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Foreword

In March 2002, as a part of the Customer Alignment Tiger Team, a smaller group was assembled to develop a guide book on PBL for use by HQ, Districts and CMOs.  The following individuals participated in this effort:

Mr. Steven Bogusz (Lead)     Deputy Commander, DCMA Raytheon

Mr. Michael Taylor                 Deputy Commander, DCMA Syracuse

Mr. John Gelsomini                Team Leader, DCMA Raytheon

Mr. Ron Broome                     Team Leader, DCMA LM Orlando

Mr. Marcus Berry                    Management Analyst, DCMAC-D

Mr. John Green                      General Engineer, DCMA Raytheon

Mr. Dwight Dedmon                Industrial Specialist, DCMA LMDV

CPT Phil Smallwood, USA      Program Integrator, DCMA Bell

                                                               Helicopter  

CDR Steve Dollase, USN        Director, Acquisition Policy,

                                                                NAVICP, Philadelphia

Ms. Gwendolyn C. Pearson     Policy, Planning and Analysis, 

                                                 Defense Supply Center, Richmond 

The Department of Defense (DoD) and the Military Services are transforming from traditional methods of logistics support to Performance Based Logistics (PBL) as the methodology of product support for the 21st century. This is due in part by Program Managers now being responsible for total Life Cycle Costs.  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.  The number of commercially run depot contracts doubled over the past four years.     

The transition to PBL as a product support strategy will evolve as managers of legacy systems transform their existing support structures.  Sources-of-support decisions for PBL do not favor either organic or commercial providers.  The decision is based upon a best-value determination of the 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, repairs, tools, and data, the new focus is on buying a predetermined level of availability to meet the warfighters’ objectives. 

Each PBL contract is hand crafted and will vary from other PBL contracts.  PBL suppliers may take on a number of functions normally performed by various DoD services or agencies.  These functions may include determining spare parts requirements, physical distribution, warehousing of material, depot level maintenance, configuration management and some engineering functions.

A PBL arrangement may take many forms.  There is no one-size-fits-all approach to PBL.  Arrangements may be made with industry partners supporting commercially available/military unique equipment or government activities supporting military unique equipment. Also industry partners may have government activities functioning as their vendors.   The below figure illustrates the full spectrum of PBL arrangements:
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Figure 1-1 PBL Arrangements Spectrum

Why are DoD and the Services rapidly transitioning to PBL?  First, the Quadrennial Defense Review (Sep. 2001) stated, “DoD will implement Performance Based Logistics to compress the supply chain and improve readiness for major weapons systems and commodities”.  Second, the Under Secretary of Defense Acquisition, Technology & Logistics (USD (AT&L) letter dated Feb. 13, 2002, subject: Performance Based Logistics states that the FY03-07 Defense Planning Guidance (FY03 DPG) requires each Military Department to submit a plan by May 1, 2002 for its implementation schedule for applying PBL to all New Weapons Systems and all ACAT I and II Fielded Systems.  Third, the Program Manager’s Guide to Buying Performance (Product Support For The 21st Century, issued by the ADUSD (Logistics Plans and Programs) focuses on Performance Based Logistics being the product support methodology for the 21st Century states PBL will apply to “new programs or major modifications, or as they re-engineer product support strategies for legacy weapon systems”.

Based on the foregoing policy directives, DCMA, as a Combat Support Agency needs to be prepared to support our customers with our knowledge and insight of contractor processes and capabilities.  This will help ensure PBL is negotiated and implemented properly so our Nation’s military forces can maintain their readiness to execute their missions. 

Performance Based Logistics support is usually documented in a contractual arrangement (commercial, organic or combination of both) where the provider is held to customer oriented performance requirements, such as reliability improvement, availability improvement, and reduced delivery times with the end goal of improving logistics support to the warfighter. As stated earlier, this arrangement may result in part or all of the supply chain being managed by the contractor with DCMA monitoring the process. The overarching goals of PBL are to compress the supply chain, eliminate non-value added steps, reduce Total Ownership Cost, and improve readiness for weapons systems and commodities.

These goals are facilitated through various contractually established metrics such as:

· Reliability/Maintainability/Availability

· 
On time Delivery

· 
Mean time Between Failures

· 
Mean time Between Removal

· 
Mean time Between Critical Failure

· 
Time On Wing

·  
Repair Turn Around Time (RTAT)

·  
Production Lead Time (PLT)

·    Training times and availability

·  
Technical data updates

·     Asset availability

·    Transportation times

· Readiness

· 
Mission Capable

· 
Partially Mission Capable

· 
Non Mission Capable

·    Asset visibility 

· Requisition

· 
Backorder Age

· 
Backorder Rates

· 
Requisition Response Time

· 
Fill Rate

· Inventory Turnover Rate

DCMA can be value added to our customers by providing contractor performance insight and subsequent validation of these contract metrics.  However monitoring and validating contractor metrics performance is only one element of our total PBL support mission.  DCMA will be further called upon to be an integral player on the PM’s team to develop and manage the implementation of a PBL weapon system product support strategy in the pre-systems acquisition, systems acquisition and sustainment phases of the acquisition process process.

This guidebook is designed to assist our functional specialists and managers in supporting the PBL efforts in the pre-systems acquisition, systems acquisition and sustainment phases.  Please keep in mind, our support to PBL contracts is not in the form of a discrete PBL System Review, and it may not require our traditional transaction intensive business model of support.  Instead, it could require a paradigm shift from the traditional transaction intensive model, such as signing DD250s for every shipment, to a model that utilizes the results from our existing set of functional tools already deployed, combined with surveillance activities as required in the PBL contract. We need to keep in mind the ultimate outcome of Performance Based Logistics is Warfighter readiness, and that should be our bottom line goal as we support our customers.  
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A.  Scope

This guidebook is intended as a reference document to assist technical and functional specialists along with managers in supporting the formation and execution of Performance Based Logistics contracts for our customers. It is designed not only to provide knowledge and perspective into the concepts and requirements of PBL, but also to delineate techniques in how to provide valuable insight to our customers who depend on proper execution of the PBL contract. 

B.  Policy

The primary objectives of Performance Based Logistics support are to ensure Warfighter readiness and reduce total ownership cost.  Based on pre-determined performance/readiness goals, PBL is DoD’s preferred approach for implementing product support  that leads to higher levels of weapon system readiness and the reduction of Total Ownership Cost (TOC).  Defense Contract Management Agency (DCMA) Performance Based Logistics support policy is delineated in DCMA Directive 1, Chapter 2.3.

