4         347.5          302.9          234.5
Number of Sites        62             54              47              41               37             31              28              19



Terms and Conditions:  

a. Congress authorizes materials for sale. 

b. Sales are in sufficient quantity to justify vacating individual sites.

c. Global economic conditions remain robust for each of the 77 commodities.

d. Annual sales and site reduction targets receive full support of the interagency Market Impact Committee.

e. No individual legislative or administrative constraints are enacted that adversely affect sales efforts. 

f. Material can be sold from designated sites rather than from other locations at closer proximity to the customers and a point of delegation.

g. The degree of environmental restoration required may adversely affect the site closure schedule.

h. Delivery terms associated with long-term contracts may adversely affect the site closure schedule.

Deliverable:  Using best business practices, reduce non-energy inventory to the following levels each fiscal year. 

                         FY98          FY99          FY00          FY01          FY02          FY03          FY04           FY05 

Inventory

Levels ($M)     8,447          7,847          7,035           6,768          6,483          6,165          5,849           5,534  



Terms and Conditions:

a. Inventory is valued at acquisition cost, with two exceptions: potential reutilization stock is revalued to salvage (typically 2 to 3 percent of acquisition cost); and unserviceable stock is revalued to 50 percent of acquisition value.

b. The value of transferred items and other capitalizations is not substantially greater than the anticipated value.

c. The military services purchase the expected amounts of stocked, as shown in the Appendix.

d. The military services do not return substantially more goods than anticipated, as shown in the Appendix.

e. The military services’ retail-level inventories are not included in the forecast amounts.

f. Inventory forecasts do not include reparable items.

g. The military services include DLA representatives in the planning for weapon system decommissioning or conversion to contractor logistics support.

Deliverables:  

· Conduct public/private competitions for 16 distribution depots and selected functions at the two principal distribution sites (PDSs) using OMB Circular A-76 procedures:

                                      FY98        FY99        FY00       FY01        FY02        FY03      FY04         FY05

Start                             3 depots   6 depots   7 depots   2 PDSs           - -             - -            - -              - -

Transition Complete        - -             - -         3 depots   6 depots    7 depots    2 PDSs        - -              - -

· Conduct public/private competitions for the logistics functions at 39 Defense Reutilization and Marketing Offices (DRMOs) using OMB Circular A-76 procedures:

                      
           FY98               FY99         
    FY00           
    FY01         
   FY02         

Start            
       10 DRMOs            - - 

29 DRMOs                 - -                         - -

Transition Complete          - -          
         - - 

10 DRMOs                 - -   

29 DRMOs

Terms and Conditions:

a. Competitions are based on a 36-month study from start to completion.

b. Congress imposes no further limitations.

c. There is an existence of bidders.

d. There are no successful challenges to competitions.

Acquisition Decision Team Partnering

Description:  Weapon system acquisition teams do not routinely include representatives from the DLA Weapon Systems Support Management (WSSM) Office.  Consequently, program managers (PMs) must sometimes make decisions on systems without expert advice on supportability and LRT.  Such decisions have the potential to increase life-cycle costs unnecessarily.

Goal:  Include DLA on acquisition decision teams so as to benefit from the agency’s logistics and weapons support expertise at the beginning of the decision process and capture any cost savings that may be realized.

FY 2000 Objective:  The DLA Director, in coordination with the military services, will present to USD(A&T), by January 30, 2000, a proposal for an Acquisition Decision Team (ADT) pilot program, nominating at least one major acquisition program per service for which an ADT including DLA logistic and support representatives will be formed.  The team will develop methods for measuring additional savings resulting from this ADT partnering arrangement.
B.  Defense Contract Management Command

Unit Cost and Productivity Metrics

Deliverable:  Through improvements in productivity, reduce cost per unit of output for contract administration services (in base year FY 1999 dollars) by 3 percent annually during FY 2000-2005 from the FY 1999 baseline.



