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

· What is a Business Case

· When is a PBL BCA the appropriate tool for product support selection

· Who should be involved in conducting a PBL BCA, and

· How is a PBL BCA conducted to facilitate product support alternative selection

A sample step-by-step PBL BCA process is presented in Appendix C.

CHAPTER 1:  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. 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 the Program Manager (PM) an accepted process for making these best-value decisions. 

1.1.
Policy
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. The guidance document directs PMs to use sound business judgment when selecting between alternative logistics support strategies. It further states that it is the PM’s responsibility to generate the BCA and that the BCA should be updated when programmatic changes occur.
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 (AT&L) on 23 January 2004. They are provided in Appendix A.  

1.2.
What is a Business Case Analysis?

A business case is a tool used to manage business process improvement activities from inception through implementation. A business case is a document that identifies functional alternatives and presents economical and technical arguments for carrying out alternatives over the life cycle to achieve stated business objectives or imperatives. 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 business case must never begin with any predetermined notions of the outcome or predetermined technological solution. It must be completely and totally unbiased in its conduct and presentation.

1.3.
When is a BCA an Appropriate Tool for Product Support Selection
The DBB Guiding Principles are structured to support best value assessment of PSS as well as PBL BCAs.  The specific guidance is applicable to both PBL and other product support alternatives.   The DoD PSS BCA Guiding Principles provided in Appendix A, form the basis of this Guide.

1.4.
The Application of BCAs In Programs Using a PBL Strategy
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The Naval Sea Systems Command (NAVSEA) directive for implementation of PBL, NAVSEA Instruction 4000.7: NAVSEA Requirements for Implementation of Performance Based Logistics (PBL) forms the basis of the guidance for application of PBL. The Instruction provides NAVSEA PMs with a methodology for implementing PBL through accomplishment of specific steps that are described in DoD and Department of Navy (DoN) PBL guidance. 

As described in the NAVSEA document, A Program Manager’s Guide to Application of PBL, a high-level BCA should be used to:
1. Select the potentially feasible alternative(s), and 

2. Determine whether the Warfighter performance objectives are achievable in each of the selected alternatives. 
Once the PM and the Warfighter have a general agreement on performance objectives, a more detailed BCA should be performed to both document and verify the baseline performance and associated cost of the preferred alternative.  This information can be used to finalize the PM-Warfighter Performance Based Agreement (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, which is required at Milestone C. 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 Warfighter. The DoN Guidance for developing a BCA for Naval programs is outlined in the ASN (RD&A) DoN PBL Guidance Document, 23 Jan 2003. The process described in this BCA Guide is consistent with DoN Guidance.

1.5.
Who Should be Involved in Conducting the BCA
The PM should assign a BCA Team leader with overall responsibility for the development of the BCA.   The BCA Team should include specialist in cost estimating and financial analysis.  In addition, the BCA Team should include members that are thoroughly versed in logistics processes and activities, and that understand the goals and objectives of the PSS. Therefore, the BCA Team should include representatives from diverse organizations such as the Warfighter representatives, Naval Inventory Control Point (NAVICP), and the Lead Systems Integrator. 

THIS PAGE LEFT INTENTIONALLY BLANK

CHAPTER 2:  THE BOUNDARIES OF THE BUSINESS CASE

As a minimum, a PBL BCA should include the following information as annotated in the “Performance-Based Logistics Product Support Guide”:

1 - 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.

2 - 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).  This section outlines the rules for deciding what belongs in the case and what does not, along with the important assumptions.

3 - The business impacts are the financial and non-financial business impacts expected in one or more scenarios.

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

5 - Conclusions and recommendations for specific actions based on business objectives and the results of the analysis.
2.1.
Introduction - Goals and Objectives

A preferred PSS should support strategic goals and objectives as established in the Program Acquisition Strategy (for a new program) and other program documentation. 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. The BCA Team Leader should ensure that all members of the team have a clear and common understanding of the analysis mission, objectives, pre-determined assumptions and constraints that establish the boundaries of the analysis.   The BCA should include an explanation of the high-level objectives of the PSS.  
2.2. 
Assumptions
The establishment of assumptions should be based on a logically developed rationale that the Integrated Product Team (IPT) agrees is a realistic explanation of the current environment and a prediction of future circumstances. Example assumptions include future workload, estimated useful life of a system, and the life cycle over which alternatives will be compared. Assumptions should be clearly documented in the BCA.

