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FOREWORD
The first version of this material policy document was written in February 1988 by a group of shipyard Supply Officers who understood the need for detailed, standard policies.    This document was revised in March 1993 to incorporate various needed policy changes, such as increased emphasis on inventory reduction and corrective actions as a result of external audit findings.  

In 1993, Naval Sea Systems Command (NAVSEA 07) and Naval Supply Systems Command (SUP 04) began working to transition shipyard material management to Fleet and Industrial Supply Centers (FISCs).   In January 1993, a joint letter was issued which directed that shipyards and their supporting FISCs conduct a Business Case Analysis (BCA) to determine the feasibility and benefits of forming a supply partnership.  That same letter provided guidance on the functions to be included in the BCA as well as performance metrics and standards to be used.  During calendar year 1996, Norfolk, Pearl Harbor, and Puget Sound Naval Shipyards transferred material management responsibility to the local Fleet and Industrial Supply Center (FISC).  Portsmouth Naval Shipyard is currently participating in a regional supply partnership study with other North East naval activities.

The first semi-annual FISC/Shipyard partnership Management Oversight Board (MOB), a joint body established by NAVSUP and NAVSEA to review status and recommend changes to existing partnerships, met on 22/23 January 1997.  One action emanating from this initial MOB meeting was the need to reassess and update material policies.  NAVSUP 422  was tasked to form and chair a working group to review several material policy documents to determine whether they required revision and whether NAVSEA, NAVSUP or both NAVSEA and NAVSUP should issue them.  

This third edition of the Shipyard Material Policies reflects the effort of the working group and consolidates performance measures, standards, and quarterly reporting requirements with revised and updated Shipyard Material Policies.  Considering the Navy’s dynamic environment, the inventory policies contained in this document are expected to change.  This includes, but is not limited to, changes in material positioning, funding and contracting options.

REFERENCES
The policies set forth in this document supplement the broader guidance provided by:

-
DOD 7000.14-R, Financial Management Regulation, Volume 11B:  Reimbursable Operations, Policy and Procedures -- Defense Business Operations Fund, December 1994

-
NAVSEA Instruction 7670.1, NAVSEA Navy Industrial Fund Financial Management Systems and Procedures Manual, Chapter 4, Section 7





GENERAL LEDGER ACCOUNTS (GLA) FOR MATERIAL



	Acronym
	Financial Nomenclature
	GLA
	Supply Nomenclature

	M&S(A)
	Material and Supplies (Active)
	1421
	Shop Stores (Active)

	M&S(I)
	Material and Supplies (Insurance)
	1422
	Shop Stores (Insurance)

	M&S(RM)
	Material and Supplies (Reserve Material)
	1423
	M&S(RM)

	DMI
	Direct Material Inventory
	1430
	DMI

	MIT
	Material-In-Transit
	1490
	MIT


Note:
1) 
GLA 1420 is the sum of GLAs 1421, 1422 and 1423



2)
GLA 1421 includes Active and Pre-expended inventory accounts

1.  Shop Stores Inventory.  Shop Stores inventory is a readily available source of material to support the production process and other shipyard functions.   It is carried in the Material and Supplies financial ledger account as either Active Material (1421) or Insurance (1422).  Shop Stores material is established, ordered, received, stowed and issued under the direction of the Supply Officer.  The Supply Officer is responsible for requirements determination and level setting, based on past demands and specific recommendations from operating Shipyard departments.

Note: “Supply Department” refers to the Shipyard or FISC detachment/department responsible for providing non-nuclear supply support to the shipyard, as well as the organization that provides nuclear supply support under the direction of the Nuclear Material Manager.  “Supply Officer” refers to the individual responsible to the Shipyard Commander (Shipyard Supply Officer/FISC Annex Director for non-nuclear material, or Nuclear Material Manager for nuclear material) for overall supply support of material under his cognizance.


a.  Inventory Accounts.  Shop Stores inventory consists of the following accounts:  



(1)  Account Code A (Active):  Demand-based items carried in GLA 1421, with current recurring or anticipated recurring demand.  The Reorder Point Quantity (RPQ) and Order Quantity (OQ) for these items are computed automatically during month-end processing based on an economic order quantity model.  Account Code A items are carried in GLA 1421.



(2)  Account Code P (Pre-expended):  Demand-based items carried in GLA 1421, with a unit price of $50 or less and an issue volume high enough that individual issue documentation would create an administrative burden. The activity commander may authorize items with a unit value in excess of $50.   Items should normally be pre-expended when the cost of processing issue documentation considerably exceeds the value of the material being issued. The RPQ and OQ for Account Code P items are computed automatically each month, just as for Active items.  However, since individual issues are not documented, demand history is affected by the pattern of bin replenishment.  For this reason, the amount of each item placed in pre-expended bins should be such that it requires replenishment on at least a monthly basis.  Account Code P items are carried in GLA 1421.

Pre-expended material is expended from Shop Stores records when the bins are replenished.  At that time, the material is charged to Cost Class 24 of Cost Centers 9390, 9420, 9460, or 9470 or General Expense Center 9800.  Production management personnel shall ensure proper utilization of pre-expended items.   Items that are susceptible to pilferage shall be physically protected and maintained within the Shop Stores enclosure.  Since the names and badge numbers of recipients and quantities issued must be recorded for items that are pilferable in nature, these items should be issued in the normal (i.e., “on-charge”) manner.



(3)  Account Code L (Levels Protect):  Items carried in GLA 1421, that are uniquely applicable to refit or restoration programs where an external customer mandates a list of support items.  Although Account Code L items are included in GLA 1421, they are managed in the same way as Insurance items, except that stocking justification is provided by the customer and the Shop Stores program does not require an annual justification.   Because of this lack of annual review, the use of the Levels Protect account is discouraged.  Alternative inventory accounts should be used to satisfy external customers wherever possible.



(4)  Account Code I (Insurance):  Items carried in GLA 1422, that are maintained to support physical facilities, prevent work stoppages or for emergencies.  Stock will be limited to the minimum quantities required to satisfy the emergency or potential circumstance.  The RPQ and OQ must be established manually and may be set to achieve economic order quantity replenishment, one-for-one replenishment or zero balance replenishment.  Insurance items will be documented in such a manner that all material carried to support a particular requirement can be readily identified.   The requirement being supported will be listed in the first 10 characters of the Insurance Equipment ID field of the stock item record. The last two characters of this field will be used to indicate the fiscal year in which the life cycle of the equipment or operation being supported will end.  This field is updated using Keyword MFM SIRB, and the field is displayed on the MQS 3LL (extended stock item record) screen.  Items will be reviewed annually or at the end of the equipment/operation life cycle for continued retention in the Insurance account.  Insurance items will be classified as one of the following types, using the Local Management Information (LMI) code.   The LMI Code is updated using Keyword MFM SIRC, and is also displayed on the MQS 3LL screen.

Plant Property Insurance (LMI Code P) - Insurance items required for plant property maintenance and repair.  These items must be essential long lead time items related to indispensable maintenance equipment or production equipment.  Insurance items may be carried to support production equipment, utility systems, locomotive and railroad equipment,  power plants, and automotive or freight handling equipment.

