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Defense Logistics Agency

Message from the Chief of Staff

Fiscal Year 2014 (FY14) was a milestone year for the Defense Logistics Agency (DLA).
Our numerous accomplishments are documented in this Annual Historical Report (AHR) — the
first compiled at DLA — and include unmatched support to Warfighters around the globe.

As America’s Combat Logistics Support Agency, DLA provides the Army, Marine
Corps, Navy, Air Force, other Federal Agencies, combined and allied forces with the full
spectrum of logistics, acquisition, and technical services — amounting to annual revenues of
approximately $38 billion in FY14. DLA sources and provides nearly 100 percent of the
consumable items America’s military forces need to operate, to include food, fuel, uniforms,
medical supplies, construction and barrier equipment. DLA also supplies more than 85 percent of
the military’s spare parts. In addition, DLA manages the reutilization of military equipment,
provides catalogs and other logistics information products, and offers document automation and
production services. Headquartered at Fort Belvoir, Virginia, DLA is a global enterprise.
Wherever the United States has a significant military presence, DLA is there.

This AHR serves as an objective record of DLA’s performance for FY14 and as its
institutional memory and guide for future operations. We can use the Agency’s AHR to add
historical perspective to our decision-making process. It is a primary source of background facts
in support of the staff and is used to orient new commanders and personnel on the organization’s
mission, recent activities, accomplishments, and issues. The AHR is very valuable, a compilation
of all DLA activities and operations each year in a single document and a ready reference for the
leadership and workforce. It is the primary document that helps preserve DLA’s record of
operations and achievements and perpetuates DLA’s military history and heritage.

: S / Z’dﬁ""—’
enee L. Roman
Chief of Staff
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1. DLA’s Responsibilities, Customers, and Functions
a. Responsibilities

DLA is a Defense Department Combat Support Agency. The DLA Director is a three-star flag or
general officer who reports to the Assistant Secretary of Defense for Logistics and Materiel
Readiness (ASD(L&MR)).

DLA had annual revenues of approximately $38 billion in Fiscal Year (FY) 2014." These
revenues are from the sales of goods and services to its customers. As a distributor and
integrator, DLA either (1) buys items from manufacturers and suppliers which it then resells to
its DOD (and other) customers, often with additional services added -- e.g., warehousing,
packaging, and transportation; or (2) contracts for items that are provided directly by the
manufacturer to the DOD customer. This is known as Direct Vendor Delivery (DVD).

DLA is responsible for the supply (purchasing), storage, and distribution of most consumable
and reparable items for DOD. Its primary purpose is to meet the logistics requirements of the
Armed Forces for food, clothing fuel, repair parts, and other items. Noticeably absent from this
list are major end items (Class VI1I) — weapon systems and related equipment -- which are
procured by the military departments. Also absent is ammunition (Class V), which, with some
exceptions, is an Army responsibility, as executive agent. DLA is also responsible for the
disposition of all excess or surplus DoD materiel, including Class VII weapon systems.

To accomplish these responsibilities, DLA has a staff of 24,000 personnel divided into:
e several supply chains that contract for the above items;
e aworldwide distribution system;
e Jlogistics and staff support to DOD’s geographic Combatant Commands;
e a “reverse logistics” operation that disposes of surplus or excess materiel from the
Military Services and DLA
¢ headquarters; and
e other responsibilities that have flowed to DLA over the years.

Additional responsibilities include the provision of human resources support (back office)
functions for OSD and many of the defense agencies, as well as the management of the strategic

! Defense Logistics Agency Fact Sheet, January 2015.



Defense Logistics Agency
Fiscal Year 2014 Annual Historical Report

materials stockpile, the provision of document services, the Defense Logistics Information
Service, and the Defense Automated Addressing System.