2.3. 
Constraints

A constraint is an external factor that limits the set of alternative(s) analyzed by the BCA. Constraints can include policy directives, laws and regulations, and previous program decisions.  Another constraint could be the level of support to be provided, (system, subsystem, or component); and the number of logistics elements included in the PSS.  

2.4. 
Functional Performance and Metrics

There are four classes of performance measures used in both functional and economic analysis:

· An outcome measure assesses actual results, effects, or impacts of a program activity compared to its intended purpose. 

· An output measure describes goods or services produced and the actual level of activity recorded or effort that was realized.

· An efficiency measure is a ratio of outputs to inputs.

· An effectiveness measure should identify critical characteristics of the output that meet customer requirements.

A key part of an effective PBL approach involves establishing clear requirements and associated metrics that can be tracked over time that meet the following types of 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.

Functional performance measures and metrics should be used to understand the benefits and risks.

CHAPTER 3: 
BCA METHODOLOGY
The principle components of the process are basic to all BCAs and lend themselves to dynamic application to unique program characteristics. Figure 1 is a summary of the principle components of a BCA.   
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Figure 1:  Business Case Analysis Development Process

3.1
Establishing Baseline Business Needs And Strategic Business Goals

The first step in the PSS BCA process involves the establishment of a clear understanding of the current processes used to provide product support. This involves the collection of Status Quo, ‘Current State,’ baseline processes for product support.  In the case of new systems, the baseline performance is associated with the situation where traditional organic support would be provided. The next step is to identify the Warfighter performance goals that extend beyond current capabilities.  

3.2
Current And Future State Assessments

 The next step involves an evaluation of the technical and resource requirements associated with both the Current and Future State. The objective is to capture and quantify, to the greatest extent possible, the resources, and business practices inherent in both cases.  The BCA Team Lead should ensure sufficient cost and performance data are gathered for each state to support a quantitative evaluation.  The BCA Team Lead should balance the amount of data collected with the program phase, the BCA schedule, scope, and cost.

3.2.1
 Current State: As-Is Activity Model / Status Quo
The As-Is Model is a description of the organizations and processes that provide product support and meet the baseline requirements. The model should be sufficiently developed to understand areas affected by proposed initiatives, assign costs and link performance measures. This step is also considered developing the baseline. It provides the picture of the process considered for change that will be compared to proposed alternatives.

3.2.2
 Future State: To-Be Model
The Future State or To-Be Model is a high-level description of the changes to the AS-IS Model required to achieve the strategic business goals.  The To-Be Model describes what changes are required but does not describe how the changes will be accomplished. 

3.3
Identification Of Alternatives

A major objective in the development of the BCA is the identification of alternatives that will achieve the To-Be Model.  The identification of viable alternatives requires a clear understanding of support requirements.    Each proposed alternative (either a PBL solution, several types of PBL solutions, or all non-PBL solutions) would be compared during the BCA process.

3.3.1
 Alternatives Considered
The objective of a PSS is to meet Warfighter objectives. Because each initiative considers only one or a few areas for improvement, analyze combinations of initiatives to address each goal. It is unreasonable to study all combinations, because there will be too many. A more practical method is to combine logical packages of initiatives that work well together.  For example, the alternatives for a BCA of entire PSS for a system should describe every activity that provides an element of logistics support.  Consideration should be given to all ten elements of Integrated Logistics Support (ILS).  Alternatively, a BCA could be performed for one particular aspect of product support such as supply support or maintenance.  In that case the BCA should include the activities required for that particular aspect of product support.

Once developed, the alternatives are compared to the status quo, or the baseline. Baseline cost and performance provide threshold values for the cost and performance of alternatives.

3.3.2
 Collecting Data
The BCA Team must decide what kinds of data are required; where the sources are that can be used to supply the data; and the level of detail required to support the analysis.  Data required to perform an analysis can be classified into four general areas:  

· Workload:  This data describes how much work is performed by each activity, or the work output of a function.  It is normally expressed in terms of total numbers of actions accomplished in a given time period, or allocation of responsibility per employee, etc. (e.g., total number of requisitions filled per year, total number of procurement actions accomplished per year, number of material item records per inventory manager).