Production Support Insurance (LMI Code S) - Items required to repair or overhaul a specific equipment or to support a specific program.  The repair or overhaul is an assigned function of the production or overhaul component.  These items are normally not carried as demand-based items.  Production insurance items to support specific equipment or programs will be proposed by production shops and approved by the Supply Officer.

Environmental Insurance (LMI Code E) - Items required by Department of Defense, Department of the Navy, Management Commands or local directives for emergency situations.  These items are related to specific contingencies such as radiological spills, oil spills, and disaster preparedness, and are not usually available to support routine maintenance and repair.


b.  New Item Establishment.  Shop Stores inventory includes both material with recurring or anticipated demand and insurance items.  The Supply Officer will determine the range and depth of Shop Stores stock, and may approve stocking of non-standard material when there is sufficient price, safety, availability or technical justification.  Approval to establish new items in Shop Stores may be delegated to the division head level.  New items must be subjected to reviews for expected demand (demand-based items only), technical suitability and storage compatibility before they are established in Shop Stores.  Demand-based items must be projected to have at least two demands per year.  Items not meeting this demand criteria will be ordered as DMI material.



(1)  Demand-Based Items.  For demand-based items, minimum justification should  include one or more of the following:



Detailed description (nomenclature, NSN and/or CAGE
 Code and reference number)



Certification of projected demand (at least two issues in 12 months).   Items not 



meeting the demand criteria will be ordered into DMI. 



(2)  Insurance items.  For insurance items, minimum justification will include:



Detailed  description (nomenclature, NSN and/or CAGE Code and reference number)



Recommended insurance level



Plant property being supported or contingency being protected against



Authorized allowance list for production support and environmental insurance items







For plant property insurance items, the location, expected service life, and nameplate 


data of the equipment supported


c.  Definitions.   The following terms are used in inventory management of Shop Stores:

	Term
	Description
	Comments
	Formula

	ASSETS
	Total quantity on hand
	Total quantity physically on hand 
	RFI + NRFI + REJ + SIP 

	DUE
	Quantity due
	Total quantity on outstanding requisitions/purchase orders
	

	EOQ
	Economic Order Quantity
	Calculated by economic factors in the replenishment formula.
	

	EXCESS
	Excess material
	Quantity of material which exceeds the Retention Limit (RL)
	OH - RL

	IAS
	Inactive Stock
	The entire quantity of all items with no demands in 12 months
	OH 

	NRFI
	Material in QA inspection
	Quantity of material which is either under inspection or staged for inspection by either Supply or QA personnel.  The type of inspection required for each item is indicated by the Inspection Code assigned to the Stock Record.
	

	OH
	On Hand quantity
	Includes NRFI material awaiting inspection and defective stock awaiting disposition
	RFI + NRFI + SIP

	OOC
	Out-of-Cycle surcharge
	A surcharge imposed by the Defense Logistics Agency for all issues processed outside the Defense Distribution Depot’s daily multiple batch process in order to meet a customer’s immediate requirement.
	

	OQ   

 
	Order Quantity
	The quantity which will be ordered when the RPQ is reached.  The OQ is set automatically once a month by the Shop Stores replenishment program for demand-based items, and equals the EOQ multiplied by the weight factor controlled by MS designator settings.  The OQ for Insurance items is set manually.
	

	PMD
	Projected Monthly  Demand
	Computed automatically based on demand history
	

	REJ
	Reject Material
	Material which failed quality assurance inspection.  This quantity is not considered in replenishment computations.
	

	RFI
	Ready For Issue material
	Quantity of material which is fit for use and available for issue.    
	

	RL
	Retention Limit
	Maximum quantity of an item that may be retained in inventory.

For Insurance items, RL is by definition equal to RO.

For items with no demand, RL is by definition 0.
	RO + 12 (PMD)

	RO
	Requisition Objective.
	Analogous to the term “high limit”.  Also referred to as “stockage objective”.
	RPQ + OQ

	RPQ


	Reorder Point Quantity
	Quantity at which replenishment orders will be automatically generated.  Set automatically once a month by the Shop Stores replenishment program for demand-based items, and manually for Insurance items.
	 

	RQ
	Requisition Quantity
	Quantity actually ordered on a replenishment requisition.   It represents the quantity needed to bring OH up to RO, considering economic factors and outstanding requisitions.
	RO - (RFI + NRFI + SIP + DUE)

	SIP
	Storage in Process
	Quantity of material received but not stowed in location
	

	Stock Turn
	Shop Stores Stock Turn
	Ratio of annual sales to inventory (Accounts A and P only)
	MS-450A “Yearly sales”/ MS-450A “Ending inventory”

	Usage
	Shop Stores Usage
	Measure of support to production effort provided from Shop Stores as a percentage of total direct material requirements.

It may be measured by either requisition count or dollar value.
	                 SS Issues                  
(Issues+JMLs-Sourced JMLs)



d.  Inventory Management.


(1)  Inventory Stratification.  Shop Stores items are automatically grouped into stock categories by issue frequency by MS programs that update stock record Category Codes during end of month processing.   The issue frequency parameters used by these programs for placement of items in each category are determined by MS Designators 782 to 784.  MS Designators 758 to 763 will be used to tailor the effect of replenishment computations on items in different stock categories.



(2)  Stock Replenishment.  Routine Shop Stores replenishment actions are controlled through MM/MS designator settings including those discussed in the preceding paragraph.  Authority to change designator settings rests with the Supply Officer.  Designator change authority may be delegated to the division head level in writing, except for specific designators which must be personally reviewed by the Supply Officer.  Designator settings will be validated annually by the Supply officer.  Adjustments to designator settings should be made with caution as they can cause dramatic changes in inventory investment, service level and Shop Stores workload.  For Active and Pre-Expended items, the RPQ and OQ are calculated automatically by the replenishment program, which incorporates Economic Order Quantity (EOQ) theory.  The RPQ and OQ for Insurance and Levels Protect items are set manually.




(a)  Initial Order Quantities.  Initial orders for new items should normally equal the Requisitioning Objective (RO) and shall be less than the projected annual demand.  However, minimum order quantities will be assigned if there is sufficient cost justification, such as to benefit from lot sizes or to optimize inspection costs.  The data supporting the assignment of minimum order quantities must be retained and readily available for audit purposes.




(b)  Order on Request.  The "Order on Request" local application code should be used for seasonal, bulk, sudden or erratic demand, or expensive material.  Examples include salt, sand, grit, lumber, items for control of waste or hazardous material generation.  The code should be used only upon approval of the shop store supervisor.  Periodic reviews of local procedures and use of "Order on Request" codes should be conducted at least every two years.




(c)  Manual Replenishment Overrides.  Under normal circumstances replenishment data should not be changed.  However, when a change is required because of an unusual demand, it must be approved according to these thresholds:




Approval Level     


Change in Requisition Value




Item Manager:      




  
      $0   to       $500




Supervisor:






  $501   to    $1,000




Division Head: 




     $1,001   to  $10,000 




Department Head: 



   $10,001 and over




(d)  Minimum Order Quantities.  Minimum order quantities established for active shop stores items will be reviewed on an annual basis to determine whether or not the rationale is still valid.  The objective is to manage such items on an EOQ basis, if possible.  Minimum order quantities override the replenishment formula and therefore have great potential for generating excess material.