DLA operates with a revolving Defense-Wide Working Capital Fund (DWCEF). Its customers
purchase items from DLA with their own appropriated funds that are deposited into the DWCF.
In turn, DLA purchases items from its suppliers out of the revolving fund. The prices DLA
charges to its customers for each product include an additional amount to recover DLA’s
operating costs, which were approximately $4.4 billion in FY 2013. The “cost recovery rate”
(which is actually a composite of separate rates covering all the different business areas) is
determined by the OSD Comptroller every year; it is used to encourage DLA to keep its costs
under control, and to ensure that its “profit” every year is zero; i.e., that ideally the amount of
cash in the revolving fund neither increases nor decreases over time.

b. Customers

DLA has four distinct classes of customers: (1) deployed forces, (2) non-deployed forces, (3)
military industrial facilities (depots and shipyards), and (4) others, including other U.S.
Government agencies and foreign military sales (FMS). These distinctions are important because
each class of customers has unique needs.

Deployed forces are those operating forces apportioned to a combatant commander and deployed
to an active theater of operations. DLA must deliver supplies to various distribution points near
or within the combat zone, as in Afghanistan and Iraq, where tactical distribution is generally
handled by one of the Military Services.

Non-deployed operating forces are normally assigned to bases or installations in the United
States and around the world. This includes everything from a base that is home to an Air Force
wing or Army division, to an installation containing support functions such as hospitals or other
service providers. DLA is the wholesale supplier to these operational customers (again, this
includes items for which DLA contracts but which are delivered directly by the suppliers to the
customers), who in turn provide their own retail services—the sale or distribution of individual
items—to the final customer or user assigned to or transiting the base.

DLA’s military industrial customers include the 17 primary maintenance depots and shipyards in
the four Military Services: three Air Logistics Complexes (ALCs) in the Air Force, the three
main Fleet Readiness Centers (FRCs) in the Navy and Marine Corps, four Navy shipyards, two
Marine Corps depots, and five Army depots. DLA is responsible for both wholesale and retail
supply, storage, and distribution to the Air Force and Navy industrial facilities. It is responsible
only for wholesale supply for the Army and Marine Corps depots. This reflects the mixed
implementation of the 2005 BRAC decisions, discussed in the next chapter.

DLA also provides goods and services, including storage and distribution, to a wide range of
other customers. The most notable are other U.S. Government agencies, including the Federal
Emergency Management Agency, other parts of the Department of Homeland Security, and the
General Services Administration. DLA also supplies FMS customers.
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¢. Functions

DLA’s central functions are to (1) buy, (2) store if necessary, and (3) distribute approximately 6
million distinct consumable and reparable items. To do this it must know how much to buy;
whether and where to store it; and how to distribute it most efficiently. This requires effective
demand planning, inventory management, contracting, and storage and distribution capabilities,
together leveraging a powerful IT/ERP10 backbone and an effective governance structure. It also
requires tight retail-wholesale-supplier-customer integration. Working closely and in an
integrated fashion with its customers -- seeking effective and efficient supply chain integration --
is critical to DLA’s success.

DLA is responsible for the delivery of consumable and reparable items where and when they are
needed by its customers. For deployed forces, therefore, the expectation is that DLA will deliver
items to the distribution point required by the customer. DLA is not responsible for tactical
theater distribution.11

DLA delivers wholesale and retail goods to its customers. Wholesale is the procuring of goods,
usually in large quantities, to be retailed -- sold or distributed -- by others. Retail is the selling or
providing of goods in relatively small quantities to the final user or consumer. This distinction,
and particularly the importance of DLA’s retail capabilities to its current and future operations, is
an important theme of this paper.

For non-deployed forces and some military industrial facilities, the expectation is that DLA will
provide on-time wholesale delivery to Service retail providers. For other military industrial
customers, DLA is the retail supplier. In these cases the customers’ expectations are that DLA
will have the individual parts needed for the mechanics and artisans -- the final users who are
DLA’s retail customers at the depots and shipyards.

2. DLA’s Mission, Vision, and Values

a. Mission. As America’s Combat Logistics Support Agency, we provide effective and
efficient worldwide support to Warfighters and our other customers.

b. Vision. Warfighter-focused, globally responsive, fiscally responsible supply chain
leadership.

c. Values. Our values are DLA’s foundation for all we do, our basic guiding principles:
Warfighter needs guide us.

Integrity defines us.

Diversity strengthens us.