   

· Performance:  This data describes how efficiently each business area accomplishes its work.  It is normally expressed in terms of a rate, percentage, or time to complete an action, (i.e., number of requisitions filled per hour, percent of warehouse refusals, average time to process a purchase order, etc.).

· Cost:  Cost data is relatively self-explanatory.   However, the analyst will be interested in stratifying the costs of a business area into cost categories and the individual elements of expense within each cost category for operating that business area, (e.g., recurring, non-recurring, personnel, material, facilities, etc.).  

· Standards:  This data describes the minimum level of acceptable performance in accomplishing work.  It is normally expressed as a desired rate of work output, or some measure of response to customer requirements (e.g., average customer wait time, percent of on time deliveries).
Once the BCA Team has determined the relevant BCA data, they must devise an approach for collecting the raw data and transforming it into useful information.   The level of effort required for collecting data will depend on the selected cost estimating methods and the rigor required for the BCA.  After data collection completion, the data should be reviewed to look for trends and deviations from established patterns, or inconsistencies in relationships between data elements.  Cost data should be normalized to a base year.

3.4
Evaluation Of Alternatives

Each alternative should be evaluated in terms of cost, associated risk and benefits provided to determine the preferred alternative.

3.4.1
 Cost Analysis

The Cost Analysis should be based on a Life Cycle Cost Estimate (LCCE), including identification of source data or estimation of each cost that will be incurred for a system throughout its service life. The costs include design, development, construction, fielding, testing, operations and support (O&S), additional subsequent development/modernization and disposal.   

Figure 2 presents an overview of the cost estimating process.

Figure 2:  Cost Estimation Process

Establishing ground rules and assumptions for the cost estimating process, includes estimating the expected workload, identifying the required performance and standards for processes and activities included in the system life cycle.  Common guidelines for conducting Cost Analyses include excluding sunk costs.

A basic cost structure is provided in Appendix B in a format that lists the significant acquisition, acquisition logistics and supply support, and O&S cost elements.  This structure is consistent with Logistics Requirements and O&S structures. It provides guidelines for various potential PBL options related to both those cost elements that are significant (i.e., the element is critical to program success and must be costed) and those that may be of secondary importance given the specific strategy.  Even elements of secondary importance should be costed out if they represent a potential contractual cost.  Elements without a symbol are considered to be not relevant for the option chosen.  When modeling alternative sustaining engineering life cycle costs, analysis effort should be focused on the cost elements and logistics factors that influence and account for the largest impact on readiness and influence the success of the proposed alternative on measurable performance outcomes.   Such costs may include Distance Support, Technical Assistance site visits, configuration validation efforts, update of plans and actions for Diminishing Manufacturing Sources and Material Shortages (DMSMS), Reliability, Maintainability, Supportability (RMS) analyses, Commodity Management, End-of-Life and disposal actions, etc. It is vital that cost analysts developing a PBL BCA fully understand the scope of what is being supported and which elements of ILS and O&S are being addressed in the baseline and each alternative.  This cost structure identifies the scope of support as System, Sub-System, or Component level and provides a support cost matrix with ILS and O&S elements on one axis and the strategy for support on the other.  The level of detail should be tailored to the point where all significant support costs are identified.  This way, the PM and cost analyst can determine which costs relate to traditional baseline methods, PBL-Organic, PBL-Contractor, or PBL Partnership alternatives.  This results in the minimum set of cost elements that must be included in the BCA. Specialist in cost estimating should be used to help determine the proper methodology.

Additionally, existing tools such as the NAVAIR BCA Template located in the NAVAIR Handbook – Business Case Analysis Process for NAVAIR and Fleet Initiatives Impacting Current Readiness, 4 October 2004, and Appendix C may be utilized if desired. 

Upon completion of cost gathering, the cost estimates should be reviewed to ensure they are reasonable.  The costs elements having the greatest impact on the total cost (cost drivers) should be identified.  

Finally, the cost estimates should be adjusted to account for both the time value of money and for inflation.   In order to address the time value of money and inflation, costs should be presented in three ways: (1) Constant -Year Dollars, (2) Current-Year Dollars, and (3) Discounted-Constant Dollars.  The following are definitions of each.

Constant-Year Dollars - A constant-year dollar reflects the value or purchasing power of a dollar in any specific year. Constant-year dollars do not contain any adjustments for inflationary changes that have occurred or are forecasted to occur outside of the base year.  Constant dollars are always associated with a specific base year.