(e)  Cancellation of Requisitions in Support of Canceled or Deferred Work.  Orders which were generated to satisfy direct material requirements sourced to Shop Stores should be canceled if the planned work is canceled and the replenishment quantities associated with it can be identified.  Engineering and Planning personnel (both Nuclear and Non-Nuclear) should revise scheduled material need dates for work which has been deferred.  This action is required  so that the demands will not affect the Shop Stores replenishment formula until approximately the replenishment lead time before the material is actually required.




(f)  Out-of-Cycle Requisitions.  The Under Secretary of Defense, Comptroller, approved an Out-of-cycle (OOC) issue surcharge effective FY-98.  This is a charge of $35 per line item imposed by DLA to recoup increased depot distribution costs for expedited processing.  The surcharge is assessed against the Navy Working Capital Fund (NWCF) vice the requisitioning customer, thereby increasing costs to all supply customers via the NWCF surcharge imposed upon Navy-owned material.  OOC costs are a legitimate business practice by Fleet and industrial customers when balanced against savings achieved from reduced inventory levels.  However, supply customers can reduce overall Navy costs by limiting OOC requisitions to only those requirements that cannot be meet through normal requisitioning channels.  As DLA continues to move towards commercial business practices and a one-day processing standard for all issue priorities, there should be a corresponding reduction in the volume of issues processed outside the depots’ normal flow of requisition issue workload in order to meet Navy requirements.



(3)  Disposition of Excess/Inactive Stock.  Inactive Shop Stores items (items with no issues in 12 months) and excess Shop Stores quantities will be reviewed quarterly for removal from Shop Stores.  When approved for removal, inactive/excess stock will be removed from shop stores inventory by turn-in to the supply system for possible credit (standard stock only), turn-in to Defense Reutilization and Marketing Office (DRMO) for possible resale, or transfer to M&S(RM).  Excess quantities of Shop Stores items will not normally be transferred to M&S(RM),  because the transferred  material would be screened and sourced for new requirements before the non-excess quantity remaining in Shop Stores, thereby distorting demand data.  Excess Shop Stores material will be transferred to M&S(RM) only if the Supply Officer concurs that making this material visible through the Material Visibility Information System (MVIS) is more important than the possible distortion of shop stores demand data for the item(s) involved.




(a)  Excess Insurance Material.  Any insurance material in excess of  requisition objective (RO) should be removed from shop stores inventory.  The retention limit for insurance items is equal to the RO.  As stated in paragraph 1.a(4), insurance items will be reviewed for continued need every two years, upon completion of the supported project, or at the end of the life expectancy of the supported equipment, whichever comes first.

(4)  Deletion of a Type or Class of Ship.  When it is determined that a type or class of ship will no longer be a part of the shipyard’s future workload, excessing action on the items uniquely related to that class will be taken as follows:


-  Attempt to obtain credit for standard stock items

-  Contact other shipyards still working on the type/class of ship involved to determine whether they need the material


-  If the type/class of ship is being made available to foreign navies, provide a list of the material involved to NAVSEA 04X2M.  NAVSEA 04X2M will provide the list to Naval Inventory Control Point (NAVICP) Mechanicsburg Code 75 (Foreign Military Sales) for determination of need for the material. 


-  If the above actions do not result in sale of/credit for the material, initiate disposal action.

Note:  If the above circumstances warrant an “extraordinary prior year adjustment”, the Supply Officer will provide an estimate of the amount of the write-off to the Comptroller for inclusion in the budget two years before excessing action is taken.


e.  Physical Inventories.  Physical inventories will be conducted by a random sample of shop stores items.  Inventories may be scheduled anytime during the quarter at the discretion of the Supply Officer, and as many inventories may be scheduled as the Supply Officer feels necessary.  As a minimum, a SPITFIIRE random sample inventory of Shop Stores material will be scheduled during the second and fourth quarters of each fiscal year.  Paragraph 5.g. provides guidelines for the inventory accuracy program.



(1)  Procedures.  NAVSEA Instruction 4440.25 (Physical Inventory Program for Industrially Funded Assets and Sponsor-Owned Material at Naval Shipyards), provides policy, procedures, and performance criteria for conducting physical inventories of shipyard-owned material at naval shipyards.   NAVSUP Instruction 4440.115G provides similar guidance for material owned by Naval Supply Systems Command.



(2)  Reporting Requirements.  A report of the 2nd and 4th quarter inventory results will be forwarded to NAVSEA 04X2M by the 15th day of the following quarter.  Information from the individual shipyard's inventory reports will be combined into summary charts and returned to the shipyards for comparative review.  Distribution of this information is intended to facilitate communication and increase sharing of beneficial procedures among shipyard personnel responsible for shipyard inventory accuracy.  When inventory results fail to meet prescribed criteria, shipyards will conduct causative research and report their findings and planned corrective action to NAVSEA 04X2M.


f.  Performance Indicators.  The effectiveness and efficiency of Shop Stores inventory management actions will be assessed as discussed below.  A complete list of Shop Stores performance measures is contained in Section 6.  Performance indicators should be monitored separately for nuclear and non-nuclear Shop Stores inventory.



(1)  Usage.  Shop Stores usage is the ratio of material requirements satisfied from shop stores expressed as a percentage of total shipyard material requirements (JMLs).  This ratio indicates the percent of material support provided by the Shop Stores Inventory.  Shop Stores usage is computed as shown in the formula listed below:

Shop Stores issues

Shop Stores issues + JMLs submitted - JMLs sourced to Shop Stores



(2)  Stock Turn.  Stock turn is defined as the ratio of annual demand-based sales to average demand-based inventory.  Shipyards will compute stock turn and retain records for audit purposes.  While increasing stock turn will provide a greater return on investment, it will not necessarily result in satisfactory material support levels.  Accordingly, stock turn must be considered along with usage rates to ensure customer needs are being satisfied.  

Because insurance items are excluded from stock turn computations, the ratio of total insurance value to total demand-based value carried in Shop Stores will be reported as a part of the stock turn report to the Supply Officer.  Stock turn can be calculated every month using the MS-450A report data ("yearly sales"/”On hand") for individual Shop Stores or total Shop Stores, by various Account Codes.   Stock turn will be reported on the total of Active and Pre-expended accounts, using the figures provided on the section of the MS-450A report entitled “Active and Pre-expended Accounts”.




(a)  Non-Nuclear Shop Stores.  Stock turn for non-nuclear Shop Stores will be reported for the combined total of Active and Pre-Expended Accounts, and is required to be at least  2.0.  




(b)  Nuclear Shop Stores.  Because of the high reliance on nuclear shop stores for nuclear material requirements sourcing and the critical nature of nuclear work, nuclear shop stores stock turn is required to be at least 1.0.

2.  Direct Material Inventory.   Direct Material Inventory (DMI) consists of material ordered for, or assigned to, specific availabilities or projects.  Direct material is ordered by the Engineering and Planning Department, the Nuclear Engineering and Planning Department, Project Management Teams and the Facilities and Maintenance Department based on known requirements for planned work.  Direct material requisitions will be screened through shipyard assets and the Material Visibility Information System (MVIS), to provide for maximum usage of material held in NAVSEA inventories.


a.  Maximum Asset Utilization.  On-line creation of JMLs within the Material Management (MM) system using Keyword MNI CMT circumvents the automated screening capability of MVIS.  For this reason, on-line JML creation within MM is recommended only for emergent, urgently required materials or services.


b.  DMI Availability.   To conserve financial resources, material ordered in support of direct projects should be ordered in sufficient time so as to be available (on hand) to support the industrial process.  Because of the more exacting nature of planning for nuclear work, there are different availability standards for non-nuclear and nuclear work, which are explained below.   Material ordered for a maintenance availability in a fiscal year prior to the fiscal year of the unit’s induction into the maintenance availability should be ordered using BP-23 funds in accordance with the “Budget Project 23 Operations Guide for Long Lead Time Material (LLTM) at Naval Shipyards.”  