Terms and Conditions:  

a. DCMC has implemented a Unit Cost and Activity-Based Management System.   Contract administration services represent all the “service sets” routinely performed on contracts administered by DCMC.

b. The forecast assumes stable contract workload and no major changes in delegation of contract authority from the military services.
c. The FY 1999 baseline will be determined after the close of the fiscal year.

Quality and Customer Responsiveness Metrics

Deliverable:  Sample a group of customers monthly to determine an Overall Customer Satisfaction Rating.  Provide a corrective action report to the DMC no later than October 31 of each fiscal year if 90 percent of the responses are not 5 or greater on a 6-point Likert scale.   



Terms and Conditions:  

a. DCMC District Customer Support Teams will conduct customer surveys each month.  Primary customers to be surveyed are Acquisition Category (ACAT) I, II, and III program managers (PMs), their respective procurement contracting officers (PCOs), service logistics and item managers, and their respective PCOs.

b. Customers will be selected on a random basis from the DCMC Automated Metrics System database.

c. Telephone surveys will be conducted on a monthly basis by District East and West Customer Support Teams.  Customers will be asked to rate their satisfaction with DCMC support on a 6-point Likert scale (1 = very dissatisfied, 6 = very satisfied).

d. The customer satisfaction target has recently been changed from a numerical goal to a percentage goal in order to conform with the objective, established by the DLA strategic plan, of achieving and sustaining a 90 percent customer satisfaction level by FY 2000.  The percentage is calculated by summing the total number of responses to the overall satisfaction question that are rated 5 or 6 and dividing the result by the total number of responses.

e. Problems identified in the survey will be assessed for corrective action.

Deliverable:  Improve the percentage of contracts closed out in accordance with FAR/DFAR goals according to the following schedule:




FY99
FY00
FY01
FY02
FY03
FY04
FY05

Contracts Closed (%)
  85
  86
  87
  88
  89
  90
  91

Terms and Conditions:  

a. Much of the documentation required to close out contracts is provided by other organizations (DCAA, DFAS, program offices).  To attain this goal, DCMC assumes that current levels of responsiveness from these organizations are improved.  

Additional Commitments

DoD components will:

· Team with DLA (DCMC) to reengineer the end-to-end contracting process to improve the timeliness of contract closeouts.

· Improve responsiveness in providing accurate and timely documentation required by DLA to close contracting actions.

Deliverable:  Increase the percentage of on-time definitized contractual actions (DCAs) according to the following schedule:



FY99
FY00
FY01
FY02
FY03
FY04
FY05

On-Time DCAs (%) 
  85
  86
  87
  88
  89
  90
  90

Terms and Conditions:  

a. Many of the requirements for definitizing contractual actions depend on inputs from other organizations (DCAA, program offices).  To attain this goal, DCMC assumes that current levels of responsiveness from these organizations are improved.  

Additional Commitments

DoD components will:

· Team with DLA (DCMC) to reengineer the end-to-end contracting process to improve the effective use and definitization of contractual actions.

· Improve responsiveness in providing accurate and timely documentation required by DLA to decrease overage undefinitized contractual actions.

C.  Defense Automated Printing Service

FY 2000-2001 President’s Budget Submission for DLA ($M)

            FY 2000
            
FY 2001
 

Revenue


382.1



381.4

Expense


381.9



381.4

   Cost of Operations


   381.9


   381.4

        DLA Direct



  379.7     

               379.2

        DoD/DWCF Suppliers


      2.2    


       2.2

Adjustments


   0.2       


    0.0

Net Operating Result (NOR)
   0.0



    0.0


Unit Cost and Productivity Metrics

Deliverable:  Convert pages and images to digital form in accordance with the schedule below.





FY99
FY00
FY01
FY02
FY03
FY04
FY05

Pages converted (millions)

 27.7
 31.9
 35.1
 38.6
 42.5
 46.7
 51.4

Terms and Conditions:  

a. Conversions may be accomplished in-house or by contract.

b. Conversion includes hard copy to digital, system output to digital, and from one form of digital to another.
Additional Commitments

DoD components will:

· Recognize DAPS as the DoD agent for document/drawing conversion.