Current-Year Dollars - A current dollar contains implicit adjustment for variation in the purchasing power of a dollar over time. Current-year dollars are also known as nominal, then-year, and inflated dollars. Current-year dollars (then-year dollars) reflect the effect of inflation. Current-year dollars are current to the year the work is performed. When prior costs are stated in current-year dollars, the values are the actual amounts paid out.  When future costs are stated in current-year dollars, the figures are the actual amounts that will be paid including any amount estimated for future price change. When making estimates for the future, assume a base-buying power for each dollar (constant-dollars) and then apply an inflation factor that converts the estimate into current-year dollars.   The appropriate inflation indices can be found on the Naval Cost Analysis Division’s website (http://www.ncca.navy.mil).

Discounted-Constant Dollars – Discounted-Constant Dollars contain an adjustment or discount rate to account for the cost of capital. The cost of capital for the U.S. Government is the cost incurred by the Government to borrow money. The U.S. Government borrows money by issuing securities such as Treasury Bills through the U.S. Treasury Department. The Office of Management and Budget issues Circular No. A-94, Guidelines and Discount Rates for Benefit-Cost Analysis of Federal Programs. Circular No. A-94 provides the appropriate discount rates for Federal Agencies. Discounted-Constant Dollars are calculated by applying a discount factor to the constant-year dollar cost estimates. The discount factor is calculated according to the following formula: 

Discount Factor = 1/[(1 + i)^t]

In the above formula, i is a real discount rate and t is the corresponding life cycle year. Circular No. A-94 provides both nominal and real discount rates. The real discount rate is nominal rate that has been adjusted to exclude expected inflation.   

3.4.2
 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.

3.4.2.1
Types of Benefits

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.

· Quantitative Benefits - Quantitative benefits provide the most straightforward method for objective analysis.  Such benefits can be expressed in terms of discrete units, such as dollars or hours saved.  Once certain values, such as hourly wages or event frequency and duration are found, a number can be assigned to the benefit and used as a basis for comparison. Cost Savings and Cost Avoidance fall under Quantitative Benefits, and is defined as follows:

· Cost Savings – Cost savings includes the savings that will result in a direct budget reduction for O&S costs between the status quo and the alternative.   Cost savings is also referred to as Hard Savings.  Types of cost savings include reduction in headcount, lower prices of commodities or services, smaller quantities of commodities or services consumed (e.g., spare parts), and reduced travel and utilities costs. 

· Cost Avoidance - Cost avoidance includes the costs that will not be incurred under the alternative that would otherwise have been incurred if the investment had not been made.

· Qualitative Benefits - Qualitative benefits such as safety, accuracy, and morale fit into this category.  Such benefits cannot have a defendable or duplicable number derived for them, but neither can they be disregarded in a complete analysis of the alternative. Methods for valuing these benefits include ranged estimates or comparative ranks and magnitudes across benefits and alternatives.  Soft Savings fall under Qualitative Benefits, and is defined as follows:

· Soft Savings - Soft Savings are those savings depicted as benefits that result from an initiative but that cannot result in a dollar-reduction to a program or budget.  Soft savings may include such items as: 

· Increase in worker productivity (but without any reduction in headcount) 

· Improvements in business process (but without cuts in infrastructure, or legacy systems, or prices of commodities or services) 

· Increase in readiness 

· Improvement in value (quantity, quality, or timeliness) 

· 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. 

3.4.3
 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 (e.g. NPV, ROI).   Figure 3 provides a representation of how the financial analysis relates to the cost and benefit analysis.

Figure 3:  Financial Analysis

Typical financial metrics included in a Financial Analysis include Return on Investment (ROI), Net Present Value (NPV), Discounted Payback Period (DPP)/Break Even Point, and Cash Flow Analysis.   

1. 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, therefore, 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.

2. 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.

3. 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.
4. 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.

3.4.4
 Risk Analysis

Risk should be viewed as "an undesirable implication of uncertainty." Risk can be estimated in terms of probability of occurrence and impact of occurrence. In certain situations, probabilities of various outcomes can be estimated and the impact quantified. Under uncertainty, there is no knowledge of the probability distribution of possible outcomes. Risk can be classified as Business/Programmatic Risk, Process Risk, Technical Risk, and Organizational Risk. 