(1)  General.  Assigned departments and shops will determine levels and provide requirements for all Direct Material Inventory (DMI) material.  All DMI material will be identified to a valid Job Order/Key Operation (JO/KOP) having clear end use requirements or to a valid bulk job order in the MAT system.  Contingency material having a unit cost in excess of $5000 shall be separately identified and approved by the Engineering and Planning Officer, after consultation with the customer, as appropriate.  The Engineering and Planning Officer or Nuclear Engineering and Planning Manager shall approve contingency material having a unit cost in excess of $2000.



(2)  Non-Nuclear Work.  To reduce material investment costs and to minimize receipt of material for jobs which are no longer scheduled, DMI material should not be ordered earlier than necessary to support productive efforts.   Alternatively, delayed delivery dates (S-- or X--, as defined in NAVSUP Publication 037, Section 03100) may be used, based on realistic need dates within the time span of an availability.




(a)  Ordered Prior to Start of Availability.  For material ordered prior to the start of an availability, the Scheduled Start Date (SSD) of the key operation will be used, if known.  When the key operation SSD is not known, an RDD based on the scheduled start of the applicable key event period will be used.  If the material is to be inspected after receipt or if it is to be staged/kitted, the dates identified above will be advanced by 30 to 60 days to allow for these operations.




(b)  Ordered After Start of Availability.  For material ordered after the start of an availability, the RDD will be the scheduled start date (SSD) of the key operation involved, unless this date has been passed (in which case a realistic date must be determined). 



(3)  Nuclear Work.  For scheduled nuclear work, shipyards should identify, order and receive all required reactor plant material by the availability start date so as to avoid costly delays.


c.  Required Delivery Dates (RDDs).   Realistic Required Delivery Dates (RDDs) will be assigned because supply personnel use these dates to determine the necessity and extent of expediting action required.  Use of realistic delivery dates enhances the material acquisition process, including purchasing and expediting.  Issue group priorities will be compatible with the RDDs cited on Job Material Lists (JMLs).

d.  Inventory Management.  In accordance with NAVSEAINST 7670.1, direct material will be ordered and reserved for a particular customer.  All shipyards are to limit bulk material ordering procedures to known requirements for one availability.  If excess bulk material is ordered, the material may be transferred to another availability only if there is an identifiable requirement for the material on the new availability.  If not, the material will be returned to the Supply System or processed through DRMO.  Material shall not be "rolled over" from one availability to another availability unless there is an identifiable requirement for the material on the new availability.



(1)  Excess Material Category 4.  All material assigned to a Job Order/Key Operation (JO/KOP) which has not been issued at time of KOP closure is automatically transferred to direct material Category 4, where it is available for automatic sourcing for other work, both at the shipyard and at other shipyards.




(a)  Outstanding Requisitions.  Cancellation requests (AC1 document identifiers) shall be  generated for all Category 4 items due in from the supply system, and a notice shall be generated for material in purchase.  MM Designator 037 positions 1-5 must be set to KO414 to initiate a requisition cancellation request at key operation closure.




(b)  Material On Hand.  Demands for material that are sourced to Shop Stores but not staged, kitted or issued are automatically canceled at Key Operation (KOP) closure.  The Engineering and Planning Department or Nuclear Engineering and Planning Department is responsible for reviewing all other on-hand Category 4 material, to determine whether it can be used for another direct material requirement or should be removed.  This review is accomplished using the MM-965J report (On Hand Material on Closed JO/KOPs).   Category 4 stock numbered material is automatically matched to outstanding requisitions for possible use in satisfying these requirements.  Matches to outstanding requisitions are listed on MM-265T, which must be used in conjunction with MM-965J in determining disposition actions.  The disposition determination resulting from review of each item is input to the MM system through an on-line transaction (Keyword MFM EXC) which provides the following options:



- Retain in DMI under another Job Order/KOP for a known requirement.  



- Transfer to M&S(RM).  This action will be taken only when there is an identified requirement for the material within the next two years.



- Return to system stocks for possible credit.



- Disposal through the servicing DRMO.





(1)  Review of “Mandatory” Items Not Used.  When direct material is ordered, it is coded as either “mandatory” or “contingent” based on the technical standard governing the work to be performed.  Mandatory items are indicated by the Local Management Information (LMI) Code in the document number record, which is displayed in the MQFULL printout and also in the MM965I (Outstanding Commitments on Closed Job Order/KOPs) and MM965J reports.  Special attention will be given to determining why mandatory items were not used.  If the items were designated as “mandatory” but were in fact “contingent”, action will be taken to correct material ordering procedures and practices.




(c)  Responsibility for Excess.   The Engineering and Planning Department/Nuclear Engineering and Planning Department shall review all excess material to determine why it was ordered and then not utilized.  Action will be taken to modify material ordering practices as needed to minimize excess material generation.  In addition, special attention shall be provided to cost reimbursable customer orders to assure that the customer is not billed for material that is not the customer’s responsibility.  Material excessing actions for cost reimbursable customer orders must be completed within 45 calendar days after the end of the availability.  For material being offered to the Supply System for possible credit using the Material Returns Program, actions shall be timed to permit disposition action to be completed within this time frame.  Completion of all excessing actions within 45 calendar days is essential to enable preparation of the departure report and final billing within 60 days after the end of the availability.





(1)  Fixed Price Availabilities.  The fact that a customer order is fixed price does not eliminate the need for making the decision as to customer or shipyard responsibility for excess material.  For fixed price customer orders, final billing can be made based on the fixed price, which does not require that all material excessing action be completed prior to final billing.  Material  excessing actions must however be performed expeditiously after the end of the availability with the objective of being completed within 90 days.  This action is essential for preparation of the departure report in a timely manner.



(2)
 Excess Material Category 5.   On hand Category 4 material on which the Engineering and Planning Department/Nuclear Planning and Engineering Department has provided recommended disposition action is placed in direct material Category 5.   The Supply Officer is responsible for taking appropriate action (either returning the material to the Supply System or processing it for disposal).



(3)  Retention of Excess Direct Material in Shipyard Inventories.  Excess DMI material may be retained in DMI and assigned to a new Job Order/KOP, if it is required for identifiable work for which customer funds have been provided to the shipyard. Excess material may be transferred to M&S(RM) if a there is an identifiable future requirement within the next two years.  Depot Level Repairables (DLRs) will be placed in M&S(RM) only when they were obtained at standard price and there is a documented requirement for them within the next two years  (Per DoD 7000.14-R, Volume 11B, Section 56E, DLRs placed in M&S(RM) will be carried at “net realizable value”, which is to be interpreted as net price).  Government Furnished Material (GFM) and shelf life material will not be transferred to M&S(RM).