Excellence inspires us.
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3. DLA’s Organization

a. General. Reporting to the DLA Director are six primary line organizations and numerous
staff organizations (Figure 1). Four of these line organizations are the buying commands -- Aviation,
Land and Maritime, Troop Support, and Energy -- that are directly responsible for meeting their
Service customers’ needs for spare parts, fuel, food, medical supplies, and other commodities. The
Distribution Command provides storage and distribution services, and DLA Disposition Services is
engaged in “reverse logistics,” disposing of surplus or excess materiel from the Military Services and
DLA.

The DLA Director and line managers are supported by several staff organizations. Human Resources
(J1), Finance (J8), and Strategic Plans and Policy (J5) perform the functions implied by their names.
Logistics Operations (J3) is responsible for coordinating DLA support to deployed forces, as well as
support to non-deployed operating forces. It is also responsible for coordinating many of the actions
(e.g., inventory management) between DLA’s line and staff (headquarters) organizations.
Information Operations (J6) is responsible for DLA’s IT infrastructure, including, most importantly,
the maintenance and development of DLA’s ERP system, the Enterprise Business System (EBS).
Acquisition (J7) is responsible for procurement and contracting policy and oversight.

Director
Deputy Director
Land and Aviation Troop Energy Distribution Disposition
Maritime Support Services
J1 J3 J5 J6 J7 J8
Human Logistics Strategic Information Acquisition Finance
Resources Operations Plans and Operations
Policy
‘ Line Organizations | -
General Installation Inspector Other
‘ Staff Organizations | Counsel Support General

Figure 1. The Main Components of the Defense Logistics Agency

DLA’s day-to-day work is performed by approximately 20,000 personnel in its line organizations.
These are supported by a headquarters staff and other functions totaling approximately 4,000 people
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(Table 3). The direct line management responsibility for meeting customer requirements rests
primarily with the four buying commands. Their customers, once again, comprise (1) deployed
forces; (2) other outside CONUS (OCONUS) and CONUS operating forces, installations, and
activities; (3) CONUS military industrial facilities; and (4) other customers, including the U.S.
Government and FMS.

b. DLA Aviation

DLA Aviation is located in Richmond, Virginia. Its commander is a one-star flag or general
officer who reports directly to the DLA Director. It has approximately 3,200 employees, with
sales of approximately $3.5 billion in FY 2013. It manages approximately 1.1 million items.
Nearly all of these are Class 1X repair parts, required by the fixed and rotary wing aviation fleets
of the four Military Services. DLA Aviation has seven main industrial customers: the three Air
Force Air Logistics Complexes, the three main Navy Fleet Readiness Centers, and the Corpus
Christi Army Depot. These customers are responsible for approximately one-third of DLA
Aviation’s sales. Operating forces based in the United States and overseas are responsible for
approximately two-thirds of its sales. Some of the items managed by the Aviation Command are
supplied to the Land and Maritime Command’s customers at the Navy shipyards and the Army
and Marine Corps depots.

For all but the Army depot in Corpus Christi, DLA Aviation is responsible for both wholesale
and retail supply to its main military industrial customers. That is, it is responsible for getting
individual parts into the hands of the artisans or mechanics -- the final consumers -- who need
them to perform specific maintenance or repair tasks. In the case of Corpus Christi, the Army
handles its own retail operations, and DLA Aviation is a wholesale supplier to the Army retail
store at Corpus Christi.17 DLA Aviation is also responsible for the wholesale supply of items to
the operating forces. Those forces, at their bases and installations, are then responsible for the
retail distribution, via their own retail stores, of parts and other consumable items to the final
user or consumer.

c. DLA Land and Maritime

DLA Land and Maritime is located in Columbus, Ohio. Its commander is a one-star flag or
general officer who reports directly to the DLA Director. It has approximately 2,450 employees
and FY 2013 sales of approximately $3.1 billion. It manages approximately 2 million items.
These are Class IX repair parts required by land and naval systems, as well as numerous
electronics items required by all systems, including aviation. Some of the items managed by
DLA Land and Maritime, including many electronics items, are supplied to the Aviation
Command and its customers at the Air Force and Navy aviation depots.