· Business/Programmatic Risk – The risk of undesirable consequences that affect the Program viability and budget.  For example, the unknown problems associated with managing product support providers; the risk associated with not anticipating all requirements when developing a contract and paying a premium for those requirements at a later date.  Other examples include poor performance on behalf of a product support provider, cost growth, and extended labor disputes.  

· Process Risk – The potential for undesirable performance in a newly established process that could cause failure to meet the anticipated performance or standards.  An example of a process risk is a depot-maintenance facility being unable to meet the requirements of a new process. 

· Technical Risk – The risk associated with failing to develop or implement the technology necessary to institute process change.   Typically, technical risk increases with the use of immature technologies.  Using systems-engineering methodologies such as spiral development can mitigate some technical risks.

· Organizational Risk – The risk associated with difficulties in implementing a change within an organization.  Implementing an effective communication and change management strategy can mitigate organizational risks. 

Each risk should be separately reviewed and assessed by comparing and quantifying factors such as probability and impact of occurrence.

3.4.5
 Sensitivity Analysis

The Sensitivity Analysis involves evaluating the variability of the program’s cost, risk and benefit with respect to the change of specific factors.  The results are typically useful selecting the preferred alternative. The key to the sensitivity analysis is determining which factors will have the greatest impact on the evaluation of the product support alternative.  

Changing the value of variables within their expected variance 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 performed by the BCA Team or could employ more sophisticated modeling techniques such as Monte Carlo simulations.

3.4.6
 Comparison And Analysis Of Alternatives
Alternative comparison and ranking must consider the Warfighter-stated performance requirements.  A balance should be made between cost and performance that is acceptable to the Warfighter and is manageable by the PM.   A decrease in performance as a result of a reduction in cost might not meet the Warfighters' performance objectives. On the other hand, significantly increased performance at a minimal higher cost might be acceptable. 

A relative ranking, using pair-wise comparison, is one method commonly used to assess alternatives. Under this method, a weighted value is assigned to otherwise non-quantifiable benefits, risks and intangible factors.  

3.5
Implementation Strategy

Following the identification of a preferred alternative, the framework that best implements the PSS should be determined.  The Implementation Strategy will define, step by step; the requirements of the product support initiative throughout its life cycle and yield a realistic, achievable, project timeline.  In support of the Implementation Strategy, a baseline life cycle cost estimate and a dynamic cost model that will allow for the estimation of total life cycle costs and serve as the basis for affordability assessments and budget planning should be developed.  The Implementation Strategy should identify risk mitigation strategies.

APPENDIX A: 
DOD PSS BCA GUIDING PRINCIPALS

1. All BCAs will be based on Warfighter-stated performance requirement(s), which are documented in Performance Based Agreements (PBAs). 

2. BCAs will be conducted to assess changes from existing product support strategies for legacy systems and to support the product support strategy for new weapon systems.  Over time, BCAs will need to be updated or repeated to validate the approach taken and to support future plans.
3. BCAs will evaluate all services or activities needed to meet Warfighter performance requirements using “best value” assessments.  Best value is the expected outcome that, in the Department’s consideration, provides the greatest benefit in response to requirements.  The assessments will include cost per output, performance measures, capitalization/asset ownership, size of footprint, reliability growth, life cycle costs, Diminishing Manufacturing Sources (DMS) management, obsolescence/obsolescence mitigation plan, technology insertion, and risk management.  The value added in terms of benefits and outcomes of all services and activities will be identified.
4. Initial strategies for ACAT 1 programs will be developed prior to Milestone B, including definition of the metrics that will be used to define a program’s ability to meet future logistics and operational performance requirements.  These strategies shall provide the foundation for detailed PBL BCAs to be completed prior to Milestone C and/or contract award that are based on the detailed design.  BCA estimates shall be accomplished at significant subsystem/repairable item levels that provide the information necessary to initiate cost-effective maintenance and repair actions.    
5. BCAs will continue through life cycle process with oversight to ensure reassessment at appropriate trigger points, including LCC updates; Reduced Total Ownership Cost activities; and/or continuous improvement actions.  The Services will evaluate PBL performance at appropriate decision points.

