IMPROVED FINANCIAL PERFORMANCE

(a) Describeyour effortsto improve timeliness, usefulness, reliability of, and accessto financial
management data such as oper ating expenses, budgets, cost data, erroneous payment rates,
inventory, receivables, payables, etc., that support day-to-day operations.

Corporate leadership and stewardship is afundamenta ingredient to the success of any
organization. The sze and complexity of the Defense Supply Center Philadel phia (DSCP) and
its support mission demand that corporate leadership strives to improve business practices over
operations and better integrating financid management requirements with operationa
responsihilities. The tone at the top provides the organizationa impetus for DSCP personne
to move toward improvement. In keeping with that philosophy, the DSCP has a number of
programs in place to ensure that it has good management oversight over budget processes both
in the development and execution of the budget. In particular, we have begun preparing weekly
reports on material obligations and rate of fund usage. This oversight will continue and increase
the level of management that is monitoring the reports. These efforts provide more timely data
to assg with the identification of potentia problemsin execution and give additiond
opportunity to address problems as they arise. The Commander of DSCP takes an active
persond interest by mesting formaly at least monthly with senior leadership to review their
financid performance based on reports prepared by the Office of Comptroller. Throughout the
year, Review and Andysis briefings are given and a that time, Budget Execution and Supply
Performance metrics are brought together and the senior leadership is provided with performance
inkey areas. As background, the DSCP supply operations are funded through the Defense
Working Capitd Fund, which operates as arevolving fund. DSCP buys and sdlls commodities
to their customers who then use appropriated funds to pay DSCP. In principle, DSCP shoud
recover the acquigition codts of what it sells, aswell as its own operating codts, so that over the
long term the fund bresks even financidly. Because of thisfunding Stuation, it is extremely
important that every effort be made to keep on top of what is funded. DSCP works to
accomplish this through its efforts to improve timeliness, usefulness, rdigbility of, and accessto
financid management data.

DSCP has made severd improvements regarding the usefulness and timeliness of financid
information. These efforts include monitoring weekly reports on materid obligations, preparing
monthly reports, and holding meetings to discuss the overdl budget execution to date. This
center dso conducts review and analyss briefings, which cover budget execution and supply
performance. Our Headquarters organization aso regularly provides input and guidance.
Additiondly, Comptroller employees have been assgned onSte to the organizations they
support, and they work daily with commodity business offices. This collocation facilitates
communication, which in turn improves the timeliness, usefulness, rdiability, and accessto
financid data. Within the last year, DSCP began to collect information on employee activity as
part of its Activity Based Cogting initiative. After identifying common business activities, a
computer-based system was developed to capture employee input on-line and prepare reports of
selected activities and their costs. Employees working within commodity offices are surveyed
on abi-annua basis. Information gathered by DSCP is dso submitted to DLA Headquarters for
inclusion in a corporate Logistics Enterprise model. Management at severd levels are presented
with the results to be used in any decisontmaking process. As resource availability becomes
more congtrained, DSCP management continualy looks for ways to improve financid
performance. One of those waysis to push up responsbility for briefing financid performance



to the highest levels of the organization. Within the past year the Director of the Defense
Logigtics Agency (DLA) has required hisfidd commandersto persondly report their financia
performance to him.

DSCP has many systems that influence the outcome of a good sound financid performance.
Financid performance is strongly influenced by sales to customers, cost of commodities sold to our
military and non-military customers, market conditions, and contractors performance. DSCPis
entrusted with assuring that expenditure of public funds is done in compliance with contract intent and
in the most economic and productive manner. All DSCP employees are aware of this respongbility
through annua briefing on fraud, waste, and abuse. DSCP uses a set of Balanced Scorecard metrics
meade up of financid and non-financial measures to provide a comprehensive view of the processes
used to accomplish our objectives. Each measure isrequired to have a numeric and/or atimeline godl.
The results provide basdline performance indicators which are andlyzed on aregular basis and used as
atool to set priorities for improvements and opportunities for innovation.

