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FORWARD TC "FORWARD" \f C \l "1" 
The purpose of this document is to assist the Naval Sea Systems Command (NAVSEA) Program Managers (PM) and affiliated Program Executive Officers (PEO), and their Logistics Mangers and functional specialist in implementing Performance Based Logistics (PBL) efforts in the pre-systems acquisition, systems acquisition and system sustainment phases.  This Product Support Document provides a step-by-step process for implementing PBL in accordance with DoD and DoN guidance.

Chapter 1 is a brief summary of DoD and DoN guidance and provides background regarding the Defense Logistics Transformation that led to the basic tenets of Total Life Cycle Systems Management (TLCSM) and PBL.  Beginning with Chapter Two, the NAVSEA PBL implementation process is explained with the intent of providing sufficient detail to meet DoD/DoN requirements.  Chapter Three summarizes program requirements.  Templates for PBL documentation are provided as well as guidance for completing steps such as Initial Program Assessment to determine whether a PBL strategy is a good fit for a particular program.

This guide addresses the following specific steps involved in PBL implementation: 

PBL Implementation 11-Step Process

1. Requirements Determination

2. Asset Review

3. Supportability Analysis

4. Business Opportunity Process (BOP)/Business Case Analysis (BCA)

5. Evaluation Strategy  

6. Technical Contract Requirements

7. Obtain Bid

8. Government Evaluation

9. Proposal Evaluation

10. Award Contract

11. Confirm Performance 

1:  Introduction TC "1:  Introduction" \f C \l "1" 
Joint Vision 2020, developed by the Joint Staff, is our nation’s military concept for achieving Full Spectrum Dominance that is persuasive in peace, decisive in war, and preeminent in any form of conflict.  

One of the four operational concepts described in Joint Vision 2020 is Focused Logistics, defined as the fusion of logistics information and transportation technologies in order to achieve a rapid crisis response and delivery of tailored logistics packages directly to the Warfighter.  The days of the “mass logistics model” of post-World War II have come to an end.  The logistics requirements of the 21st Century represent a significant challenge to managers and personnel throughout the Department of Defense (DoD).  In particular, the increase in Joint operations and reliance on the private sector requires significant cooperation and coordination. 

The DoD and Military Services are transforming logistics support processes from traditional methods to a weapons system product support strategy that is performance-based.  The shift from the traditional approach emphasizes what program managers buy, not who they buy it from.  Instead of buying a set level of repair parts, tools, technical data and training, the new focus is on buying a predetermined level of system availability that meets Warfighter objectives.
The logistics transformation has evolved in parallel with the Federal Government’s Acquisition Reform initiative, and together, they bring to bear the principles of Focused Logistics as presented in Joint Vision 2020.  The evolution of DoD logistics is portrayed in Figure 1-1.  The framework for this transformation to a product support strategy is described in the November 2001 Report of the Defense Product Support Reengineering Team, Product Support for the 21st Century, which provides an implementation plan to achieve the concepts of Focused Logistics with a performance-based logistics strategy.  
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Figure 1-1.  The Evolution of DoD Logistics 

1.1.
From Product Support To Performance Based Logistics TC "1.1.
From Product Support To Performance Based Logistics" \f C \l "2" 
The DoD guide for Program Managers (PMs), Product Support for the 21st Century:  A Program Managers Guide to Buying Performance, describes Performance Based Logistics (PBL) in terms of Product Support.  Specifically, it states that PBL is DoD’s preferred approach for implementing product support.  Product support is defined as a package of logistics support functions necessary to maintain the readiness and operational capability of a system or subsystem.  The product support process is an integral part of the weapon system support strategy that PMs must document as part of their program acquisition strategy and Acquisition Program Baseline (APB).

PBL is a product support strategy that uses performance metrics to measure the level of system availability achieved through the product support process.  The provider of this support can be either organic, commercial, or a combination of each in a public/private partnership.  A PBL product support strategy makes use of Warfighter established weapon system readiness and performance goals and encourages the creation of incentives for attaining these goals through clear lines of authority and responsibility.  Through PBL, the provider is incentivized and empowered to meet overarching customer oriented performance requirements (reliability, availability, etc.) in order to improve operational effectiveness while reducing Total Ownership Cost (TOC).  The PBL weapon system support strategy was developed to bring higher levels of system readiness through efficient management and direct accountability.  

1.1.1.
Traditional Product Support TC "1.1.1.
Traditional Product Support" \f C \l "3" 
The traditional DoD product support process is depicted in Figure 1-2.  The process relies on the interaction between two distinct disciplines, acquisition and logistics, to develop and integrate the life cycle support products necessary for sustainment.  
[image: image13.wmf]Figure 1- 2.  Traditional Product Support Model
The acquisition process includes the development of Integrated Logistics Support (ILS) data used to develop specific documents that collectively form the support package of individual elements of logistics.  The appropriate balance, mix and integration of these elements depend on the unique requirements, design characteristics, and operating limits of a weapon system. The case can be made that this process resulted in a segmenting of the support elements across organizations, with each organization maintaining accountability for their respective functions. 

1.1.2.
New Approach – Early Focus on Supportability TC "1.1.2.
New Approach – Early Focus on Supportability" \f C \l "3" 
As early as possible, and before a formal program is established, actions necessary to achieve significant increases in reliability and reductions in logistics footprint should start.  Pre-acquisition efforts are critical to achieving improved system sustainment.
The pre-acquisition activities should be focused on identifying an affordable, militarily useful capability that is based on proven technology that has been effectively demonstrated in a relevant environment.  This includes the demonstration of key supportability related characteristics as well as new technologies that could be used to reduce the logistics footprint and cost-effectively support the system.     

A key output of these pre-acquisition efforts is the documentation of program capability requirements.  These capability requirements should be developed through Analyses of Alternatives (AoA) to balance capability, life cycle cost, and supportability.   The initial acquisition strategy, including the high-level product support strategy, should be addressed as part of the pre-acquisition phase.  The pre-acquisition timeframe offers the most leverage for positive impact on system supportability and sustainment, and for establishing a competitive product support strategy that could achieve maximum System Operational Effectiveness (SOE).  SOE, as explained in the 20 October 2003 report prepared by the Office of Secretary of Defense, Designing and Assessing Supportability in DoD Weapon Systems: A Guide to Increased Reliability and Reduced Footprint, derives from a number of component factors that can be described in a hierarchical model, as shown in Figure 1-3.  

As can be seen in this SOE model, numerous trade-offs between system performance, availability, and process efficiency are needed to balance weapon systems operational effectiveness and TOC.  To support such trade-offs, the ‘cause-and-effect’ relationships must be made explicit between design decisions and system operations and support. Achieving weapon system supportability is an iterative process of designing in system performance and supportability to achieve Warfighter capability. Consistent with the tenets of the DoD 5000 guidance, closer integration between acquisition and product support systems uses the application of this SOE model to achieve DoD’s objectives.  Maximizing operational effectiveness should include proper attention and balance among all the factors included in the SOE model.
Figure 1- 3.  System Operational Effectiveness (SOE) Model
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1.1.3.
Transition to PBL TC "1.1.3.
Transition to PBL" \f C \l "3" 
DoD and the Services are transitioning to PBL as the means to achieve weapon system support at the lowest possible TOC.  This transition supports the plan to establish PM responsibility for TLCSM and TOC.  Although the transition to PBL does not necessarily mean logistics support will move from DoD/Military providers to industry, we can expect increased management of the supply chain by commercial suppliers.  

An important aspect of a PBL strategy is the development of formal agreements between the PM and the Warfighter, which identify the performance objectives considered most important to the Warfighter.  

These PBAs are used as the basis for a contract/agreement, usually long term, in which the provider (organic, commercial, and/or public/private partnership) is incentivized and empowered to meet overarching customer oriented performance requirements (reliability, availability, etc.) in order to improve product support effectiveness while reducing TOC.  

Sources-of-support decisions for PBL do not favor either organic or commercial providers.  The decision should be based upon a best-value determination of a provider’s product support capability to meet set performance objectives.  The major shift from the traditional approach to product support emphasizes what program managers buy, not who they buy it from.  Instead of buying set levels of spares, repair parts, tools, and data, the new focus is on buying a predetermined level of availability to meet the Warfighter’s objectives. 

Each PBL strategy is unique.  PBL suppliers may take on a number of functions normally performed by various DoD Services or agencies.  These functions may include providing and maintaining technical manuals and technical data, maintenance planning, depot level maintenance, determining spare parts requirements, physical distribution, warehousing of material, configuration management and some engineering functions.  Arrangements may be made with industry partners supporting commercially available equipment or government activities supporting military unique equipment.  In addition, industry partners may have government activities functioning as their vendors.  Figure 1- 4 illustrates the full spectrum of PBL arrangements.

Figure 1- 4.  The Spectrum of Performance Based Logistics
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1.2.
DoD Policy TC "1.2.
DoD Policy" \f C \l "2" 
The DoD identifies and ascribes specific PBL policies in its DoD policy and guidance documents.  The September 2001 Quadrennial Defense Review stated, “DoD will implement Performance Based Logistics to compress the supply chain and improve readiness for major weapons systems and commodities.” DoD Directive 5000.1, The Defense Acquisition System, states that PMs shall develop and implement performance-based logistics strategies that optimize total system availability while minimizing cost and logistics footprint.  Sustainment strategies shall include the best use of public and private sector capabilities through government/industry partnering initiatives, in accordance with statutory requirements.  DoD Instruction 5000.2, The Operation of the Defense Acquisition System, states that sustainment strategies shall evolve and be refined throughout the weapon system life cycle.  The PM shall ensure that a flexible, performance-oriented strategy to sustain systems is developed and executed. 

DoD guidance for PBL is promulgated in Product Support for the 21st Century: A Program Manager’s Guide to Buying Performance, issued by the Deputy Under Secretary of Defense, Logistics and Materiel Readiness (DUSD (L&MR)) in November 2001.  The guide is a tool for PMs as they design product support strategies for new programs or major modifications for in service systems, or as they reengineer product support strategies for fielded weapon systems.

The DoD has also issued DoD Template for Application of TLCSM and PBL in Weapon System Life Cycle, which is intended to provide PMs, their staff, and logistics participants in the acquisition process a tool to assist them in ensuring that effective sustainment is addressed over the system life cycle.    The template focuses primarily on actions during the acquisition phases, where the greatest opportunities exist to leverage sustainment objectives.  

1.3.
DoN PBL Goals and Strategy TC "1.3.
DoN PBL Goals and Strategy" \f C \l "2"  

The Assistant Secretary of the Navy for Research, Development and Acquisition (ASN (RD&A)) promulgated the Performance Based Logistics (PBL) Guidance Document 27 January 2003.  This document states that PBL has become the preferred product support strategy within DoD and is a principle component of TLCSM.  The guidance document directs PMs to use sound business judgment when selecting between alternative logistics support strategies.  It further states that PBL should only be implemented when it improves Warfighter support and makes good business sense.  Regardless of whether or not a PBL strategy is selected, the decision rationale must be documented and retained in the program office files.  Meeting the DoN PBL goal, as set forth in the Department of Navy (DoN) PBL Guidance Document, requires a concerted and coordinated effort between the Fleet – in the generation of support performance requirements; and the PM – in the overall process of systems acquisition, sustainment and recurring assessment of metrics and cost.  

1.4.
PBL Framework TC "1.4.
PBL Framework" \f C \l "2" 
Warfighter requirements impact the PBL development process as illustrated in Figure 1-5.  A challenge of PBL strategy development is to translate readiness requirements into system output performance goals and thresholds.  The goal of PBL is to improve mission performance for in-service systems, or achieve required performance for new systems, at reduced TOC.  The approach to accomplishing these goals is to design and build: (1) a reliable system that will reduce the demand for logistics, and (2) a maintainable system that reduces the resources, such as manpower, equipment and time, required to provide logistics support.

The Program Management Team must ensure that logistics as a process for weapon system support serves two key objectives.  First, the system as designed, maintained and modified must reduce the demand for logistics.  Second, the resources required to fulfill logistics or support requirements must be minimized. These two objectives are inter-related throughout the life cycle of the weapon system.  PBL is a product support strategy for meeting these two objectives by balancing and integrating the logistics support elements and cost.

Figure 1- 5.  The PBL Framework starts with the Warfighter Requirements

[image: image16.wmf]
1.5.
DoN Implementation Plan TC "1.5.
DoN Implementation Plan" \f C \l "2" 
The DoN PBL Implementation Plan was promulgated 26 April 2002 by Deputy ASN (RD&A).   The implementation plan established a convention for describing the various types of PBL strategies.  To be effective, PBL strategies, like any other logistics support strategy, must be tailored to the specific system, subsystem, or component.  Additionally, a PBL strategy can encompass a single ILS element, several ILS elements, or all ILS elements.  The set of strategies, and associated codes, resulting from different combinations of these two factors is shown in Figure 1-6, Levels of PBL Application and Codes.  To identify the specific combination selected for an individual PBL strategy, a code has been assigned to each combination.  For example, the code “S2” designates a program that has implemented PBL across multiple logistics elements at the system level.  
Figure 1- 6.  Levels of PBL Application and Codes
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These codes have been used in reports to ASN (RD&A) and in the DoN PBL Implementation Plan to identify a program’s PBL strategy.

2:  The Application of PBL at NAVSEA TC "2:  The Application of PBL at NAVSEA" \f C \l "1" 
The NAVSEA directive for implementation of PBL is NAVSEA Instruction 4000.7: NAVSEA Requirements for Implementation of Performance Based Logistics (PBL).  The requirements specified in that instruction form the basis of the guidance for application of PBL at NAVSEA as presented in this chapter.  This chapter provides NAVSEA PMs with a methodology for implementing PBL through accomplishment of specific steps that are described in DoD and DoN PBL guidance.  Application of the methodology is iterative, as the steps should be revisited as more information becomes available throughout the acquisition phases and program life cycle.  The sequencing of the steps may be tailored based on where within the program life cycle the methodology is applied and other unique programmatic realities.    

11-Steps for PBL Implementation 

1. Requirements Determination

2. Asset Review

3. Supportability Analysis

4. Business Opportunity Analysis (BOP)/Business Case Analysis (BCA)

5. Evaluation Strategy

6. Technical Contract Requirements

7. Obtain Bid

8. Government Evaluation

9. Proposal Evaluation

10. Award Contract

11. Confirm Performance

The sub-paragraphs within this chapter provide additional details associated with the implementation outline described below.

1. Requirements Determination

•
A high-level assessment to determine whether PBL is appropriate for a program
•
Decision criteria guidance are provided in Appendix A, B, and C 

•
Assessment results should be documented in program office files 

2. Asset Review

•
Define and document trouble system assessment

· Scope of Support Equipment

· Key Stakeholders

· Cost and Performance objectives

· Field system, historic readiness rates and Operational and Support (O&S) costs relative to legacy or new acquisition

3. Conduct Supportability Analysis/Strategy

Program Office Team develops PBL supportability Analysis/Strategy
•
Team members could include:

      – Warfighter representatives

      – Program office representatives, including:

– System engineers

– Logisticians

– Budget/life cycle cost specialists

– Contract specialist

– Industry representatives – Support community stakeholders (i.e., Navy Inventory Control Point (NAVICP), In Service Engineering Agents (ISEA)

•
Identify stakeholders and the primary Warfighter, or end-user of the system/product
•
Discuss PBL concepts and end-user expectations for system performance  

•
Interview end-users to understand problems with current systems and to identify improvements

•
Establish a baseline for Warfighter performance objectives

•     Identify notional readiness and cost drivers

4. Business Opportunity Process (BOP)/Business Case Analysis (BCA) Assessment

•
Select PBL candidate(s)
– Consider systems or mission areas that are either cost drivers, negatively affect readiness, or have demonstrated poor product support

– Consider system relationship to mission criticality

– Consider system, subsystem or component

– Consider application of all, several, or one ILS element

– Consider the approach for both new and in-service systems

•
Assess both organic and commercial product support environment 

•
Identify support alternatives

•
Select preferred alternative(s) based upon completion of a high-level Business Case Analysis (BCA)/Best Value Analysis (BVA)

•
Document the PBL strategy as part of the program acquisition strategy and APB  

5. Evaluation Strategy (New or Legacy System)

•
Identify the appropriate Warfighter(s)

•    Initially, PBAs should contain:
– Most critical readiness/maintenance drivers

· Documentation of Warfighter needs in terms of performance and relevant support requirements, and what the Warfighter is willing to resource for that level of performance
– Brief description of the program and decision criteria used in choosing the performance based product solution

– Through the use of performance metrics, a measure that demonstrates how well they are meeting or exceeding the Warfighter’s performance objectives

– Major milestones and criteria for demonstrating successful accomplishments

· Roles and responsibilities for both the PM and the Warfighter

6. Technical Contract Requirements

•
All Performance-Based contracts should include the following:

– Performance-Based Statement of Work (SOW)

– COTS/Non-Developmental Items (NDI)

· Commercial practices and processes

· Integrated Product/Process Teams

· Levels of readiness during peacetime and times of regional/global conflict

· Warranties

· Quality Assurance

· Digital data standards and electronic reporting systems e.g. (CITIS)

· Continuous modernization through technology refreshment/insertion

· Obsolescence management

· Cooperative contract administration and exit strategies

7. Obtain Bid

•
BOP Team prepare Package for release:

· RFP

· Statement of Objectives

· Measurable performance standards

· Incentives and remedies

· Performance assessment plan

· Exit strategy
8. Government Evaluation – Source Selection Summary

•
Establish source selection process:

· Designate source selection official

· Establish evaluation groups

· Develop and approve the Source Selection Plan (SSP)

· Develop, review, and issue the solicitation

· Receive and evaluate proposals

· Conduct discussions and request, receive, and evaluate final proposal revisions, if necessary

· Prepare the supporting documentation for the selection decision

· Select the source

· Brief the principal results of the source selection decision to appropriate officials

· Award Contract

· Debrief unsuccessful offerors

· Report Lessons Learned

9. Government Evaluation – Proposal Evaluation Process

•
Procedures to be used should be tailored to both the circumstances and source selection organizational structure that is used. In brief, the scheme for these procedures is:

· Evaluate the proposal and prepare narrative reports, identifying strengths, weaknesses, risks, and deficiencies

· Assign ratings

· Prepare evaluation report

· Make recommendations to the Source Selection Authority (SSA)

10. Award Contract

· Consistent with all requirements of law, regulations, and other applicable procedures, the PCO shall award a contract to the successful offer by furnishing the executed contract or other notice of the award to that offeror in accordance with FAR 15.504.

11. Confirm Performance

· Oversight role includes developing a performance assessment plan, monitoring performance, and revising product support strategy and PBA’s as necessary.
· Conduct periodic assessments reviews of system support strategies. These reviews should occur nominally every 3 to 5 years after IOC or in conjunction with an ILA and should include:
· Provider performance
· Product improvements incorporated
· Configuration Control
· Modification of BOP agreements as needed based on changing warfighter requirements or system design changes
2.1.
Application of PBL within a Program Life Cycle TC "2.1.
Application of PBL within a Program Life Cycle" \f C \l "1" 
Although PBL can be implemented at any point in pre-acquisition, acquisition and program life cycle, actions taken early during the acquisition phases provide the greatest opportunity to leverage sustainment objectives.  To effectively implement PBL, the methodology should be applied iteratively, meaning that the PBL steps should be revisited as more information becomes available in order to refine the strategy.  This iterative approach is necessary because complete information is not always available at the beginning of the acquisition process. 

The phases of DoD weapon system life cycle, through sustainment, are shown in Figure 2-1.  

The Under Secretary of Defense for Acquisition, Technology, and Logistics, has provided a template, which gives a synopsis of the key activities and outputs to assist PMs in effectively implementing TLCSM and PBL.

Figure 2-1.   DoD Weapon System Life Cycle
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2.2.
Roles and Responsibilities
Clear roles and responsibilities for NAVSEA PBL implementation are delineated in NAVSEA Instruction 4000.7A: NAVSEA Requirements for Implementation of Performance Based Logistics (PBL), and are provided below:

NAVSEA 04L shall:

(1) Represent NAVSEA and affiliated PEOs/Direct Reporting Program Managers (DRPM) on PBL policy issues and coordinate the collection of PBL information requested by external sources or higher authority. 

(2) Provide assistance, sources of PBL information, and sample documents to support PEO execution of PBL requirements.   Also, facilitate improved lines of communication to support PBL efforts. 

(3) Develop PBL tools to assist PMs and acquisition logisticians in implementing PBL.  

(4) Develop and facilitate implementation of a common PBL process for use across all NAVSEA and affiliated PEOs/DRPMs Programs.

(5) Incorporate PBL assessment criteria into the NAVSEA logistics assessment instruction in order to support the Defense Acquisition Management milestone decision-making process.

(6) Monitor application across NAVSEA and the affiliated PEOs/DRPMs to determine the aggregate benefit of PBL.

NAVSEA PMs and affiliated PEO/DRPM PMs shall: 

(1) Conduct an Initial Program Assessment to determine PBL candidacy.

(2) Invite fleet representatives to participate on PBL IPTs.
(3) Implement a Warfighter PBA as required.

(4) Assign a PSI.

(5) Tailor PBL strategies for each new, modified, or fielded system.  Factors to consider in tailoring the PBL strategy include the needs of the Warfighter; the milestone, phase, or work effort of the acquisition; the existing product support infrastructure (public and private); and current and/or future funding constraints.  The relative weight of the factors will be determined by the PM and the associated trade-off analyses will be used in making Best Value decisions.

(6) Conduct a BCA to determine if implementation of PBL will improve system availability and/or reduce life cycle costs.