6. The cost and performance baselines for legacy systems will be determined by historic experience and costs.  The cost baseline will include all appropriate government and/or contractor costs, including indirect costs, overhead, and handling fees.   Consideration shall be given to the cost, performance, and risk aspects of all elements of Integrated Logistics Support (ILS).  For new system BCAs, detailed Milestone C baselines will be established considering reliability and maintainability projections at the major system repairable level.  These individual estimates will be sufficiently detailed to provide the basis for contractual actions leading to the implementation of support strategy actions.  Although these estimates sum up to the validated Service cost position, Cost Analysis Improvement Group (CAIG) risk concerns must be considered within the overall process.
7. BCAs will reflect operational requirements and existing DoD guidance for contractors on the battlefield, 10 U.S.C., Section 2464 (the necessity for the Department to maintain core logistics capabilities), 10 U.S.C., Section 2466 (the limit on contracting for depot level maintenance), ability to synchronize with the Defense Transportation System, and flexibility to support contingencies and surges.  The BCA will specifically consider the full range of minimum and maximum essential logistics capabilities (peacetime to full mobilization requirement), existing infrastructure and common consumables support.
8. BCAs will include risk assessment of expected performance, supply chain responsiveness, and surge capabilities.  Consideration of performance and cost risk will explicitly consider contract versus organic risk management, financial accountability, and recovery actions.  The risk assessment should address the probability of and confidence level of the following events occurring: poor performance, cost growth, extended labor disputes, and change over in product support integrator/provider (PSI/PSP).
9. For all PBL contracts, Warfighter requirement(s) will be linked to metrics and metrics to contract incentives.  For all organic PBL product support integrators (PSIs), Warfighter requirement(s) will be linked to metrics and metrics to PBAs between the Program Manager and the organic PSIs.
10. BCAs will be developed using information provided by all appropriate product-support stakeholders, including government and industry providers.  In order to maintain a competitive environment, industry participation will be determined IAW the Federal Acquisition Regulation (FAR).    

11.  BCAs will be conducted using analytic tools approved by the Services.
APPENDIX B: TYPICAL COST ELEMENT STRUCTURE
The below table is provided as a typical cost element structure for the preparation of a Business Case Analysis:


APPENDIX C:
STEP-BY-STEP BCA PROCESS

	Guide

Section
	Step
	BCA Process Steps
	Action
	Status

	1.1 - 1.4
	1
	Review applicable policy, directives, and guidance and determine whether or not a BCA is required. 
	PM
	

	1.5
	2
	Establish a BCA Team and Team Leader
	PM
	

	2
	3
	Identify the goals and objectives of the BCA.
	PM
	

	
	3a
	Include an explanation of the high level objectives of the Product Support Strategy (PSS). 
	PM
	

	
	3b
	Ensure the BCA objectives support the programmatic strategic goals and objectives put forth in the Acquisition Strategy, PSS, Warfighter input in the Performance Based Agreement, and other program documentation (e.g., Operational Requirements Document (ORD); Initial Capabilities Document (ICD)). 
	PM
	

	
	3c
	Identify the assumptions, constraints and performance measures.  (For a PBL strategy performance measures should be similar to that being considered for the PBA)
	PM
	

	2.1
	4
	Ensure that all members of the team have a clear and common understanding of the mission, objectives, pre-determined assumptions and constraints that establish the boundaries of the analysis.   
	TL
	

	
	
	New Program
	Fielded System
	
	

	3.1
	5
	Identify the product support structure and processes that would be used if there were no changes in the Service’s support for this system (Baseline). Document rationale if no clear baseline exists. 
	Identify the current processes used to provide product support.  Identify the Status Quo, which will be used as the Baseline).
	IPT
	

	3.2.1
	6
	Identify the resources and processes used in providing the baseline product support
	IPT
	

	3.2.2
	7
	Identify a To-Be Model that describes the changes the baseline necessary to achieve the strategic goals.
	IPT
	

	3.3.1
	8
	Identify the PSS alternatives that can achieve the To-Be model. Clearly identifying their distinguishing characteristics, processes, activities involved and potential cost elements.
	IPT
	

	3.3.2.
	9
	Determine the data required and develop a plan for gathering the data.
	IPT
	

	3.4.1
	10
	Input cost data into a cost element structure and normalize the data to a single base year. Present data as constant-year, current-year, and discounted-constant dollars.
	IPT
	

	3.4.2
	11
	Identify all benefits associated with each alternative.
	IPT
	

	3.4.3
	12
	Calculate financial metrics (e.g., return-on investment (ROI)) using the costs and benefits gathered in steps 10 and 11.
	IPT
	