Report Web System. DSCP hasingtituted a Report Web system that provides on-the-spot reports
by Didribution, Financid, Procurement, Provisoning, and Requirements. A search engineisin place
where areport query can be entered and searched by date, subject, name, etc. About 8 years ago, an
Activity Based Costing initiative was implemented as a manua system to track processes costs
required to run this activity. Over the years, the Activity Base Costing has evolved to be an automated
system that provides al types of costing reports on acquisition processes, technical quality processes,
and the overdl cost of doing business.

Executive | nformation Syssem. More recently, the Executive Information System (EIS) was
implemented to record and report on dl of the functionsin DSCP smisson. EIS reports on Financid
Measures, Growth and Innovation, Employee Development, Backorders, Customer Calls and
Customer Satisfaction, Direct Vendor Ddlivery, Discrepancy Reporting, Electronic Business
Information and Electronic Commerce, Inventory Levels, Contracts, Prime Vendor Information, Sales,
Socio-Economic Information, Supply Avallability, Unit Cost, and other performance measures.

(b) Describe how your financial management systems have been designed/reengineered to ensure
that decison-maker s have accurate, timely, and useful infor mation.

Aswas dated previoudy, financid management must have the atention of the highest levels
of leadership. That attention provides the organizationd impetus for DSCP personnd to move
toward improvement. In that direction, the DSCP senior leadership has put a number of
programs in place to ensure that it has good management oversight over budget processes both in
the development and execution of the budget. In particular, we have begun preparing weekly
reports on material obligations and rate of fund usage. This oversight will continue and increase
the leve of management that is monitoring the reports. Thiswill further provide more timely
datato asss with the identification of potentia problems in execution and give additiona
opportunity to address problems as they arise. The Commander of DSCP also takes a persona
interest by meeting at least monthly with senior leadersto review their financia performance,
based on monthly reports prepared by the Office of Comptroller. Throughout the year, Review
and Andysis briefings are conducted by the Operations Research Personnd. During this forum,
our Commander reviews Budget Execution and Supply Performance metrics. Senior leadership
is tasked in making necessary adjustments in order to keep in line with the overdl financid
srategic plan. DSCP supply operations are funded through the Defense Working Capital Fund,



which operates as arevolving fund. DSCP buys and sdlls commodities to their customers who
then use appropriated funds to pay DSCP. In principle, DSCP recovers the acquisition costs of
what it sellsaswell asits own operating cogts. The principle of this concept is to ensure that we
do not operate at aloss. To ensure that the DSCP Defense Working Capital Fund is operating
efficiently, we have indituted sate- of-the-art technology in ectronic invoicing. Through this
initiative we have improved the timeliness, usefulness, and religbility of our financid and
operating expenses. It aso precludes us from experiencing erroneous payment rates as such
antiquated systems have hindered Government agenciesin the past.

Currently 73 percent of our totd lines are currently processed via Electronic Invoicing (EI).
Our god is 100 percent. To achieve this, we are actively encouraging participation from vendors
to increase participation in eectronic invoicing. We currently have 100 percent of dl our prime
vendors using eectronic invoicing. Our god isto maximize usage of El and we achieved an 80
percent rate at the end of FY 01. We are concentrating on vendors with the highest volume who
are not dready using ectronic invoicing. We are working with the Compitroller and Defense
Financid Automated System (DFAYS) to identify which vendorsto target.

Our Executive Information System (EIS) is a DSCP intranet management decision-making
tool, which can be accessed by al DSCP s employees. DSCP managers rely on EISin making
financidly driven decisions that support the day-to-day operations. This system encompasses
our four commodities-Generd and Indudtria, Clothing and Textiles, Medica, and Subsistence.
Input of datainto the system is|eft to each one of the commodities. The system shows dl types
of data by commodity and then it summarizes al detainto one single output. EIS provides
financia trend data on saes by geographica regions.

Thefollowing paragraphs explain our dectronic initiatives that were initiated by our
individua commodities for the purpose of improving vishility over accounts payable,
receivables, and operating expenses that support day-to-day operations.

DSCP s Electronic Business/Electronic Commerce (EB/EC) initiatives and developments
have played a crucid rolein virtudly al of the unique and innovetive initiatives adopted by each
of the commodity groups within DSCP. Innovation and improvement in both business processes
and the information technologies to support them will continue to offer DSCP our grestest
potentia for further reinvention and improved support to the warfighter.