C. References

1.  FAR Part 42.302, Contract Administration Functions

2.  FAR Part 15, Contracting by Negotiations

3.  USD (AT&L) Letter Dated Feb. 13, 2002 Subject: Performance Based Logistics

4. Product Support for the 21st Century: A Program Manager’s Guide to Buying Performance, Dated November 2001

D. Performance Based Logistics Support Activities

1. Acquisition Planning Support Services

1.1 Capability Assessments and Risk Management 

The identification of risk management factors during the acquisition planning phase is paramount.  The ability to identify risk management factors results from knowledge of the contractor’s systems, processes and capabilities.  The identification of risk management factors and their coupling to contractual performance measures is necessary to provide sound acquisition planning support services as well as establish the framework upon which contract management services will be planned and provided

The primary outcome of DCMA involvement during the pre award phase of a PBL acquisition should be to provide insight on the contractor’s capability and history to the Program Office so that only responsive, ready, and reliable contractors are awarded contracts.  Identification of risk management factors for PBL acquisitions typically fall within two categories: Business/Technical Systems Status and Capability, and Logistics Planning and Support Performance.  

1.1.1 Contractor Business/Technical System Status and Capability
Teaming with the customer early in the acquisition planning stage and providing our insight and specialized expertise can often make a substantial difference in the success of a PBL contract. DCMA’s unique insight into the contractor’s systems, processes and capabilities is important to help our customers effectively structure PBL contracts.  If the contractor has never performed a PBL contract, product support requirements must also be considered in vital systems such as purchasing, inventory control, and configuration management.  Enlisting support from the Defense Contract Audit Agency (DCAA) to help identify risks and rate contractor business systems relative to requirements of the PBL contract is often necessary.

The decision to use contractor support should be based upon analysis of trade-offs of alternative support concepts that were performed as part of the early development or logistics support analysis process.  Such support analyses must show that contractor support is (1) the optimum among feasible alternatives, (2) will provide the required support in both peacetime and wartime scenarios, (3) is the most cost-effective method, and (4) is clearly in the Government’s best interest.

Some contractor systems that should be evaluated in order to adequately determine PBL risk management factors include: 

· Accounting System

· Billing System

· Configuration and Technical Data Management System

· Parts Management System

· Test & Evaluation System

· Logistics Management System

· Inventory Control System

· Labor Accounting System

· Material Management & Accounting System

· Purchasing System

· Quality Assurance System

Also DCMA can provide unique insight into key contractor processes and capabilities related to PBL contracts, some examples are:

· Supply chain management processes

· Approaches to demand forecasting

· Approaches to obsolescence management

· Logistics surveillance processes

· Risk management processes

· Quality Assurance plans

· Partnering Arrangements
· Government Furnished Equipment
· Overhaul and Repair
These systems/processes should be evaluated and risk rated based on past performance in light of the requirements of the new PBL contract.  For example, if the contractor only had to maintain minimal inventory in performance of past contracts, yet the new PBL contract requires spare parts to support an entire fleet of aircraft, the capacity of the contractor’s inventory control system, repairs, returns and upgrades might be an area of risk.  As with any risk determination, the likelihood and consequence of failure relative to cost, schedule and performance should be based on the planned outcome of the contract.  Any areas determined to be of moderate or high risk should be referred to the buying activity for incorporation into contract performance measures, incentives, and initial ramp-up periods as appropriate.  Furthermore, these moderate/high risk areas will most likely serve as key focus areas during the contract management phase.

1.1.2 Logistics Planning and Support Risk Management Factors
The basic premise in defining risk management factors for contractor PBL logistic planning and support performance includes all those processes that have historically been planned and implemented through acquisition logistics.  Some PBL contracts will be awarded late in a weapon system acquisition life cycle, so many of the traditional support functions will already be defined, in place, and operational and clearly addressed in the contract.  Each PBL contract is hand crafted and will vary from other PBL contracts.  The following elements should be considered in determining risk management factors, where appropriate, for the particular PBL contract and acquisition phase of the weapon system.

Maintenance Planning: Contractor processes and procedures for maintenance planning and supportability engineering should include logistics support analysis and well defined tradeoff decision criteria/methodology such that support versus cost and performance (e.g. weight) tradeoffs can be made.  DCMA may assist the buying activity in defining PBL contract performance incentives that maximize contractor support performance and reduce the total ownership cost.  Mean Time Between Critical Failures (MTBCF) and Failure Mode Effects Criticality Analysis (FMECA) failure data analyses should be reviewed.  Assess if the contractor meets the Mean Time Between Failures (MTBF) requirements and track the MTBF trend data if available.  

Manpower and Personnel: The contract should specify whether contractor or military personnel will be used to perform elements of the PBL contract.  If the allocation of support tasks is not already defined, risk areas exist in the contractor developing support concepts, defining support requirements, developing training, and providing training.  All PBL contracts that require government personnel to perform tasks that impact contract performance measures should specify the particular government roles and responsibilities.

Program Management (PM): The contractor shall manage the program in consonance with the logistics support plan.  Appropriate logistics support and maintenance history should be documented, maintained, and reported by the contractor. Contractor program plans should consider how repair/upgrade of fielded systems would not have an impact on the production schedule.  Assess if the contractor’s production of spare units is integrated with the normal production flow to minimize cost and assure uniformity of configuration/testing.  Assess if the logistics requirements and milestones are integrated into the production and program management plans. Supply negative trend information to the SIPT or PMO IPT as well as the DCMA Program Integrator if assigned.  

Supply Support: The contractor’s performance history regarding inventory management on a level commensurate with the requirement of PBL contract is a risk indicator.  The contractor should have a well-defined system and procedures in place for purchasing, replenishment, receiving, storing, filling requisitions, and shipping/delivering items required by the PBL contract.  The inventory control system should be linked to the contractor’s purchasing, accounting, and other management information systems as appropriate. DCMA’s responsibility is to assure that proper spare parts are available at the right time with consideration to lead times.
 

Support and Test Equipment (S&TE): S&TE includes all equipment (mobile and fixed) required to support the operation and maintenance of a system.  Ensure that the contractor has detailed procedures on how to determine if standard equipment is suitable to meet the program’s needs.  Equipment should be standardized wherever possible to minimize the need for unique test equipment.  Once the standard S&TE is identified, it should be available at the desired sites at the desired times. The contractor should maintain a list of support equipment. Contractual delivery with milestone schedules should be reviewed to assess contractor’s performance delivery against contract requirements. Evaluate if the contractor will standardize software employed to automate test procedures utilizing Automatic Test Equipment (ATE).  