(7) Reassess the PBL approach to product support at least every two years during the system’s life cycle.   

(8) Provide PBL program information to NAVSEA 04L.
The successful implementation of PBL requires a commitment at all levels and knowledge of the PBL process throughout a Program Office to facilitate execution of these roles and responsibilities.  

2.3.
NAVSEA / PEO PBL Implementation Guidelines TC "2.3.
NAVSEA / PEO PBL Implementation Guidelines" \f C \l "2" 
The application of PBL varies somewhat depending on which phase in the acquisition/life cycle the program lies when implementation is started.  However, because PBL is an iterative process, many of the steps should be readdressed as the acquisition process evolves.   Changes in the system design, the operating environment, and the market for commercial support each have the potential to impact a PBL strategy.

Entrance into the Concept Refinement phase depends on a validated Initial Capabilities Document (ICD), formerly the Mission Needs Statement (MNS), and an approved plan for conducting an Analysis of Alternatives (AoA) for the selected system concept approved in the ICD.   The ICD captures lessons learned and cost drivers of current systems, and/or constraints that impact the supportability related design requirements of the planned system along with those of the support system.  The details captured in the ICD should guide the development of the product support structure and the PBL strategy.
2.3.1.
Perform Initial Program Assessment TC "2.3.1.
Perform Initial Program Assessment" \f C \l "3" 
The first step, regardless of where the program lies within the life cycle, is to determine whether a PBL strategy should be pursued for an individual program.  Program Managers and their staff will make an initial program assessment for each new start program and ACAT I/II fielded programs.  As described in DoN PBL Guidance, the assessment should weigh the potential benefits and risks of PBL, in terms of affordability and readiness improvements, against the overall program plan.  It should also assess the potential benefits received by an individual program against the systemic impacts on supportability and affordability across other programs and systems.  Sample B-1 in Appendix B provides the initial program assessment template and provides the following criteria for the PM to use in making a summary recommendation:

· System/program life cycle stage: The earlier in the system life cycle that a PBL strategy is implemented, the greater the potential benefits.  PBL solutions require sufficient time to generate the positive returns necessary to offset the related capital investments.  Assess the current life cycle status of the program and the potential benefits (cost and readiness performance) associated with implementing a PBL strategy either now or as part of a planned system modification (i.e., spiral integration). Also, address the impact that implementing a PBL strategy will have on overall program planning, schedule and cost.
· Alignment with overall program strategy: PBL implementation must be incorporated within the overall program acquisition strategy.  Synopsize acquisition logistics and sustainment plans for the program’s Acquisition Strategy.  Identify any programmatic risks associated with implementing a PBL strategy.
· Impact on the organic infrastructure: DoN Logistics is aligned both horizontally by function and vertically by program.  Accordingly, an optimal PBL strategy at the program level may lead to sub-optimizing at the DoN or DoD functional level.  Assess the impact of your proposed PBL strategy in terms related to the overall DoN/DoD infrastructure.  Describe the effects on the DoN/DoD infrastructure, including the Defense Logistics Agency (DLA) Inventory Control Points (ICP) and distribution depots as applicable (capacity, rates and affordability).
· Viability of the commercial base: PBL may require both capital investment as well as a shift in the Government/Industry relationships.  Industry partners may be required to commit to long-term relationships and assume additional risk, including peacetime and wartime considerations.  Assess the commercial business base in terms of their understanding of the DoN environment, ability to perform successfully, management ability, understanding of system supportability issues, and corporate commitment.  Given the current industrial base, describe long-term prospects for continued competition and support.
· System design considerations: Assess the system design in terms of potential PBL benefits and risks.  Consider current and projected requirements and their introduction into the operational environment.  Address the risk associated with establishing incentives based on performance.  Address the risk associated with achieving the ICD, formerly the MNS, Key Performance Parameters (KPP) and other performance requirements.
· State of emerging technology: Assess the technology base for your system in terms of potential PBL risks and benefits.  Address life cycle technology insertion/refreshment and the associated challenges, risks and benefits to supportability.  Address the risk associated with achieving performance requirements.
The PM summary assessment should provide a recommendation as to whether or not the program is a viable PBL candidate along with a discussion of pros and cons, risks, benefits and other relevant aspects of the PBL recommendation.  The data necessary to make an Initial Program Assessment is normally gathered during the Concept Refinement Phase and Technology Development Phase.  For new start programs the Initial Program Assessment should be made at the beginning of the Technology Development Phase.   The data gathering effort is expected to evolve with the acquisition program, and, therefore, detailed information may not be available at the time of the Initial Program Assessment.   If the Initial Program Assessment shows that the PBL is not an appropriate strategy, the program should develop an alternative support strategy and the decision to use a PBL strategy should be re-evaluated later in the program.  The decision not to implement PBL and the justification must be formally documented in program files.  The flow of the initial program assessment process is shown in Figure 2-2.
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Figure 2- 2.  Initial Program Assessment Process Flow Chart

2.3.2.
Initiate PBL Development / Stand up Integrated Product Team TC "2.3.2.
Initiate PBL Development / Stand up Integrated Product Team" \f C \l "1" 
Once the PM has made the decision to pursue a PBL product support strategy, the next step is to establish a team to apply the implementation guidelines.  The PM should call for the establishment of an IPT, hereafter referred to as the PBL Team, to develop and manage the PBL implementation strategy.   Generally, for new programs, the PBL Team should be assembled at the beginning of the Technology Development phase; however, the PBL Team can be established at any time during the acquisition/life cycle, after the decision to pursue a PBL strategy is made.  

The PBL Team may consist of government and private-sector functional experts; however, it is important that they are able to work across organizational boundaries.  The composition of the PBL Team is similar to the traditional ILS management team, except the participants should have an additional focus on knowledge of the PBL process.   Figure 2-3 provides a graphic illustration of the types of functional experts that should participate in a PBL Team.
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Figure 2- 3. Integrated Product Team Composition
There are no rules on how many people should be on the team or what organizations they should represent.  A team could include representatives from a component command headquarters and logistics subject matter experts.  It could also include representatives from operational commands, engineering, technical, procurement, comptroller, information technology, Human Systems Integration (HSI) organizations, and contract support.   The Warfighter representative is a particularly important member of the PBL Team.  The Warfighter representative’s role is to communicate performance requirements and to later assist in the identification and evaluation of PBL strategies.

Development of a PBL IPT charter provides a useful tool for establishing the PBL Team.  The charter serves to define the roles and responsibilities of each member/organization, as well as to define the overall objectives.  The charter should define the timeline and resources available to develop and implement the PBL strategy.  A sample charter is provided in Appendix C.

Once established, the PBL Team should initiate development of the PBL Implementation Plan, which includes descriptive program information, the PBL strategy, the performance requirements, and the required resources.  As described in Attachment C to the DoN PBL Guidance Document there is no required format for this plan; however, the minimum information to be included is listed and is provided below. 

· Descriptive program information, including, as applicable:
– Warfighter PBA
– Performance and other agreements with commercial and/or organic – providers
– Integrated product support provider (Product Support Integrator (PSI))
– Performance-based metrics
– Performance-based incentives
– Partnering relationships

– TLCSM responsibility (PM oversight of sustainment)

– Other as applicable

· PBL strategy, including: 
– Current product support approach (if applicable), including maintenance strategy
– Support infrastructure (organizations, roles and responsibilities)
– PBL transition plan
– Redefined support infrastructure
– Expected outcomes in terms of performance and cost
– Performance incentives and sanctions (remedies, dis-incentives)
– Risk management plan
– Other factors
· PBL implementation plan: 
–PSI
– Reduced demand for logistics support, as applicable (performance requirements)
– Reduced resources for logistics support, as applicable (resources and dollars)

2.3.3.
Capture Warfighter User Requirements TC "2.3.3.
Capture Warfighter User Requirements" \f C \l "3" 
One of the distinguishing characteristics of a PBL based support strategy is the statement of high-level Warfighter support requirements in performance-based language with associated metrics. The PM has the responsibility to work with the Warfighter to determine what is reasonable and attainable given the state of technology and resources.  Understanding the Warfighter’s requirements is not a one-time event.  As scenarios change and the operational environment evolves, performance requirements may change.  Thus, understanding the requirements is a continual management process for the PM.  The Warfighter requirements should be reviewed periodically over the program life cycle. 

For newer systems, supportability requirements, including goals for system availability and TOC, are typically specified in the CDD and the APB.  For fielded systems, there may not be a clear link from earlier program documentation.   Therefore, the PM should work with the Warfighter to identify and define the high-level support requirements that are most relevant.  The performance metrics should be documented in the PBA.  Note that every program PBL strategy does not need a PBA, however, when Fleet resources are to be committed, a PBA is highly recommended.  The scope and formality of each PBA should be tailored to each program. 

When beginning the process of capturing Warfighter requirements, the Program Office should emphasize to the Warfighter that it is striving to provide a best value solution.   The Program Office should emphasize the potential benefits of PBL that include:

· Create Warfighter relationships that are based on performance outcomes

· Utilize integrated supply chains across Government and industry.

· Create a support environment that maintains long-term competitive pressure on Government and industry support providers.

· Implement integrated information systems the enable full asset visibility so support is transparent to the end user.

· Exploit continuous improvement of weapon system supportability and reduction in operating costs through incentivizing support providers to make investments in infrastructure and in system reliability.

2.3.4.
Develop Tailored Product Support Strategy TC "2.3.4.
Develop Tailored Product Support Strategy" \f C \l "3" 
After the PM has an understanding of the Warfighter requirements, the PBL Team should begin to develop a strategy for supporting the weapon system.  A PBL strategy is designed to balance the two major objectives of improved operational effectiveness and reduced TOC throughout the system life cycle.  The requirement for logistics support must be minimized through technology insertion and the cost-effectiveness of logistics products and services must be continually improved.  A careful balancing of investments in logistics and technology is necessary to leverage technological advances through the insertion of mature technology.  A PBL strategy seeks to maintain the appropriate level of flexibility and agility to evolve with technological advances and Warfighter requirements.   

There are several components or steps involved in developing a PBL strategy: (1) selecting PBL candidate(s), (2) assessing the product support environment, (3) performing a market analysis, and (4) determining the set of feasible support alternatives.  These steps often are required to be performed iteratively since the PBL strategy could evolve with the acquisition process.  Therefore, it may be necessary to revisit each of these steps over the course of the acquisition process.  The BVA Process Desk Guide, developed by the LPD 17 Program Office, provides an example of a PBL strategy development process.

System configuration management is an important factor to consider when designing a PBL strategy.  In order to create the appropriate support environment, and to be responsive to evolving technology and Warfighter requirements, the providers assigned the responsibility for delivering the weapon system capability must have the appropriate level of configuration management and control.  Evolutionary acquisition requires increased emphasis on configuration management for both hardware and software. 

The range of PBL strategy alternatives extends from the organic providers being responsible for meeting the outcome performance objectives to the private sector accepting this responsibility. In between these two options is public-private partnering, which represents a shared responsibility.   Further, there are many variations of PBL strategies across the spectrum, each strategy being unique for any weapon system.  

One of the key factors in developing a PBL Strategy is the use of a Product Support Integrator (PSI).  The PSI concept consolidates accountability for product support within a single organization.  Because the PSI has both visibility and accountability of the total support delivered, the PSI is positioned to evaluate which practices could increase operational availability and reduce support costs.   The PSI can then work with the various support organizations to implement those practices.  A PSI can be either a government or commercial organization.   

2.3.4.1.
Selecting PBL Candidates

In general, every system, subsystem and component is a potential candidate for PBL.  The systems should be selected based upon mission criticality, operational readiness drivers, operations and support costs, disposal costs, and the remaining service life of in-service systems.  

The PM should assess each candidate to determine if the systems, subsystems, and components are DoD Standard, i.e., legacy/in-service items.  Legacy/in-service systems are those systems that are currently in use by the Navy and have an existing support structure.  If the system under examination is legacy/in-service, the issue of product support performance needs to be addressed and should be evaluated as a PBL candidate.   A graphical representation of this process is provided in Figure 2- 4.

Figure 2 - 4.  PBL Candidate Selection Process
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2.3.4.2.
Assessing the Product Support Environment

An assessment of the product support environment assists in the determination of the applicability of PBL for the candidate system(s).   This involves reviewing relevant documentation to begin understanding and defining the baseline and key processes to determine what functions each organization performs, how the organizations communicate with each other, and what infrastructure is used.   Examples of relevant documentation include program documents (e.g., ICD formerly the MNS), and system technical manuals. As part of the data-gathering process, the PBL Team should conduct interviews with the stakeholders to determine: (1) the required level of support; (2) potential problems with new systems; and (3) available existing organic support.  The PBL Team also should assess and document any restraints, stipulations or restrictions that constrain the choices considered for the PBL Strategy.   Pre-empting factors are derived from the ICD and other program documents and regulatory guidelines.   

One pre-empting factor that could constrain PBL strategy choices and which must be addressed is the core capability requirements for depot-level maintenance.  Therefore, if there is a potential that a PBL strategy could include a public-private partnership for depot maintenance workload, the guidelines in Deputy Under Secretary of Defense for Logistics and Material Readiness (DUSD (L&MR)) memorandum of 30 January 2002 should be reviewed.  Further, if a PBL strategy could potentially include a proposed prime vendor contract for depot-level maintenance or repair or a weapon system or equipment requiring a core capability, DoN must notify Congress before the contract is awarded.   Title 10 of United States Code Subtitle A, Part IV, Chapter 146 – Contracting for Performance of Civilian Commercial or Industrial Type Functions also defines depot-level maintenance and repair, establishes core logistics capability requirements, and limits commercial contracting.  Applicable sections include:

(1) Section 2460 – Definition of depot-level maintenance and repair

(2) Section 2461 – Commercial or industrial type functions: required functions and reports before conversion to contractor performance

(3) Section 2464 – Core logistics capabilities

(4) Section 2466 – Limitations on the performance of depot-level maintenance of material

(5) Section 2469 – Contracts to perform workloads previously performed by depot-level activities of the DoD: requirement of competition

(6) Section 2470 – Depot-level activities of the DoD:  authority to compete for maintenance and repair workloads of Federal agencies

(7) Section 2474 – Centers of Industrial and Technical Excellence: designation; public-private partnerships

The PBL Team should consult with Office of General Counsel representatives and/or the Joint Depot Maintenance Activities Group (JDMAG) about these requirements.   

2.3.4.3. 
Performing a Market Analysis

After the PBL Team has assessed the product support environment, a market analysis should be conducted to provide a better understanding of organizations that have a potential to provide product support.  
The PBL Team should identify organizations (organic and commercial) that have the capability to provide the required support.  Information regarding potential organizations is generally available through sources such as program office representatives, NAVSEA technical codes and contracts directorate, industry associations, trade journals, sources-sought responses, and the Internet. The key considerations are the core competencies of the organizations, their internal structure and the environment in which the organizations exist.  Key considerations are represented graphically in Figure 2- 5.

An organization’s commitment to their level of support to a product might be dependent on whether or not this service is identified as a core competency. This could be a factor in the quality of long-term product support.  Another factor to consider is the extent of an organization’s experience in supporting a product.  Organizations that already have experience supporting the product do not require as steep a learning curve as organizations without that experience.  Experienced organizations inherently present a lower risk.   

Industries that depend upon the government for a significant portion of their revenues and are relatively stable (i.e., the industries have had consistent product lines and service offerings over a 
number of years) represent less risk in providing long-term support services.  Industries where the government is a minor customer or where the industry is changing rapidly represent a higher risk.   Another aspect of the industry environment is the amount of competition existing within the industry.  Increased competition contributes to a best value solution.

Figure 2 - 5.  Key Considerations for Identifying Potential Support Providers
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Once the PBL Team has a list of potential support providers, the most promising organizations should be contacted in order to gather additional information such as: (1) the interest of the organization in providing support and the level of service the organization could potentially provide; (2) how long the organization intends to be in the market; and (3) it’s projected development of product support improvements and examples.   Other useful information potential organizations can provide includes metrics the organizations use to measure their service level, the organization’s view on the state of the industry, and information regarding the organization’s competitors. 

2.3.4.4.
Determining Preferred Support Alternatives 

Determining the preferred PBL strategy sometimes referred to as a “best value” solution, can be accomplished using various means, one of which is a high-level BCA.  This BCA would be accomplished using the information known at this early stage in the acquisition process.  The alternative selection process involves four basic steps: (a) Identifying a set of feasible alternative support concepts; (b) Determining and weighting evaluation criteria; (c) Identifying the costs, risks and benefits associated with each alternative; and (d) Evaluating the alternatives using the weighted evaluation criteria.  It should be noted that determining the preferred support alternative is not a one-time event, since as the acquisition evolves, more information becomes available to use in the evaluation.  This high-level BCA is used to select a preliminary product support strategy.   As the acquisition evolves, the strategy should be reassessed. 

a. Identifying a Set of Feasible Alternative Support Concepts – Feasible support concepts should be identified from the overall range of alternatives, including: (1) Selection of the extent of use of organic and commercial providers; (2) Determination of the number and selection of ILS elements to be included in the PBL solution; and (3) Support provided at the system, sub-system or component level.  The alternatives should be based upon information gathered during the market analysis and should represent the widest possible range of solutions from complete organic support to complete commercial support (see Figure 1-4).  For in-service systems, the current system or baseline should be included as one of the alternatives.  One potential difficulty is that the detailed engineering data necessary for this determination may not be available during the Technology Development Phase.  Therefore, the alternatives should be based upon likely designs and should be developed in conjunction with system engineers.   The alternatives should specify which organization would be the PSI and which organizations would perform the actual product support functions.  A PSI could be responsible for only one system or for all the systems.  Generally, having the minimum number of necessary PSIs is advantageous because it reduces the complexity for both the program office and the Warfighter.   Finally, the alternatives to be evaluated should be selected based upon those considered both feasible and likely to meet Warfighter requirements.  The initial down selection process should be made using qualitative analysis to assess feasibility and regulatory compliance.

b. Determining and Weighting Evaluation Criteria – Once alternative support concepts have been identified, the evaluation criteria upon which the decision will be made should be determined.   The evaluation criteria used to evaluate a PBL strategy vary depending upon the characteristics of the program.  Applicable criteria could include sustainability, readiness, modernization, and risk.  The criteria selected should be directly related to the Warfighter requirements and should be clearly defined.  

The evaluation criteria should then be prioritized in order to determine which factors are most important.  One common method that can be used is the pair-wise comparison method utilizing the Analytical Hierarchy Process (AHP).  Commercially available software packages can be used to perform the AHP. This subjective method compares the importance of one criterion (e.g., life cycle cost) against another (e.g., readiness) until the relative importance of each evaluation criterion has been established.  Once established, the relative importance of each evaluation criterion is used to calculate the weighting factors.   Once the criteria and the associated weighting factors are approved by the PM, the alternatives can be evaluated.

c. Determining Costs, Benefits, and Risks – In order to evaluate the alternatives it is necessary to identify the costs, benefits, and risks associated with each alternative.   This analysis is not as comprehensive as a detailed BCA, but it provides a high-level evaluation of the factors that should be investigated again during completion of the detailed BCA, which is required later to document the anticipated performance and cost, risks and benefits of the selected PBL strategy.  Because detailed information may not be available during the Technology Development Phase, it might be necessary to estimate costs using data from similar systems, if applicable, through cost projections made in conjunction with the potential support organizations, and from the system engineering analysis conducted as part of the system design.  Cost estimates should use a well-defined cost element structure in order to capture costs in a uniform manner.   The cost estimate should include both recurring and non‑recurring costs.  Non-recurring costs generally include acquisition costs while recurring costs include operation and support costs.  Costs should be assessed from a life cycle perspective and should include both direct and indirect costs.  Analyzing costs from a lifecycle perspective is necessary to gain a full understanding of potential cost impacts; however, individual decisions may be made on some smaller aspects of cost.    For example, because DoN logistics is aligned both horizontally by function and vertically by program, optimizing cost at the program level may result in sub-optimization of cost at the DoN or DoD functional level.  This sub-optimization is due to the fixed costs often associated with the DoN/DoD infrastructure.  Therefore, it is important to identify the incremental costs of each alternative.  Unavoidable costs between the alternatives, sunk costs, and realized benefits should be ignored.

Based on an analysis of the various alternatives and an understanding of the underlying strategic goals, benefits are categorized and quantified.  Qualitative benefits are also considered. The benefits derived from the proposed alternatives should be compared to each other in order to gauge the relative levels of performance.  The benefits should be assessed in terms of the evaluation criteria.

Once the benefits are determined, the risk associated with each alternative should be assessed.  The risk assessment process includes the identification of critical risk events or processes, which could have an adverse impact on the program, and the analysis of these events or processes to determine the likelihood of occurrence or process variance and consequences.  The baseline and the alternatives are assessed based on relevant risk categories that may include technical (performance related), programmatic (performance related), and supportability (environment related) risk factors.   There are also scheduling, financial and legal issues to consider.  

Risk identification is a critical step in the assessment process.  The basic process involves searching through the entire program to determine critical events that could prevent the program from achieving its objectives.   The risk assessment should be based upon the best judgment of the PBL Team members, information gathered during the market analysis, lessons learned, and requirements documents.  Development of a risk mitigation plan would likely follow based on this risk assessment.

d. Evaluating the Alternatives – Based on the cost, benefit, and risk analyses the PBL Team should determine scores for each criterion.   Again, using the AHP, the scores can be calculated by comparing one alternative against another for each criterion until the score for each criterion has been established.   Finally, the overall score should be calculated for each alternative by multiplying the scores by the weighted values for each criterion and then summing them together to calculate the final score.  