Our Strategic Acquistion Systems Office has developed an Electronic Data I nterchange
(EDI) Strategic Plan. This plan brings together dl our various acquisition and business
technology initiatives under a consstent corporate focus while maintaining the environment and
gpirit of commodity entrepreneurship and customer tailored solutions that have been the
cornerstone of the DSCP logigtics revolution.

The Generd & Industrid (G&I) Directorate Electronic Business'Electronic Commerce
(EB/EC) Strategic Plan is a companion piece to the DSCP EDI Strategic Plan. Its primary god
isto establish a comprehensive EC environment throughout the Facilities Maintenance, Bench
stock, and General Hardware and Equipment business areas that encompasses the full range of
acquisition and logistics processes. This goa seeks not to establish a single framework for
development and implementation, but rather an umbrella under which various customer-oriented
EC solutions can operate and expand. Our focusis dso on increasing efficienciesin interna



processes. The Generd and Industria Directorate progress in metric areas measured in the
DSCP plan has been sgnificant. For example, we have been very successful in getting our
vendors to accept Electronic Funds Transfer (EFT). We achieved a 94.6 percent rate for
FY 00 EFT dollars. Assoon as nortparticipating vendors are identified, we arrange for
them to use EFT for payment purposes. We reached 99 percent by end of FY OL.

Our Subsistence Directorate has also achieved success in sending out contracts/orders
electronicaly to Defense Contract Management Agency (DCMA)/DFAS. Currently, over
90 percent of our contracts are being eectronically paid out of our Defense Integrated
Subsistence Management System (DISMS). No paper orders are sent to vendors or payment
offices. For the few we have with DCMA, we will be using the Procurement Gateway to post
these orders. We intend to accomplish this by the end of thisfisca year. The Subsistence
Directorate is aso using the Procurement Gateway to post their solicitations. We have started
theinitiative in FY 01, and we placed dl of our solicitations up on the Gateway when FY 01
ended. Thiscan be used by other Federa Government organizations with smilar requirements.

Over 90 percent of our non-Defense Commissary (DeCA) orders are passed dectronicaly
through the Subsistence Tota Order and Receipt Electronic System (STORES). About 45
percent of the DeCA produce orders are currently submitted eectronicaly via the web into the
Fresh Fruits and Vegetables Order Receipt System (FFAVORS). By the end of FY 01, over
86 percent were submitted dectronicaly in this manner as more commissaries adopt the
DSCP-developed DeCA Web Ordering System.

Our Medicd Directorate is synchronizing its efforts with the commercia sector. Itisinthe
process of deploying its second-generation Prime Vendor program. This redesigned order and
ddivery system is characterized by more options at lower prices, but remains within the
traditional Prime Vendor paradigm. In addition, the Directorate has deployed its Electronic
Catdog (ECAT) Web-based Ordering System (WBOS). ECAT has equd or greater capability
than most state-of-the-art commercia ordering systems and is undergoing continuous process
improvement. The system currently supports laboratory, dentd and optica items, and is being
expanded to include medica equipment and repair parts. In the area of e-business, DSCP
Medicd is aggressvely benchmarking commercia systems and revising its vison and Srategic
plan accordingly.

The Medicd Directorate is dso rdentlessy pursuing an e-business model to improve
customer support and lower ddlivered cogts of medica materiel. A secondary but equally
important god isto craft asolution that can be efficiently integrated into the Defense Medicd
Logistics Standard Support (DMLSS) enterprise architecture. To accomplish these goals, DSCP
is benchmarking the commercid giantsin the medica e-business arena—Premier, Novation,
and Ameringt. We are also collaborating with two of our more progressive customers who are
experimenting with e-business partners—Madigan Army Medica Center partnering with
Omnicell, and Brook Army Medical Center partnering with Pyxis. We are incorporating the
results of our benchmarking and collaboration efforts into a comprehensive business case
andys's comparing the various e-commerce options available to DSCP and determining the best
vaue. Simultaneoudy, we are developing our enterprise architecture to determine the best fit for
atrangtion to e-business. Our objective in these initiativesis to leverage the commercid
momentum and lessons learned and to gpeed to market a solution that improves customer support



at lower cogt. Thisinnovation is exportable and reproducible for any organization with smilar
business requirements.