· Partner with DLA to identify actions and resources required to accelerate the digital conversion. 

Quality and Customer Responsiveness Metrics

Deliverable:  Survey a statistically representative sample of customers annually to determine the percentage of customers who are either "satisfied" or "very satisfied" with overall performance, quality, cost, and responsiveness.  Monthly monitoring, reporting, and tracking of quality, cost, and timeliness will be done through survey questionnaires.  Goals for the overall customer satisfaction rating are listed below.  Provide a corrective action report to the DMC no later than October 31st of each fiscal year if the percentage of customers satisfied is below the goals listed.




FY99
FY00
FY01
FY02
FY03
FY04
FY05

Satisfied Customers (%)
 92.5
 93.0
 93.0
 93.5
 93.5
 94.0
 94.0

Terms and Conditions:  

a. DAPS will survey a randomly selected customer sample of sufficient size to ensure a confidence level of 95 percent.

b. Satisfied customers are measured by the percentage of surveyed customers ranking DAPS performance from acceptable through high quality.   

c. Problems identified in the survey will be assessed for corrective action.

Deliverable:  Rework requests from customers will not exceed the following percentage of total orders in each fiscal year.




FY99
FY00
FY01
FY02
FY03
FY04
FY05

Rework Requests (%)
 
 0.46
 0.42
 0.38
 0.36
 0.34
 0.32
Terms and Conditions: Rework percentages will be calculated by dividing revenue loss from orders not accepted by customers by the total in-house production revenue.  

Deliverable:  Discrepancy reports, on contracted printing services (those not performed in-house), will not exceed the following percentages:



FY99
FY00
FY01
FY02
FY03
FY04
FY05

Discrepancy Reports (%)
 
  2.0
 1.8
 1.6
  1.5
 1.4
 1.3

Terms and Conditions:  Percentages will be calculated by dividing the number of jobs by the number of jobs for which a GPO Form 1815 (Notice of Quality Defects), GPO Form 970 (Noncompliance Change Report), or unsatisfactory GPO customer questionnaire is received. 

III. Improvements in Metrics 

The metrics identified in Section II (Business Area Performance Standards) will be used to gauge performance under this contract.  For the FY 2001 and subsequent contracts, improved or new metrics that better capture the value to customers of goods and services supplied by the agency will be considered.  In cases in which a metric is not substantially under the agency’s control, the contract should be worded to delineate clearly the agency’s responsibilities, while using the metric to bring larger issues to the DMC’s attention.  Listed below are specific areas in which the Defense Logistics Agency will pursue improved metrics.  Newly developed or improved metrics will be incorporated as appropriate to enhance the existing DLA performance contract. 

DLSC (Supply(Non-Energy)

Deliverable: For the FY 2001-2005 Performance Contract, DLSC will develop a metric (or metrics) that quantifies the benefits its customers receive from the use of Prime Vendor and Direct Prime Vendor, and other shifts to commercial practice strategies.  



Supply Availability

Description:  The current supply availability metrics are of limited use to DLA's military customers because they do not capture the relationship between availability of supplies and readiness levels.  A revised metric linking readiness to availability would allow customers to better predict anticipated readiness levels.

Goal:  To develop a replacement supply availability metric tied to readiness.

FY 2000 Objective:  

· The DLA Director, in coordination with the DUSD(L) and the military services, will by January 31, 2000, survey customers and determine the measurement issues associated with linking supply availability and readiness, and submit a report to the USD(A&T) suggesting new metrics that characterize the relationship between supply availability of military-unique items provided by DLSC and readiness.  Include in the report identification of new data collection steps needed to implement these metrics.  

