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Strategy 1 – Engineering Change Proposals (ECP)

The ECP process has traditionally been one of the primary tools to mitigate obsolescence. Program and item managers use engineering support contracts with the OEM to implement Pre-Planned Product Improvement (P3I) and to respond to product safety issues, manufacturing concerns, and reliability problems while the weapon system is in active production. P3I is a long-range strategy for upgrading weapons systems capability to meet war fighter requirements. A P3I is funded through acquisition funds and executed through engineering changes to production contracts, system retrofit programs, system block upgrade programs, or user installed modifications.

The OEM can recommend improvements to the product but must rigidly adhere to the P3I priorities. It is the manager’s responsibility to recognize that an item is about to enter the technology displacement phase and to mitigate the problem, unless the problem has direct impact on the OEM ability to produce. The principal strategy used is product redesign utilizing ECP. 

The ECP process is sometimes slow and ponderous and shifts a significant portion of the responsibility for identifying and mitigating the risk of obsolescence from the OEM to the Government. The ECP process is not an approach specifically targeted at counteracting obsolescence in DoD programs. As a reactive process, the ECP process deals most effectively with manufacturing problems.
Strategy 2: Value Engineering (VE)

The DoD VE program is guided by FAR 52.248-1. The goal of the VE program is to retain required system performance and quality while reducing cost. The VE process provides incentives for DoD contractors to reduce the total cost of ownership for weapon systems, but it does not specifically address the issue of obsolescence risk. The FAR provides incentives to DoD contractors that produce weapon systems, subsystems, components, parts, or deliver services to reduce their price to the lowest level possible. DoD classifies the cost savings into three categories: 

· Instant Cost Savings -The immediate reduction in net price on the current contract less the contractor’s cost to develop and implement the change. This does not resolve the problem of obsolescence. It is a cost avoidance that does not reduce the Government’s current contract costs, but does mitigate the new investment required to replace obsolete technologies.
· Concurrent Cost Savings - A net reduction in the price of concurrent contracts that have been “definitized” and are ongoing at the time the Value Engineering Change Proposal (VECP) is approved. This does not resolve the problem of obsolescence either because the incentive award is based on actual contract cost reduction rather than the cost avoidance associated with mitigating obsolescence.
· Future Contract Savings - The net reduction in unit price for future options based on VECP acceptance and applied to future contracts and option buys. The contractor may share in the savings associated with future reductions in price. This does not resolve the problem of obsolescence because the incentive award does not recognize cost avoidance related to the implementation of technology refreshments. This increases the capability of the weapon systems while truly reducing the overall lifecycle cost of the system.

DoD contractor participation in the Value Engineering Change Proposal (VECP) process is minimal because the definition and acknowledgment of savings is the responsibility of Government officials who may focus more on price reduction than future investment liability. The traditional VECP process, though well-intentioned, holds limited potential for resolving the issue of material and software obsolescence associated with legacy systems that are fundamental to continuous modernization.

Strategy 3: Performance-Based Logistics (PBL)

PBL offers a new and effective way to deal with obsolescence throughout the life of a product. Unlike traditional approaches to modernizing legacy systems, PBL holistically manages the sustainability and availability of weapon systems. As single-point responsibility for system availability shifts to the Product Support Integrator under the Program Manager, PBL provides a powerful tool for mitigating obsolescence and making continuous modernization a reality for legacy weapon systems.

Unlike more traditional strategies, PBL results in people doing the right things for the right reasons. The guarantee of weapon system availability (or a lower level system metric if the support provider does not have full control of all system support functions) drives positive behavior in the PBL supplier because product improvement and cost reduction are rewarded. The Government, commercial support, and Organic support participants are true partners. Together they achieve the program manager’s goals of systems availability.

PBL clearly fulfills the need for continuous modernization and obsolescence mitigation. With PBL, the program manager contracts for availability rather than the logistics elements that contribute to availability. This is a long-term contract with an organic support source or a commercial contract source. The nature of the agreement award is based upon the performance guarantees that ensure a system is truly supported.

Under a PBL arrangement, the support provider assumes support responsibility with accountability for meeting documented performance objectives, such as system availability or supply effectiveness. The Government is buying output capability at an agreed to level and price, rather than purchasing discretely priced logistics elements on a transaction-by-transaction basis. The PBL contractor ensures all elements of logistics support are available to provide an agreed to level of system availability on demand. The PBL supplier has the financial incentive to continuously improve performance because it has a bottom-line impact: 

· Optimized supply support reduces inventory investment and yields higher margins 

· Increased reliability of systems and subsystems (and fewer failures or returns) reduces transportation, labor, and spare parts cost 

· The adoption of open system design increases the use of very reliable plug-and-play components that can be renewed or replaced quickly 

· Continuous modernization extends the system’s useful life of the system and the life of the contract 

· Continuously refreshed technologies increase the residual value of the systems, subsystems, components, and repair parts.

Obsolescence Management Strategies Side-by-Side

	
	ECP
	VECP
	PBL

	Purpose
	Maintain configuration and production; implement P3I
	Lower contract price through redesign efforts
	Guarantee system availability and logistics support

	Responds to…
	Safety, reliability, production support issues
	Manufacturing cost reduction initiatives
	Weapon systems support issues

	Design strategy
	Reactive
	Reactive
	Proactive

	Type of contract
	Time and material
	Time and material
	Fixed price per unit per period

	Contractor incentives
	Fixed fee
	Sharing of savings for instant, concurrent, and future contracts
	Profit proportional to output or support cost reduction 

	Risk sharing
	100% Government 
	100% Government 
	50/50 Gov./contractor

	Investment in modernization
	100% Government 
	100% Government 
	100% contractor

	Impact
	Incremental system improvement; no real mitigation of obsolescence risk unless it affects production
	Price reduction on current, concurrent, and future contracts for the same subsystem; no modernization or obsolescence mitigation
	Continuous modernization, increased reliability; higher residual value of equipment assets; indefinite system life