(4)  Cancellation of System Requisitions Filled Through Local Procurement.  When the local procurement activity obtains material from a commercial source because the estimated delivery date from the Supply System is not acceptable, a request to cancel the requisition will be submitted to the Supply System within 5 working days of the date a contract is awarded to the commercial source for delivery of the material.


e.  Percent DMI Used.  The ratio of the value of direct material used to the value of direct material ordered (less cancellations) will be calculated at KOP closure; uncancelled dues will be included and unused GFM and items sourced to Shop Stores will be excluded.   The resulting data, by availability, will be provided to the Engineering and Planning Officer, Nuclear Engineering and Planning Department Head, Operations Officer, Supply Officer and the Shipyard Commander.  These statistics will be used to plan and implement corrective actions in regard to material planning, ordering, and usage for future availabilities.  It is the responsibility of the Engineering and Planning Department and Nuclear Engineering and Planning Department to ensure that material is accurately obtained and utilized.  The goal is to have used more than 95% of the material ordered for an availability.  Reports may be prepared on various cross-sections of DMI (for example, nuclear and non-nuclear) as necessary to provide increased focus on problem areas.

 
f.  Physical Inventories.  Random sample physical inventories of DMI and GFM material will be conducted for any availability which exceeds 50,000 mandays or is expected to last more than 8 months.  For qualifying availabilities, a physical inventory will be conducted approximately one month before, but not later than, the availability start date.  The exact timing may be adjusted to ensure maximum material availability yet still provide management with a measure of inventory accuracy early enough to take any required remedial action prior to the availability start date.

3.  Material and Supplies, Reserve Material (M&S(RM)).  Material and Supplies, Reserve Material (M&S(RM)) consists of excess direct material that the shipyard has determined to be required for possible future use.   This inventory was originally called Unassigned Direct Material (UDM), and later renamed Material and Supplies (Future Forecast Requirements) (M&S(FFR)).  It is carried in financial General Ledger Account 1423.  Excess direct material placed in M&S(RM) must have an identifiable requirement for use within the next two years.  Excess material placed in M&S(RM) may be valued at an amount less than its previously recorded value if that recorded value is greater than the estimated net realizable value.  The difference between the estimated net realizable value and the recorded value prior to identification as excess shall be recognized as a loss (or gain) in current period operations.


a.  Inventory Management.  Inventory management techniques will be utilized to insure proper control of the M&S(RM) account (i.e., inventory levels, dollar value, aging and projected usage).  The M&S(RM) account should be updated on at least a quarterly basis by Change Notice data to ensure that the current nomenclature, NSN, Cognizance Code, etc., for each standard item is on file for internal and external sourcing.  Unit prices, however, will not be changed based on Change Notice data.


b.  Visibility.  M&S(RM) will be provided maximum internal visibility.  Naval shipyards will use the Material Visibility Information System (MVIS) to aggressively market their M&S(RM) to other activities.  Procedures and methods for release of material will support the integrity and reliability of MVIS material support.  Activities which receive a demand for material from external activities via MVIS will notify the requesting activity if that material is no longer available for issue.  This will allow the requesting activity to immediately pursue other avenues to obtain the needed material.


c.  Retention.  Material may be retained in M&S(RM) for two years beyond availability completion.  NAVSEA 04X2M (and NAVSEA 08H for Nuclear items) shall be advised, in writing, of any decision to retain material for longer than two years.   After material has been in M&S(RM) for two years, it must be removed and turned in to the supply system or transferred to DRMO.


d.  Disposition.  Material may be removed from M&S(RM) at any time for assignment to a current availability, sale to another naval activity, or transfer to Shop Stores in lieu of normal replenishment.  


e.  Transfer of Hull-Unique Material.   Hull-unique material held by a shipyard that will not perform future work on that ship class may be transferred to a shipyard that continues to have responsibility for that hull or ship class.  With the exception of the Ready Resource Material Program (RRMP), Navy and DOD activities receiving material from shipyard M&S (RM) assets will generally be billed at the value at which it is carried in the shipyard records.


f.  Physical Inventories.  A physical inventory of all M&S(RM) (100% physical inventory) will be conducted during the first quarter of each fiscal year.  Results will be reported via the quarterly Material Cost Performance Data Report.

4.  Fleet and Industrial Supply Center Inventories.   The policy below applies to Fleet and Industrial Supply Center (FISC) material in support of industrial operations for shipyard partnered activities covered by the 31 Jan 96 Corporate NAVSEA/NAVSUP Memorandum of Understanding, prior to a MAT01/U2 interface.  This policy will be renegotiated, as necessary, prior to effecting any inventory transfer between NAVSEA and NAVSUP.  FISC support will be provided for shipyard partner's Direct Material, shop store specified Acquisition Advice Code (AAC) and shop store special Numeric Stockage Objective (NSO) requisitions, as detailed below:  Since the FISC is the supply department for the partner, partners will have access to the same COGs of material available prior to partnering.  This means if a shipyard could access 1H/7H COG material prior to the partnership, then FISC will insure these assets are available at point of entry as specified below.  Considering the Navy’s dynamic environment, the inventory policies contained in this document are expected to change.  This includes, but is not limited to, changes in material positioning, funding and contracting options.
a.  Direct Requisitioning and Delivery (DRAD) Consumer Level Access/Demand     Recording.   

CONUS: The FISC Direct Requisitioning and Delivery (DRAD) Consumer Level access table will contain the appropriate Unit Identification Code (UIC) for shipyard requirements.  Demand will be recorded for Shipyard requisitions, which will be allowed access to retail 3/5/9 cog stock inventories as well as 1H/7H/7G/7E items without wholesale restriction codes at FISC.  Shop Store replenishment requisitions will be excluded from the DRAD table, except for AAC I, K, L, and J, special Shipyard NSOs and any excess material.  

OCONUS: Since FISC Pearl is authorized to retain intermediate levels, POE requisitions are not normally prevented from issue by DRAD filters or any other means.

     b.  Replenishment.  

CONUS: FISC will provide support for 1/3/5/9 cog stock inventories to support Shipyard requirements based on 3 or more recurring demands in 12 months.  These inventory policy rules apply to Direct Material or AAC I, K, L, J items which are under FISC ownership.  This support will perpetuate the Shipyard’s authorized priorities.  Support is based on funding availability and may use various inventory response efforts, e.g. Direct Vendor Delivery, Prime Vendor, DLA and wholesale.

OCONUS: Replenishment restrictions only apply as needed to remain within financial constraints.

     c.  Establishment of New Items.  FISC new items will be established using authorized Shipyard demands based on 6 or more recurring demands in 12 months for 3/5/9 cogs and 5 or more recurring demands in 12 months for 1H cog.  7H/G/E item establishment will be based on 2 recurring demands in 12 months.  DLRs will be pulled in based on Allowance Change Requests. Item establishment of 3/5/9 cogs is based on the availability of Budget Project 28 funds.  These inventory policy rules apply only to Direct Material or AAC I, K, L, J items which are under FISC ownership.

5.  Significant Management Functions.  The functions discussed below significantly affect the logistics support of the shipyard, and merit special attention.


a.  Material Receiving, Stowage, Issue and Recording.  Shipyard procedures and methods governing material receipt, stowage, issue and recording will include sufficient material controls to ensure prescribed levels of inventory accuracy are maintained.  Internal controls will be established to ensure that, as a minimum, there is a record of delivery and a clear trail of receipt to stowage and to issue.  Material receipts and issues must be performed effectively to support the industrial process.  The MAT system has on-line capability to record all movement of material from time of receipt through issue.  This on-line capability will be used to the maximum extent possible with the organizational unit that receives or issues material recording  those transactions on MAT.