DSCP Business Systems Modernization (BSM) initiative currently being implemented is
designed to replace its mission-critica legacy systems with anew enterprise Information
Technology (IT) environment based on commercid- off-the-shelf (COTS) software and best
commercid practices. The BSM drategy isto first focus on replacing DLA's primary materiel
management systems, the Standard Automatic Materied Management System (SAMMS) and the
Defense Integrated Subs stence Management System (DISMS), with an expanded enterprise
computing environment and COT S software packages. The BSM dtrategy, over the course of
severd years, will result in anew Agency-wide computing architecture which will enable DLA
to re-engineer its logitics processes to reflect best commercia business practices. Thiswill be
exportable to other organizations.

The BSM Team is deeply involved in the various Integrated Process Teams (IPT) including
the Concept Demonstration Teams. These teams are segmented into procurement, order
management, inventory management, technica services, and information technology. The teams
are concentrating their efforts on reaching the first milestone of mapping out the current “asis”
process and planning the “to be’ process. This effort will not only enable DLA to achieveits
long range business objectives, but dso support improved Military readiness through
access bility and velocity of logigtics information. The IPTs are composed of DLA employees
from dl of the ICPs and other DLA activities and the contractor, Accenture. In addition to the
functiona teams, there are two other teams working “peopl€’ issues; the Change Management
Team and the Knowledge Transfer/Training teams. These two teams are developing short and
long-range srategies to insure the workforce is fully informed about BSM and is capable of
adapting to the new systems.

The DSCP Directorate of C& T found itsdf in a position of wanting to improve customer
service by providing easy access to item information and ordering assstance. The solution came
from the World Wide Web and the Automated System for Cataloging and Ordering Textiles
(ASCOT), now cdled “Warfighter.net.” Warfighter.net is an interndly developed web-based
catdog that includes every item that Clothing and Textiles manages. Its cgpailities include:
item pictures, search, order, requisition status checking, and market baskets. 1t processes
incoming requisitions and sends them to the SAMMS mainframe sysem. A mgor overhaul of
the ASCOT (Warfighter.net) was planned for Fisca Y ears 2000-2001 to bring the system up-to-
date with current technology. However, the current plan is now to provide the Electronic Mall
(EMALL) with the functiona requirements and only investigate the mgjor redesign of ASCOT
(Warfighter.net) if not feasble on EMALL. The sysem alows al usersto search the catalog
and find information about a particular item aong with the assgned Item Manager’ s name,
phone number, and email address. Accessis unredtricted for browsing the catalog, but placing
an order and checking requisition status require an identification and password. After the user
verification check, the customer isfree to order on-line, recalving an immediate emall
confirmation of the order. In addition, customers have a payment option when using ASCOT
(Warfighter.net). The sysem dlows hilling through norma military hilling or to a Government
credit card. Customers used to ordering in a paper environment see the largest benefit from
ASCOT (Warfighter.net). Cycletimesfor requisition processing can be reduced from days to
hours as ASCOT (Warfighter.net ) requisitions are sent up to our mainframe system within an
hour, queued, and then processed twice dally.



Even customers that do not order ontline can benefit from this system by viewing actud item
pictures when they are not sure which item to order. They can dso obtain status for dl of their
C&T requigtions.

The sysem isvery user-friendly and contains a frequently asked questions area. In addition,
thereis ontline help via hyperlinked text for most of the datafiedds to aid customers. Market
Baskets (pre-defined item lists) were developed for certain customers that order only a particular
group of items. This eiminates searching and the potentia for ordering wrong stock.

(c) Describe how your financial management information isused to ensure your desired
outcomes and effect performance.