 

Provisioning:  Provisioning requires the availability of the maintenance plan, Provisioning Parts Lists (PPL), Logistics Support Analysis (LSA), and technical drawings.  Assess that the milestone deliveries for these documents are integrated with the planned provisioning dates and that the delivery schedule is met or a viable contractor developed plan is developed. Assess if contract schedule or cost will be affected by providing the Provisioning Parts Lists (PPL) LSA or technical drawings and supply this information to the SIPT or PMO IPT as well as the DCMA Program Integrator if assigned.  

 

Provisioning Pre-procurement Screening Data: The contractor should screen Defense Logistics Service Center (DLSC) files to identify items already in the Service inventory.  Ensure that there is no proliferation or duplication of items already in the System. Identify components and end items, which contain hazardous materials. In conjunction with the contractor, assess if nonhazardous alternatives exist. 

Warranty: Returned items from the field should be verified and reviewed to assure that the cost to the Government is in accordance with the warranty clause of the contract.  Assure that the contractor has procedures to provide Government asset visibility at all times and can provide delivery, repair/upgrade status of any Government owned units. Assure that the contractor’s property system procedures are adequate for this contract/program.   

 

Repair Quality : The contractor shall ensure that all failure analyses are performed properly; maintenance, repair, and upgrade work shall be free of defects and deficiencies in material workmanship and the item will operate according to its specified performance criteria. Reliability considerations of obsolete replacement items need to be considered for impact to system reliability and maintainability requirements. Negative trend information should be supplied to the PMO IPT as well as the DCMA Program Integrator if assigned. Verification that spares are subjected to the same quality requirements and testing which production units undergo, shall be accomplished. The contractor shall maintain an effective control on the configuration of returned units/systems for which different versions/revisions have been fielded.  

Technical Data: The origin of the Provisioning Technical Documentation (PTD) required to perform the PBL contract is a key risk area.  Government furnished PTD may not be complete.  Some existing PTD may contain proprietary elements, or if Commercial Off-The-Shelf items are required to be supported, proprietary information may be an issue.  If the contractor is to develop PTD or develop alternate sources, processes and procedures should be in place to control the development, configuration, test, and qualification of the items.  Qualified, available suppliers may be specified in the PTD, which may or may not impact the contractor’s ability to develop and qualify alternate (less costly) suppliers.  Qualification procedures for additional sources of supply should be addressed in the contract.  

Technical and Operator Manuals:  It is the contractor’s responsibility to develop, maintain, and deliver these manuals.  These documents should be tied into schematics, location diagrams, and cross-referenced maintenance tasks to assist the user in performing operational or maintenance tasks.  

 

Training: The contractor may be responsible for developing an integrated training package to train testers, operators, maintainers, instructors, and other key personnel.  Training courses should ensure adequate and appropriate training for operators and maintainers.  The contractor should be making maximum use of existing personnel skills, programs of instruction, and training equipment to minimize costs.  Documentation of the procedures used to accomplish this task should be readily available. Identification of any cost or schedule risks should be provided and if negative trends/impacts are suspected, supply this information should be supplied to the PMO IPT as well as the DCMA Program Integrator if assigned.   

Packaging, Handling, Storage and Transportation (PHS&T): Early identification of specialized logistics requirements is a must.  Often times PHS&T can impact the system design and supportability.  Additional support, if necessary, may be obtained from the DCMA packaging and transportation functional specialists.  

 

Hazardous Materials (HM):  HM which may be used in, supplied with, or required in support of the products or services shall be approved by the procuring activity.  

  

Computer Resources Support (CRS):  This includes the facilities, hardware, software, documentation, and manpower to operate and support embedded computer systems.  Similar to the hardware development process, CRS should provide for long-term support of computer-related products (firmware, computerized operational and test programs, and documentation).  Since CRS is a complex and sophisticated effort, a high-level Computer Resource Working Group normally manages it.  The role of the DCMA representative is to review the Computer Resources Integrated Support Plan (CRISP) to assure that the Mission Critical Computer Resources (MCCR) products have been reviewed and validated by the contractor and delivered in accordance with the contract.  Additional support if necessary may be obtained from the DCMA Software Professional Development Team. A determination should be accomplished to see if software used performs the failure analysis to the contract requirements in terms of level of fault isolation and percentage of success rates. Also, how software changes caused by ECP’s or mission profile changes will impact fielded systems and assess contractor field retrofit plans.

 

Design Stability:  A determination should be made to assess if contractor proposed deviations or ECPs will impact fielded units and require field retrofit for compatibility. If so, suggest the contractor develop a cost estimate of fielded items for submittal to the PMO. Establish whether contractor proposed changes are increasing or decreasing system reliability and availability? Provide this assessment to the PMO.  
Facilities: Attention to facilities, both existing and proposed, is necessary to account for inventory, maintenance, and surge capability risks.  Facilities should be addressed at all locations necessary to provide the contractually required support.  All facilities including those used for inventory management and/or maintenance operations should be considered.  All facilities should be able to accommodate surge capacities required by contract.

It must be stressed that risk management factors that DCMA identifies should be provided to the buying activity for incorporation into contractual performance measures and incentives as appropriate.  The likelihood of the risk areas impacting contractual performance after award remains largely unchanged without DCMA involvement. DCMA’s subsequent surveillance effort is simplified if risk areas are identified during the acquisition planning phase and incorporated into contractual performance measures and incentives.

1.2 Pre-award Survey 

A risk-based Pre-award Survey  is one means of providing technical and financial capabilities and past performance information for source selection purposes.  Pre-award Surveys assist customers in selecting capable suppliers, identifying acquisition risk, and developing contracts that can be successfully completed.  Guidance for DCMA early acquisition involvement is identified in Acquisition Planning Support Services.  

Pre-award Surveys assist our customers in making responsible and informed business decisions.  Risk-based Pre-award Surveys, will facilitate the award decision, and enable risk handling prior to award for the customer.  The risk-based Pre-award Survey aligns the basic methodology for conducting the survey and structures the outputs with the way the Agency executes Supplier Risk Management.  

The core process for conducting a Pre-award Survey related to PBL remains substantially the same as performing any formal Pre-award Survey.  The process results may provide inputs for an award/no award recommendation, and it shall include recommendations to the customer as to how to handle identifiable risks.       