· DLA will incorporate, into the FY 2001 update to this contract, metrics that quantify the supply availability goals specified in the FY 1999 Program Decision Memorandum.
Deliverable:  For the FY 2002-2007 Performance Contract, DLA will develop a replacement for the product conformance metric that will encompass the benefits of its total cost of quality model.  The metric should provide visibility of total quality costs, allowing DLSC to optimize product support investment strategies.  Using total quality costs as a baseline, the metric should provide an effective means of gauging progress toward meeting quality improvement goals and future investment requirements.  The metric must quantify the benefits of DLSC quality improvement expenditures in terms of customer service improvements and program efficiencies, measured by reductions in failure and materiel costs.
Deliverable:  For the FY 2001-2005 Performance Contract, DLA will develop a metric to measure inventory location accuracy.
DLSC (Supply(Energy)

Deliverable: For the FY 2001-2005 Performance Contract, DLSC will develop unit cost/productivity and quality/customer responsiveness metrics for its new non-petroleum energy mission. 



DLSC (Distribution)

Deliverable:  For the FY 2002 update to this FY 2000-2005 Performance Contract, DLSC will develop a "net landed cost" pricing structure for distribution based on commercial pricing practices.

IV.  Reports


The DLA will periodically provide to the USD(A&T), with a copy to the Deputy Secretary of Defense, the data needed to assess performance under this contract.  A final report, covering the entirety of FY 2000, will be provided by November 2000.   

For the Defense Logistics Agency:

______________________________

Henry T. Glisson

Lieutenant General, USA

Director




For the Defense Management Council:

_______________________________

Jacques S. Gansler

Under Secretary of Defense

(Acquisition and Technology)

Approved:

__________________________________

John J. Hamre

Deputy Secretary of Defense

APPENDIX













DLSC:  Supply - Non-Energy





Table 1


FY00
FY01
FY02
FY03
FY04
FY05


Net sales at Standard

8005.5
8142.7
8220.5
8243.4
8336
8419.5


($M)




























Table 2


FY00
FY01
FY02
FY03
FY04
FY05


DFAS charges

35.5
34.8
22.8
20.2
21
22.4


DISA charges

35.6
38.9






Depot charges

419.6
410.6
402.8
380.7
377.8
378.8


($M)






























DLSC:  Supply - Energy





Table 3


FY00
FY01
FY02
FY03
FY04
FY05


Mil services purchase

112
110.9
109.8
108.7
107.6
106.5


(millions of barrels)









Total product inventory
52.6
49.65
49.65
49.65
49.65
49.65


(millions of barrels)



























Table 4


FY00
FY01
FY02
FY03
FY04
FY05


DFAS charges

1.5
1.5
1.5
1.5
1.5
1.5


DISA charges

1.2
1.2
1.2
1.2
1.2
1.2


ISSA charges

2.5
2.5
2.5
2.5
2.5
2.5


($M)






















Distribution













Table 5

FY00
FY01
FY02
FY03
FY04
FY05


Distribution workload








lines processed (M)
21.6
20.4
19.2
18.1
17.1
16.1


Storage demand (mil cf)
283
268
254
239
233
226


Reimbursable work ($M)
2.3
2.1
2.0
1.9
1.9
1.8













DLSC:  DRMS













Table 6
Mil service turn in 

FY00
FY01
FY02
FY03
FY04
FY05


excess personnel property

20.6
19.9
19.2
18.6
17.9
17.2


(acquisition value in $B)




























Table 7
Environmental support

FY00
FY01
FY02
FY03
FY04
FY05


by DRMS
0.225
0.205
0.189
0.175
0.16
0.14


(millions of HM/HW line

items turned in)




























Table 8


FY00
FY01
FY02
FY03
FY04
FY05


Net stocked sales at cost

2161.6
2108
2112
2033.7
1987.4
1990.9


Returns

460
460
470
470
470
470


($M)






























DCMC













Table 9


FY00
FY01
FY02
FY03
FY04
FY05


DCMC FTEs
12,859
12,538
12,352
12,229
12,053
11,878
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