2.3.4.5.  
Obtaining PM Approval/Documenting PBL Strategy 

Once the PBL Team has determined the preliminary PBL strategy that provides the best value, it is the PM’s responsibility to determine if that strategy should be adopted for a particular system.  If the PM decides the PBL product support strategy is desirable, the decision should be documented as part of the Product Support 

Strategy within the Acquisition Strategy.   The Test Evaluation Master Plan (TEMP) should also be updated with the appropriate logistics considerations.  After the program passes Milestone B, and periodically thereafter, the PM should reassess the PBL decisions made during the Concept Refinement and Technology Development phase based upon the evolving system design.

2.3.5.
 Develop PEO/Warfighter PBA TC "2.3.5.
 Develop PEO/Warfighter PBA" \f C \l "3" 
Once the PM is confident in the program’s PBL strategy, a PBA should be written. The PBA is typically a short document in the form of a Memorandum of Agreement (MOA) or Memorandum of Understanding (MOU).  This PBA agreement, written at the applicable system, subsystem or component level, is the centerpiece of the overall PBL support strategy.  It contains the metrics that are the measure of the performance objectives that are important to the Warfighter.  Any subsequent contracts/agreements that might be developed at the subsystem and/or component level should use performance objectives, not necessarily the same as the PBA metrics, but at least derived from and /or linked to the PBA metrics.  Over the life of the program, the performance measures may evolve as the program requirements change.  Therefore, periodic reassessment of the support requirements and strategy should be accomplished.

 PBAs should contain the following: 

· The most critical readiness/maintenance drivers of the component, subsystem or system.  As time passes and performance and cost information is collected, the metrics can be fine-tuned to continually improve Warfighter readiness. 

· Documentation on what the Warfighter needs in terms of performance and the relevant support requirements, as well as what the Warfighter is willing to provide as resources for that specified level of performance. 

· A brief description of program and decision criteria used in choosing the performance based product support solution. 

· Through the use of performance metrics a program could measure how well they are meeting or exceeding the Warfighter’s' requirements. These performance measures may change as requirements of the program evolve.   The performance measures should include the following elements:

· Identification of realistic, quantifiable, and measurable metrics

· Use of Warfighter supportability-related performance requirements to influence design

· Identification of all stakeholders roles and responsibilities; including those required for the collecting, processing, analyzing, and reporting of the performance data

· Identification of the source and data to be collected 

· Description of the data elements and formula(s) for calculating the critical metrics

· Statement of the frequency and format for reporting results

· Formal performance review frequency

· Formal dispute resolution process

· Major milestones and criteria for demonstrating successful accomplishments should be stated in the PBA. 

The PBA should clearly identify the roles and responsibilities of the PM and Warfighter.  The roles and responsibilities of the Warfighter typically include assisting in the data collection necessary to monitor the PBL metrics, aiding the Program Office in evaluating the performance of the PSI, and committing resources necessary to maintain the long-term PBL contracts. The system (or subsystem/component as applicable) level PBA forms the basis for the performance-based contract with the PSI.  As shown in Figure 2-6, all MOUs, MOAs, or contracts initiated by the Product Support Integrator should support the requirements of the PBA between the Warfighter and Program Manager.   Sample B-2 in Appendix B provides a PBA template.

Figure 2- 6.  PBL Support for a Weapon System
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As described in Step 4 on page 10, a high-level BCA should be used to select the preferred alternative(s) and determine whether the Warfighter performance objectives are achievable.  Once the PM has an initial agreement with the Warfighter regarding performance objectives, it is necessary to develop a more detailed BCA in order to both document and verify whether PBL would result in increased performance and/or decreased costs prior to finalizing the PBA.  

Many of the details that were not available during Concept Refinement Phase and Technology Development Phase should be available during the System Development and Demonstration Phase.  These details should facilitate development of a sufficiently detailed BCA.  The BCA should be considered a living document because as the strategy is implemented (i.e., developing the written contracts and agreements) some of the details and assumptions may need to be modified in order to incorporate new information based upon input from industry, organic service providers, and the Warfighters.   Guidance for developing a BCA for Naval programs is outlined in the DoN PBL Guidance Document.  That outline is discussed below.

· Introduction and Overview - The BCA introduction is similar to an Executive Summary and is intended to give the reader an overview of the program and the product support requirements.  The introduction should provide a summary of the final BCA results including a summary of the costs and benefits.

· Assumptions and Methods - This section should detail the scope of the analysis and any assumptions that were made.  Typical assumptions include such inputs as product life cycle and the demand for spare parts and consumables.   Assumptions should be made in conjunction with program systems engineers and the Warfighter.  This section should discuss the analysis used to select the PBL strategy, including the environment assessment, the market analysis, the alternative support concepts analyzed and the evaluation criteria.   The key is to identify assumptions that have the greatest affect on the outcome of the analysis.

· Business Case Model - The Business Case Model has two elements.  First, it details the business processes to be used as part of the PBL strategy.    Secondly, it documents the costs and expected system performance resulting from use of those processes and the associated program risks/benefits.  In the case of in-service systems, the Business Case Model should also document the cost and performance of the business processes for the baseline system.  However, for new systems baseline cost and performance data might not be available.

Documenting the business processes involves identifying what organizations would be responsible for each aspect of product support and how those organizations would interact both with each other and with the Warfighter.   Identifying the responsibilities of each organization included as part of the PBL strategy is important in order to develop methods to track costs and performance as well as to establish proper incentives. The BCA should not detail exactly how each organization should carry out their responsibilities because the objective of PBL is to incentivize support providers to find innovative ways of doing business.  However, the BCA requires a notional concept of how each organization would perform their responsibilities in order to develop a baseline cost.  This documentation is important in order to develop performance standards used in performance-based contracts. Therefore, the business processes should be developed with input from the potential support provider(s) (both commercial and/or organic).   The level of performance required for each business process should also be documented.  

Another important aspect to detailing business processes is documenting how performance and cost data for each of these processes should be collected and tracked.   The collection of cost and performance information is essential in order to document the baseline process and to measure future improvements.   The determination of what performance data to track should be related to the high-level performance measures detailed in the PBA.  

The costs analysis performed as part of the initial high-level BCA should be used as the basis for the detailed BCA.  However, the cost element structure should be expanded in order to capture the cost associated with each business process.  The DoN PBL Guidance documents states that all cost calculations are to be made using three different methods: (1) Constant year dollars, (2) Then-year (inflated) dollars, and (3) Discounted constant dollars.  

The value of money changes over time.  Constant year dollars are costs that represent stable purchasing power.  Therefore, for constant year dollars costs are neither adjusted for inflation nor discounted.  

Then-year dollars are costs that include an adjustment for inflation.  The latest inflation indices from the Office of Secretary of Defense (OSD) can be provided by SEA017, as well as private sector man-day rates, fuel rates and other related assistance.


Discounted constant dollars are costs that are discounted based upon the cost of the government to borrow money.  The latest discount rate can be found at: http://www.whitehouse.gov/omb/circulars/a094/a094.html

The BCA should then identify the benefits associated with the PBL strategy.   Benefits should include decreases in cost and increases in performance over the product’s life cycle.   However, the key is to link the cost and benefits to the data collected for each business process. The benefits should be viewed as cost and performance targets that are tied to the metrics outlined in the PBA.   The BCA is a way to measure the effectiveness of the PBL strategy over the course of the product’s life cycle and should be used to make adjustments if the benefits are not being achieved. 

· Sensitivity Analysis and Risk Management - The sensitivity analysis and risk management section of the BCA addresses the potential variances in cost and performance that result from unexpected outcomes.   

Developing a sensitivity analysis involves identifying the assumptions that have the greatest impact on cost and performance, and varying those assumptions in order to assess the potential impact on the business case model.   The key is to identify risks and to determine how those risks could alter the assumptions within the business case model.   The broad categories of risk to consider are technical, programmatic, and supportability risk.   For example, a potential programmatic risk is a depot not being capable of meeting performance metrics such as mean time to repair (MTTR).  The failure of the depot to meet its agreed upon performance level has a potential to impact the performance of the entire business case model.  In this example, the sensitivity analysis should have identified the performance failure of the depot as a potential risk and altered the MTTR metric to illustrate the potential impact on the business case model’s performance.  

After the sensitivity analysis has identified the risks with the greatest potential to impact performance and cost, steps to mitigate and manage those risks should be developed.   Some risk mitigation steps could include the use of specific incentives and disincentives within a performance based contract that target a particular risk, the identification of alternate support providers in the event a support provider fails to perform adequately, and the use of metrics to track specific risks in order to allow for early intervention if a problem occurs (e.g., MTTR in the example given above).   However, the PBL Team should work with system engineers, the Warfighter, and potential support providers to develop the actual risk mitigation steps.

· Conclusions, Recommendations, and Future Steps – This final section should summarize the previous sections and briefly state how the BCA will be used to develop and finalize written contracts and agreements with the potential support providers and the Warfighter.   
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Once the Warfighter has identified the relevant performance objectives and the BCA has documented the anticipated cost and performance, the results should be used to form the basis of the product support incentive structure in the contract. 

This section focuses on the development of the elements that form the basis of the Product Support Contract (with a commercial PSI) or an agreement (with a government PSI).   Those elements include a performance work statement, performance standards, incentives and remedies, a performance assessment plan and an exit strategy.  The PBL team should develop these five elements.  Contracting personnel should develop the technical aspects of the contract.  More detailed guidance on writing performance-based contracts has been issued by both the Office of Federal Procurement Policy (OFPP), A Guide to Best Practices for Performance-Based Service Contracting, and the DoD, Guidebook for Performance-Based Services Acquisition. 

Performance-based contracts and agreements have five parts: (1) A performance work statement, also referred to as a SOO, (2) Measurable performance standards, (3) Incentives and remedies, (4) A performance assessment plan, and (5) An exit strategy.  The performance-based contract should be developed in conjunction with a contract specialist and a budget officer.   Although this section focuses on performance-based contracts, these same elements can also be included in a MOU/MOA with organic support providers.  Most of the information necessary to write a performance-based contract should have been developed and included in the BCA and the PBA.  Additional information that should be added includes (1) The services and outputs required by the provider; (2) A notional concept of the organizations participating; and (3) Their individual roles and responsibilities.  This notional concept is often referred to as a work analysis.  The PBA should already include the high-level metrics critical to the PBL strategy.  However, the PBA may need to be modified once industry comments regarding the performance-based contract are received.  For example, the potential exists for industry to say that some metrics may be unreasonable or it is discovered that the cost to meet the metrics is prohibitive.  In that case, the PM should go back to the Warfighter in order to modify the PBA.  Once the performance-based contract is awarded to the PSI and other support providers, the PM should sign the PBA.

· Performance Work Statement - The performance objective states in clear and concise language the required system performance outcomes.  The performance work statement should contain those performance objectives/metrics necessary to achieve the PBA performance objectives.   The key to developing performance objectives is to develop a high-level objective or desired outcome and to determine what tasks would need to be completed for that objective to be met.  Performance objectives are then developed for those tasks.  For example, the high-level performance objective for performing maintenance for a system could be stated simply as “provide maintenance support for system AN/XYZ-1.”    Once the high level objective is defined, a determination is made as to what is required to meet that objective.  Therefore, the tasks associated with providing maintenance support for a system could include performing the preventive maintenance and fixing the system if it malfunctions.   The performance objectives for these two tasks could be written as follows:

· Perform preventive maintenance for system AN/XYZ-1

· Provide repair services in case system x malfunctions

If the PBL strategy uses a PSI to coordinate product support, the high-level performance objective should describe the PSI’s role and the tasks should describe the individual elements the PSI will manage.  Sample B-3 in Appendix B contains extracts for existing performance work statements.

· Measurable Performance Standards - Next performance standards and Acceptable Quality Levels (AQL) are developed for the performance objectives in order to specify the necessary performance.  The performance standard should state the desired outcome.  The AQL establishes the maximum allowable error rate or variation from the performance standard.  Performance standards and AQLs are important in that they ensure acceptable levels of performance.  For the two performance objective examples provided in the Performance Work Statement paragraph, the performance standards and AQL could be written as follows:

· Equipment failures, non-availability, or maintenance shall not interfere with operations for more than X minutes during a month 

· Repairs should be started within Y hours after a casualty report has been submitted, and the mean time to repair should not exceed x hours

Other examples of potential performance standards are as follows:

· Reliability, Maintainability, and Availability (RM&A) Measures  - Includes traditional RM&A measures such as availability, mean time between mission critical failures, and mean time to repair mission critical failures

· Inventory Measures – Includes traditional inventory measures such as inventory turnover and fill-rates

· Response Rates – Percentage of how often the contractor responds to an event within a specified period of time

· Error Rates/Accuracy Rates – Number or percentage of errors allowed 

· Cost control – Target costs the contractor must stay within when using a cost-reimbursement contract arrangement

· Sustainment – Maintenance Free Operating Period (MFOP)

The above examples are not intended to be inclusive.  The key is for the performance standards to measure the critical elements associated with successfully fulfilling the performance objective.   Often multiple performance standards are necessary to ensure the contractor meets the performance objective.  However, the best practice is to limit the number of performance standards to no more than five or six in order to focus on the most critical elements.  

· Incentives and Remedies – Incentives and remedies are used to incentivize the PSI to achieve the established performance standards.  They can be based upon cost, schedule, or quality of performance.  Typical incentives used for performance-based contracts might include, but are not limited to, the following:

· Cost-base incentives are incentives designed to relate profit or fees to results achieved by the PSI in meeting the performance standards.  One type cost-based incentive that is applicable to PBL is profit sharing, which is generally applicable in those instances where there is a known performance level, such as for fielded systems.  Under profit sharing, the PSI is allowed to keep a percentage of any cost savings that are achieved.  

· Award-fee contract arrangements use evaluation factors established in an award fee plan.  Award-fee contracts are a tool for subjectively assessing PSI performance for a given evaluation period and are applicable to new systems while establishing a performance baseline.  They allow contractors to earn a portion (if not all) of an award-fee pool established at the beginning of the evaluation period.  The award-fee evaluation should be based on a subjective assessment of how well the PSI meets or exceeds the applicable performance standards.

· Award-term arrangements are very similar to award-fee contracts, however, instead of money as compensation for quality performance, the PSI is awarded additional periods of performance. This incentive might be appropriate for use with an organic PSI when performance stability is valuable.  Alternatively, if the performance is below standard, the period of performance can be shortened.   Award-term arrangements are very suitable for PBL strategies where establishing a long-term relationship is valuable both to the government and to the potential contractor.  Award term arrangements can also be included in MOA and MOU in order to incentivize organic organizations.  Another benefit to Award-term arrangements is that they have been shown to be less likely to result in unintended consequences than cost-base incentives.  Award-term arrangements differ from options in that award terms are based on a formal evaluation process and do not entail the regulatory procedures associated with priced options.

· Schedule incentives focus on getting a PSI to exceed delivery expectations.  They can be defined in terms of calendar days or months, attaining or exceeding milestones, or meeting rapid-response or urgent requirements.

Whatever incentives are chosen, it is critical that the incentives are tied to the performance objectives and standards, and that those standards are both measurable and attainable.  If the performance standards do not clearly communicate the desired results, there is only a small chance that the desired outcome will be achieved.

Incentives should also be realistic and attainable.  The incentives need to be consistent with the level of effort and the value of the contract and should reflect value to both to the government and to the PSI.  The incentives should also be reviewed to ensure that there are no unintended consequences.  Determining potential ways the PSI could meet the performance standards, while otherwise resulting in potentially unacceptable outcomes, can identify potential unintended consequences.   If potential unintended consequences are identified, the contract language should be modified accordingly.

Performance based contracts should also include remedies for non-performance.   Remedies include reductions in price (i.e., fees) when performance standards are not met.  However, the PSI should be given an opportunity to correct performance problems at no increase in contract price.     

Because some PBL strategies may require multiple organizations to work together, one non-performing organization has the potential to adversely affect the entire strategy.  For that reason, the contract should include exit clauses so the government has an exit strategy if a PSI consistently does not meet the performance standards.

Contract length considerations are of special importance to PBL efforts where long-term business relationships enable the necessary investments to reduce both the demand for logistics and the resource requirements.    This is particularly relevant to contracts greater than five years in length.   The following are four acquisition strategy considerations that must be addressed:

· The PBL strategy must articulate when and how the provisions of the Competition in Contracting Act (CICA) will be addressed.

· Continued performance or contract term must be contingent on continual successful performance.  Performance outcomes must be clearly articulated.

· Price guarantees, options, and cost based ceilings should be agreed upon by both parties, either competitively or non-competitively, to ensure that commitments are established and maintained throughout the period of performance.  Acquisition personnel are urged to build in flexible pricing guarantees or alternatives to adapt to budget and quantify fluctuations.

· Contract terms must be consistent with statutory funding limitations on the purpose and amount of appropriated funds expenditures.  Provisioning and availability of funds is a key consideration in using long-term contracts.

More information on incentives can be found in document Flexible Sustainment Guide, developed by the Joint Aeronautical Commanders Group, which focuses on the different types of contracts that can be employed, and the advantages and disadvantages of each.

· Performance Assessment Plan – The performance assessment plan describes how the government will evaluate and assess PSI performance.  The processes and systems used to collect performance data should be described in the BCA.  The performance assessment plan focuses on how the data collected would be used to assess PSI performance.  There are several ways to assess PSI performance, the following are commonly used methods:

· Random Sampling – Random sampling measures PSI performance using statistical methods based upon measuring contractor’s performance at random intervals.  Random sampling is most applicable when the number of instances is very large and a statistically valid sample can be obtained.

· Periodic Sampling – Periodic sampling measures PSI performance at specific intervals.   Generally, periodic sampling is used for tasks that occur infrequently.

· Trend Analysis – Trend analysis is used to assess the contractor’s performance over an extended period.    Performance-based contracting best practices suggest a database should be built from data gathered through performance assessments.  This database should be created and maintained by government personnel.

· Customer Feedback – Customer feedback is input received directly from the Warfighter.   Customer feedback can be acquired in a number of ways; however, the most common method is using quality surveys.  

· Third-party audits – The term third-party audits refers to PSI evaluation by a third-party organization that is independent of the government and the contractor.  All documentation supplied to, and produced by, the third party should be made available to both the government and the contractor.

The performance assessment methods chosen should be linked to the performance standards and objectives.  Each performance standard should have an associated method to assess performance.  Key questions that must be answered in developing assessment methods include:

· Does the assessment method accurately measure the associated performance objective?

· How critical is the performance standard to meeting the high-level performance objective?  A high degree of accuracy and precision in tracking performance should correspond to increased costs.  Therefore, more resources should be invested in tracking performance objectives that are critical to the success of the PBL strategy.

· How frequently assessments should be performed?  This is related to the criticality of the performance standard.   The relative importance of the performance standard should govern how frequently it is assessed.

· What resources are necessary to perform the assessment?   Resources requirements that should be assessed include the labor necessary to make the assessments and the information technology requirements necessary to store and analyze data.  

· Do the proposed evaluation methods represent common commercial practice for the particular service?

·  Is repeat performance practical or reasonable?

· Contract Administration/Exit Strategies – One of the keys to PBL is cooperation between government and industry.  Cooperation drives down long-term support costs because it allows industry and government to work together in order to develop innovative solutions to problems.  Cooperation is developed by maintaining open lines of communication between the PM and the support providers.    

One technique that is used to maintain open lines of communication and to prevent disputes from occurring is partnering through use of an Integrated 

Product and Process Development (IPPD) management process.   Partnering involves the PM and the support providers working together once the contract has been awarded to discuss mutual expectations.   The parties develop performance goals, identify potential sources of conflict, and establish cooperative ways to resolve any problems that may arise during contract performance.  The parties should agree to regular meetings through out the life of the contract in order to resolve issues as they arise.  

Other best practices for contract administration and conflict resolution can be found in the OFPP, Best Practices for Contract Administration.  

On those occasions where poor contract performance or other unresolved issues causes the government to decide to terminate the performance based contract, it is essential that an “exit strategy” has already been developed and made part of the original contract.  The exit strategy should include the identification of alternative organizations that are capable of providing support, a transition plan to facilitate such matters as the turnover of technical documentation, and appropriate contract clauses to execute the exit strategy. Alternative organizations should have been identified in the market analysis and can include both organic and commercial organizations.  The transition plan should identify specific roles, responsibilities, and actions required to transition the support from the existing contractor to an alternative organization.  Contract clauses should then be selected that would enable the government to execute the transition plan.  
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After awarding the performance-based support contract the PM, as the Total Life Cycle Systems Manager, is responsible for overseeing the contract and is accountable for delivering the agreed upon level of support to the Warfighter.  As discussed previously, PBL best practice is to establish a PSI who is responsible for delivering the product support.  Therefore, it is critical that the PM and the PSI cooperate in order to achieve Warfighter product support objectives     

The PSI should be selected and the performance-based product support contract should be documented and signed before the program enters the production and deployment phase.  In addition, funding should be available for testing and implementation of the selected PBL strategy.   After the weapon system is deployed the PM is responsible for periodically reviewing the PBL strategy in order to make improvements and to ensure the strategy continues to meet Warfighter requirements.
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As part of the Pre-Initial Operational Capability (IOC) review, the PM should verify that the PBL strategy is in consonance with the PSI’s plans to meet Warfighter objectives, that the performance based product support contract has been completed and signed, and that the necessary resources and product support elements to execute the PBL support strategy are available.   This assessment could be done in conjunction with the ILA.  For example, the PM should ensure the PSI has arranged for the necessary support equipment and facilities, the required training is being implemented, a maintenance plan has been developed, and critical spares have been acquired.  The PM and the PSI should discuss the plans with the Warfighter in order to ensure critical details are not being overlooked. 
Once the system has been deployed the PM should reassess the PBL support strategy at regular intervals.  The assessments should occur nominally every three to five years after IOC, or when there are changes in requirements/design or performance problems.  The PBL strategy should be reviewed to ensure that the level of support meets the level agreed to in the PBA.  In addition, the PM should meet with the Warfighter to ensure that the requirements documented in the PBA are still valid.   The PM, along with the PSI, should discuss any product support problems with the Warfighter in order develop improvements.  The PM should document the lessons learned in order to maintain and increase the Navy’s corporate knowledge of PBL.
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The PBL strategy development process for in-service systems follows the same steps as outlined at the start of this chapter.  However, there are several characteristics unique to implementing a PBL strategy for an in-service system:

· Most in-service systems are supported through traditional organic processes, and, therefore, consideration of product support alternatives often leads to a strategy that is focused on providing commercial supply support through a single provider.  This strategy has also been called “prime vendor support.” 