1.3 Participation in Integrated Product Teams (IPTs) / Alpha Contracting
The scope of the PBL effort/proposal will vary and may include significant portions of the Total Life Cycle or be limited to just Operations and Support (O&S).  There is no one-size-fits-all approach to PBL.   Each program will have tailored PBL requirements taking into account cost, schedule, and a product support strategy that best meets the customer’s needs.    Once the IPT has been formed, it begins with reviewing the Statement Of Work (SOW), Statement Of Objectives (SOO), Performance Work Statement (PWS) or the Technical Requirements Document (TRD) and the Terms and Conditions (T&C).  Goals and objectives of the PBL effort/proposal may include:

· Influence product design for supportability

· Design and Development of the support system

· Acquisition and concurrent deployment of the support system (including support infrastructure)

· Maintain/improve readiness and improve affordability

· Report any negative logistics trend information

· Reduce or eliminate logistics support requirements

The scope of the IPT or the Alpha contracting effort/proposal determines applicable goals and objectives of PBL efforts and will help assess if the contractor has adequate processes to achieve these goals.
DCMA participation will bring valuable insight to the logistics process for our customers.  In support of the IPT, DCMA should provide current knowledge of contractor's product support processes, the proposal process and bid estimating process.    DCMA will also help define the PBL negotiating position and provide negotiation support.  For general guidance on IPT pricing go to: http://home.dcma.mil/onebook/6.0/6.6/IPTpricingguidebk.htm.

When requested, DCMA’s assessments may include various logistics support processes through out the total life cycle and may include:

· Maintenance Planning

· Repair Analysis

· Repair/Scrap/Salvage

· Support and Test Equipment

· Manpower and Personnel

· Supply Support

· Technical Data

· Training and Training Support

· Logistics Management Information Systems (LMIS)

· Facilities

· Packaging, Handling, Storage, and Transportation

· System/Design Interface

· Obsolescence Management

· Reliability, Maintainability, Availability and Supportability 

DCMA may also be asked to review the contractor’s Basis Of Estimates (BOE) and finally the Cost/Price Analysis to include Technical Support to Negotiations.   Keep detailed records, such as trip reports and minutes of the meetings.  These records may provide help when reviewing the Basis of Estimates and will be needed for the Cost/Price Analysis.

1.3.1 Requirements Definition

Review the proposed SOW/SOO/PWS and any Terms and Conditions.  Is the document clear and concise?  The more well defined the performance requirements and the supporting metrics are, the clearer the expectations of both the customer and the contractor.  Do key performance requirements have supporting measures?  A key performance requirement without a means to measure should be discussed with the IPT lead for potential resolution.  Do all parties agree with the SOW/SOO/PWS?  The goal of the IPT process is a SOW that is 100% complete and agreed to by all parties.  In the event an impasse is reached, the IPT lead will provide direction.  Without agreement, accurate Basis of Estimates cannot be written.

Are there incentives or disincentives for not meeting the objectives?  In a policy memorandum dated Jan 5, 2001, the Under Secretary of Defense for Acquisition, Technology and Logistics stated, “Incentives can be monetary or non-monetary, and should be positive but balanced, when necessary, with remedies for missing specific program targets or objectives.”  

Some non-monetary incentives include:

· Recognition Award

· Extension of Contract

· Exercise of options

· Longer Term of Contract

· Flexibility of Delivery

1.3.2 Basis of Estimates

In an IPT pricing environment the BOEs are submitted incrementally in lieu of single proposal submission.  This decreases proposal cycle time, but places additional demands on the reviewer.  The IPT Pricing process includes milestones, such as, when the BOEs will start to be submitted and the expected completion of the BOEs.  The individual(s) reviewing the BOEs should have an idea of format, sequence, and time frame of submissions. 

As the BOEs are submitted, the requirements should be reviewed again to make sure the elements within the BOE relate to a task within the SOW?  If conflicts exist notify the IPT Lead and record this in the notes.  Some elements to consider during the review of BOEs are:

· Are BOEs consistent with contractor’s estimating system guidelines?

· Are percentages (cost estimating ratios) used to justify certain categories such as supervisory support?  If so, is the percentage justified based on a similar work and/or historical data?  

· Do you have a breakdown of the contractors labor categories?  This is necessary to determine if the right mix of labor is used; an example would be, is an engineer doing a job a technician could do?

· Are there descriptions, such as certified personnel in the task description?  If so, what certifications do they have and are they required?  

· If a BOE uses as its basis projected repairs or requisitions, are those projections accurate?  What are the projections based on?  Are these projections in line with current historical data? Projections of this type may require communication with the customer.

· For material costs, verify the quantity of piece parts against the drawing and Bill of Materials or Parts List. Also review proposed scrap rates for reasonableness.

· What is the basis for the material costs?  Are they vendor quotes, catalog prices, recent purchase history or similarity to other items?

· Typically a minimum of 75% of the total value of material costs should be evaluated.

· Material costs also include services purchased.  

· Consider a handling fee or management price for shipping, for existing inventory draw down. 

· Is there an Escalation Factor?  If so, has this factor been approved by DCAA or DACO?

· Are there new tasks that cannot be justified by use of historical data?  Does it appear to be reasonable?  In either case this should be brought to the attention of the IPT Lead.

· If the basis of an estimate is revised after a BOE is reviewed, the affected BOE may need to be revisited.

· If an estimate includes an agreement with a subcontractor, is that agreement part of the BOE?

· As the BOEs are revised to include comments or changes, are the dates revised or is there another method to determine the latest reviewed BOE.

· Do the “Conditions and Assumptions” within the BOEs reflect what the customer wants or has agreed to?

Finally, after the BOEs have been reviewed and the proposal updated, but prior to the Cost/Pricing Report issued, review the final proposal to ensure all comments have been incorporated, if not, record and pass them on to the IPT lead.

1.3.3 IPT Pricing Documentation

If records were kept during the review process, finalizing unresolved differences should be relatively easy.  The main points to keep in mind are:

· Comments and concerns should be based on objective information.

· State the case, simply and unambiguously.

· Will only have to state unresolved differences in the IPT.  The TSN should provide a recommendation to conclude the argument – with a supportable negotiation position.  Negotiation positions should be prioritized in terms of most important or most significant financial impact.

· Special attention should be paid to precedent setting situations

Where and when possible, cite industry acceptable standards for common situations such as: scrap rates, loss factors, breakage or escalation.  Also cite why exceptions to some existing standard may be justified.

1.3.4 Define Exceptions

PBL contracts may exclude some requirements from the scope of the contract.  If there are exceptions they should be clearly defined. Roles and responsibilities for DCMA, customer and contractor should be defined including who will accomplish physical verification and condition review, negotiate the cost, etc.  Some examples are:

· Over and Above – Battle damage, user induced failures, etc

· Beyond Economic Repair  - The contractor may have authority to scrap or the Government may withhold such authority.  CMO responsibilities should be defined in the MOA.

· Missing On Induction – Items returned for repair may be missing components, sometimes due to cannibalization by the user.  Replacement cost will almost always exceed repair cost and may have to be priced separately depending upon the terms and conditions of the contract.