DLA Land and Maritime has eight main industrial customers: the four Navy shipyards and four
of the Army depots. (The fifth Army depot is the aviation depot supported by the Aviation
Command.) DLA Land and Maritime is the wholesale and retail supplier to the four shipyards
and the wholesale supplier to the four Army depots. These account for approximately 30 percent
of its total sales. It also supplies operating forces based in the United States and overseas, which
account for approximately 70 percent of sales.
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d. DLA Troop Support

DLA Troop Support is located in Philadelphia, Pennsylvania. Its commander is a one-star flag or
general officer who reports directly to the DLA Director. It has approximately 2,300 employees,
and $13.3 billion in FY 2013 sales. It manages approximately 3 million items. It contracts for
food and other subsistence (Class I), clothing and textiles (Class 1), construction materials and
equipment (Class 1V), personal items (Class V1), and medical supplies (Class VI1I) for its
customers in all four Military Services. In addition, it is responsible for the purchase of certain
Class IX repair parts, primarily industrial hardware and fasteners.

e. DLA Distribution

DLA Distribution has its headquarters in New Cumberland, Pennsylvania. Its commander is a
one-star flag or general officer who reports directly to the DLA Director. It is responsible for the
storage and distribution of all DLA-stored items. It has approximately 7,100 employees spread
across 25 distribution centers worldwide, 18 of which are in the United States. The two largest
distribution centers are in San Joaquin, California and Susquehanna, Pennsylvania; they are
Strategic Distribution Platforms where the largest portion of warehoused items are stored before
being re-packaged (if necessary) and delivered to DLA’s customers around the world. DLA
Distribution’s costs in FY 13 were approximately $1.5 billion. These costs are recovered through
surcharges to its customers for the specific products stored and delivered by DLA.

f. DLA Disposition Services

DLA Disposition Services has its headquarters in Battle Creek, Michigan. Its commander is a
civilian Senior Executive Service, who reports directly to the DLA Director. Its business is to
dispose of all excess DOD property. DLA Disposition follows a statutory disposition process
whereby property is initially reutilized within DOD and federally-established Special Programs,
then offered for transfer to other federal agencies, and finally donated to authorized state and
local governments, and to other organizations, before being offered for sale at auction or
destroyed as scrap. Disposition Services has played a major role in the demilitarization and
disposal of large quantities of equipment and other items in Iraq and Afghanistan.

g. DLA Energy

DLA Energy acquires, stores, and distributes bulk petroleum worldwide and collaborates
extensively with other DOD components in the planning, management, and operation of fuel
infrastructure and support capabilities. Over time, DLA Energy and its predecessor organizations
have taken on additional missions beyond bulk petroleum, including contracting support for
installation energy in the form of electricity, natural gas, and coal. Its aerospace division
manages the U.S. Government supply chain for liquid propellants, cryogens, chemicals, and
gases for space launch applications.

DLA Energy is directed by a one-star flag or general officer and employs a staff of
approximately 1,000 worldwide. In addition to its internal support units, the organization divides
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its main activities across Customer Operations, Supplier Operations, and four regional
commands (Americas, Pacific, Europe and Africa, and Middle East).

With approximately $17 billion in sales in FY 2013, DLA Energy accounts for close to half of
DLA’s total sales. Customer shares are relatively stable, with the Air Force accounting for close
to half of sales, the Navy for another quarter, and the Army, Marine Corps, and all other
customers for the final quarter. The large majority of those sales are for petroleum products,
approximately 75 to 80 percent of which is aviation fuel. In total, DLA Energy customers
purchased just over 100 million barrels of petroleum products in FY 2013. Almost 90 percent of
that total is bulk petroleum, for which DLA Energy manages the entire supply chain for DOD.

DLA Energy also manages approximately 600 Defense Fuel Support Points (DFSPs) worldwide,
ranging from simple base gas stations to major fuel farms and terminals. Around two-thirds of
the DFSPs are located on military bases, but others are located in major port facilities, along
pipeline routes, and afloat. Most DFSPs are government owned, government operated (GOGO),
government owned, contractor operated (GOCO), or contractor owned, contractor operated
(COCO). Across these different types of operations the day-to-day responsibility for operation or
oversight of these facilities is divided among DLA Energy and the three Military Departments.