· Implementing design changes that reduce the support requirement might be inhibited because the system is already developed and fielded.  Modifications to reduce support requirements, reduce logistics footprint and/or reduce TOC not only would be required to be substantiated through a BCA, but would also be subject to overall program modernization priorities. 

· More extensive cost and performance data should be available in order to perform a BCA and identify a preferred alternative support strategy.  Cost and performance data should be evaluated at the system, subsystem, and/or component level (see section 2.3.4.1) to assist in identifying PBL candidates.   The availability of this data also facilitates the development of a system cost and performance baseline within the BCA. 

The above characteristics unique to in-service systems should be considered during implementation.  

3: Summary of Program Requirements TC "3: Summary of Program Requirements" \f C \l "1" 
The DoD Template for Application of TLCSM and PBL in Weapon System Life Cycle, included in the 7 March 2003 memorandum issued by the Under Secretary of Defense for Acquisition Technology and Logistics (USD (AT&L)), summarizes the program requirements for PBL.  The template is the primary benchmark for assessment of weapon systems and associated sustainment strategies.  The key activities that a weapons system program implementing PBL must complete before each milestone are summarized as follows:

Key logistics activities that must be completed before Milestone B:
· Preparation and/or assessment of sustainment planning and parameters in the Capabilities Development Document (CDD) 

· Description of the product support strategy as documented in the Acquisition Strategy (AS) 

· Description of the appropriate logistics metrics, criteria, and funding requirements in the APB

· Description of the appropriate logistics considerations and test points in the TEMP

· ILA and logistics certification

Key Logistics information/activities that must be completed or updated before Milestone C:
· Updated support strategy within the AS

· Updated logistics criteria and parameters with the APB

· Logistics and overall sustainment requirements as referenced in the Capabilities Production Document (CPD)

· Logistics parameters and test points in the TEMP

· Acceptable performance in development, test and evaluation, and operational assessment, to include:

· Mature software capability

· Acceptable interoperability

· Acceptable operational supportability

· Demonstration that the system is affordable throughout the life cycle, optimally funded, and properly phased for rapid acquisition

· ILA and logistics certification

Key logistics activities that must be completed or updated before Operations and Support:

· Satisfaction of sustainment criteria addressed in Initial Operational Test and Evaluation (IOT&E)

· Performance Based Logistics Agreements (PM, Product Support Integrator and Warfighter, PM, Product Support Integrator and Providers).

· Fully funded sustainment program

· Pre-IOC Review
· This review performed at Service – level is carried out to:
· Confirm design maturity of the system

· Determine status of correction of any deficiencies identified.

· Confirm configuration control

· Certify Product Support Integrator/Providers plans to meet Warfighter requirements

· Verify Product Support Integrator/Provider agreements/contracts and funding in place

·  ILA and logistics certification

A graphical representation of the PBL process as it relates to the system life cycle is shown in Figure 3.1.

Figure 3-1.  PBL Process Overlay on System Milestones
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NAVSEA Business Opportunity Process

This appendix supplements the information in the main body of the Program Manager’s Guide to the Application of Performance Based Logistics (PBL) and provides specific guidance to help Naval Sea Systems Command (NAVSEA)/Program Executive Officer (PEO) Program Managers and their PBL Integrated Product Teams (IPTs) implement PBL for their respective programs. There may be methods to achieve PBL other than those identified in this appendix. Each program must do what best achieves its specific needs and those of the Navy in general. The goal of this appendix is to provide methods, tools and examples that may be useful to programs in the process of implementing PBL concepts. In particular, the Appendix is intended to provide tools for developing the Tailored PBL Strategy, specific examples of objectives and metrics, and lessons learned from PBL implementations. This document does not provide specific directions to every circumstance. Additional guidance can be obtained by contacting SEA 04L. This enclosure, in conjunction with the Program Manager’s Guide, supports NAVSEA Instructions (NAVSEAINST) 4000.7A requirements.

1.0
INTRODUCTION
1.1
Definition

The Business Opportunity Process (BOP) is a redefined Performance Based Logistics (PBL) life cycle support methodology that delivers integrated and cost wise equipment, system and platform level performance in a manner that minimizes the overall logistic support footprint. BOP agreements are long-term relationships across industry and organic partners to incorporate all aspects of Total Life Cycle System Management (TLCSM).

BOP is the results of a tailored process strategy to fit the individual system/component in its operational environment for the duration of its projected service life.  The BOP strategy should be implemented in conjunction with the overall system engineering approach to supportability. 

1.2 
Scope

The Department of the Navy (DoN) advocates the use of PBL as the preferred product support strategy; with the caveat that it will be implemented only when it improves Warfighter support and makes good business sense.  PBL is not a "one size fits all" approach to product support.  

1.2.1
Evaluation Criteria

Utilizing the Evaluation and Selection Criteria (Appendix B), Program Executive Office (PEOs), /Program Managers (PMs), fleet logistics personnel, In-Service Engineering Agent(s) and Inventory Control Points (ICP) (Depot Cost, Supportability and Reliability) shall provide input of evaluated systems/equipments as a result of the BOP selection process. 

Category I items considered as a BOP candidate shall include:

· Commercial Items: System/equipment manufactured and repaired by industry sources that are sold in quantity to commercial customers.

· Commercial for Life Cycle Repair Items: Items/systems determined to remain repaired commercially for the remainder of their useful life.  The reasons for being deemed commercial for life are varied, including technological, workload, and system age.

· New Items/Systems: Items/systems being introduced into the Navy/Marine Corps.  These systems are very early in their life cycle and are at a point where maximum financial benefit can be derived from a BOP contract.  An early BOP decision can avoid costly investment in test equipment, training, Logistics Support Analysis (LSA) development and wholesale spares investment.

Category II items are possible BOP candidates that include systems/equipments where inadequate support or sustainment processes are not mature.  They may consist of:

· High customer cost items

· Items with high customer backorders

· Items with low supply material availability

· Items experiencing low or degrading reliability

· Items with parts obsolescence issues

· High sales volume

· Loss of commercial repair DOP or Vendor

· Commercial items

· High dollar Total Ownership Cost (TOC) items

· Items that have caused the fleet "Trouble"

· New Acquisition Category (ACAT) programs

· Ship spaces that lend themselves to "customization" by a contractor

· Supplier Base Collaboration opportunities

· System Integration opportunities.

· Long term funding

· Long term contracts

· Large quantities 

· Predictable number of end items

· Stable configuration

· Risk management plan

· No contractual conflicts

· No over lapping contracts

1.2.2
Alternatives

Sustainment strategies shall include the best use of public and private (government/industry) sector capabilities and partnering initiatives, in accordance with statutory requirements.

An effective support strategy consists of competencies and collaborative opportunities.  When building or developing a System Baseline, the PEO/PM must address workloads and provide a definitive work breakdown structure (WBS), while considering statutory (i.e., Title 10 of the United States Code (10 U.S.C.)), regulatory, and pertinent Military Department (MILDEP) guidance.  

In general, support workloads will include system-unique subsystems, commodities, or components; and common subsystems, commodities, and components. Within these categories, there will be various characteristics to be considered as the workload allocation and sourcing decisions are accomplished, which should include the following:

· Title 10 U.S.C. applicability (Core, 50/50);

· Existing support process (e.g., contract, organic);

· A-76 study of existing support infrastructure (in-place, to be developed);

· Best capabilities evaluation (public, private sector market research);

· Opportunities for Public/Private Partnering.

The development of an effective support strategy will consider all of these factors in arriving at best value processes to develop the optimum support sourcing decisions.

Supply chain management should include the distribution, asset visibility, and obsolescence mitigation of the spare parts.  From a Warfighter’s perspective, transportation and asset visibility have a substantial impact on high-level metrics, readiness parameters, sustainment matrix and should be emphasized in the BOP strategy (new or legacy).

In executing performance agreements, the PEO/PM must implement an enabling performance financial strategy.  The PEO/PM must estimate annual costs based on operational requirements and confirm funding streams for availability and system sustainment.  Buying performance is best facilitated by single line items and a defined resource sponsor.  After appropriated resources have been identified, the customer must ensure that the funds are available to resource the support as defined in the Performance Based Agreement (PBA) and subsequent implementing support contracts.  Although this process does not provide the PEO/PM direct control of the funds for support, it does put them in a clear management and oversight role of the funds used for sustainment. 

1.2.3
Product Support Integrator

A fundamental tenet of BOP strategy is single-point accountability for support.  This role encompasses the Providers, who are responsible for integrating all sources of support, public and private, to meet the identified performance outcomes.  The PEO/PM selects a Product Support Integrator (PSI) from the Government or private sector to coordinate the work and business relationships necessary to satisfy the PBA.

Activities coordinated by the PSI may include, functions provided by organic organizations, private sector providers or any variation of partnership(s) between organic and private sector providers.  

a. An example of this type of partnership uses private sector management personnel to oversee private sector processes in a Government Owned Contractor Operated (GOCO) environment.  

b. The application of the BOP strategy to a new or legacy weapon system depends upon the unique characteristics of the program, Warfighter requirements, current infrastructure, and weapon system's product support arrangements.  New acquisition programs afford a business opportunity to design its own unique product support strategy.  The product support integrator function is an integral element of Total System Performance Responsibility (TSPR).  For major modifications and upgrades, depending upon the scope of the change, a TSPR approach is considered appropriate, if not for the entire system, then for the modified elements.

The scope of the PSI function may vary depending upon the unique circumstances of a program.  In some cases, the PSI may be the direct recipient of BOP requirements and integrate the various providers of support.  In other cases, the PSI may identify and manage the integration of BOP for the program, but the program office would retain the direct business relationships with BOP providers.  Regardless of who performs the PSI function, the task for legacy programs is extensive and entails a large amount of baselining of current activities and Business Case Analysis (BCA) before effective integration takes place.  

1.2.4 
Business Opportunity Process Strategy   

Business Opportunity Process (BOP) strategy provides the roadmap of who, what and how BOP becomes a normal business process.  The 11 Step BOP process (Figure 1.1) represent key events and milestones within the implementation strategy.  This process defines and highlights the transformation of end-to-end logistics for new acquisition or legacy product support processes.  This is a living document that aligns those processes required to make effective business decisions sustaining product support for the programs and systems in the acquisition phases and legacy programs that have been placed in service.  

1.2.5
Product Team 

Establishing a cadre of Subject Matter Expert’s (SME’s) (product team) is a critical step and should be developed early in the program development stage to manage and execute the implementation strategy.  Although the PEO/PM is the total life cycle systems manager, the foundation of BOP relies on ensuring the participation and consensus of all stakeholders, more importantly the customer, in developing and implementing an optimum support strategy.  The team composition should consist of, Government and private-sector functional experts and comprised of the appropriate stakeholders.  It is critically important that members are able to work across organizational boundaries.  Teambuilding should be employed to support the business opportunity process, which is similar to traditional integrated logistics support management, except the focus on individual support elements is diminished and replaced by a system orientation focused on performance outcomes.

The structure of the BOP Team varies, depending on the maturity and the mission of the program. For instance, during the System Development and Demonstration (SDD) phase, system design for operational effectiveness has the biggest impact on life cycle sustainment.  The PEO/PM must observe and track system lifecycle changes, and understand major milestone/event impacts.  PEOs/PMs must be vigilant and provide useful information to the decision makers for the program to move forward through the life cycle phases successfully.  

Prior to the establishment of a BOP Team PEOs/PMs must identify and establish achievable goals.  Knowing what must be accomplished, allows the PEO/PM to best choose appropriate SME’s thereby minimizing resource impacts.  An erroneous approach is to establish a team, and then look to the team to establish goals: this is known as ‘having a solution that is looking for a problem,’ and provides no initial team focus.  By having the goals known up front, the PEO/PM can take a competency-based approach to team building (eliminating the stovepipes of function-based organizations), achieve system orientation, and build a management infrastructure.

BOP Teams will ensure readiness levels assigned by the cross Warfare Enterprises are identified during design and development of all factors and criteria necessary to achieve an optimum business opportunity process strategy at an acceptable cost.

1.2.6
Background

A Surface Warfare Enterprise (SWE) Sustainment and Modernization Team (SMT) PBL Process Team was established informally in September 2006 and was chartered to initiate the PBL Program Implementation Strategy for the SWE SMT.

The SWE SMT PBL Process Team was created to identify requirements to ensure an effective PBL strategy for both operational and future surface warfare platforms.  Initial tasking included identifying current PBL Program systems, legacy support systems, and unique items.  In addition, initiatives were undertaken to develop the candidate selection and business case analysis processes.  The team identified required data sources, stakeholders, interfaces, roles and responsibilities for those processes and identified several commodity based PBL Programs.

2.0
APPROACH
System Identification is accomplished by reviewing those elements of cost and support for a given system to assess its viability as a Business Opportunity Process (BOP) candidate. Preliminary analysis is performed to review population data remaining logistics life cycles, and any other factors that would either promote the pursuit of a BOP support strategy.

The business opportunity processes outlined in this document are applicable for new acquisition and legacy programs and is intended as a guideline for the PEO’s/PM’s. Many steps may be carried out in parallel, omitted, or recorded as appropriate to the system and its corresponding operational environment.  The PM and BOP Team can tailor this process to their specific program.
Figure 2.1.  The 11 Step Business Opportunity Process (BOP) 
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2.1
Requirements Determination (Step 1)

Effective BOP implementation begins at the front end of the Joint Capabilities Integration and Development System (JCIDS) process by focusing capabilities and needs on overall performance and linking supportability to performance.  Understanding warfighter needs in terms of performance is an essential and initial step in developing a meaningful support strategy.  The PM team consults with the operational commands and organizations that support the Warfighting combatant commanders.  

The operational commands are generally the weapons system customers.  Their capability needs are translated into performance and support metrics that will: (a) be documented in Performance Based Agreements (PBAs); and (b) serve as the primary measures of support provider performance.  Supportability needs should be a Key Performance Parameter (KPP) consideration and/or a testable performance metric.  The KPP designation for at least one supportability-related performance parameter is highly recommended. 

Understanding Warfighter requirements is an ongoing event.  As scenarios dictate change and operational environment evolves, performance requirements may also evolve, leading to changes in the supportability strategy and BOP methodology.  

Close alignment with Warfighter and logistic requirements is an essential and continuous process for the PM.

To achieve this needed flexibility, BOP strategies should be implemented via agreements (e.g. contracts, Memorandums of Agreement (MOA), Memorandums of Understanding (MOU), Service-Level Agreement (SLA)).  These agreements specify a range of performance outcomes and corresponding metrics sufficient to accommodate changes to resources, Operating Tempo (OPTEMPO), or other usage requirements.  Ideally, the BOP strategy aligns actions across various tiers of support to the extent that they can be defined, with minimal contract exclusions, mitigating the need to amend or redevelop the BOP agreements

2.2
Asset Review (Step 2)

Defining and documenting the system assessment answers four key questions: 

1) What is the scope of your support requirement? 

2) Who are the key stakeholders? 

3) What are your cost and performance objectives? And, 

4) For fielded systems, what are the historic readiness rates and Operations and Support (O&S) costs relative to an upgraded or new system?

2.3
Supportability Analysis /Strategy (Step 3)

To conduct a supportability analysis and develop an effective support strategy, the PEO/PM should identify the difference between existing and desired performance requirements.  Accordingly, the PEO/PM identifies and documents the current performance and cost baseline.  The life-cycle stage of a program determines the scope of an assessment effort.  For new programs with no existing logistics structure, the baseline should include an examination of the cost to support the replaced system(s).  If there is no replaced system, Life Cycle Cost Estimates (LCCE) should be used.  For new systems, the business model for supporting the product demonstrates its risks and benefits as part of the systems engineering process.  This “proof of concept” method supports solutions as part of the System Development and Demonstration (SDD) phase.  Once identified, the baseline can be used to assess progress if revisions are needed to achieve the desired level of support.  

For existing systems, the assessments form the basis for the BOP BCA.  Determining sustainment and readiness performance history as well as associated costs are essential. Actual data elements and sustainment metrics should be used for fielded systems.  Early in the process, the BOP BCA is a Rough Order of Magnitude (ROM) analysis that provides an overall sense of the planned improvements, benefits, and costs. (Appendix C)

PEO/PM will determine whether a BOP strategy should be pursued for an individual system/equipment with a remaining life cycle expectancy of greater than ten years or, the criteria identified in paragraph 1.2.1. For systems/equipments that meet the initial criteria, the PEO/PM along with the SME Product Team (PT) will then assess technical issues (obsolescence, compatibility, interface), impact on organic infrastructure, viability of the commercial base, system design considerations (reliability/maintainability, availability) and cost reductions (O&S, life cycle). 

2.4
BOP BCA Risk Assessment (Step 4)

The goal of a BOP BCA is to determine if the preferred support alternative is cost effective and ensure Warfighter performance objectives are achievable.  This decision is based on the comparison of research and analysis performed on each alternative.  This comparison as well as data and analysis are presented to stakeholders in the BOP BCA report.  This report will contain and/or discuss assumptions and methods, business case models, sensitivity analysis and risk management and conclusions, recommendations, and future steps required to ensure a sustainable system/program.  In conducting the BOP BCA, alternative solutions should be assessed in terms of cost to meet the logistics performance objectives of the Warfighters as compared to existing support strategies.  The BOP performs the BCA risk assessment (Appendix C) to establish the appropriate program risk factors as well as determine a support strategy that best fits the program.  

The BOP BCA guide is the process that provides valuable insight into some of the program-required documents.  During the process the BOP BCA team assists in establishing baseline business requirements and strategies, perform cost and benefit analyses of alternatives, collect data for each alternative.  This process affords the PEO/PM the ability to select program support alternatives. 

2.5
Evaluation Strategy (Step 5)

A BOP PBA for a new or legacy system is a developmental requirement for the PEO/PM and Warfighter to define the roles and responsibilities of each and identify Warfighter performance needs including the most critical maintenance and readiness drivers.  The BOP assessment should provide a definitive description of program and decision criteria as well as performance metrics and major milestones and associated criteria.  This document should be in the form of a MOA or MOU and written at the system, subsystem or component level so as to be the centerpiece of the BOP support strategy.

At the top level, the performance outcomes and corresponding metrics should focus on the warfighter’s needs; a system that is operationally available, reliable, and effective, with a minimal logistics footprint and reasonable cost.

The formal performance agreement with the Warfighter should state the objectives that form the basis of the BOP effort.  The BOP Team should focus on a the outcomes, such as weapons system availability, mission reliability, logistics footprint, and/or overall system readiness levels, using the metrics defined in an Acting Under Secretary of Defense (Acquisition, Technology and Logistics (USD (AT&L)) Memorandum, Performance Based Logistics: Purchasing Using Performance Based Criteria. Measures of readiness and supportability performance are balanced against costs and schedules.  

Linking these metrics to existing Warfighter measures of performance and reporting systems is preferable.  Many existing logistics and financial metrics can be related to top-level Warfighter performance outcomes.  It is important to select only those metrics that are within the control of each BOP provider. 

DoD policy states “the PM shall work with the users to document performance and support requirements in performance agreements specifying objective outcomes, measures, resource commitments and stakeholder responsibilities.” (DoD Instruction (DoDI) 5000.2, Operation of the Defense Acquisition System, May 12, 2003, para. 2.9.2.3.)  

The intent of the BOP PBA is to ensure that all stakeholders (user/Warfighter, PEO/PM, and support provider) enter into a formal relationship for levels of support.  This differs from the conventional ‘best effort’ approach typical of DoD organic support processes.  With a clear delineation of performance outcomes, corresponding support requirements, and the resources required to achieve both, the BOP PBA creates a clear understanding of the outcomes and commitments required to achieve those outcomes among all stakeholder parties.  The BOP PBA should be clear and concise, not ambiguous.

Documentation of a completed approved, and funded product support/sustainment agreement is a critical step in any BOP implementation.  A documented BOP PBA between the PEO/PM, Product Support Provider(s) PSI, and force provider that defines the system operational requirements (e.g., readiness, availability, response times, etc.) is essential.  The PEO/PM and PSI will define and include the required support metrics necessary to meet the system performance requirements. (DoDD 5000.1, para. E1.1.29). Support providers may be public, private, or a mix to include public-private partnerships.  Examples of public support providers include Service maintenance depots, Service and Defense Logistics Agency (DLA) inventory control points, and DLA distribution depots.