· No Fault Found/No Evidence of Failure – A weapon system may be returned to the PBL contractor as unserviceable but, when tested it is found to be serviceable upon induction into the maintenance facility.  Cost of troubleshooting, transportation, etc., for the T&Cs may exclude NFF/NEOF.
1.3.5 Surge Capability Assessment

See Section 2.5.6 of this guidebook for surge capability assessment information.
1.4 Contract Pricing and Payment Structure
PBL contracts may be priced in a variety of ways depending on the contractual arrangement, item being supported, performance required by the Government and a number of additional factors.  Some simple PBL arrangements may be priced on an individual item basis (i.e., the contractor is paid based on the number of items delivered).  PBL Mini-Stock Point, Prime Vendor, and Direct Vendor Delivery (DVD) arrangements are typically priced in this manner. 

As the arrangement moves closer to a Full-PBL type of contract, the pricing typically becomes performance based.  Under performance based pricing, contractors are paid for a level of performance.  The actual quantity of material delivered may not be a metric.  Contractor performance is measured to a performance metric or metrics.  Contractor payment should also be tied to their performance to this metric or metrics.  In addition, incentives, penalties and adjustments may be tied to this metric. 

One of the most holistic pricing methodologies is power-by-the-hour pricing.  Under this pricing methodology, a contractor is paid a set price for logistics support for each hour that a system operates.  For example, on an aircraft engine contract, the contractor could be paid $1,000 for each engine-operating hour sustained by the Warfighter community.  The contractor would be required to provide any parts required to support the engines within a negotiated response time frame (e.g., ship material to fill all requisitions within 48 hours).  This type of pricing provides significant incentives for the contractor to improve the reliability of its parts as it is paid the same regardless of the number of parts supplied.

Another version of performance pricing would pay a contractor a set price for a period of support.  Using the engine example mentioned above, the contractor could be paid $10M for engine parts support regardless of the number of parts supplied. 

DCMA's role relating to contract payment structure is to assist in selecting the appropriate payment methodology, collecting and verifying historical actuals and establishing an appropriate payment rate.  For example, on an aircraft engine contract, the contractor could be paid $1,000 for each engine-operating hour sustained by the Warfighter community.  The contractor would be required to provide any parts required to support the engines within a negotiated response time frame (e.g., ship material to fill all requisitions within 48 hours).  In this example, DCMA’s role would be to help determine if power-by-the-hour pricing was appropriate.  If so, data would be gathered to determine historical engine per-hour support costs and project per-hour future support costs.  This data would be used to establish the Government negotiator's pricing position.   

1.5 Support in setting Incentive/Awards Structure 

Incentives, penalties and adjustments can support the performance objectives of a PBL contract by motivating a contractor to achieve those objectives.  The incentives, penalties and adjustments should be tied to the contract metrics and complement the performance requirements of the contract.  Positive incentives are generally preferable, as they motivate positive behavior and are less difficult and controversial to administer.  The contract may contain penalties or negative adjustments that reflect the impact of the contractor not meeting the performance metrics.  Obviously, if the contractor does not meet the performance requirements, the contract can be terminated but that is not always in the best interest of the government, particularly given the long-term nature of PBL relationships.  Award term provisions may also be utilized rather than option periods as they r provide better incentives for a contractor’s current performance and ties future awards to meeting the award term provisions.  Award term provisions should be tied to the contract's performance metrics.

DCMA representatives should assist in selecting appropriate incentives, penalties and adjustments as well as their levels.  DCMA representatives can also assist by providing insight on the administrative burden of applying different incentives, penalties and adjustments.

1.6 Identify Readiness Drivers

Readiness drivers are generally top level metrics and may reflect availability rates, mean time between failure, mean time to repair, requisition back order aging rates, supply turn around time or any other parameter that measures a cycle time or equipment readiness measure.  Key readiness drivers should be defined within the contract.  It is important to remember that these drivers reflect the customer’s definition of which performance measures are important to the users and maintainers of the weapon system.

1.6.1 Help Define/Establish Contract Metrics

For PBL type of contracts, a set of metrics needs to be developed.  Selecting appropriate metrics is one of the most important aspects in constructing a PBL arrangement.  The metrics must relate directly to the customer's/end user's requirement.  The metrics should also be easy enough to gather data on and accurately measure and validate the contractor's performance.

Major suppliers may have several levels or tiers of metrics depending upon the level of management oversight.  The DCMA logistics POC can assist the customer by maintaining and sharing current knowledge of what metrics the contractor’s product support managers use on similar programs.  This may minimize the need and expense for establishing new metrics and reporting methods for new or follow-on contracts/programs.

Some examples of metrics are:

· Customer Response Time

There are no set response metrics for PBL contracts.  The timeframes are normally based on the system's mission criticality; the degree the supplier is responsible for material outbound transportation and the requisition Issue Priority Group (IPG).  Customer response time may be measured in the number of hours or days that the contractor has to respond to an incoming customer requisition.

The following is an example of customer response metrics:

Casualty Report (CASREP) and Priority 1 requisitions
24 hours

Priority 2 and 3 requisitions





48 hours          Priority 4 through 8 requisitions




72 hours

Priority 9 through 15 requisitions




  8 days

CASREP requisitions shall be processed seven days a week (or as negotiated).  All other requisitions shall be processed as negotiated.  Delayed requisitions outside the 85% fill rate that could not be filled immediately, will not exceed the following time frames:

Casualty Report (CASREP) and Priority 1 requisitions
7 days

Priority 2 and 3 requisitions





30 days

Priority 4 through 15 requisitions




90 days
· Fill Rate

The fill rate is a measure of the volume of requisitions satisfied within the initial response time.  PBL contracts should require the contractor to report any requisition that will not be satisfied within the initial response time and to provide an estimated shipping date.

The following is an example of fill rate metrics:

For Issue Priority Group 1 and CASREPs the delivery goal is to fill all requirements within the specified delivery days 100% of the time.  IPG II-III delivery goal is to fill all requirements within the specified delivery days at whatever rate is applicable to reach a combined 85% fill rate for all requirements.

· Reliability Improvement

Reliability performance should be a part of the past performance evaluation when entering a PBL contract.  The Request For Proposal (RFP) should make clear from the outset that reliability improvements are critical for the proposed system.  The contractor’s reliability program should identify how they intend to monitor the proposed system’s reliability performance, identify potential fleet impact, and identify the processes that will be used to make necessary improvements.

The basis for reliability improvements is the level of confidence in the system’s reliability predictions.  The reliability prediction is dependent on the accuracy and completeness of the information used to perform the prediction and on the methodology used to conduct the prediction.