In addition to management of the bulk petroleum inventory stored in the global network of
DFSPs, DLA Energy also manages the maintenance of that infrastructure. It fulfills that
responsibility, in cooperation with its Military Department partners, through the Sustainment,
Restoration, and Modernization (SRM) program. SRM projects account for close to $500 million
in expenditures annually and are pursued in one of four pillars:

a. Centrally Managed Programs address a wide range of inspections and other regulatory
compliance activities.

b. Planning Studies provide comprehensive infrastructure reviews every five years to
identify infrastructure restoration and modernization investment priorities.

c. Recurring Maintenance and Minor Repair covers small-scale maintenance.

d. Emergent projects are those identified outside the other preventative-oriented pillars.?

4. Key Personnel (as of 30 September 2014; Figure 2):

Director: VADM Mark Harnitchek

Vice Director: Mr. Edward Case

Foreign Policy Advisor: Dr. Judith R. Baroody

Chief of Staff: Dr. Renee Roman

Command Senior Enlisted Leader: CSM Sultan Muhammad
Commander, DLA Land and Maritime: RDML John G. King, SC, USN
Commander, DLA Troop Support: BG Steven Shapiro, USA
Commander, DLA Auviation: Brig Gen Mark K. Johnson, USAF

2 The preceding information in Sections 1-3 has been extracted basically verbatim, with the exception of selected
updated figures, from Paul H. Richanbach, et al., “Independent Review of the Defense Logistics Agency’s Role and
Mission,” Draft, IDA Paper P-5210 (Alexandria, VA: Institute for Defense Analysis, December 2014), 17-20
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Commander, DLA Energy: Brig Gen Mark McLeod, USAF
Commander, DLA Disposition Services: Col Michael Cannon, USAF
Commander, DLA Distribution: BG Richard Dix, USA

DLA Human Resources (J1): Mr. Brad Bunn

DLA Logistics Operations (J3): RADM Vince Griffith, SC, USN
DLA Strategic Plans and Policy (J5): Ms. Phyllisa Goldenberg
DLA Information Operations (J6): Ms. Cathy Cutler

DLA Acquisition (J7): Mr. Matthew Beebe

DLA Finance (J8): Mr. Tony Poleo

DLA Joint Reserve Force (J9): RDML Ron MacLaren, USN
DLA Installation Support: Mr. David Rodriguez

DLA Small Business Programs: Ms. Amy Sajda

DLA General Counsel: Mr. Fred T. Pribble

DLA Inspector General: Mr. Marshall W. Evers

DLA Intelligence: Ms. Stephanie Samergedes

DLA Legislative Affairs: Mr. Robert Wimple

DLA Equal Employment Opportunity: Mr. Ferdinand LeCompte
DLA Public Affairs: Mr. Joseph Yoswa

DLA Chaplain: Chaplain (COL) Richard Quinn
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ForeignPolicy Advisor Vice Director * * * Director Chief of Staff SeniorEnlisted Leader
Dr. Judith Mr.Ted Vice Admiral Dr.Renee | | Command Sergeant Major

Baroody Case MarkD. Harnitchek Roman || A  Sultan Muhammad

FE-MC ' Supply Corps, United States Navy ' E2]  United States Army

Figure 2. Key Personnel

5. Fiscal Year 2014 Director’s Guidance®

a. In the preface to his published Defense Logistics Agency Fiscal Year 2014 Director’s
Guidance, VADM Mark Harnitchek wrote:

Team,

Our theme this year is Staying The Course. That makes my guidance to
you pretty easy -- keep doing what you’re doing. You’ve made great strides in
the goals set out in my 2013 Guidance -- in fact we’ve exceeded those goals
in several key areas thanks to your focused efforts, hard work and dedication.
I’ve told you nobody knows this stuff better than you do, and you’re proving
that every day.

This Guidance will give you a quick snapshot of how we’re doing
with our Big Ideas and a few things we need to focus on in the year ahead.
We’re maintaining our goals to significantly improve support to our customers
while dramatically driving down costs for operations and material. But the
targets get more aggressive as we go forward. We’ve upped 10-in-5 to create
even more savings; our new goal is to slash $13.1 billion in operating and

¥ Information in this section is extracted from Defense Logistics Agency Fiscal Year 2014 Director’s Guidance.
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material costs over the next six years. We’ll get there by doubling down
on the hard work you’ve done so far. There are more savings out there
and I’'m depending on you to find them. We’re doing great, but we still
have a long way to go.