2.6  
Technical Contract Requirements (Step 6)

Once the Warfighter has identified the relevant performance parameters and the BOP BCA has documented affordability, the results are used to form the basis of the support contract.  All Performance-Based contracts should include the following:  Statement of Objectives (SOO), incentives and remedies and performance assessment plans.  Contracts should include key acquisition reform strategies and practices, such as:

· Performance-Based Statement of Work (SOW)

· Use of COTS/Non-Developmental Item (NDI)

· Use of commercial practices and processes

· Use of Integrated Product and Process Development (IPPD) and Integrated Product Teams

· Levels of readiness during peacetime and times of regional and global conflict

· Warranties, e.g. a system-level material readiness warranty (in CLS, PVD, and FSP contracts)

· Quality Assurance

· Use of digital data standards and electronic reporting systems, e.g. Contractor Integrated Technical Information Service (CITIS)

· Continuous modernization through technology refreshment and insertion

· Obsolescence management 

· Cooperative contract administration and exit strategies

2.7 Obtain Bid (Step 7) 

Upon completion of Steps 1 -7, and with the concurrence of the contracting activity, the BOP Team package (RFI, RFP, etc) should be developed and ready for release to the public for a formal bid to complete the work desired by the government. 

2.8 Government Evaluation/ (Steps 8 & 9) 

After receipt of the proposals from industry, it must be reviewed, assessed and evaluated by the government (pre-selected team of subject matter experts) to ensure the proposal is compliant and meets government requirements (statutory and regulatory).  All of this takes place within the confines of the Source Selection Authority (SSA).  This process should lead to an award of a contract(s) to selected company (s).  

Proposal evaluation consists of pricing review, authority for award and permission to award.  The recommendation is then submitted to legal for review and currency

2.9 Award Contract (Step 10)

The BOP contract should specify performance requirements; clearly delineate roles and responsibilities on both sides (government and contractor); specify metrics; include incentives (as appropriate); and specify how performance parameters will be assessed.  BOP contracting strategies should reflect an approach characterized by use of a Statement of Objective (SOO) versus early development of a detailed 

Performance Work Statement (PWS).  Ideally, BOP contracts will be implemented as fixed price, guaranteeing required outcomes at a pre-determined price.  However, the inherent risk of entering into fixed price contracts prior to establishing firm cost, resource, and materiel baselines necessitates the frequent use of cost plus contracting approaches early in the product support life. As a general rule, until price risk is minimized to a level of confidence for both DoD and the contractor, fixed price contracts should be avoided. BOP strategies should focus on a phased contracting approach, initiated by cost plus cost reimbursement type contracts to cost plus incentive contracts to fixed price incentive contracts, over time.

There is a clear preference for long-term contracts when implementing a BOP strategy. BOP inherently self-motivates service providers to do ‘good things,’ such as improve component and system reliability, since it provides the foundation for increased profit. However, motivation must be balanced against the ability of the service provider to invest in the needed infrastructure and processes required to achieve reliability improvements. This can only be achieved when there is sufficient contract length to allow the provider adequate time to recoup up front investment costs.  

BOP contracts should include exit criteria or ‘off-ramps’ should worst-case scenarios arise regarding the contractor’s inability to (or loss of interest in) continue to provide support. Exit criteria should include as negotiated options for the acquisition, transfer, or use of necessary technical data, support tooling/equipment, and the appropriate conversion training required for reconstitution or re-competition of the support workload.  

Industry BOP contracting priorities include metrics, minimum amount of Contract Line Item Numbers (CLINs), cap on liabilities, risk mitigation, long-term (5 years +), incentives, Return on Net Assets (RONA), as well as clarity and flexibility.  

BOP must be consistent with Federal Acquisition Regulation (FAR) and Defense Federal Acquisition Regulation Supplement (DFARS) guidance for the acquisition of logistics services and support and invoke FAR, Part 12, “Acquisition of Commercial Items” to acquire BOP as a commercial item.

2.10 Confirm Performance (Step 11)

The PEO/PM oversight role includes developing a performance assessment plan, monitoring performance, and revising the product support strategy and PBAs as necessary.  The PM also acts as the agent for the Warfighter; certifying PSI performance and approving incentive payments.  The PEO/PM must employ a hands-on approach and not assume that the contracts and/or agreements will be self-regulating.  

The BOP should conduct periodic assessments of system support strategies vis-à-vis actual versus expected levels of performance and support (USD (AT&L) 

Memorandum, March 7, 2003, Total Life Cycle Systems Management and Performance Based Logistics, p. 9). These reviews should occur nominally every 3 to 5 years after IOC, when precipitated by changes in requirements/design or by performance problems, or in conjunction with an ILA and should at minimum include:

· Provider performance;

· Product improvements incorporated;

· Configuration control;

· Modification of BOP agreements as needed based on changing warfighter

· Requirements or system design changes.

The PEO/PM should perform reviews of provider performance against the PBA on a quarterly basis and use that data to prepare for the Service-level assessments and document lessons learned.

2.11 Summary of BOP Process

The BOP implementation process is intended to be flexible.  It should be an impartial process evaluating the viability and sustainability of the project product support providing the PEO/Pm with a measure of ILS planning support metrics and scoped parameters.  The process should be applied to all DON acquisition programs (including joint service programs). The BOP Team should apply the steps presented in a manner that is best suited to satisfy the needs of the PEOs/PMs and its business and operational environments.

BOP’s differ in scale, covering a broad range from component level up to system platform level.  One end of the spectrum is an individual commodity; the other end is the entire weapons system.  The more systems affected the more complex the BOP candidate selection is to assess.  Not only is the requisite BCA tailored to the candidate list, but the time required to create the BCA is also affected by the scope of the BOP.

a) The commodity-type BOP is usually the easiest to implement since it is easier to estimate the current baseline and level of support required, and often involves only a single commercial manufacturer.  With this type the contractor, having the most intimate knowledge of manufacturing processes, system reliability, and potential improvements, is considered to be a prime candidate for entering into a public/private teaming relationship.  Risk is one of the major cost drivers for contractors and, where the potential BOP contractor is also the OEM, risks should be reduced. 

b) The weapons system-level BOP introduces a much higher degree of complexity, not only must historical costs, reliability, and supportability be captured for a much larger number of parts, but there may be many different commercial support providers contributing to the support effort. When a single contractor or contractor team is being solicited for interest as a PSI in a weapons system-level BOP, the Government team needs to understand that the contractor(s) will perceive numerous risks. Some of these risks arise from the fact that the single integrating contractor(s) may not be the OEMs for the majority of support items and services, and will find it necessary to subcontract with a broad range of manufacturers to achieve system-level support. Compounding this complexity will be the existence of varying degrees of organic support. The challenge of integrating a broad range of public and private support organizations to achieve system-level performance outcomes requires careful analysis, design, development, and implementation of a well-thought-out support strategy, and must be tailored to the requirements, resources, and operational role of the objective system.
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Pbl Candidate Evaluation & Selection Criteria/Process and Tools
Sample B-1 – Initial Program Assessment

1.0 Purpose

This document provides evaluation criteria to be used by Program Mangers (PMs) and their logistics managers to determine if a PBL strategy is appropriate for their program.  PMs and their staff should assess each new start program and ACAT I/II fielded program under their cognizance against each of the following six criteria and make a summary recommendation.  The assessment needs to weight the potential benefits and risks of PBL in terms of affordability and readiness improvements against overall program requirements, plans and future acquisitions.  The PBL strategy assessment also needs to assess the potential benefits received by an individual program against the systemic impacts on supportability and affordability across other programs/weapon systems.

2.0 BL Pilot Program Implementation Strategy Program Phases

Candidate System Identification is accomplished by reviewing those elements of cost and support needs to ascertain the potential for candidacy under a PBL Program support contract. Preliminary analysis is then performed to review factors related to population, remaining logistics life cycle, and any other factors that may promote the pursuit of a PBL Program support strategy; or eliminate the candidate system from PBL Program consideration. This quick-look feasibility assessment should be conducted before beginning the eleven-step Business Opportunity Process.

The new acquisition or legacy PBL process presented here is a guideline for PMs, PEO’s and PT’s. In an actual PBL Pilot Program implementation, the order in which these steps are taken is flexible and not necessarily sequential. Some steps may be carried out in parallel, omitted, or reordered as appropriate to the system and its corresponding operational environment. The PM and PBL Program Team should tailor this process guideline on a case-by-case basis.

Candidate Selection Tool

· The Candidate Selection Tool has two Access Database Formats.  

· The User’s Database – a database completed by the User (ISEA and Logistics Analyst) and returned to NSLC for further processing.

· The Administrator’s Database - used by NSLC to process, evaluate, and make recommendations back to the Program Executive Office.

· Cost Savings - The Program Executive Office/PM can strategically conserve funds using weighted results to prioritize candidates by the greatest expected Return on Investment (ROI).

· Unfunded candidates may be placed back into a pool for later reconsideration as funding becomes available. 



	Item 1
	Criteria:  Life Cycle Stage
	Criteria Definition.  The earlier in the system life cycle that a PBL strategy is implemented, the greater the potential benefits.  PBL solutions require sufficient time to generate the positive returns necessary to off set the related capital investments.  Assess the current life cycle status of your program and the potential benefits (cost and readiness performance) associated with implementing a PBL strategy either now or as part of a planned system modification (i.e., spiral integration). Also address the impact that implementing a PBL strategy would have on overall program planning, schedule and cost.

	
	Program Office Assessment:  

AN/XX   XXX  System is pre-production.  There is good potential for improved readiness and decreased costs.  Discussions are underway with NAVICP Mechanicsburg for a PBL effort.

	Item 2
	Criteria:  Acquisition Program Strategy
	Definition.  PBL implementation must be incorporated within the overall program acquisition strategy.  Synopsize acquisition logistics and sustainment plans for your program’s Acquisition Strategy.  Identify any programmatic risks associated with implementing a PBL strategy.

	
	Program Office Assessment:  

The production contract will be awarded after a competitive solicitation.  PBL should be implemented as part of, or in concert with a production contract.  The NAVSEA Program Office is budgeting for interim support spares funds that could be used to award a PBL contract.

	Item 3
	Criteria:  Organic Impact
	Definition.  DoN logistics is aligned both horizontally by function and vertically by program.  Accordingly, an optimal PBL strategy at the program level may lead to sub-optimizing at the DoN or DoD functional level.  Assess the impact of your proposed PBL solution in terms that permit assessment of the effect of the PBL strategy on the DoN/DoD infrastructure.

	
	Program Office Assessment:  

The AN/XXX PBL contract will be awarded by NAVICP or in concert with NAVICP.  It will be structured to use MILSTRIP requisitions and normal DoD processes.  This will allow optimal returns at the program level without detracting from DoN/DoD infrastructure.

	Item 4
	Criteria:  Commercial Base


	Definition.  PBL may require both capital investment as well as shift in the Government/Industry relationships.  Industry partners may be required to commit to long-term relationships and assume additional risk, including peacetime and wartime considerations.  Assess your commercial business base in terms of their understanding of the DoN environment, ability to perform successfully, management ability, understanding of system supportability issues, and corporate commitment.  Given the current organic and industrial base, describe the long-term prospects for continued competition and sources of logistics products and services.  If performed, describe the results of the independent analysis (NCCA or other activity) regarding life cycle cost effectiveness of your PBL strategy.

	
	Program Office Assessment:  

The current prime contractor is XXX.  While the production and PBL contracts will be competed, XXX or another large defense contractor will likely be the PBL prime.  XXX has proven to be a stable, committed defense contractor with a robust understanding of Navy support processes and infrastructure.  XXX already provides life cycle support on the XXX, which is another PMSXXX program.

	Item 5
	Criteria:  Design Considerations
	Definition.  Assess the system design in terms of potential PBL benefits and risks.  Consider current and projected requirements and their introduction into the operational environment.  Address the risk associated with establishing incentives based on performance.  Address the risk associated with achieving ORD, KPPs, thresholds and other performance requirements.

	
	Program Office Assessment:  

AN/XXX is a technically complex system.  It will operate from the XXX class ships and will be the first XXX system.  The risk of reliability and operational problems is significant.  An incentive based PBL contract could lower the risk of achieving KPPs.

	Item 6
	Criteria:  Technology Considerations
	Definition.  Assess the technology base for your system in terms of potential PBL risks and benefits.  Address life cycle technology insertion/refreshment and the associated challenges and benefits to supportability.  Address the risk associated with achieving ORD, KPPS, thresholds and other performance requirements.

	
	Program Office Assessment:  

AN/XXX is a technically complex system.  However, its sub-components are commonly supported Navy systems.  Life cycle technology insertion/refreshment is anticipated to be similar to a normal Navy combat system.  There is some rapidly moving technology such as software and processing equipment, but there is also stable technology such as Launch and Recovery gear.

	Item 7
	Criteria:  Summary Assessment
	Definition.  Provide your recommendation as to whether or not your program is a viable PBL candidate.  Discuss the pros and cons, risks, benefits and other relevant aspects of your PBL recommendation.  Provide Fleet/Warfighter concerns and recommendations regarding a PBL strategy for your system.  If your program is a viable PBL candidate, describe the scope of applicability and proposed start and end date (fully implemented).  Address any factors that may not have been address in the other six (6) criteria areas.  If your program is not a PBL candidate provide supporting justification.

	
	Program Office Assessment:

AN/XXX is a viable PBL candidate.  

Supply support through PBL will likely be implemented in the FY04 timeframe and continue indefinitely.

Other support functions such as training, fleet technical assistance, technical documentation maintenance, modernization are also PBL candidates.  These functions will be more difficult to integrate into a PBL contract due to program office funding constraints.  Fleet funding lines would have to fund some of these functions.  USC Title 10 and A-76 also imposes possible constraints on placing these functions under PBL.


Acquisition Logistics Manager


Date


Program Manager



Date


Program Executive Officer


Date
Sample B-2 – Performance Based Agreement
Performance Based Agreement between (XXXX Program Office and the Fleet

1. Purpose.  This System/Subsystem/Component Level Performance Based Agreement (PBA) sets forth the life cycle performance objectives as agreed to by Commander, Fleet Forces Command (CFFC), and the _____Program Office.  These objectives form the basis of a x-year life cycle support contract for the ______Program Name.  The life cycle support contract will provide - explain the level (system, subsystem or component) and areas of support (single, multiple or all logistics elements), design, engineering and technical support addressed by this agreement.

2. Scope.  This paragraph should identify which/how many systems, subsystems and/or components to which the agreement applies, the platforms to which the agreement applies, and information related to length and content of contract, if known.
3. Warfighter Performance Objectives. This ________PBA identifies performance objectives that will be the driving focus for implementing the PBL strategy for the __________systems.  This PBA incorporates system performance metrics as identified by the designated _______Fleet Representative and the ______Program Office in terms that are quantifiable for these ships. Detailed objectives based on these metrics should be contained in the Logistics Support Contract and be reviewed at major program milestones and annual reviews by the Fleet and ______Program Office include IPT representatives. 

  3.1. Warfighter Performance Objectives and Associated Metrics. The following overarching performance objectives and metrics are examples of those important to the Warfighter, and could be used in the Logistics Support Contract.
3.1.1. Objective – Availability. 

· Metric – Availability: Ao: the time free of C3 and C4 CASREPs for the system/sub-system/component that is the subject of the PBA.  

· Associated Metric: Fleet wide average for all systems over a 12-month period 

· Associated Metric: Time free of C3 and C4 CASREPs for a particular group of systems, such as those in a deployed Battle Group.

· Metric - Increased Availability: The change (increase) in the time free of C3 and C4 CASREPs from one 12-month period to the next, beginning with the start of the support contract.

· Metric - Readiness: Number of hours in a 24-hour period that the system is ready in a fully operational condition.

· Associated Metric: Fleet wide average for all systems in a 12-month period
· Associated Metric: Number of hours for the least ready system, of all systems, over a 12-month period.

3.1.2.  Objective – Cost.
· Metric – Mean Cost to Repair per Operating Hour: The average total cost (labor hours and material cost) and time required to restore equipment, or equipment interfaces within the _____ system to normal operational characteristics and/or design specifications, after a failure for any reason.

· Metric – First Pass Yield: The cost and schedule impact of drawing/technical data corrections for Title K and KP alterations and installation rework compared to the total drawing and technical data cost/time (as a percent) for corrections/rework required.
3.1.3.  Objective – Logistics Support.

· Metric – On Time and Accurate Delivery of Technical Data: Percentage of Technical manuals, operating procedures (e.g., EOSS, CSOSS) and other Technical Data provided to the ship or warehoused ashore are delivered on time and do not require rework.

· Metric - Configuration Management: The accuracy and currency of the Configuration Baseline as it relates to software and hardware.

· Metric – Alteration and ILS Document Deficiencies: The number of alteration and ILS documents delivered with no deficiencies compared to the total number delivered (percent) at End of Availability (EOA) or Installation (EOI).  A deficiency is the non-delivery of an ILS product (s) in at least an interim format. The metric would be applicable over the duration of the Life Cycle Support Contract.

· Metric – Fleet ILS Overrides: The number of alterations that the Fleet has granted permission to install prior to Ship Program Manager (SPM) certification of ILS for the alteration.  Metric applicable over the duration of the Life Cycle Support Contract.

3.2.  Warfighter Resources (Funding, Manpower, Facilities).  Define the funding for the phase you are in, and the Warfighter resources related to that phase. This section of the PBA needs to be updated as the program evolves and Warfighter resource requirement's change. 

4.  Roles and Responsibilities.  The roles and responsibilities of the participants are as follows:

a) Commander, Fleet Forces Command will: This section should include but not be limited to the following:

· Coordinate major Life Cycle Support efforts such as: Scheduled maintenance, training course schedules, and other schedule sensitive events with the operating schedules of the ships. 

· Monitor and analyze appropriate metrics in support of this PBA.  Additionally, as fleet measurement tools evolve, provide recommendations to improve or change metrics

· Provide material management interface and supportability data including historical demand data, reliability, and maintenance data to support metrics analysis and assessment of this PBA. 
· Provide Fleet IPT members (if applicable) to participate, together with Program Office designate representatives, in assessing performance objectives for the purpose of determining associated award incentives in support of the PBL contract.

· Designate representatives from the Fleet IPT to participate as voting members of the Award Fee Board to develop incentives associated with the agreed upon performance objectives from this PBA to be used in the PBL Support Contract.

b) The Program Manager Code will:

· Manage and assume responsibility for contract execution in support of the XXX Acquisition Strategy and/or Supportability Plan including the monitoring and analyzing of appropriate metrics for the PBA award fee and incentive processes
· Participate, together with a Fleet representative, in the assessment of performance objectives in accordance with the PBA for the purpose of determining award incentive based on PBL contract.

5. Constraints and Boundary Conditions.  The terms and conditions of this agreement: 

a) Will not supersede top-level program goals as stated in the Operational Requirements Document (ORD), Initial Capabilities Document (ICD) or revisions thereto.

b) May be affected by external factors such as DoN Planning, Programming, and Budgeting decisions, programmatic issues, and other unpredictable changes that would require this PBA to be re-addressed. 

c) Are limited to ships’ operation within the normal operating cycle (training for deployment, pre-deployment, deployment, stand down, routine maintenance period, etc.) and the performance objectives are required during wartime operations.

d) Do not apply to equipment subjected to failure such as battle damage during wartime operations or acts of terrorism.  Unusual damage that results in multiple catastrophic casualties and system deterioration are outside of the scope of the logistics support performance objectives.

6. Period of Performance.  The PBA is not a one-time event. These agreements reflect the dynamic relationship between Warfighter, government and the PSI throughout the system life cycle as the system evolves and requirements change. This agreement should be reviewed and updated annually or as deemed appropriate by the signatories. 
7. Implementation.

a) Upon signature approval of this PBA, ____(Program Office) will:

· Initiate development of a Performance Based Logistic (PBL) solicitation based on the performance objectives represented herein

· Assess proposals and award PBL contract 

b) At delivery, the ship’s crew will initiate tracking and reporting of applicable metrics prescribed herein.

c) _________(Program Office) will initiate collection and comparison of metrics prescribed in the PBL contract in support of performance objectives prescribed herein as part of the ___ (system, subsystem or component to be supported) Supportability Plan.  This will be performed progressively as ____ (system, subsystem or component to be supported) through ___ (specify duration).

d) _________(Program Office) and CFFC will jointly establish an IPT, which will:

· Meet semi-annually to review compliance with performance objectives and to make recommendations with respect to contract incentives/disincentives

· Meet annually to review efficacy of the PBA and to make recommendations to improve, revise, maintain or extend the PBA

· Meet as needed to resolve potential Reliability, Cost or Logistic Support issues identified during monitoring in the event that action is required prior to the next semi-annually meeting 

8. Approving Officials.

_____________________________                                  _____________________________ 


WARFIGHTER Rep 



Program manager

_______________________
                          __________________           


DATE




 
        DATE

Sample B-3 – Performance Work Statement Extracts*

*The following language is only intended as an example.  Specific language used in actual Performance Work Statements should be based on a program's own requirements.
Logistics

The goal of the Government is to establish a two-level maintenance concept with Government maintenance on-site and contractor depot support including: depot maintenance, inventory management, spares/supply support, provisioning, technical manual management and distribution, and emergency on-site assistance.

Training

The goal of the Government is to establish a single Government training center to handle maintenance and operator training for all three services using interactive training equipment and software that permits “lock-step” and “self-paced” instruction.
Data

The goal of the Government is to minimize the delivery of data in Government format and hardcopy and to maximize the use of a contractor-maintained electronic data library with data required to support SOW activities in contractor format.  Access to the current version of all program data would be provided to contractor and Government personnel working on the program.
Production and Support Planning

Acquire production planning for a follow on sole-source contract for sixteen (16) XXXX units.

Acquire support plans for spares, support equipment, technical data and training (maintainer and operator) during follow-on production and operations phase.