1.6.2 Review Metrics Reporting System Capability 

DCMA logistics personnel should assess the contractor’s top-level metric reporting system capability for PBL related metrics.  This includes reviewing the current metric reporting system capability and its ability to effectively transition to PBL metric reporting.  DCMA needs to communicate this assessment to the customer in an IPT environment. Confidence in the contractor’s metric reporting system is key to developing a successful PBL arrangement.

1.7 Participation in Exit Integrated Product Teams (IPT)

The preparations for Exit IPTs start during the development stage of the SOW/SOO/PWS and continue during the review of requirements preparation.  Exit IPT topics may include: 

· What will be turned over to the Government, such as: 

· What quantity and condition of repaired or spares units? 

· Critical Vendors Lists or Critical Items List 

· Demand history

· Reliability, Maintainability and Availability data 

· Repair time 

· Production Lead Time 

· Long Lead Items 

· Purchase of data rights

· What configuration changes were made, such as: 

· What types of changes were made? 

· How is the data maintained? 

· How and in what form this data is to be delivered upon contract completion. 

· What reports were required during the performance of the contract? 

· Disposal, plant closure, GFE, disposition instructions, demilitarization

The preparation for the Exit IPT requires communication with the buying activity to determine what their needs may be in the out years.  These needs are cost drivers, so requirements identified may need, if possible, to be options.

Another aspect of an Exit IPT is to provide information to the buying activity that may improve the process for a follow on contract.  Do problems still exist that require resolution?  What happened positively that could be shared in other PBL contracts?

The end result is to plan for an orderly transition to completion of the PBL contract; while either negotiation is in process for a variety of future contractual arrangements (i.e.   with the same or another contractor, organic support, or a combination).  
2.  Contract Management Support Services

2.1 Risk Management

Management of contractor risk during post award of a PBL contract largely follows conventional DCMA Supplier Risk Management guidance (http://home.dcma.mil/onebook/3.0/3.1/SuppRiskMgmt.htm) with two significant exceptions.  One exception is that most risks should have been previously identified during the acquisition planning stage and subsequently incorporated into contractually specified performance measures and incentives.  The second exception is that minimal contract management involvement is anticipated as long as the contractor meets contractually specified performance metrics. However our involvement may increase if the contractor systems and processes are not functioning correctly and end users are not appropriately supported.  It should also be noted, under a PBL contractual arrangement, risk is transferred from the government to the contractor.   The chart below depicts the evolution of risk transfer, from full Organic (government operated logistics) to full CLS (Contractor Logistics Support).

 


 

Risk management activities for post award PBL contracts should be tailored to address only those specific processes contributing to the contractor’s failure to meet contractual performance metrics.  Analysis of this poor performance should include identification of related key processes, root causes, and preventative/corrective action.      

2.2 Risk Planning

The process of developing and documenting an organized, comprehensive and interactive strategy and methods for carrying out risk management, which includes assigning adequate resources.

2.2.1 Contract Receipt and Review (CR&R) 

The CR&R process for Performance Based Logistics contracts is no different than the review of a contract by any other functional specialist.  The first requirement is to ensure that the CMO has assigned someone to specifically review incoming contracts for logistics requirements.  This can be done within EDW by ensuring each teams workflow has someone identified to review and document logistics tasks.  Performance Based Logistics requirements can be stand-alone contracts or can be contained within a production, maintenance and facilities or other type of contract.  Specific FAR Part 42 functions may be invoked by paragraph number or verbiage may be included which denotes the logistics functions to be performed.  All contracts shall be reviewed for all technical requirements and assigned to the designated technical specialists.  Documentation of the logistics tasks contained within the contract should be documented IAW local procedure and verification of inclusion in MOAs, delegations, etc., should be performed by the assigned logistics POC.  Customer mandated performance metrics are a particular area of concern during the contract receipt and review process.

It is important to review and understand customer requirements documented in MOAs or LODs.  DCMA reporting requirements should be clearly described.  Questions should be coordinated with the buying activity.

2.2.2 Coordinating Surveillance at Other CMOs
Performance Based Logistics will be contractually imposed/written to a prime contractor at a given location.  This prime contractor may in turn send portions of the contract work to various locations both internally within their company, and/or externally to subcontractors.  A brief discussion of both follows:

Internal Work Transfers (to Prime Contractor):  Since the various PBL functions are often performed at several facilities/locations, it is important for the DCMA technical specialist to consider the possibility of coordinating surveillance with other CMOs.  The coordination between the various CMOs, if needed, should be documented and negotiated in a Memorandum of Agreement (MOA) or similar document that is written by the CMO at the prime contractor location.

The prime contractor's PBL management may be a good source of information to assist in identifying critical locations/facilities responsible for performing the PBL tasks.  The prime contractor can utilize various methods to transfer work from one location to another.  These may include, but are not limited to, the Inter Office Transfer (IOT), Inter Office Work Authorization (IOWA), or Inter Divisional Work Request (IDWR).

Subcontractor Delegations:  LODs will most likely not be required in a PBL arrangement because failure to effectively manage a subcontractor should be reflected in top-level performance metrics.  However, coordination with the customer is recommended to determine if LODs are risk justified. If sufficient risk is justified which may include any customer imposed mandatory requirements, a LOD would be required.  LODs should specify surveillance activities requested including reporting requirements/frequency.  RAMP is one tool that may be used to automatically format a LOD.  

2.2.3 Key process identification

In a PBL environment, the performance metrics will determine/drive the key process selection.  For example, if the metric is related to time on wing, then the key process could be related to Reliability, Maintainability and Availability of the aircraft.  In other words, the key processes selected are based directly on the performance metrics.  Key processes need to be documented in RAMP.  The drop down key process list in RAMP is limited, so you may have to create new key process titles.  Each top-level performance metric needs a minimum of one key process.  When identifying key processes, consider selecting some from within the strategic supplier alliance and inventory/warehouse related systems (see section 2.5.3 and 2.5.4).
2.3 Risk Assessment

The process of identifying and analyzing program areas and key process risks, which provides an indication of the likelihood of meeting performance, schedule, and cost objectives, and the consequences if these objectives are not met.

Performing Risk Assessment for PBL contracts is actually assessing/tracking the key processes related to the metrics’ performance.  Low risk of key processes result when the metrics are being met.  Moderate and high risk of the key processes result when there are difficulties or failure to meet metric criteria.  One element of risk assessment is risk analysis, which considers the probability and consequence of failure to meet requirements.  The outcome of the risk analysis is a risk rating of high, moderate or low, for the logistics system or each logistics element or key process being considered.  This should then result in a prioritized risk list.  When distinguishing between moderate and high risk, remember to consider the consequence of failure in developing your risk. As always, assessment of key process must be based on data, which in the case of PBL will be performance metrics data.