DSCP uses its extensive financid reporting network to gather and report awide range of
financid datathat ultimatdly is used in conjunction with other performance information to
provide indicators of DSCP business performance. Management having been provided this
information then determinesiif expected performance has been achieved or if corrections need
to be made. DSCP has adopted the balanced scorecard as its primary method of tracking
performance and that in conjunction with its strategic plans and business plans form the basis
of its performance tracking toolbox. \When operating under the revolving Defense Working
Capitd Fund, meeting desired outcomes means that every possible sdlesdollar is used
appropriately and as planned to provide our Military customers with what they need, where
and when they need it, and at the lowest cost possible.

DSCP s Medica Emergency Supply Operations Center (ESOC) and Customer Support Section
have been extremely busy since the September 11, 2001, terrorist attacks on the World Trade Center
and the Pentagon. The Medica ESOC isthefirst and last line of support for DSCP' s customers
during emergency and contingency Stuations. Emergency requirements are requisitionsin Issue
Priority Group I. In addition to processing requisitions, the Medical ESOC provides stock availahility,
requisition status, or any other supply support that requires immediate attention. The Medical ESOC
isthe Medicd Directorate’ s operating and troubleshooting arm of the DSCP Commander for critica
supply matters which impact worldwide materid readiness of the Armed Forces. This section resolves
critical supply problems related to high priority requisitions. This section aso manages, controls, and
assigtsin the processing of high priority Joint Chiefs of Staff (JCS) specia projects and command
interest items and is directly responsible for providing worldwide high intendity acquisition support for
life-and- death reief efforts, humanitarian efforts, DoD, combeat operations, mobilizations, and
deployments.

Immediately following the attacks on September 11, the Medical ESOC expanded its operations to

24 hours aday, seven days aweek and has been processing medical requisitions a a very intense pace
ever dnce. Thusfar, the Medical ESOC has processed in excess of 4,300 requisitions, totaling more
than $17 million. All the Military Services have required extensve requisition processing, combined
with the heightened sense of urgency that the ESOC places on each and every materidl order.
Requisitions include procurement of pharmaceuticas, medica/surgica, medica equipment, and
readiness unique materid supply items.

During thistime, the Medica ESOC took the opportunity to showcase severd of the Medica
Directorate' s premier materiel support programs developed by the Readiness Commodity Business



Unit (CBU). Specificdly, the Vendor Managed Inventory (VMI) and Corporate Exigency Contract
(CEC) programs have been moved to the forefront in meeting the supply requirements of our
customers. These programs provide various procurement mechanisms for getting the medica item to
the customer in atimely manner.

The VMI initiative focuses on partnering with the hedthcare industry’ s didtributors in providing
inventory management and guaranteed availability for shef life medicd readinessitems. Today we
have aVMI contract covering pharmaceutical and medica surgica items. Both contracts are long-
term partnerships with digtributors. The pharmaceutical contractor is Bindley Western Industries and
the medical surgica contractor is Allegiance Hedlthcare Corporation. The Pharmaceutica VMI
program uses peacetime sales dollars and underwriting distributors safety level expenses as leverage
againg the commercia inventory/saes volume to provide guaranteed coverage to support Services
readiness requirements. DSCP Medica aso processes urgent customer requirements that match items
dready resdent in the Medicd/ Surgicd VMI program to help underwrite inventory levels a the
digributors. The benefit of the VMI program is DoD guaranteed access to shdlf-life materid to ensure
meateriel availability for early deploying units.

The CEC program establishes long term partnerships with manufacturers to provide sustainment
materiel to meet the Services requirementsin times of conflict or military need. The intent isto buy
access to materid by partnering with industry vice purchasing materiel for depot warehousing. To
maximize overdl access and coverage the CEC concept cals for making multiple contract awardsin
the same product line or product group. The CEC thereby ensuresthe industrial baseis prepared to
respond to the Military Services increased demands in support of contingency operations prior to
production by the manufacturers. In addition, these contracts will serve as a process for the industria
base to respond more effectively and rapidly in the execution of filling Military Service requirements
snce the mechanism for placing procurements will dready be in place and tested. The CEC ensures
materie is available for access and thereby promotes a high degree of medical readinessfor a

contingency.
(d) What wereyour results?

The results of DSCP sinitiatives in the area of financia management are measured in increased
sdes, reduced cogts, customer satisfaction, right-szing, reduced inventories, payments of obligations,
reporting systems, supply availability, and overdl systemsinnovations.