Acquire depot-level contractor logistics support plans for the operations phase.

Acquire Life Cycle Cost estimates including detailed production costs.
Logistics Objectives

Develop and Integrated Logistics Support (ILS) program to include technical maintenance and Commercial and Non-Developmental Items (CaNDI) documentation, prime contractor spares, provisioning technical documentation, inventory documentation, configuration documentation, training documentation, and other support elements needed to maintain and operate the training device when fielded.  The documentation shall be used during life cycle support for the device.

Establish contractor “Turn-Key” Logistics Support to operate and maintain the training device to a guaranteed reliability and availability level, including spares, associated user documentation, support data, test equipment, and maintenance training.

Train personnel in the operation and use of the XXXXX system and train Service Engineers in the configuration management responsibilities of the XXXXX system product baseline.
Support Objectives

Maintain an active Reliability and Maintainability program

Decreased number of unique repair parts and assemblies.

Decreased maintenance structure.

Decreased organizational training burden.

Increased flexibility of the approach to contractor logistics support with the benefit of supporting Logistics Directorate’s efforts to re-compete the CLS contract.

Greatly improved ability to conduct system upgrades, and to integrate new weapon systems and munitions.

Reduce organization manpower requirements both in the government and contractor support in efforts associated with exercise rotations and maintenance activities.
Repair, Replace, and Overhaul

The contractor shall make the decision to repair, replace, or overhaul as necessary the Equipment to meet the performance metrics of CLS.  All repair, manufacture, or overhaul work shall be to the Original Equipment Manufacturer’s (OEM’s) published standards and/or Service equipment data as applicable.

Maintenance Philosophy – The Government intends that organizational preventive maintenance is to be performance by Service personnel.  Organizational preventive maintenance is considered to be routine preventive maintenance, which is within the technical scope and ability of the frontline, user.

Emergency Maintenance – The equipment in question is subject to military operations.  The contractor shall provide procedures and policies for emergency repair and maintenance by Service personnel where operations and national interests dictate or failure of equipment occurs while at sea.

Warranty – The proposal shall address warranty of products and services and product or service recall procedures including independent engineering analysis supporting recall decisions.

Technical Publications – The contractor shall maintain applicable maintenance manuals and illustrated parts breakdown lists for the equipment in electronic format.  The Service prefers SGML format, tagged to Service standards.  This includes issuing periodic revisions to maintain accuracy of the data including, but not limited to, part numbers, maintenance procedures, repair limits, and test specifications.

Customer Service
The Contractor shall be required to provide a single point of contact service for Service users.

The contractor shall accept material and services requests electronically (electronic data interchange) or in writing (facsimile), with electronic data interchange (EDI) the preferred method.

The contractor shall propose a 24 hour 7 days per week electronic data link for the purpose of allowing designated Government personnel access to program data such as stock levels, repair data and performance metrics.  A report shall be required 90 days prior to the end of yearly contract term.

The contractor shall provide equipment reporting using mutually agreed upon software.  In addition, achieved reliability and availability data will be reported periodically in contractor’s format to substantiate compensation in accordance with the plan proposed by the contractor.

The contractor shall provide, at time of award, a 24/7-pager phone number for Government to notify the contractor of urgent requisitions, or other requisitions being transmitted during non-working hours that need to be filled on an emergent basis.  All urgent requisitions shall be processed during working hours.  Working hours are defined as Monday through Friday 0730-1700 CST, excluding holidays.

The contractor shall have the following information available for all orders and provide a report upon request from the government: Order Number, Date of Order, Cog, National Stock Number, OEM Part Number, requisition number, and unit address.

Logistics Objectives:
Sustain daily equipment serviceability (ES) of 90% for a Common Family of Medium Armored Vehicle systems.  ES is a readiness measure of the Brigade Combat Team’s ability to perform intended missions.   ES of 90% must be maintained for system and on board or integrated mission equipment regardless of source, and includes designated Operational Readiness Floats.  The Brigade Combat Team receives support from a tailored Support Battalion and through use of Reach-Back and use of an Intermediate Staging Base as agreed upon by the Government.

Technology Insertion

Offeror shall provide interface and integration support for new technologies and innovations for the life of the system.

Contractor Performance Metrics and Incentives

The goal of this contract is to encourage the Contractor to improve two key logistics metrics, availability and reliability, in order to reduce the cost of ownership over time.  The Contractor shall be responsible for maintaining accurate fill rate and reliability data in a contractor-developed database, which is subject to Government audit.  The database shall be described in the contractor’s proposal.

Operational Availability (Ao)

The overall objective of this specification is to attain an Ao as follows:


0.95 or higher at a 95% confidence level for each major component


0.975 or higher at a 95% confidence level for each system

The logistics down time shall be incentivized to provide sustainment repair parts and labor in less than 36 hours per action.  In no case should the Mean Logistics Down Time (MLDT) go above 100 hours at a 95% confidence level.  The contractor will be deincentivized by a factor of 1% per quarter, for any quarter, which they do not make their goal.

Mean Time Between Failure (MTBF)

With a 95% confidence, the MTBF shall have a minimum amount of operating hours in a field installed operational environment.  The following provides average operating hours for the 4 applications:


AAAA – 4400 hours annually


BBBB – 3000 hours annually


CCCC – 2800 hours annually


DDDD – 2000 hours annually

Mean Time To Repair (MTTR)

With a 95% confidence, the MTTR shall be 5 hours and have a maximum repair time of less than 24 hours for 95% of all failures.

Mean Time Between Overhaul (MTBO)

The MTBO will be 15,000 operating hours for major assembly removal.  The MTBO will be based on the highest failure rate item, which requires the major assembly to be removed.  The following provides the approximate number of years between overhaul for the 4 applications:


AAAA – 3.4 years


BBBB – 5 years


CCCC – 5.4 years


DDDD – 7.5 years

The following Statement of Objectives (SOO) is contained in a Statement of Work (SOW): 

· Serve as the “go-to” organization for the user in the field for software solutions

· Improve readiness through quick response to field user’s issues and inquiries

· Provide outstanding support to PEO/PM for acquisition of new systems.

· Maximize actual work performed based on the system priorities and funding constraints

· Establish closer relationships with customers, improve responsiveness to user problems, and improve overall software support to the Warfighter

· Provide an unparalleled service for all MIL-STD-1553 integration and test issues for DoD

· Provide quality and comprehensive MIL-STD-1553 products for maintenance, by reducing the logistics footprint and improving readiness

Sample B-4 – PBL Integrated Product Team Charter
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A Guide for Conducting Performance Based Logistics (PBL)

Business Case Analysis
Forward
The purpose of this document is to provide a template and guidance for conducting Performance Based Logistics (PBL) Business Case Analysis (BCA).  This guidance will enable the user to develop a consistent understanding of the objectives of the analysis process and provide the fundamental framework for integrating business case modeling into the management decision-making process.  This Guide answers the following questions: 

· What is a Performance Based Logistics (PBL) Business Case Analysis (BCA)?

· How and when is a PBL BCA used?

· Who should be involved in conducting a PBL BCA? 

· What are the steps and processes used to conduct a PBL BCA?

· What type of analysis should be included in a PBL BCA?

· Where do I find the data needed to complete a PBL BCA?

1.0
INTRODUCTION
The Department of Defense (DoD) and Military Services are transforming logistics support processes from traditional methods to product support strategies developed and tailored for a specific weapons system.  This Product Support Strategy (PSS) selection process evolves from the analysis and evaluation of many support alternatives, including Performance Based Logistics.  An important tool in this selection process is the Business Case Analysis (BCA).   PSS decisions should be based upon a best-value determination including an assessment of risk, benefits, capability to meet set performance objectives and cost.  The BCA provides a standardized and accepted process for making these best-value decisions.  

In support of the BCA process, the Defense Business Practice Implementation Board (DBB) has developed guiding principles for PSS BCAs.  The DBB guiding principles became DoD policy in a Memorandum issued by the Under Secretary of Defense for Acquisition Technology and Logistics on 23 January 2004.   Since that time there have been numerous follow-on documents developed by the services to further define and develop those guiding principles.  This guide provides information on how to apply those guiding principles in developing and conducting PBL BCAs, as well as detailed guidance regarding the specific considerations that program managers need to ensure are included in the analyses that support PBL decisions.  

Specifically, it provides the user with the details, templates and examples of the individual steps and processes associated with developing and conducting a BCA.  The examples and processes detailed within this Guide are largely based upon Hull, Mechanical & Engineering (HM&E) PBL Pilot program executed by the Surface Warfare Enterprise (SWE) Sustainment and Modernization Team.  Although it is not likely that every tool used for the HM&E PBL Pilot will be directly applicable to every program, the guide is will give programs a starting point in order to begin working through the unique issues of their individual program.
2.0
BUSINESS CASE ANALYSIS 
A Business Case Analysis (BCA) is a tool used to manage business process improvement activities from inception through implementation.  It identifies functional alternatives and presents economical and technical arguments for carrying out alternatives over the life cycle to achieve stated business objectives or imperatives.  A BCA is particularly effective as a management decision support tool for developing Performance Based Logistics (PBL) strategies.

Each business case will look different depending on its application.  However, essential ingredients remain constant and include functional process descriptions, cost projections, implementation plans, measures of performance, and risk assessment for each alternative under consideration.  To be effective as a management tool, a BCA must be completely and totally unbiased in its conduct and presentation.  It must never begin with any predetermined notions of the outcome or predetermined technological solution.  
2.1
BCA Organization 

BCA membership will vary depending on the needs of the program manger and requirements of the program.  At a minimum, the individuals identified in Figure 1 should be included in every BCA.  

2.1.1
Roles and Responsibilities 

Figure 1 – BCA Roles and Responsibilities

	BCA  Roles and Responsibilities

	Program Manager 

	 
	Approve or disapprove the proposed PBL alternative 

	
	Assign team members

	BCA Team Leader

	 
	Overall responsibility for development of BCA

	
	Coordinate and Direct Team Efforts

	
	Ensure BCA process complies with established guidance and directives

	Financial Analyst

	
	Develop Cost Estimating Models

	
	Perform Financial Analysis on alternatives and options

	Subject Matter Experts  (Logistics/Supply/War Fighter)

	
	Provide perspective and expert knowledge

	
	Assist in conducting tradeoff analysis between alternatives

	Analysts 

	 
	Identify data sources and collect data 

	
	Assist in initial assessments and data analysis


2.2     BCA Format and Content

The format and content of a BCA will vary depending on the organization, weapons system and program manager preference.  However, all BCAs should contain the following information at a minimum.
· An introduction that defines what the case is about (the subject) and why (its purpose) it is necessary.  The introduction presents the goals and objectives addressed by the subject of the case.

The methods and assumptions that state the analysis methods and rationale that fixes the boundaries of the case (whose costs and whose benefits examined over what time period).   

· The business impacts.  These include the cost and benefit analysis and the financial and non-financial business impacts expected in one or more scenarios.

· Risk and sensitivity assessments that show how results depend on important assumptions (“what if”), as well as the likelihood for other results to surface.

· Comparison and analysis of alternatives.

· Conclusions and recommendations for specific actions based on business objectives and the results of the analysis.
2.3    BCA Methodology

Figure 2 identifies the BCA elements, discussed in detail within the following paragraphs, in order provide the user with the principle components of the BCA process.  

Figure 2 – Business Case Analysis Development Process
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2.3.1    Establish Baseline (As Is)

The system baseline is a summary of the key elements associated with the existing or “As Is” support infrastructure of the system undergoing the BCA.  It includes but is not limited to individuals and organizations performing tasks, tools, systems and training critical to support processes, associated costs and operational requirements.  Establishing a system baseline provides points of reference for comparison alternative methodologies, and is necessary for performing a BCA on both new acquisitions and legacy systems.  The steps to establish the baseline, show in Figure 3, are essentially the same for a new acquisition as for legacy systems, with the exception being identification of a similar or analogous system to the new acquisition, whose data may be used in establishing the system baseline. 

Figure 3 – BCA Baseline Process Development

	Step
	BCA Baseline Process Development

	1
	Identify Analogous System (New Acquisitions)

	2
	Identify Baseline Support Structure

	2a
	    Identify Ownership Structure

	2b
	    Develop Workflows

	3
	Establish Baseline Support Costs

	4
	Identify Key Performance Indicators

	5
	Identify Legacy /Analogous System Issues


2.3.1.1 Identify Baseline Support Structure
The first step to performing a BCA is to determine how the system is currently supported or, in the case of a new design system, how the system would be supported if PBL is not implemented.    Understanding the baseline or “As Is” ownership structure is necessary for the cost and risk assessments.  Without understanding how support is (or would be) provided in a status quo situation, it is impossible to determine what changes could be made to reduce costs or improve performance.  The development of the ownership structures and workflows presented in the following sections are essential tools the PBL Team’s should use to identify the baseline support structure.  

2.3.1.1.1 Identify Ownership Structure
The Sample Ownership Structures shown in Appendix A, document an organizations reporting structure and chain of command.  The ownership structure will facilitate the data collection efforts and the identification of viable alternatives.   
2.3.1.1.2 Develop Work Flows
In addition to organizational view provided by the ownership structure the PBL Team should develop workflows for the primary support processes.  Work Breakdown Structures developed by the program office during the acquisition phase of the program may be utilized to determine the primary support processes.  The workflow for each support process should identify each organization involved in the process, a high-level description of each organization’s function, and an indication of how materials or information flow between organizations.  At a minimum, workflows describing maintenance, supply support, technical management and Distant Support (as required) should be developed.    Figure 4 provides the actual “As Is” corrective maintenance work flow for the HM&E PBL Pilot.


Figure 4 – Sample Workflow for Corrective Maintenance
2.3.1.2 Estimate Baseline Support Cost
Both the ownership structure and workflows will help identify which organizations should be contacted to obtain cost data.  

Typically, cost data that will be gathered from the identified organizations and will include the following:

· Personnel Costs:  includes the number of Full Time Equivalent (FTE) billets and their respective labor rates.  Labor rates for military and government labor categories are available on public websites.  Contractor labor rates may be available within the cost reporting requirements of existing contracts for support provided to similar systems.  In addition, contractor rates are publicly available from pre-negotiated schedule contracts such as the General Service Administration (GSA) contract or the SeaPort-e contract.  The rates for these vehicles are located on public websites.   

· Material Costs:  includes the cost of repairable parts and consumables.  For the purposes of a BCA Lite, it may be sufficient to capture the current annual material costs.  However, there are many variables that may cause those costs to change in the future.  Therefore, depending upon the level of fidelity required, it may be necessary to create a more sophisticated model in order to project future costs based upon changes in the systems operational profile or other variables.   

· Cost Recovery Fees/Pass-Through Fees:  most organizations recover costs that are not attributable to a specific program (i.e., administrative, facilities or other overhead costs) through the application of a cost recovery fee or other pass-through fees.  These fees are typically applied as a percentage of both labor and material costs.  The Department of the Navy Guide for Developing Performance Based Logistics Business Case Analyses, promulgated in November 06, 2007, provides an extensive description of the Cost Recovery Rate and burdening rates used by Naval Supply System Command (NAVSUP).    

· Procurement Costs:  includes costs that are directly attributable to specific program support requirements.  Procurement costs may include special tools, technical manuals, or specific software programs.   

As the Team begins to collect cost data, the cost analyst should begin building a cost model to provide a structure for recording and analyzing the data.  A sample Cost Model is provided as Appendix B.  The starting point for building the cost model is developing a Cost Element Structure (CES).  Appendix C shows a sample Cost Element Structure.  The CES is in a format that lists the significant Acquisition, Acquisition Logistics Support, and Operations & Support (O&S) cost elements.  Referring to the CES will help ensure the PBL Team captures those cost elements that are critical to a program’s success, as well as those that may be of secondary importance given the specific strategy.   

Once the CES is developed, the cost analyst will convert the CES into a cost model.  The cost model is built using a spreadsheet application in order to capture “As Is” and estimated future costs for each element.   

In estimating future costs, the cost analyst should help the PBL Team select the correct consolidation methodologies, build the cost model, and ensure the proper application of inflation indices and discount factors.  The PBL Team should assist in developing assumptions and ensure the cost analyst correctly captures how the support is currently provided, and how it may be provided in the “To Be” structures.  Documenting assumptions is a critical part of developing the cost estimate as they will be briefed to management following completion of the BCA.

2.3.1.3  Identify Key Performance Indicators

Key performance indicators will vary, depending on the system being analyzed, its present methodologies of support, its operational requirements and existing system metrics etc.  Some examples of system performance include, maintenance turn around time, system reliability, cost or man-hours of labor per operational hour, or mean time between component failures.   The key to performing this step is to ensure that efficiency of the “As Is” process is addressed in quantifiable terms.  To the maximum extent practicable, the key performance indicators should support the following types of high-level objectives:

· Maximize Operational Availability

· Maximize Operational Reliability

· Reduce/Constrain Cost per Unit Usage

· Minimize Logistical Footprint

· Enhance Logistics/Supply Response Time per USC Title 10

The development of key performance indicators will help support developing a realistic set of objectives that incorporate the trade-offs between these high-level objectives.       

2.3.1.4  Identify Legacy or Analogous System Issues

The PBL BCA should target support elements and processes that have negatively impacted the system under analysis.  The BCA team will have an idea of what these areas are, based on information gathered in developing work flows, cost models and key performance indicators.  This step may require some drill down to establish root causes.  For example, if a system has had problems with component availability that has impacted overall operational availability, the drill down may include determining if the problem is component reliability or a problem the repair turn-around-time.  The importance of this step is it enables the BCA process to target system deficiencies.  
2.3.2 Identification of Alternatives
Once an understanding of the baseline support cost drivers has been determined, the Team should explore a variety of alternatives and determine potential cost savings for each.  Three types of savings common to PBL are:

· Centralization and Consolidation of Activities:  savings can be obtained by consolidating activities performed by multiple organizations.  Savings through consolidation of activities is achieved by eliminating overlapping functions, and providing greater standardization of work activities.  

· Reliability Improvements:  PBL savings are often obtained through incentivizing and empowering the support provider to make reliability improvements.  To assess whether reliability improvements are possible, the PBL Team should compare the system reliability metrics (i.e., Mean Time Between Failures) to the system performance specification.    Systems that are not meeting the performance specification have a higher probability to achieve savings through reliability improvements.  Reliability improvements may result in cost avoidance or savings because ships would not have to replace parts as frequently.   In addition, the reduced demand may decrease the supply system’s logistics footprint.  

· Improved Supply Chain Management:  Savings can be obtained by reducing inventory and improving obsolescence management.  PBL often achieves supply chain improvements by shifting both the inventory management and ownership function to a contractor.   Ownership of inventory creates an inherent incentive for the PBL contractor to reduce inventory and manage obsolescence.  Streamlined support of an organic provider can also result in savings through eliminating unnecessary inventory and removing non-value added functions.   

After the Team gains a basic understanding of how savings may be obtained, they are ready to develop alternative support solutions capable of achieving savings.  Potential PBL alternatives can range from full commercial support to full government support.  Most viable alternatives typically include a mixture of commercial and government support functions.  

PBL alternatives should also identify the role of Product Support Integrator (PSI).  The PSI is  “the entity that consolidates accountability for product support within a single organization.”   Because the PSI has both visibility and accountability of the total support delivered, the PSI is positioned to evaluate which practices could increase operational availability and reduce support costs.  The PSI can then work with the various support organizations to implement those practices.   A PSI can be either a government or commercial organization.  “The PSI must be empowered to make support improvements and should have either control or significant influence over engineering, maintenance and inventory management functions.”  

When developing alternatives, it is helpful to diagram the alternative ownership structures, and compare them with the “Status Quo” or baseline discussed earlier in this document (sample included in Appendix A).  Figure 5 provides a sample “Status Quo” ownership structure.  The alternatives to the “status quo” will normally be either a PBL partnership or a PBL commercial contract.  For each alternative considered, the BCA Team should develop a proposed ownership structure and workflows.  An explanation and generic ownership structure for all three scenarios is as follows:

Status Quo: 

The status quo is the weapons system support methodology that is currently being used.  This is always an alternative, because it may be the best business case scenario available.   The purpose of the BCA is to determine what alternative provides the best method of support, so all alternatives should be compared to the baseline or status quo, to determine if they are a better alternative, and if they aren’t, the status quo becomes the alternative of choice.
Figure 5 – Sample Ownership Structure for Status Quo
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PBL Partnership:

A PBL Partnership is a performance based contract/partnership between a commercial contractor and a service organization.  The partnership can be a mix of many variables, including but not limited to the contractor working side by side with military or civil service personnel at a government depot location; or the contractor being responsible for some portion of Sustainment and the government other portions (e.g., the contractor may repair components and the government assemble and test the final product on the same repair line).  Other scenarios may include the contractor setting up a forward repair facility with limited depot capability at a military location, and working side by side with military personnel in maintaining the weapons system.   Figure 6 provides a sample ownership structure for a PBL partnership alternative. 

Figure 6 – Sample Ownership Structure for PBL Partnership
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PBL Commercial Contract: 

A PBL Commercial Contract is defined as a performance based contract that gives a contractor control over some or all of the Sustainment elements of a weapons system.  It can be limited to a specific component or part, where the contractor is responsible for all maintenance, configuration (within required form/fit function parameters), and upgrades with continuously raised benchmarks for reliability and component availability.  If the contractor meets or exceeds benchmarks, there is a financial incentive.  If the contractor fails to meet benchmarks; there is a penalty that may range from having to provide additional assets at no cost to the government, to loss of fee.  The commercial contract may also include a much broader scope, including contractor responsibility for all aspects of Sustainment, with a requirement to meet and sustain a specific level of system operational availability or Ao.  Figure 7 provides a sample ownership structure for a PBL Commercial Contract.