Special attention should be paid to accuracy in the receiving process, as errors during the receiving process "snowball" and contaminate the integrity of all transactions which follow creating avoidable inaccuracies and overhead expense to correct.


b.  Depot Level Repairables (DLRs).  Depot Level Repairables (DLRs) are items that the Navy has determined are cost effective to repair and return as rebuilt items to the Supply System rather than purchase new ones.  DLR items have a two tier price structure.  Standard price, representing cost of new procurement, is charged when a DLR item is being used as a part of an alteration or other modernization and there is no item being removed that can be turned-in for repair.  Net price is charged when an equivalent item has been, or will be, turned in for repair and return to Supply System stock.  Net price is approximately equal to the cost of transportation to and from a Designated Overhaul Point (DOP) plus repair to meet a specified set of performance requirements.  If the shipyard fails to turn in a DLR carcass (the unit in need of repair) within a prescribed time frame, a carcass charge (the difference between the standard and net price) is billed to recoup  funds to purchase a new item.   Shipyards shall follow the guidelines listed below in management of repairable items (including 2-cog items) where the return of NRFI carcasses is required:



(1)  Use correct advice codes on requisitions for DLR (7-cog) and 2-cog material.  For items where a carcass will be turned-in, use advice codes 5S or 52.  NAVSUPINST 4440.182 authorizes use of these advice codes by Navy Industrial Activities.



(2)  Order DLR items from the supply system using an S-- RDD (see NAVSUP Publication 437, Section 03100.6 for details on use of the S-- RDD).  This will preclude receipt of a BK1 notice prior to the time the RFI item is issued and the carcass is turned in. 



(3)  Conspicuously label all DLR and 2-cog items.



(4)  Require shops to turn in carcasses when the Ready for Issue (RFI) item is issued.  Alternatively, require the shop receiving the RFI item to sign a promissory note agreeing to turn in the carcass by a specified date, and to accept carcass charges to shop overhead if the carcass is not turned in.  Variations to this procedure may be necessary for off-site work.



(5)  Expend carcass charges to the overhead of the shop or code responsible for turning in the carcass.  When an item is ordered erroneously at the net price and the applicable JO/KOP is closed before the carcass charge can be charged to the customer, it will be charged to the overhead of the ordering unit.



(6)  Prohibit cannibalization of DLR carcasses.



(7)  Prohibit assignment to M&S(RM) of RFI DLRs which were obtained at net price.



(8)  Dedicate resources to management of carcass tracking, including follow-up on billing reversals to obtain credits.  If a credit is not received within 60 calendar days after receipt of a BK4 (Billing Reversal) notice and a debit charge based on a BK3 was previously assessed, take action to expedite credit.



(9)  Maintain measures of effectiveness reflecting debits and credits for DLR carcasses in relation to total DLR volume.



(10)  Develop local turn-in arrangements for DLR items for which the shipyard is the Designated Overhaul Point (DOP), to eliminate the requirement for shipping to the Advanced Traceability and Control (ATAC) hub.



(11)  Manage 2 cog material (for which carcasses are to be turned-in) as aggressively as 7 cog material.


c.  Material-in-Transit (MIT).  MIT is the aggregate financial charge for material for which the shipyard has been billed but has not recorded receipt, plus duplicate and erroneous billings.  In order to minimize MIT write-off costs, shipyards shall take the following actions on a continuing basis:



(1)  Identify material not received within 40 days for a CONUS shipyard and 90 days for PHNSY after the initial receipt of the shipping notice (BA or AS status). 



(2)  Initiate Reports of Discrepancy (RODs) or Transportation Discrepancy Reports (TDRs), as applicable, to maximize the potential for credit.





(3)  Identify duplicate or erroneous billings and other potential MIT write-offs not identified from the MM database.  The monthly MP 440D (Part I) report is available for this purpose.





(4)  Initiate action to obtain credits for duplicate and erroneous billings and other problems for which the ROD or TDR is not the applicable resolution tool.





(5)  Aggressively follow up to obtain satisfactory ROD responses and all credits promised.  Challenge unsatisfactory responses, e.g. ROD reply stating no record of document, yet billing has been received for the document number.





(6)  Avoid writing off items to MIT that are properly charged to another general ledger account.





(7)  Use NAVSEA prescribed liquidation reason codes for all MIT write-offs.





(8)  Maintain measures of effectiveness for MIT management and evaluate, on a regular basis, such measures of effectiveness for improvements that can be made to reduce MIT write-off.





(9)  Pay particular attention to aging of MIT and the currency of actions taken on overaged MIT.  As a last resort, shipyards will identify non-responding ROD activities to NAVSEA and NAVSUP with a complete list of all actions taken.


d.  Scrap Metal Conservation.  Each shipyard shall have a scrap metal conservation program that complies with DOD 4160.21-M, Defense Utilization and Disposal Manual.  In order to maximize the financial return from this program, the following actions will be taken:



(1)  Train personnel whose operations generate scrap metal in the values of the program and the actions by them that will maximize the effectiveness of the program.



(2)  Segregate scrap metals by type, to the extent feasible and practical, before transfer to DRMO so as to maximize the dollar return from subsequent sales.  Note that recent DOD decisions prescribe that credit will be provided to shipyards only for scrap where the original purchase was made with Navy Working Capital Funds.



(3)  If possible, match dollar value sales reported by the local DRMO with actual funds received from the Defense Reutilization and Marketing Service (DRMS).   As the time span between the DRMO sale and receipt of DRMS credit may be up to a year, monitoring funds received in this manner may be difficult.



(4)  Follow up with DRMS for funds not received after more than one year.


e.  Funding for Turn-In/Disposal of Excess Material.   Supply Officers shall provide annual estimates to the Comptroller of funds required for removal of excess material.  These estimates will be provided two years in advance in connection with annual budget requests so the Comptroller can include them in the budget cycle.  The estimates will be separately identified by the following funding categories: Shop Stores, shipyard-responsible direct material and M&S(RM).  


f.  Disposition of  Unused Material Returned From Production.   Shipyard shops will keep bench stocks to a minimum (i.e., only material required for ongoing productive work), retain material identification markings (e.g., NSN, CAGE/reference number, document number) and keep associated issue or ordering documents with material.  These procedures will facilitate more effective operations and facilitate return and re-use of material when required.  Unused material that does not have a specific, immediate use will be returned to the Supply Department, along with both material identification/certification paperwork and information pertaining to the job for which it was ordered.  Returned unused material will be credited to the availability in accordance with NAVSEAINST 7670.1.  If the material cannot be identified to an open availability, the following actions will be taken:


-  If item is an active Shop Stores item, the material will be placed in the Shop Stores account providing that this action does not place the stock item into an excess condition.  Otherwise, initiate action to turn in the excess quantity to the Supply System or initiate disposal action through DRMO.  Credit will be applied to the Shipyard general account.


-  If material is not a Shop Stores item and there is a foreseeable future requirement within two years, the material may be placed in M&S(RM). 