In FY 01, DSCP sold over $6.2 hillion of clothing and textiles, medicd, subsistence, and generd
and indudtrid suppliesto our customers worldwide. All four commodity directorates not only
achieved new highs as compared with previous fisca years, but also for the second time in DSCP's
history each of our commodity directorates exceeded $1 billion in sales.

Clothing and Textiles commodity sales for FY 01 increased by 6.6 percent to $1,252.6 million.
Recruit clothing accounted for $696.7 million (or 56 percent of the total sdesfor this commodity).
Organizationd Clothing and Equipment sdes totaled $402 million and Readiness Sales accounted for
the balance.

Medica commodity sdesfor FY 01 were $2,047.4 million which represents the highest total ever
for this commodity. The FY 01 sales volume exceeds the previous year by $318 miillion or by 18.7%.



The higher volume is attributable to increases in Prime Vendor, Nationa Mail Order Pharmacy, and
the ECAT business. The sdes didtribution for Pharmaceutica, Medica Surgica, Equipment,
Readiness Commodity Business units, and Army Single Stock Fund was $1,283 million, $155.8
million, $183.8 million, $10.3 million, and $414.5 million respectively.

Subsi stence commodity sales totaled $1,466.9 million, an 7.6 percent increase from the previous
year. The success of the Prime Vendor program, especidly higher than expected Med s-Ready-to- Eat
(MRE) sdes, has once again made FY 01 abanner year. The Prime Vendor program in Subsistence, as
in prior years, is rolled-out throughout the United States and in the European and Pecific theaters, and
we anticipate this business to grow as our sales base continues to expand.

The Generd and Industrid commodity salesfor FY 01 were $312.2 million higher than the
previous year, achieving totd sales of $1,532.9 million. Significant increases ($191.1 million from
FY 00 to FY 01) have been redized in the Prime Vendor program initiatives that were developed and
implemented to provide ease of ordering, quick delivery, and tailored customer support.

In FY 01 we continued to have a decrease in our wholesale inventories. As we continue to
engage in commercid business practices and strengthen our role as agloba logigtics supply
chain integrator, the need for wholesde or retall leve inventories continuesto be reduced. From
FY 97 through FY 01, Subsstence, Clothing and Textiles, Medica and Generd & Industria
commodities accomplished inventory reductions of 38, 21, 1, and 32 percent respectively.

During the time period of FY 96 to FY 01, DSCP reduced its workforce by 25.6 percent,
while gross sdes for the same period rose 34 percent.

On ascde of 1 through 4, where 1 isVery Dissatisfied and 4 is Satisfied, the overdl customer
satisfaction for al commodities, DSCP averaged 3.9 for both FY 99 and FY Q0.
DSCP initiated and implemented severd eectronic sysems for financia reporting, procurement,
reporting, cost control, contracting, ordering, cataloging, and e-commerce, as follows:

Report Web System

Executive Information System (EIS)

Activity Based Cogting (ABC) System

Tota Order and Receipt Electronic System (STORES)

Fresh Fruit and Vegetable Order Receipt System (FFAVORYS)
Automated Ordering for Schools

Medicdl Electronic Catdog (ECAT)

Business Systers Modernization (BSM)

Automated System for Catdoging and Ordering Textiles
(ASCOT)/Warfighetr.net

Customer Demand Management Information Application (CDMIA)
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Asaresult of DSCP sdiligent financid performance and managerid performance, this
Agency has received numerous awards that recognized its efforts.

?? Award for Qudity Improvement for the Y ear 2000, The President’s Quality Award
(PQA) Program



?? Fourteen Hammer Awards — 1995-2000
?? Federd Executive Awards— 35 (God, Bronze, and Silver) for 1999
?? Government Technology Leadership Award for the Y ear 2001

7?2 The 14" Annua Government Award for the Y ear 2001
?? Corpsof Engineers Award for the Y ear 2001
?? Thirteen (13) DLA “Scissor” Awards - 1997-2000

The innovations devel oped a DSCP are transportable to organi zations with smilar business related
missons.