Figure 7 – Sample Ownership Structure for PBL Commercial Contract
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2.3.3    Data Gathering 

Developing and conducting a BCA will require a variety of data on workload, performance, standards and cost, and locating that data is often labor intensive and time consuming.  The following list of data as well as other sources of data should be used as necessary and appropriate.  However it does provide a starting point for locating data most commonly sought for a BCA.  

· Organizations

a.   Government agencies including: program offices, Systems Commands, Logistics Commands, appropriate technical authority, In-Service Engineering Activity (ISEA), naval warfare centers, depot level facilities, and the Defense Logistics Agency (DLA), to include the applicable DLA field activities.

b.   Original Equipment Manufacturers (OEM)

· Rate information sources

a.   Comptroller Composite Rates for Civilian and Military Labor, reference (e) refers.  

      http://www.dod.mil/comptroller/rates/
b.   Inflation factors Naval Cost Analysis Division (NCAD) website, reference (I) refers.

     http://www.ncca.navy.mil/services/inflation.cfm
c.   Discount rates from Office of Management and Budget (OMB) Circular A-94, 

      reference (d) refers.   

     http://www.whitehouse.gov/omb/circulars/a094/a094.html
· Requirements, planning and technical documents
a.   Manning Documents

b.   Work Unit Code Manuals

c.   Technical Manuals

d.   Weapon System Planning Document (WSPD)

e.   Navy Training Plan (NTP) / Navy Training Systems Plan (NTSP)

f.   OP-20 Budget Analysis Report 

g.   Maintenance Requirement Card (MRC)

h.   Maintenance Index Pages (MIP)

i.   Logistics Requirements and Funding Summary (LRFS) and Facilities Plan

j.   Naval Inventory Control Point (NAVICP) Demand History Files

k.   Program Capabilities Development Document/ Capabilities Production Document (CDD/CPD)

· Operations, maintenance and logistics data sources

a.   Visibility and Management of Operating and Support Costs (VAMOSC), 

     http://www.navyvamosc.com/
b.   Federal Logistics Database (FEDLOG),  

     http://www.dlis.dla.mil/fedlog/default.asp
c.   U.S.  Federal Supply Catalog (access through HAYSTACK),

     http://govsupport.partslogistics.com/
e.   WebLINK (Logistics Information Network), 

http://www.dlis.dla.mil/link.asp 

f.   Open Architecture Retrieval System (OARS) for 3M data, 

     http://www.oars.navsea.navy.mil/index.htm
g.   Configuration Data Manager’s Database-Open Architecture (CDMD-OA),

      http://www.cdmd.navy.mil/
h.   General Distribution Allowance Parts List (GDAPL),

      http://www.navicp.navy.mil/05/caprod.htm
i.   Automated Support Equipment Recommendation Data (AUTOSERD), 

     http://logistics.navair.navy.mil/autoserd/index.cfm
2.3.4      Evaluation of Alternatives 

The evaluation of alternatives is the heart of the PBL BCA process.  It is here that the data associated with the key business elements of the alternatives including cost, benefits, financial, risk and sensitivity are compared.
2.3.4.1 Cost Analysis Processes
Figure 8 represents the steps to complete the BCA Cost Assessment Process. 
Figure 8 – BCA Cost Assessment Process
	Step
	BCA Cost Assessment Process

	1
	Identify Cost Drivers

	2
	Estimate Alternative Costs

	3
	Develop Delta Between Baseline and Alternative


2.3.4.2 Identify Cost Drivers
The estimate of baseline support costs serves as the starting point for identifying cost drivers.    Cost drivers are the 3-5 cost elements which collectively make up the vast majority of annual projected costs.  For example, in the case of the HM&E Pilot Program three cost elements (i.e., Manpower & Personnel, Supply Support, and Design Interface) were identified as the primary cost drivers.  The BCA Team should examine the cost elements identified as cost drivers in greater depth in order to fully understand what variables impact those costs.

2.3.4.3 Estimate Alternative Costs
The cost analyst working with the BCA Team should develop cost estimates for each alternative.   The cost model and associated CES developed for the “As Is” baseline support should serve as a starting point for estimating the costs of the alternatives.  For each cost element, the cost analyst should determine how the costs would change for each alternative.  The cost analyst should pay particular attention to labor rates, and cost recovery/pass through fees which will be different depending upon the organization performing the activity.    

The cost analyst, with the assistance of the BCA Team, will need to make a number of assumptions regarding the potential cost savings.  Common assumptions include:

· Reduction in FTEs due to centralization of responsibilities:   the BCA Team should determine what reduction is reasonable.

· Increased System Reliability:  if the system’s reliability is below its design specification and the PBL strategy includes the use of incentives tied to reliability improvements, then it is suitable to assume the PSI will be able to achieve reliability improvements.

· Improved Supply Chain Management:  estimating cost savings as the result of supply chain improvements.  One quick way to estimate potential savings is to calculate the difference in cost recovery fees between baseline support and the PBL alternatives.  The NAVICP should be consulted in order to fully understand what reductions are possible and what supply support options are feasible.   

The cost analyst should work closely with the BCA Team to ensure that the assumptions are realistic.  The Program Manager (PM) must understand and agree with the assumptions being made.
2.3.4.4  
Benefits Analysis

A Benefit Analysis is integral to determining the best value solution.  A Benefits Analysis is a systematic method for assessing the tangible and intangible benefits based on mission and/or organizational requirements.  Benefits represent improvements in performance or decreases in costs of each alternative over the status quo.  The benefits estimate seeks to take all such benefits and reshape them into a form useful for objectively comparing the alternatives.  The method employed varies based on the types of benefits.   NAVSEA PBL BCAs shall refer to SECNAV Instruction 5220.13, which categorizes benefits as Type 1, 2, or 3 based on the following definitions:

· Type 1/Quantitative Benefits- Permanent cost reduction identified to program Budget Line Items (BLI) (referred to as “Hard Savings” in industry).

· Type 1A: Benefits are available for reutilization.  Benefits result in ability to reduce actual program budgets (by BLI).

· Type 1B: Benefits offset documented and/or undocumented efficiency challenges.

Example:  Elimination of non-labor cost; reduced Contractor Service Support; elimination of whole work-year(s) and associated billets; reduction to budgeted overtime.
· Type 2/Qualitative Benefits- Potential cost reduction from decreased cycle times or improved equipment/space utilization (referred to as “Soft Savings” in industry). 

Example:  improved resource utilization to produce a product (work-year reduction but does not eliminate a billet, improved capital equipment utilization, partial footprint reduction).  Note:  Type 2 benefits may be aggregated over time to result in Type 1.  Example:  multiple Type 2 projects are executed in a branch, division or department.  Cumulative work years saved may allow for workload realignment enabling elimination of a billet.  

· Type 3/Inestimable Benefits- Some benefits are quantitative in nature, yet the actual quantity is an unknown value.  These benefits are treated largely like qualitative benefits; they cannot be ignored in the analysis, yet assigning a specific value to them would be too speculative.  

Example:  improves safety, customer satisfaction, quality, and work-life.   No financial calculation or validation is required.

2.3.4.5
Financial Analysis
The results of the Cost and Benefits Analyses described above are used to calculate relevant financial measures and metrics, which can be used to help determine the preferred alternative
Figure 10 below provides a representation of how the financial analysis relates to the cost and benefits analysis and provides examples of financial metrics.

Figure 9 – Financial Metrics


A summary of typical financial analysis calculations are included in Figure 11 below, followed by a narrative description on how they are calculated.    

Figure 10 – Typical Financial Analysis Calculations

	Typical Financial Analysis  Calculations 

	Return On Investment (ROI)

	Net Present Value (NPV)

	Discounted Payback Period (DPP)/Break Even Point

	Cash Flow Analysis


A brief description and method of calculation for each of the typical financial metrics included in a Financial Analysis follows:  

· ROI – The ROI value represents how much is saved for every dollar invested in the alternative.  ROI means the “Return” (incremental gain) from an action, divided by the cost of that action.  In this sense, an investment that costs $100 and pays back $150 after a short period of time has a 50% ROI.  When “ROI” is requested, it is prudent ask specifically how that is to be calculated.  Understand clearly, that is, how both the “return” and the “investment” are derived and what time period is covered.  The calculation of the ROI is intended to describe the return, over a specified period of time that follows from a given investment.  The results of an ROI calculation can be interpreted as a ratio (e.g., 4:1), however, more commonly it is interpreted as a percentage and calculated as follows:
ROI = [(Benefits – Investment) / Investment] * 100

· The key elements that factor into the ROI calculation are Benefits and Investment.   In the function above, the Benefits term represents the change in recurring costs, over a specified period of time, in terms of cost savings or avoidance.  The Investment term is intended to reflect the amount of investment made in the new process.  For DoD systems, this is typically through Full Operating Capability (FOC).  To properly calculate an ROI, all terms must be known.  To reach the highest degree of accuracy, the phase-out schedule for the status quo must also be included to incorporate the dollars spent on the status quo environment during transition.  A ratio of 1.0 indicates that the present value of the savings is equal to the present value of the investment.  The calculation begins with constant dollars.

· NPV – Net Present Value represents the present value of the benefits (i.e., the quantifiable savings that results from the initiative) minus the present value of the investment costs.  Using Discounted-Constant Dollars, NPV is calculated for an alternative by summing the benefits that occur over the alternative’s life cycle and then subtracting the investment costs.  If the NPV is positive the alternative will result in net financial benefit.   If the NPV is negative the alternative will not be financially beneficial.  However, a project should not be automatically discarded if it has a negative NPV.  Some alternatives may result in performance increases and improvements in product support that may justify the alternative’s cost.

· DPP / Break Even Point – The DPP calculates the number of years required for total benefits to equal total costs.  The Break-Even Point, or pay back period, occurs when the savings in current dollars equals the investment in current dollars.  The payback period metric takes essentially an “Investment” view of the action, plan, or scenario, and its estimated cash flow stream.  Payback period is the length of time required to recover the cost of an investment (e.g.  purchase of computer software or hardware), usually measured in years.  Other things being equal, the better investment is the one with the shorter payback period.  Also, payback periods are sometimes used as a way of comparing alternative investments with respect to risk: other things being equal, the investment with the shorter payback period is considered less risky.
· Cash Flow – Creating a graphical representation of Cumulative Net Cash Flow (yearly cumulative of benefits minus costs) over the alternative’s life cycle can provide a useful tool for decision makers.  Typically, a line graph is used in which the Y-axis represents cash flows and the X-axis represents time in years.  The cash flows for each alternative are then plotted on the graph.  Where the line crosses the X-axis represents the point the alternative begins to result in savings.  Cash flow can be plotted in Current-Year or Constant-Year dollars.  A sample graphical representation of cumulative net cash flow is shown in Appendix D.

2.3.4.6 Risk Analysis Process 
Risk Assessments are performed as part of the overall BCA Lite process.  In NAVSEASYSCOM’s “A PM’s Guide to Conducting PBL BCAs,” the Risk Assessments are the fourth step in the overall BCA process.  The PBL BCA Guide states: 

“Risk Assessments that show how results depend on important assumptions (“what if”), as well as the likelihood for other results to surface.”

The Risk Assessment process is summarized in Figure 12 below, followed by a narrative description of the process.  Depending on the complexity of the PBL strategy at hand, the number of risks identified, and the level of controversy surrounding the risk determinations, the risk assessment process may require multiple team sessions.    

Figure 11– BCA Risk Analysis Process

	Step
	BCA Risk Analysis Process

	1
	Identify risks

	1a
	Ensure common understanding of alternatives, assumptions, potential benefits

	1b
	Apply problem-solving skills to identify potential risks

	1c
	Record all risks in narrative format

	2
	Analysis of Identified Risks

	2a
	    Determine probability of occurrence based on established

    criteria

	2b
	    Determine severity of impact based on establish criteria

	3
	Record all risks on Risk Reporting Matrix


2.3.4.6.1 Risk Identification
Risks are issues that, if not addressed, may negatively impact the implementation and execution of a proposed alternative.  Once identified, the risks need to be analyzed for their probability of occurrence and severity of impact related to cost, schedule, and performance.  The assessment should identify the level of mitigation intervention required to reduce each identified risk.

PBL risks will typically be associated with the following eight areas.  These issues were derived from PBL-specific surveys and past experience.  The eight issues are as follows:

· Initial and Long-Term Funding

· Contracting

· Organizational Cultural Change

· Identification of Performance Metrics

· Initial and Long-term Linkage to Warfighter Requirements

· Performance Flexibility to Accommodate Changes in Operational Demand, Changes in support capabilities

· Management/Technical Oversight Capability

· Confidence in Cost, Schedule and Performance Data 

The list is intended to be a sampling of potential risk areas, and is not all inclusive.  Some areas listed above may not be applicable in all cases and there may be other risk areas identified.  

2.3.4.6.2      Application of Problem Solving Skills

The following problem-solving techniques are useful for risk identification.  A mix of these techniques can be applied at any stage of risk assessment.

· Brainstorming within the BCA Team 

· Analyzing previous PBL programs from lessons-learned documentation

· Analyzing documentation, assumptions, and source data related to risk probability elements.  Examples include the following: 

· Funding - Available Budgets and Funds Ownership Issues – Will the funds needed to support the alternatives be available when needed?  Will they be available for the proposed life of the contract?  Is the cognizant Budget Submitting Offices (BSO) aware and supportive of the budget requirements?  Will senior level intervention be required to facilitate support?  If so, what level of intervention will be required?

· Contracting – Are there adequate resources to execute within the proposed timelines?  Will the PBL strategy place new demands on the contracting workforce? (There may be a need to work with multiple funding lines (e.g., Operations, and Maintenance, Navy (O&MN); Other Procurement, Navy (OPN); Weapons Procurement, Navy (WPN) ; or Navy Working Capital Fund (NWCF)); multiple contract line items (CLINS), multiple sets of terms and conditions.  Also, what is the status and type of existing support contracts:  Will the new alternative align with completion dates of current contracts?  Or will contracts need to be re-negotiated?  Will there be termination/cancellation costs?

· Organizational Cultural Change - Perform a comparison between “As Is” and “To Be” Support Organizations – including both technical and management infrastructure  (this was described as part of the Cost Assessment Process in section 3.1.).  Review for impact on personnel and facilities.  Will these changes (either increases or decreases) have an overall positive or negative affect on the infrastructure?  Assess the impacts on existing support processes –Will there be requirements for training, business process reengineering?

· Performance Metrics - Are the requirements clear?  Can they be translated into concise performance metrics, incentives and award fee criteria? 

· Warfighter Requirements – Will the alternatives adequately address warfighter requirements and provide performance feedback? 

· Support Flexibility - Is there adequate flexibility in the alternatives to accommodate demand surges?  Can the alternative accommodate changes in geographic operations?  Are there on/off ramps?  Is there a capability to accommodate a learning curve if the alternative is different from the status quo?  Has an exit strategy been identified to mitigate the risk of poor support provider performance?  Is the Industrial Base robust, providing adequate access to alternate sources of support providers?    

· Management/Technical Oversight Capability – Will there be a streamlined structure, a single focal point for technical and management problem resolution?  Are there common data standards to be used by the support providers?  Is their adequate maintenance and configuration data?  Do the proposed support providers possess the capability to maintain data and provide adequate support visibility?   
· Cost, Schedule and Performance Assumptions – What level of confidence is their in the current data?  Are the PBL alternatives based on actual data?  Extrapolated from other similar programs?  Or are they pure estimates – based on educated “best guesses”? 

Identified risks will be captured in narrative form with sufficient text to ensure it is understandable by an outsider observer.  See Appendix E for a listing of specific risk areas identified for the HM&E PBL.  
2.3.4.6.3   Analysis of Identified Risks

The intent of risk analysis is to answer the question “How significant is the risk?” by:

· Considering the likelihood of occurrence (sample in  Figure 13)

· Identifying the severity of impact (i.e., consequences in terms of performance, schedule, cost, and level of risk mitigation required) utilizing Figure 14 

· Reporting the overall risk level using the Risk Reporting Matrix (sample in shown in Figure 15).
2.3.4.6.3.1   Probability of Occurrence

The likelihood of each root cause is established utilizing the probabilities shown Figure 13; other criteria can be developed specific to each case.   For example, a PBL Pilot team may identify the following risk:   If there is not adequate O&MN funding available in the next fiscal year, the PBL alternative will not be executed in accordance with schedule targets.  The team believes this is risk is a realistic possibility based on the fact that the subject PBL effort is new, and financial estimates were not incorporated into budget projections.   In this case, the team estimates a 50 percent probability that the funding risk will occur.  Therefore, the corresponding likelihood is rated as Level 3.   
Figure 12 – Probability of Occurrence Criteria
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2.3.4.6.3.2    The Severity of Impact 

The severity of impact is determined using the criteria described in Figure 14 below.  Continuing with the prior example of the funding risk, if that root cause has no impact on performance or cost, but may likely result in a minor PBL contract award schedule slip (<1 month), then the corresponding consequence is a Level 2 for this risk.  The Team notes that the PM should be able to mitigate these risks by identifying other available funds, or executing a budget re-programming action.  Based on the group’s determination, the responsibility for risk mitigation would remain below the PM, which is consistent with the assignment of a Level 2 risk assessment.

Figure 13 – Severity of Impact Criteria

	Level
	PBL Support Performance  
	Schedule
	Cost
	Risk Mitigation 

	1
	Minimal or no consequence to  provider performance
	Minimal or no impact to PBL Implementation or Execution Schedule
	Minimal or no impact
	No mitigation step required.

	2
	Minor reduction in support provider performance, can be tolerated with little or no impact on program
	Able to meet key dates
	Budget increase or system/equipment supportability cost increase
	Minor mitigation actions required.  Mitigation responsibility  below the PM

	
	
	Slip <  1  month(s) 
	<  **  (1% of  Budget)
	

	3
	Moderate reduction in support provider performance with limited impact on program objectives
	Minor schedule slip.  Able to meet key Implementation or Execution milestones with no schedule float
	Budget increase or system/equipment supportability cost  increase
	Mitigation actions required.   Mitigation Responsibility with the  PM

	
	
	Slip <  3  month(s) 
	<  **  (5% of Budget)
	

	4
	Significant degradation in support provider performance; may jeopardize program success
	PBL Implementation and/or Execution critical path affected
	Budget increase or system/equipment supportability cost increase
	Significant mitigation actions required.   Mitigation responsibility level  at the PEO  level.

	
	
	Slip <  6  months
	<  **  (10% of Budget)
	

	5
	Severe degradation in support provider  performance; Cannot meet key supportability threshold; will jeopardize program success
	Cannot meet key program milestones
	Exceeds Program Budget threshold
	Major mitigation actions required.   Mitigation responsibility outside of NAVSEA (e.g., Congress).   


2.3.4.6.4     Risk Reporting Matrix

A standard format for evaluation and reporting of program risk assessment findings will help facilitate a common understanding of PBL risks for management decision-making.  The Risk Reporting Matrix (Figure 15) is used to display the level of risks previously identified using Figures 13 and 14.  The level of risk for each root cause is reported as low (green), moderate (yellow), or high (red).

Each undesirable event that might affect the success of the PBL Program support alternative (performance, schedule, cost, mitigation level) should be identified and assessed as to the likelihood and consequence of occurrence.  The results for each risk will then be plotted in the corresponding single square on the Risk Reporting Matrix.  In our example, the probability and severity levels were both assessed as “3” and “2” respectively.  Therefore the corresponding risk color is reported as “yellow.”
Figure 14 - Risk Reporting Matrix
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Because the Reporting Matrix is used to document risks associated with multiple alternatives, risk assessment for each alternative need to be clearly differentiated in order to facilitate comparisons.   With the funding example, the team assessed two alternatives and chose to differentiate by color (black and blue).  Shape (i.e., circle, square, triangle, etc.) is another approach to alternative differentiation.  The number in the shape would correspond to the specific risk area.  The primary output of this process is the graphic presentation of prioritized risks for presentation to senior level decision-makers.  Although the resultant risk impact rating is expressed as a quantity, this process is primarily subjective in nature.

The Risk Reporting Matrix is used to brief the Program Manager, as part of the PBL decision-making process.  An example of a completed Risk Reporting Matrix, incorporated into final presentation format, is included as Appendix F.
2.3.4.7 Sensitivity Analysis
Sensitivity analysis attempts to explain what happens if assumptions change or are wrong.  Specifically, how sensitive are things like the financial models, or cost, benefits and risk analysis processes.  If one element changes, how does this affect the bottom line.  A sensitivity analysis should always be performed on feasible alternatives, and can be used as a differentiator when there is no clear best alternative.  The steps associated with sensitivity analysis are listed in Figure 16 below, followed by a narrative description of the process.

Figure 15 – Sensitivity Analysis Process

	Step
	Sensitivity Analysis Process

	1
	Identify Key Factors

	2
	Assess the Impact on Analysis Results  

	3
	Rank Factors by Order of Importance


2.3.4.7.1 Identify the Factors
Each scenario or BCA will have its own factors that need to be analyzed for sensitivity.  The BCA team should always look at areas of uncertainty caused by lack of data, disagreement or at areas where there is no clear “best alternative.”  Examples of factors to be considered are:

· System Operational Profile: what if the planned operational use changes in a manner that increase or decreases the number of locations or changes in the number of operating hours?
· Delivery Schedule:  what happens if the schedule for system delivery is extended or shortened?
· System Reliability: what is the impact if expected component or system MTBF changes?
· Expected System Life: what happens if the system is in service longer or shorter than planned?
· Inflation Rates: what is the impact of using a higher or lower inflation rate?  
2.3.4.7.2 Assess the Impact on Analysis Results
In order to assess the impact of each identified factor on the analysis the potential variances for each of the identified factors should be determined.  Changing the value of each factor within their expected variances provides the analysts with a better understanding of the impact of those variables on the potential outcome.  The BCA Team Lead should make a determination as to the level of sophistication required for the sensitivity analysis.  The sensitivity analysis can be as simple as a series of “what if” exercises that assess the impact of changing the key factors or could employ more sophisticated modeling techniques such Monte Carlo simulations. 