-  If there is not a foreseeable future requirement, the material will be turned in to the supply system or disposed of in accordance with Navy and DOD regulations.


g.  Inventory Accuracy Program Elements.  Attaining and maintaining prescribed levels of inventory accuracy requires a commitment to quality throughout the entire material cycle.  Material management processes and procedures must be clear and precise.  Inventory management practices must be mathematically sound and based on actual demands.  Personnel at every level must be educated and trained, and most importantly, a process must be in place to perform causative research and to identify and resolve process problems in an expeditious manner.  Inventory accuracy directly affects inventory investment and material availability.   An effective Inventory Accuracy Program will assist in eliminating excess material, reduce gross monetary adjustments, create a base for good material management, and improve the quality of service.  



(1)
 Material Management.  Every phase of the material process is equally critical.  All participants must understand their responsibilities, be capable of proper execution and be held accountable for performance and results.



(2)
 Inventory Management.  Inventory management decisions can impair material control and adversely affect inventory accuracy.  Management decisions affect the range and depth of items carried in inventory.  Maintenance of too little of an item may create stock-outs and increase expediting and procurement workload.  Excess stock may require constant re-warehousing to avoid multiple locations and material segregation problems, leading to loss of inventory control. For these reasons, inventory managers need to carefully consider current and projected workload in making replenishment and level-setting decisions.




(a)  Designator Settings.  Designator settings are a crucial factor in inventory levels.  Improper settings can lead to repetitive stock-outs, accumulation of excess, or untimely deliveries.  For this reason, the Supply Officer must review designator settings at least annually.  Inventory stratification based on annual sales will facilitate removal of excess material, ensure that Navy Working Capital Fund (NWCF) funds are wisely invested, and identify items that require “off-line” management.  A positive stock turn trend reflects good inventory management decisions.

 


(b)  Inventory Control.  Maintenance of material accountability requires rigorous control of material and material movement documents, prompt material movement status updates and strict adherence to procedures.  All material must be properly identified, located and safeguarded at all times, and all material movements must be documented.  This simple discipline will eliminate most inventory accuracy problems.  The urgent nature of many material requirements, combined with special handling and/or storage requirements for materials such as Level I/SUBSAFE, classified, hazardous, shelf life or nuclear make this discipline hard to maintain.  Good housekeeping practices, supervisory involvement and commitment to continual process improvement are effective tools for maintaining the required discipline.



(3)  Training.  Education and training are critical.  In addition to training in normal responsibilities, personnel must be trained in quality improvement philosophy and techniques.  



(4)  Physical Inventory Methods.  Physical inventories are conducted to assess inventory accuracy, correct any discrepancies found, and identify problems with processes or training;  NAVSEAINST 4440.25 provides physical inventory policy.  The preferred inventory method is random sampling, which is incorporated in the Shipyard Physical Inventory Tool for Improving Industrial Readiness (SPITFIIRE).   SPITFIIRE must be used to conduct physical inventories for quarterly accuracy reports.  Wall-to-wall inventories are labor intensive, costly, and often create as many inventory discrepancies as they correct due to the difficulty of accounting for 

transactions in process on large numbers of line items.  However, wall-to-wall inventories are required whenever SPITFIIRE results fail to meet prescribed standards.  Additionally, location surveys are a quick, low cost method to improve material accountability.



(5)  Responsibilities.  Every individual involved in the material management process is responsible for inventory record accuracy.




(a)  The Supply Officer is responsible for:






-
Meeting inventory accuracy goals set forth in section 6.a.






-
Implementing local policies supporting these goals.






-
Setting and periodically reviewing MM/MS designators to ensure sound 
inventory management.






-
Analyzing trends and taking corrective actions as necessary.






-
Appointing an Inventory Accuracy Officer to ensure material and inventory 






integrity.




(b)  The Inventory Accuracy Officer will coordinate efforts to train and educate personnel in material policies, and to set up and monitor the Inventory Accuracy Program.  Duties and responsibilities of the Inventory Accuracy Officer are set forth in NAVSUP Instruction 4440.132A.

6.  Performance Measures.  Where applicable, performance measures will be provided separately for nuclear and non-nuclear inventories.  Performance data will be provided to the Supply Officer on a monthly basis.


a.  Inventory Accuracy.   The following standards have been established for inventory accuracy and location validity utilizing the SPITFIIRE program.   Detailed performance standards for inventory accuracy are contained in enclosure (5) of NAVSEAINST 4440.25 (to be revised as shown below).

	Inventory Account
	Location Validity
	Inventory Accuracy

	Shop Stores
	98%
	90%

	Direct Material Inventory
	98%
	98%

	M&S (RM)
	98%
	98%

	Sensitive and Classified Items
	100%
	100%


Inventory accuracy standards for Shop Stores will be increased gradually from 90% to 95% according to the following schedule:

	Years after storage location bar-code implementation
	Inventory Accuracy

	One year
	92%

	Two years
	93%

	Three years
	94%

	Four years
	95%




(1)
 Gross Monetary Adjustments.   The Supply Officer will monitor the Gross Monetary Adjustments (GMA) resulting from each inventory.  There is no GMA goal.  Establishing a GMA goal would be counter productive to correcting inventory record errors and process improvements which are the primary focus of the Inventory Accuracy Program.  However, GMA should be minimized through effective inventory management and control procedures.  As a result, the impact on shipyard overhead costs will be minimized.  Monthly Shop Stores GMA statistics will be calculated using the inventory results and the total inventory value data from the MS-450A report.


b.  Shop Stores Usage.  The ratio of  Shop Stores issues to direct material requirements will be used to assess the effectiveness of support provided by the Shop Stores inventory.  It is computed as follows, using data from the MM-160H report, Section 4:

Shop Stores issues

Shop Stores issues + JMLs submitted - JMLs sourced to Shop Stores

This calculation is normally done on a count basis but may also be done on a value basis.


c.  Shop Stores Stock Turn.  Stock turn is the ratio of annual demand-based sales to ending demand-based inventory.  It is computed using Active and Pre-expended Account material only, using the sales and inventory figures reported on the applicable section of the MS-450A monthly report.  Stock turn is used to assess the efficiency of support provided by the Shop Stores inventory.  Stock turn goals are:



Non-Nuclear Shop Stores:  
2.0



Nuclear Shop Stores:


1.0


d.  Shop Stores Inactive Material.  Shop Stores Inactive Material is the ratio of the value of demand-based items with no issues in 12 months to the value of total demand-based inventory.  Data used in calculating this metric will be obtained from the MS935R or MQSSL ALL reports.  The maximum allowable percentage is 5%.  The goal is to reduce it to 0%.


e.  Shop Stores Long Supply (LS).  Shop Stores Long Supply is the value of the quantities of demand-based items held in excess of the requisition objective (RO) divided by the value of demand-based inventory.  Data used in calculating this metric will be obtained using BROWSER reports.  Shop Stores Long Supply is required to be less than 15%.  When that percentage is routinely exceeded, review of the new item establishment and replenishment processes are required. 


f.  Shop Stores Unauthorized Long Supply (ULS) .  Shop Stores Unauthorized Long Supply is the value of the quantities of all items held in excess of the Retention Limit (RL), divided by the value of total inventory.  This ratio includes Insurance item quantities in excess of the Requisition Objective, which is also the Retention Limit.  The goal is to keep Unauthorized Long Supply at 0%.