2.4 Risk Handling – Risk Management Plan 

A risk management plan describes an operations team or functional specialist’s risk based approach for performing systems or functional activities at a supplier facility.

Whenever a PBL metric is not being met (CARs issued, CIOs necessary), a more in depth analysis of the failure is required (root cause analysis).  This analysis is also considered adjusting surveillance, because a more intensive level of surveillance is required.  When performing this increased “drill-down” surveillance, additional status reporting to the customer may be required.  Reviewing lower level contractor metrics may also be necessary and occasionally process proofing may be justified. 

2.4.1 Conduct Contractor System Review

Routine data may have to be collected/reviewed and can come from multiple sources. The DCMA QA and Engineering groups at your facility should be conducting ISO 9000 and Engineering System Reviews.  The results of these system reviews will provide you excellent insight into the logistics operation.  If the contractor has a Quality Management System based on ISO 9000 then you should find evidence of internal/external audits of product support and customer satisfaction activities.  You should also find evidence of the contractor’s compliance to internal procedures for controlling training, certification, process control and other key areas that support PBL contracts along with traditional types of contractor logistics support and/or production contracts.  On the basis of these audits, readjust risk handling plans if necessary.

 This supporting data can be acquired from the following reviews:


Engineering System Reviews

· Acquisition Logistics Support System Reviews 

· SPRD&E System Review

· Configuration Management System Reviews 

· Test and Evaluation System Review

· Parts Management System Review


Quality Systems Review ISO 9000 

Results of these reviews coupled with contractor metrics and process surveillance will be the basis for your revised H/M/L risk ratings.  When risk justified and as resources allow, IPT participation may be required to obtain an effective level of process insight in a cooperative working environment.  Discussions of DCMA risk assessments and contractor risk mitigation plans should be done routinely with the contractor. 

It may be appropriate to periodically adjust the requested level of surveillance that was delegated (previously) to other CMOs.  These adjustments will be based on performance data and updated risk assessments.

2.5. Risk Monitoring

The process that systematically tracks and evaluates the performance of risk-handling actions against established metrics.  The process includes changing risk handling options to match changes in risk ratings or employing new risk handling options if current ones are ineffective.

For low risk, monitoring is mainly collecting and reviewing top level metric data.   For moderate and high risk, more data will need to be monitored.  Depending on risk level, monitoring may include a combination of knowledge of the contractor’s systems, metrics (both contractual and internal) and monitoring key processes. 

2.5.1 Monitor/Validate Metrics 

It is important to keep in mind that the contractor meeting the performance metrics directly impact Warfighter readiness.  Therefore, it is necessary to develop a complete understanding of the contractually defined metrics.  You should understand exactly what the metric reflects, understand the performance goal, and be able to accurately assess trends and risk indicators.  If you are a member of the IPT then these metrics will probably be discussed and analyzed at the regularly scheduled meetings.  If there is no IPT, or you are not a member, then you should develop a means to acquire these metrics.  We should strive to maintain a predictive posture that enables us to provide warnings to the customer that the contractor is in danger of not meeting a key metric. 

The use of contractor internal metrics emphasizes the importance of having valid and accurate information in the metric reporting system (valid processes in place for the collection and reporting of metrics data).  Confidence in the metrics being reported is established in the same way as DCMA personnel establishes confidence with other contractor functions and tasks subject to oversight.  It may be necessary to periodically verify the accuracy of metric data if there are reasons to suspect that the data is not accurate.  You may also be asked by the customer to perform such reviews
2.5.2 Monitor/validate exceptions

There maybe some exceptions to the metrics that are not included in the negotiated cost/price of the contract or some exception to the metrics requirements that are not specifically detailed in the SOW, SOO, or PWS.  If there are exceptions they should be clearly defined and verification/validation responsibilities assigned.  In some cases the DCMA ACO and/or a technical specialist may be required to physically verify the condition and negotiate the cost on a case-by-case basis.  Some examples are:

· Over and Above – Battle damage, user induced failures, etc

· Beyond Economic Repair  - The contractor may have authority to scrap or the Government may withhold such authority.  CMO responsibilities should be defined in the MOA.

· Missing On Induction – Items returned for repair may be missing components, sometimes due to cannibalization by the user.  Replacement cost will almost always exceed repair cost and may have to be priced separately depending upon the terms and conditions of the contract.

· No Fault Found/No Evidence of Failure – A weapon system may be returned to the PBL contractor as unserviceable but, when tests as serviceable upon induction into the maintenance facility.  Cost of troubleshooting, transportation, etc., for the T&Cs may exclude NFF/NEOF.

2.5.3 Monitor Inventory Control System/Warehousing
DoD is working to drive down its inventory and logistics footprint whenever practical.  To help accomplish this goal, the Government is focusing on reducing inventory investment.  In areas that are shown to be feasible and cost advantageous, the preference is that the contractor should own the inventory.  Contractor ownership is not always economically feasible due to multiple reasons, such as existing Government owned inventory, or a contractor unwilling to take on the cost or risks that may be associated with ownership of the inventory.  When this is the case, the government can retain title and allow the contractor to manage that inventory.

Challenges arise in situations where there is a mixture of government and contractor owned material.  In these cases, it is important that “where” the title passes between the government and contractor the contract should be explicit.  Strict accounting must be used when government assets are involved.  The GFP clause does apply until a deviation to the FAR is obtained.  Reporting of assets for inventory valuation purposes and maintenance of government property records is prescribed by FAR, Part 45, and contracts must include these inventory reporting requirements.

Inventory Management: Responsibilities include activities and techniques of maintaining the stock of items at desired levels, whether they are raw materials, work-in-process, or finished products.  In a PBL environment, inventory levels and effective inventory management must consider Warfighter readiness and field support requirements.  This includes consideration of Reliability, Maintainability, Availability, Readiness, Requisition, Mean-Time-To-Repair and Inventory Turnover Rates.

Some additional factors that influence inventory management decisions include:

· Goals and objectives of inventory management

· Types and demands of inventory based on the internal flow of material

· Supply and demand patterns from both suppliers and users

· Inventory management cost considerations

· Which individual inventory items are most important

· How individual items are to be controlled

· How much to order at one time

· When to place an order

Inventory levels should be based on customer requirements and demands, and can be an area of excess costs if not managed appropriately.