	3.4.4
	13
	Determine the major risks associated with each alternative.  For each risk determine the potential impact and the probability of occurrence.
	IPT
	

	3.4.5
	14
	Conduct a sensitivity analysis to assess the impact of risk on the alternatives.
	IPT
	

	3.4.6
	15
	Compare the alternatives based on the results of the alternative evaluation and sensitivity analysis. Develop weighted values for the relative importance of factors such as cost and performance. Identify the preferred alternative.
	IPT
	

	3.5
	16
	Develop the strategy to implement the preferred alternative
	IPT
	


APPENDIX D:
ACRONYMS

ASN – Assistant Secretary of the Navy

AT&L – Acquisition Technology and Logistics

BCA – Business Case Analysis

CES – Cost Element Structure

DBB – Defense Business Practice Implementation Board (DBB)

DoD – Department of Defense

DoN – Department of the Navy

DPP – Discounted Payback Period

FOC – Full Operational Capability

IPT – Integrated Product Team

ILS – Integrated Logistics Support

LCCE – Life Cycle Cost Estimate

NAVICP – Naval Inventory Control Point

NAVSEA – Naval Sea Systems Command

NAVSUP – Naval Supply Systems Command

NPV – Net Present Value

O&S – Operation and Support

PBA – Performance Based Agreement

PBL – Performance Based Logistics

PM – Program Manager

PSS – Product Support Strategy

RD&A – Research Development & Acquisition

ROI – Return on Investment
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		TABLE A - Cost Structure for Performance Based Logistics Business Case Analyses

		þ Significant Element     ý Support Element		Baseline Organic Repair New System		New Program Total CLS incl "O" Level		Baseline Organic Repair Legacy System		Legacy Program Total CLS Incl "O" Level		New Program CLS excl "O" Level		Legacy Program CLS excl "O" Level		Subsystem Ctr  "I" Lvl,  Repair, Inventory Mgt		Subsystem Ctr Repair, Inventory Mgt

		Acquisition Cost:

		Nonrecurring Design		þ		þ						þ

		Production		þ		þ						þ

		Acquisition Logistics Support Cost:

		Maintenance Planning		þ		þ		ý		ý		ý		ý		ý		ý

		Support Support (Spares)		þ		þ		ý		ý		þ		ý		þ

		Support Equipment		þ		þ				ý		þ		ý		ý		ý

		Technical Data		þ		þ				þ		þ		þ		þ		þ

		Training		þ		þ				ý		þ		ý		þ		þ

		Facilities		þ		þ				ý		þ		ý		ý		ý

		Packaging, Handling, Storate & Trans		þ		þ				ý		þ		ý		þ		ý

		Operations and Support Cost:

		"O" Level Maintenance Personnel

		Military Labor		þ				þ

		Contractor Labor				þ				þ

		"I Level Maintenance Personnel

		Military Labor		þ				þ

		Contractor Labor				þ				þ		þ		þ		þ

		Depot Level Repairables (DLRs)

		Costs of Repair		þ		þ		þ		þ		þ		þ		þ		þ

		Supply System Cost Recovery		þ		ý		þ		ý		ý		ý		ý		ý

		Burdening (Trans, Washout, Obs)		þ		þ		þ		þ		þ		þ		þ		þ

		Consumables/Repair Parts		þ		þ		þ		þ		þ		þ		þ		þ

		Weapon System Rework

		Organic Repair		þ				þ

		Commercial reapir				þ				þ		þ		þ

		Engine Depot Rework

		Organic Repair		þ				þ

		Commercial repair				þ				þ		þ		þ

		Sustaining Engineering

		Government

		Technical Assistance Visits		þ		þ		þ		þ		þ		þ		ý		ý

		Distance Support		þ		þ		þ		þ		þ		þ		ý		ý

		Disposal Actions		þ		þ				ý		þ		ý		þ		þ

		Contractor

		RMS Analysis		þ		þ				ý		þ		ý		þ		þ

		DMSMS Actions		þ		þ				ý		þ		ý		þ		þ

		Software Maintenance		þ		þ		þ		þ		þ		þ		ý		ý

		Recurring Training		þ		þ		þ		þ		þ		þ		ý		ý

		Support Equipment Maintenance		þ		þ		þ		þ		þ		þ		ý		ý

		Modifications		þ		þ		þ		þ		þ		þ
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