g.  Direct Material Usage.  Direct Material usage is the ratio of  the value of direct material used for an availability to the value of material ordered for that availability.  It is used to assess the efficiency of the direct material ordering process.  The formula for Direct Material usage is:

Value of direct material issued

Value of direct material ordered – Value of canceled direct material orders

Data used in calculating this metric will be obtained using the MM 983E report.  The goal is 95% or greater.


h.  DLR Carcass Charge Index.  The DLR carcass charge index is the ratio of the value of DLR carcass charges within a fiscal year to the total value of  DLR requisitions from the prior fiscal year, which cited an Advice Code indicating that a carcass would be turned in.  This index measures the effectiveness of all DLR management actions, including DLR requisitioning procedures, controls over RFI items and turn-in carcasses, the interface with Naval Inventory Control Point’s carcass tracking process, and follow-up to ensure that carcass return credits or billing reversals are processed.  It is computed as follows:

Value of DLR carcass charges - Value of DLR carcass credits received in a fiscal year

 Net value of DLR requisitions citing turn-in Advice Codes submitted in the previous fiscal year

Data used in calculating this metric will be obtained from NAVICP Mechanicsburg DLR financial reports provided to the DLR Coordinator by NAVSEA 04X2M.  The goal is 0%.


i.  Report of Discrepancy (ROD) Success Rate.   The ROD Success Rate measures the effectiveness of the ROD generation and follow-up process on a value basis.  It is computed as follows:

Value of RODs authorizing credit

Value of RODs authorizing credit  + Value of RODs denied + Value of

RODs written off due to non-response

Data used in calculating this metric will be obtained from the Quarterly Outgoing ROD Report prepared by each shipyard as required by the Report of Discrepancy Manual, NAVSUPINST 4440.179A.  The goal is 80% or better.


j.  Requisitions Received by Required Delivery Date (RDD).  Requisitions received by the RDD will measure the supply system’s effectiveness in providing material to the shipyard in order to meet the shipyard’s material requirements.  It is computed as follows:

Total shop store issues + DMI received at or prior to RDD

Total shop store issues + DMI received at or prior to RDD + DMI received after RDD

Data used in calculating this metric will be obtained through the MAT system and utilization of the BROWSER query tool.  The goal is 100%.


k.  Requisitions Resulting in the Delivery of Wrong Material/Material Rejection at Receipt Inspection.  This metric measures the supply system’s effectiveness in providing material of sufficient quality so that the material can be used to satisfy the shipyard’s material requirement.  Requisitions resulting in the delivery of the wrong material will be measured by reporting the number of Reports of Discrepancy (RODs) initiated.  Requisitions resulting in the delivery of material that is rejected at receipt inspection will be measured by reporting the number of Quality Deficiency Reports (QDRs) initiated.  This data will be collected from the Supply Department.  The goal is 0%.

7.  Material Cost Performance Data Reports.   Material Cost Performance Data Reports will be submitted to NAVSEA 04X2M on or before the 15th day following the end of each quarter, covering performance statistics from the previous quarter.  These reports will include the following information:


a.  Performance Metrics.
	Report Category
	Performance Metric
	Quarter Reported
	Goal

	Shop Stores
	Non-nuclear line items/Dollar value
	All
	N/A

	
	Nuclear line items/Dollar value
	All
	N/A

	
	Non-nuclear Shop Stores Usage 
	All
	N/A

	
	Nuclear Shop Stores Usage 
	All
	N/A

	
	Non-nuclear Stock Turn
	All
	2.0

	
	Nuclear Stock Turn
	All
	1.0

	 
	Non-nuclear Inactive Material
	All
	< 5%

	
	Nuclear Inactive Material
	All
	< 5%

	
	Non-nuclear Long Supply
	All
	< 15%

	 
	Nuclear Long Supply
	All
	< 15%

	
	Non-nuclear Unauthorized Long Supply
	All
	0%

	
	Nuclear Unauthorized Long Supply
	All
	0%

	
	Non-nuclear Inventory Accuracy
	2nd, 4th
	> 90%

	
	Non-nuclear Location Validity
	2nd, 4th
	> 98%

	
	Nuclear Inventory Accuracy
	2nd, 4th
	> 90%

	
	Nuclear Location Validity
	2nd, 4th
	> 98%

	
	
	
	

	DMI
	DMI Usage
	All
	> 95%

	
	Inventory Accuracy
	See p. 13, para 2.f
	> 98%

	
	Location Validity
	See p. 13, para 2.f
	> 98%

	
	
	
	

	M&S(RM)
	Total Line Items/Dollar Value
	All
	N/A

	
	Inventory Accuracy
	1st
	> 98%

	
	Location Validity
	1st
	> 98%

	
	
	
	

	Other
	DLR Carcass Charge Index
	All
	0%

	
	ROD Success rate
	All
	> 80%

	
	Requisitions Not Received by RDD
	Monthly
	0%

	
	Requisitions resulting in delivery of wrong material/rejection at receipt inspection
	Monthly
	0%

	
	Special concerns (narrative)
	Optional
	N/A



b.  MM/MS Reports.  The following MM and MS reports will be provided along with the performance metrics listed above (nuclear and non-nuclear statistics will be reported separately):
	Report
	Description

	MQATOT Inquiry printout *
	DMI Inventory Value and Counts

	MQAUDM Inquiry printout *
	M&S(RM) Activity

	MQSSL ALL Inquiry printout *
	Shop Stores Statistics, All Shop Stores Combined

	MM-160H Report, Section 4
	Work Measurement Statistics, Monthly JML Items Submitted

	MS-450A Report
	Inventory Manager Analysis Data, All Shop Stores Total

	BROWSER report (inactive NIINs)
	BROWSER report used to list inactive Shop Stores items

	MM-983E Report
	Excess Material Value Analysis for Jobs at Closure

	MS-935R Report
	Shop Stores Long Supply Report

	ROD Report
	Quarterly Outgoing ROD Summary Report

	* As of the first working day of the new quarter.



c.  NAVSEA 04X2M Summary Report.  Using the data submitted by the shipyards, NAVSEA 04X2M produces a summary report, which is designed to:


- 
Provide comparative statistical data to assist each shipyard in monitoring its performance      

in comparison to other shipyards, and


- 
Identify data inconsistencies and problem areas, actual or potential, to enhance local 


supply effectiveness.

This report contains the following information:  



(1)  Spreadsheets and charts with material cost performance data for all shipyards:

- 
Shop Stores Inventory Stratification (dollar value).

-
Shop Stores Usage (line items).
- 
Shop Stores Statistics (count).
- 
Direct Material Inventory (DMI) (dollar value positions).
- 
Unused DMI (cumulative to date for active availabilities, dollar values and                       
percentages).
-
M&S(RM) (dollar value) and Material Visibility Information System (MVIS)              
Sales (fiscal year cumulative dollar value).
-
SPITFIIRE Inventory Statistics (Shop Stores and DMI).


(2)  Observations of General Interest.  Comments, suggestions and directed actions applicable to all shipyards.



(3)  Observations applicable to individual shipyards.  Comments, suggestions and directed actions based on analysis of the data submitted.
� Commercial and Government Entities Code.  This code is assigned to commercial activities doing business with the government by the Defense Logistics Supply Center.