As we face the significant fiscal and strategic challenges ahead, we
must remain resolute and continue to lead the way in innovation and
transformation. Acting together, with enthusiasm, optimism and focus, we
WILL continue to achieve great things. What you do makes a difference
so keep charging. | am very proud of you and this great organization!

b. Staying The Course: Our priorities to significantly improve performance while
dramatically reducing cost remain the same. These are:
e Decrease Direct Material Costs
Decrease Operating Costs
Right-size Inventory
Improve Customer Service
Achieve Audit Readiness

(1) Decrease Direct Material Costs: “Be smart buyers of the right stuff”
Reduce material costs to achieve $13 billion in overall savings in six years through a
combination of reverse auctions, commercial-type contract terms, substantial industry
partnerships, performance-based logistics and prime vendor contracts, significantly reduced lead
times and increasing small-business opportunities. We’ve made a big impact here. DLA has
substantially increased its reverse auction opportunities, which have led to savings of more than
$1.6 billion over the past year, including $400 million from three DLA Energy auctions alone.
And we’re just getting started. The First Destination Transportation and Packaging Initiative is a
collaborative, interagency effort that is expected to save DLA hundreds of millions of dollars in
the near future. And across the enterprise, we’re using strategic sourcing — which includes
initiatives like PBLs and prime vendor contracts — to gain more than $4 billion in savings
through 2019. Early results are promising: DLA Troop Support is negotiating better
manufacturing discounts and decreased prime vendor distribution fees to save millions of dollars
every month — $6 million to $7 million a month on our pharmaceutical contracts alone. And this
is how we’ll continue to find savings — negotiate harder, be aggressive, do more research, work
with our partners, and make smart decisions.

(2) Decrease Operating Costs: “Improve process and productivity”
Reduce operating costs through a combination of eliminating, consolidating, and co-locating
infrastructure, achieving BRAC “Day 3” efficiencies, optimizing the global distribution network,
enhancing retail industrial support, incorporating process improvements, Going Green at DLA
operating locations. We’ve achieved significant success with our forward stocking initiative in
the CENTCOM AOR. At the 5th Fleet, we slashed our logistics response time 81 percent, from
40 days to eight days. We’ve had the same success with casualty reports, significantly reducing
them for patrol craft, mine countermeasure ships and ballistic missile defense ships. In fact, there
have been no CASREPs against any forward stocked items for the past nine months. And thanks
to our focus on Strategic Network Optimization, we’re reducing excess inventory and limiting

10
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the number of warehouses we maintain around the globe. This is also allowing us to save money
on operating expenses, utilities, maintenance and sustainment. Our Information Operations team
is eliminating unnecessary or redundant systems to reduce IT costs. And we’re paying more
attention to ensuring we’re maximizing the usable space of containers shipped overseas. While
we’re in the early stages of these initiatives, we’re already seeing them pay dividends. Pressing
hard on these will result in big savings down the road.

(3) Right-size Inventory: “Clean out the attic and keep it clean”
Right-size both War Reserves and operational inventory by reviewing and adjusting strategic
requirements, leveraging commercial supply chains without redundancy, and improving planning
and forecast accuracy. Our short-term goal is to reduce excess inventory by $6 billion by the end
of 2014 without sacrificing military readiness. We’ve already reduced inventory by $2 billion
since 2012, including a reduction in contingency stock from $2 billion to about $500 million.
These kinds of savings wouldn’t be possible without a whole agency effort, from DLA team
members at our inventory control points to DLA Distribution, DLA Disposition Services and
DLA Information Operations. Our military Service partners are important members of this team
as well. And we’re not just “cleaning the attic,” we’re also focusing on the way we plan for,
forecast and contract for items to ensure we don’t just fill the attic back up again. Rightsizing
inventory also allows us to reduce our logistical footprint — less stock means fewer warehouses,
which leads to even greater savings in the years ahead.

(4) Improve Customer Service: “Delight our customers”
Improve customer service and measure performance 