2.3.4.7.3 Rank Factors by Order of Importance
Once the impact of changes to each identified factor is understood, the factors should be ranked in order of importance.  The process of ranking the factors will assist the team in determining which factors may require more research in order to obtain greater confidence in the analysis.  In addition, ranking the factors will assist with the alternative selection process.  For example, if two alternatives appear to have very similar costs but changes to one of the key factors is likely to increase the costs associated with only one of the alternatives then the BCA Team may factor that into their alternative selection process.  
2.3.5    Selection of an Alternative
Once all data on alternatives has been gathered and analyzed, a process needs to be established to select the alternative that provides the best combination of savings, performance, risk and operational availability.  It will be the team’s responsibility to discuss among themselves the processes, assumptions and calculations, and to make a decision about whether to maintain the status quo, or to select an alternative for implementation.   
2.3.5.1 Summary of Analysis
The objective of developing a summary of the data developed during the analysis of each alternative is to enable team members to see the differences and impacts of alternatives laid out in a manner where they can be easily viewed and a compare and contrast analysis can be performed.   The summary may be presented in a number of formats, including Power Point Slides, Excel spreadsheets etc.
2.3.5.2 Comparison of Alternatives

The process of selecting an alternative includes evaluating each alternative based on an established criticality and weighting of the data that has been gathered, including cost, risk, benefits, sensitivity etc., and reaching a conclusion as to which alternative (or status quo) provide the optimal support solution.  This may be accomplished in a number of ways, but the most effective manner is a two step process that includes establishing parameters and guidelines and facilitation of discussion.  
2.3.5.2.1 Establishing Parameters and Guidelines
The framework for establishing the parameters and guidelines used for evaluating alternatives may come from a number of sources, including DOD or service level policy and guidance or direction from the PM or BCA team lead.  It may include the requirement for a level of cost savings, or a level of improved performance for an alternative to be viable.  It may also include direction for certain elements to have a hierarchy of importance, such as low risk being more important than cost savings, or cost savings being more important than increased reliability.  For example, the PBL decision for the HM&E pilot was based upon the alternative that would provide the greatest cost savings while not impacting support performance.  Decision-making can also be improved by the use of software support tools such as Expert Choice, an analytical hierarchy program, or other commercially available products designed to help enhance the quality of group decisions.  The use of these types of tools would help the team to quantitatively assess the relative importance of key factors in the alternative selection process, and ensure consistency and relevant comparisons.  Whatever the parameters and guidelines are, they need to be laid out for the BCA team to view in a logical and understandable format.
2.3.5.2.2
Facilitation
Using the comparative data and parameters and guidelines, the BCA team should be able to commence discussions to select alternatives.  These discussions should be led by a designated facilitator, either from within or outside the program.  Decisions can be made via brainstorming and developed based on lessons-learned and PBL-specific studies and surveys.

Whether through the use of a tool, or via a consistent application of team-generated criterion, the team facilitator needs to ensure the team outcome is reasonable and defensible.  The facilitator needs to ensure meetings provide an open forum for stakeholders to share ideas, feelings, issues and concerns.  It is also the facilitator’s responsibility to lead the team to final conclusions and selection of alternatives.   
3.0 
IMPLEMENTATION STRATEGY
Once an alternative is selected, the associated changes will have to be implemented.  In order to mange this process effectively there are a number of steps and planning processes available to assist in making a smooth transition to the alternative selected in the BCA.  These include: Stakeholder Management Plan, Plan of Action and Milestones, and Key Performance Measures and Outcomes.
3.1
 Stakeholder Management Plan

Implementation of any new process or concept that results in changes within an organization requires planning, management, communication and coordination of the change processes.  The most effective way to accomplish this is through the development of a Stakeholder Management Plan.  A well drafted plan should discuss any cultural changes required, shared visions between stakeholders, what necessitates the change, expected stakeholder resistances, leadership buy-in, communication strategies, and possible infrastructure changes.  The plan is based on effective marketing of the project and the building of a partnership between the project management team and the user community.  An effective Stakeholder Management Plan should contain the following major elements:

3.1.1
 Stakeholder Action Plan

If the investment decision impacts stakeholders, there should be a plan or process that addresses how the stakeholders will be informed, involved, convinced or otherwise engaged in the new process to gain their support.  A Stakeholder Action Plan should address the following:

· Who are the stakeholders? 

· What are the stakeholder’s interests?

· Why should they be involved?

· What stakeholders contribute to the implementation or planning process?

· How might they participate in the implementation and planning process?
3.1.2
 Communications Plan

Communication is a major component of any successful organizational process change, and a key element of an effective Stakeholder Management Plan.  Without effective communication, key stakeholders may miss out on vital information and may not understand why change is needed.  The best way to approach communication is to develop a clearly planned approach or strategy.  Address the means, methods and messages, along with the schedule for delivery, to explain the initiative to the stakeholders, and other parties impacted by the investment decision.  The key elements to a communication plan include:

· Target audience/stakeholder group: 

· Who will benefit from the project?

· Who are the key stakeholders?

· Who are the key target audiences within each stakeholder group?

· Objective:

· What do you intend to communicate to the stakeholder group?

· What are the key points stakeholder groups need to understand and act upon?

· Communication Tools:

· What communication methods/tools are most effective for the target audience?

· Responsible Organization/Individual:

· Who will be responsible for implementing each action?

· Timeline:

· When must each action take place?

· When must it be completed by?

· Cost:

· What are the costs associated with each action? 
3.1.3
 Training Plan

Organizations and individuals who are impacted by the implementation often times require new skills and information to effectively carry out their responsibilities under the new concept.  The Training Plan describes the strategies, activities and tasks necessary to perform the new initiative successfully, and helps ensure that project outcomes are successfully achieved.  The Training Plan should include the following:

· A description of the objectives and scope of the training

· The training requirements

· Required skills

· Audience(s)/individuals

· Required time frame.

· Training roles and responsibilities.

· Training strategy.

· Sources for Training.

· Costs for Training 
3.2
Plan of Action and Milestones

Developing a plan that identifies the steps that need to be taken and the timeline they need to be started and completed by will help ensure a successful implementation of the alternative selected in the BCA.  This type of plan is often called a Plan of Action and Milestones (POA&M), and it provides a tool for the PM to communicate and coordinate the tasks necessary for a successful transition.

The POA&M should identify the type of approach to implementing the preferred alternative (e.g., one large project, a number of smaller projects or a combination of both).  The breakdown of the projects within this strategy can also be included where the “manageable chunks” or phases for each project have been identified.  It is also good idea to hold a walkthrough of the POA&M with all stakeholders to verify that all necessary tasks are accounted for, are in their proper sequence, are assigned to appropriate organizations or individuals, and that the timelines are manageable.

When developing the POA&M, the following should be considered.  

· Have dates been applied to all tasks?

· Are the sequencing and timing of the tasks are correct?

· Have responsible individuals or organization been assigned each task?

· Have dependencies between tasks been identified and communicated?

· Has the plan been reviewed with all impacted stakeholders
3.3
Key Performance Measures and Outcomes

A key aspect of implementing an alternative derived from a BCA is the ability to track results of the initiative over time.  Determining performance measures and outcomes (also known as metrics) at the beginning of an initiative helps assure that the initiative stays true to the initial purpose and priorities.  Defining the desired outcomes or acceptance criteria at the beginning of the initiative also clarifies the initiative’s scope.  Using performance measures establishes whether the initiative did indeed succeed, and provides a starting point for developing future lessons learned.  If the business process will change dramatically due to the initiative, then it's especially important to choose a basis of comparison that won't change.  Some common measures to consider are:

· Program cost savings 

· Business process time savings 

· Improved system availability

· Improved system reliability  

· Reduced logistics footprint

When developing metrics or performance measures, there are several considerations that should be kept in mind.  Specifically: 

· Does the measure directly target an initiative’s objective?

· Is there a measure for each objective?

· Does the measure use data that's readily available?

· Has baseline data been captured (necessary if changes are to be measured)?

· Is the basis for comparison consistent? (Is it comparing apples to apples?)

· Have timeframes been considered?

· How long will it take to capture meaningful data?

Sample Ownership Structure
Sample Cost Model
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Notes

2009

2010

2011

2012

2013

2.0 Operations and Support Cost:

2.1 "O" Level Maintenance Personnel

$11,193,600.00

$11,193,600.00

$11,193,600.00

$11,193,600.00

$11,193,600.00

  2.1.1  Military Labor

Assumes 2 sailors per vessel for CGs 

and DDGs.  

$11,193,600.00

$11,193,600.00

$11,193,600.00

$11,193,600.00

$11,193,600.00

  2.1.2  Contractor Labor

No contractor labor

2.2 "I Level Maintenance Personnel

$7,430,496.00

$7,430,496.00

$7,430,496.00

$7,430,496.00

$7,430,496.00

  2.2.1 Military Labor

Assumes I-level maintenance 

responsibilities would be assumed by 

a contractor

$0.00

$0.00

$0.00

$0.00

$0.00

  2.2.2 Civilian Labor

Assumes RMC labor would be 

assumed by a contractor

$0.00

$0.00

$0.00

$0.00

$0.00

  2.2.3 Contractor Labor

Assumes current  40 SIMA personnel, 

and 25 Marine Gas Turbine Inspectors 

c.

$7,430,496.00

$7,430,496.00

$7,430,496.00

$7,430,496.00

$7,430,496.00

2.3 Depot Level Repairable (DLRs)

$2,716,603.25

$2,716,603.25

$2,716,603.25

$2,716,603.25

$2,716,603.25

2.3.1      Costs of Repair

NAVCIP annual repairable cost times 

the PSI pass through.

$2,226,723.98

$2,226,723.98

$2,226,723.98

$2,226,723.98

$2,226,723.98

   2.3.2      Supply System Cost Recovery

NAVICP pass through for PBL-O 

arrangements

$489,879.27

$489,879.27

$489,879.27

$489,879.27

$489,879.27

   2.3.2      Burdening (Trans, Washout, Obs)

2.4 Consumables (Supply Support)

DLA annual consumable cost times 

the DLA cost recovery rate

$186,000.00

$186,000.00

$186,000.00

$186,000.00

$186,000.00

2.5 Weapon System Rework

Not applicable

2.5.1 Organic Repair

2.5.2 Commercial repair

2.6 Engine Depot Rework

$1,872,000.00

$1,872,000.00

$1,872,000.00

$1,872,000.00

$1,872,000.00

2.6.1 Organic Repair

Not applicable

2.6.2 Commercial repair

$1,872,000.00

$1,872,000.00

$1,872,000.00

$1,872,000.00

$1,872,000.00

2.7 Facilities Maintenance

$380,000.00

$380,000.00

$380,000.00

$380,000.00

$380,000.00

2.7.1 Land Based Evaluation Site

Assumes 1 civilian man-year plus 

$20,000 

$168,800.00

$168,800.00

$168,800.00

$168,800.00

$168,800.00

2.7.2 Training Facilities

Assumes 1 military man-year

$105,600.00

$105,600.00

$105,600.00

$105,600.00

$105,600.00

2.7.3 IMA Shop

Assumes 1 military man-year

$105,600.00

$105,600.00

$105,600.00

$105,600.00

$105,600.00

2.8 PHS&T

$104,000.00

$104,000.00

$104,000.00

$104,000.00

$104,000.00

   2.8.1 Warehousing Cost

Assume to be part of contractor pass 

through

   2.8.2 Transportation

Equals $2000 multiplied by the 

number of engine overhauls multiplied 

by two (for each leg of shipment)

$104,000.00

$104,000.00

$104,000.00

$104,000.00

$104,000.00

2.9 Sustaining Engineering

$4,441,871.29

$4,096,011.45

$4,096,011.45

$4,096,011.45

$4,096,011.45

      2.9.1 Government

2.9.1.1 ILS Management

Assume the 3 ISEAs would be 

decreased to 3 based upon the 

transition to a monitoring and 

oversight role.  However, 3 FTEs are 

added to account for the additional 

contract administration 

responsibilities.

$1,190,400.00

$1,190,400.00

$1,190,400.00

$1,190,400.00

$1,190,400.00

2.9.1.2 Configuration Management (Sustainment)

Includes all configuration management 

listed on ILS Management sheet and 

Configuration Management sheet.

$104,160.00

$104,160.00

$104,160.00

$104,160.00

$104,160.00

2.9.1.3 AIT Maintenance

Not applicable

         2.9.1.4 Technical Assistance Visits

Assume 6 tech assists per year at 

$5000 per trip

$30,000.00

$30,000.00

$30,000.00

$30,000.00

$30,000.00

         2.9.1.5 Distance Support

Includes projected FY09 labor 

required for distance support for the 

LPA, 94, 93, and other.

$19,344.00

$29,760.00

$29,760.00

$29,760.00

$29,760.00

2.9.1.6 DMS MS

1 FTE plus 20% of repairable costs

$509,875.84

$153,600.00

$153,600.00

$153,600.00

$153,600.00

    2.9.2  Contractor

2.9.2.1. Contractor Technical Support

$2,588,091.45

$2,588,091.45

$2,588,091.45

$2,588,091.45

$2,588,091.45

   2.10 Software Maintenance/Computer Resources

Includes projected FYO9 labor plus 

$50K per year contractor cost

$73,260.00

$73,260.00

$73,260.00

$73,260.00

$73,260.00

2.11  Recurring Training

Includes CNE/CNET/ATG A&C School 

projected labor for FY09 less .5 FTE 

through eliminating the ATG

$693,369.60

$693,369.60

$693,369.60

$693,369.60

$693,369.60

2.12  Support Equipment Maintenance

Includes projected FY08 labor 

associated with weight handling, 

diagnostics, and calibration

$419,568.00

$419,568.00

$419,568.00

$419,568.00

$419,568.00

2.13  Modifications

Current $50M in planned mods 

averaged over 5 years times a 10% 

efficiency for consolidation and a 10% 

efficiency for commercial best 

practices.

$9,000,000.00

$9,000,000.00

$9,000,000.00

$9,000,000.00

$9,000,000.00



    Sample Cost Element Structure for PBL BCAs
Sample Graph of Cumulative Net Cash Flow
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Sample Risk Area Listing

	HM&E Pilot PBL Program Risks 

	In effecting the support solution – 

	 
	Title
	Issue

	1.
	Funding Challenges

	 
	 
	Requires decreasing work from military and civilian billets, and increasing OM&N funded contractor support.  

	
	
	Requires cooperation/coordination with multiple Budget Submitting Organizations (BSO) for various funding types (multiple OM&N sources, NWCF, MPN, OPN).

	
	
	Government has ongoing funding stability issues - including obtaining up front and downstream funding, for multiple funding types and associated terms and conditions.  May be disincentive for PSI to invest in up front design/process changes.

	2.
	Contracting Challenges 

	 
	 
	Timing issues – There may be ongoing support commitments that will have impact on the selected contracting strategy.   

	
	
	Internal Preparation time – The PBL contract development will place new demands on NAVSSES contracting, it may not be possible to develop the Performance Work Statement (PWS), metrics, select the contract type(s) and structure within the proposed implementation timeline.  

	
	
	Will need to accommodate multiple funding types, appropriation uses and terms.   Contracting offices typically do not work with all funding types, so will require additional expertise, augmented workforce.  

	
	
	Since the effort(s) will be competitive, 1) up front scoping discussions will be limited and 2) formal RFP, submittal, and Source Selection process will be lengthy and may impact 09 award timeline.  

	3.
	Cultural Challenges

	 
	 
	There may be resistance from the BSOs or executing office due to a shift in engineering management responsibility from a decentralized to a centralized model.

	
	
	There may be resistance from the BSO or executing office due to a shift in PBL contract responsibility from a supply to an engineering organization.

	In operating the support solution – 

	4.
	Learning Curve during Initial Period  (1 – 2 years)

	 
	 
	There may be additional cost, response time as PSI, warfigher, support community adjust to centralized management and technical response organization.

	
	
	There may be difficulties in capturing costs as baselines are established and validated, and new contract performance reporting is initiated.

	5.  
	Lack of visibility between the Warfighter and Support Provider

	 
	 
	Because the PSI will serve in a central role and coordinate support to fulfill warfighter requirements, there may be inadequate linkage between vendors/sub-tier suppliers and warfighter requirements.   Need to ensure performance information communicated to all levels of support organization.

	6.  
	PSI may not adequately control costs or deliver promised performance

	  
	 
	The Government may become committed to a PSI strategy (single or multiple contracts) for a set period, and due to unforeseen factors, the PSI may not perform as anticipated.   Phase-in period may be longer than planned, or contract off-ramps, support alternatives may not be timely to reverse/correct negative performance.  

	7.
	Demand Surge  

	 
	 
	There may be changes in operational requirements affecting type and level of support (quantities, timeliness, geographic areas, conflict areas).   The options and flexibility built in contract(s) to handle the surges may not be sufficient to provide the support required.  


Sample Risk Matrix


[image: image12]
APPENDIX D TC "APPENDIX D" \f C \l "1" 
Acronyms
	AHP
	Analytical Hierarchy Process

	AoA
	Analyses of Alternatives

	APB
	Acquisition Program Baseline

	AQL
	Acceptable Quality Levels

	ASN(RD&A)
	Assistant Secretary of the Navy for Research, Development & Acquisition 

	AS
	Acquisition Strategy

	AUTOSERD
	Automated Support Equipment Recommendation Data

	BCA
	Business Case Analysis

	BLI
	Budget Line Item

	BOP
	Business Opportunity Process

	BSO
	Budget Submitting Office

	BVA
	Best Value Analysis

	CDD
	Capabilities Development Document

	CICA
	Competition in Contracting Act

	CES
	Cost Element Structure

	CDD
	Capabilities Development Document

	CDMD-OA
	Configuration Data Managers’ Database-Open Architecture

	CLIN
	Contract Line Item Number

	CPD
	Capabilities Production Document

	DBB
	Defense Business Practice Implementation Board

	DLA
	Defense Logistics Agency

	DoD
	Department of Defense

	DoN
	Department of the Navy

	DPP
	Discounted Payback Period

	DRPM
	Direct Reporting Program Manager

	DUSD (L&MR)
	Deputy Under Secretary of Defense, Logistics and Material Readiness 

	EOSL
	End of Service Life

	FEDLOG
	Federal Logistics Database

	FTE
	Full Time Equivalent

	GDAPL
	General Distribution Allowance Parts Lists

	GSA
	General Services Administration

	HM&E
	Hull, Mechanical and Electrical

	HSI
	Human System Integration

	ICD
	Initial Capabilities Document

	ICP
	Inventory Control Point

	ILA
	Independent Logistics Assessment

	IOC
	Initial Operational Capability

	IPPD
	Integrated Product and Process Document

	IPT
	Integrated Product Team

	ILS
	Integrated Logistics Support

	IOT&E
	Initial Operational Test and Evaluation

	ISEA
	In Service Engineering Agent

	JDMAG
	Joint Depot Maintenance Activities Group

	KPP
	Key Performance Parameters

	LRFS
	Logistics Requirements and Funding Summary

	MDA
	Milestone Decision Authority

	MFOP
	Maintenance Free Operating Period

	MIP
	Maintenance Index Page

	MOA
	Memorandum of Agreement

	MOU
	Memorandum of Understanding

	MPN
	Military Personnel, Navy Funds

	MRC
	Maintenance Requirement Card

	MTTR
	Mean Time To Repair

	NAVICP
	Naval Inventory Control Point

	NAVSEA
	Naval Sea Systems Command

	NAVSSES
	Naval Ship Systems Engineering Station

	NAVSUP
	Naval Supply Systems Command

	NCAD
	Naval Cost Analysis Division

	NPDC
	Naval Personnel Development Command

	NPV
	Net Present Value

	NTP
	Navy Training Plan

	NTSP
	Navy Training Systems Plan

	NWCF
	Navy Working Capital Fund

	OARS
	Open Architecture Retrieval System

	OEM
	Original Equipment Manufacturer

	OFPP
	Office of Federal Procurement Policy

	OMB
	Office of Management and Budget

	OM&N
	Operation Maintenance Navy Funds

	OPN
	Other Procurement, Navy Funds

	ORD
	Operational Requirements Document

	O&S
	Operations and Support

	OSD
	Office of the Secretary of Defense

	PBA
	Performance Based Agreement

	PBL
	Performance Based Logistics

	PEO
	Program Executive Officer

	PM
	Program Manager

	POA&M
	Plan of Action and Milestones

	PSI
	Product Support Integrator

	PSS
	Product Support Strategy

	RM&A
	Reliability, Maintainability and Availability

	RMC
	Regional Maintenance Center

	ROI
	Return on Investment

	SOE
	System Operational Effectiveness

	SOO
	Statement of Objectives

	SWE
	Surface Warfare Enterprise

	TEMP
	Test Evaluation Master Plan

	TLCSM
	Total Life Cycle Systems Management

	TOC
	Total Ownership Cost

	WPN
	Weapons Procurement, Navy

	VAMOSC
	Visibility and Management of Operating and Support Costs

	WSPD
	Weapon System Planning Document
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