Some key areas that the technical specialist must be aware are as follows:

· The contractor’s Master Production Schedule accuracy 

· The contractor’s Bills of Material accuracy

· The contractor’s Inventory Record accuracy 

Since inventory is stored in contractor/Government facilities, the physical management of inventory and warehousing are intimately connected.  In some case, inventory may be stored for an extended time.  In other situations, inventory is turned over rapidly, and the facilities functions much like a distribution center.  Facilities may contain raw materials, work-in-process inventory, finished goods, supplies, and spare parts for repairs and end items.  Since they perform the same functions, manufacturing “stores” and facilities are treated alike in most manufacturing environments today.  Environmental control for warehoused materials must be consistent with those specified in the Quality System (i.e. ISO 9001:2000).

2.5.4 Support Incentive/Award Fee Board
An Incentive/Award Fee Board, sometimes referred to as a Performance Review Board (PRB), will meet periodically to analyze data to determine if the supplier is performing as required.  Decisions on incentives, penalties and adjustments will also be made during the board meetings.  DCMA representatives should assist in establishing the frequency of PRB meetings and participate when convened.

The contractor receives incentives or penalties based on their performance in meeting metric criteria during the course of the contract.  DCMA’s function is to validate the metric data that the contractor reports and any additional information affecting the incentive/penalty.  An example of the performance data that DCMA could validate would be to verify the actual on-time delivery compared to what was reported?  

2.5.5 Supplier Alliance Assessment

If the contractor has never performed a PBL contract, particular attention must be given to the way the contractor handles their supplier alliance.  This becomes crucial for effective management of the supplier base.  It is vital that the contractor has good, reliable suppliers, and embraces the following five principles of effective Supplier Alliances:

1. Create net value through improving supply chain partnerships

2. Build an enabling technology infrastructure that provides competitive advantage 

3. Leverage worldwide logistics

4. Synchronize supply with demand

5. Measure performance globally

Some questions that the technical specialist should be asking the contractors are as follows:

· What is the health of the contractor’s supplier alliance?

· How is the contractor measuring the health of their suppliers?

· Does the contractor have a long-term commitment with their suppliers?

· What process are the contractors using to select new suppliers?

· How many of their suppliers have a Supplier Certification?

These areas are crucial for a prime contractor in building a long-term relationship, which includes trust and a shared vision for the future.  Suppliers need to have these assurances so they can plan their capacity and make the necessary commitment to the prime contractor and ultimately to the Warfighter. 

Supplier alliances may include a global network used to deliver products and services to customers through an engineered flow of information, physical distribution and cash.  Supply alliances can vary in terms of their length, complexity, and stability. But successful supply alliances rarely, if ever, occur by accident.  Supply alliances must be actively managed to maximize value to the customer and to achieve a sustainable competitive advantage.  

DCMA technical specialist needs to look more deeply into the types of organizations or individuals, called supplier alliance partners, which make up the global network. 

· Who are they? 

· What do they do? 

· How do they work/link together?

Supplier alliances become increasingly important as firms look to develop preferred links in their supply chain infrastructure.  The contractor’s supply chain does not just include physical goods.  Physical items, information, and cash flows link supply chain partners together.  How is the contractor using this information to better manage their supplier alliances?  The technical specialist must be aware of the following supplier chain flows:

· Physical goods 

· Information 

· Shipments are received and tracked. Senders and receivers send shipment information back and forth. 

· Performance feedback is shared between supply chain partners. 

If we look at each flow, we gain some insight on how to improve supply chain management.  The length, complexity, and stability of a supply chain will have an important impact on the physical goods, information, and cash flows.  Supply chain partners should be able to establish and share critical information rapidly.  As the stability of the supply chain decreases, the product, information, and cash flows will become more difficult to manage.

Enabling Technologies: Finally, there is the growing stream of enabling technologies—the Web, Enterprise Resource Planning (ERP), Business-to-Business (B2B) and Customer Relationship Management (CRM) to name a few—that open up possibilities for interaction between supply chain partners that were not available just a few years ago. However, these technologies present both opportunities and threats.  
As more companies go global, and the use of enabling technologies become increasingly necessary to maintain competitive advantage, companies find their supplier alliances growing longer and more complex.  Also, as system/product life cycle increases, yet piece part life cycles decrease (i.e. COTS/obsolescence), companies find their supply chains becoming unstable. Both of these trends make it more and more difficult to manage the physical goods, information, and cash flows that link the supply chain together. 

Supplier Alliances differ from the traditional business perspective in several ways:

	Traditional business
	Supplier Alliances

	Create firm-against-firm competition. Companies compete with other firms, even those in their supply chain. 
	Create enterprise-against-enterprise competition. Companies compete against other businesses that don't use the same partners. 

	Maintain minimal information flows between supply chain partners. Companies do not share information with their supply chain partners, since they're competing with them. 
	Expand information flows between supply chain partners. Supply chain partners help each other with forecasts, acknowledgments, and other information. 

	Maintain inventory and capacity buffers between firms. Companies maintain a high inventory or an ability to create services at all times to protect against supply chain uncertainties. 
	Reduce inventory and capacity buffers. Companies, customers, and supply chain partners share information with each other, so companies can reduce inventory. 

	Foster only firm-level excellence, optimization and synchronization. Companies improve on performance internally. 
	Foster alliance-wide excellence. Companies improve performance by working with all supplier alliance partners. When one wins, all win. 


2.5.6 Surge Capability Assessment 

In a PBL contract, the contractor’s ability to surge or accelerate delivery, when required, is a critical area to support Warfighter readiness.  Three import considerations to determine a contractor’s ability to accelerate or surge are:  What is the contractor’s capability/capacity to produce an item or service?  What constraints prohibit the ability to increase production?  And what are the production targets? 

To consider the contactor’s current capability first determine their production experience related to the product.  If a contractor has never produced an item or is out of production then the contractor is considered to have a “Cold Base”.  Conversely if the contractor has current production the contractor is considered to have a “Warm Base”.  The ability to accelerate or surge is directly dependent on the status of their production base.  

The ability to accelerate or surge must also include: What can be done to maximize the production capability of the facility?  This may include multiple shifts.  Are there enough materials available or are there adequate personnel (skilled, unskilled and quantity), what additional integration, test or fabrication stations are needed?  

Additional surge/acceleration considerations related to production include:

· Procurement (Purchasing of parts and materials from lower production tiers)

· Purchase Order

· Lead time

· Expediting

· Shipping and Receiving

· Fabrication

· Machining 

· Assembly

· Integration & Test

· Packaging & Shipping


Through put is a key area to evaluate when considering the contractor’s surge and acceleration capability.  Process flow problems and potential bottlenecks are critical areas to identify.  When evaluating process flow determine what constraints prohibit or inhibit the contractor from increasing through put.  

Needless to say as you progress from Peacetime thru Mobilization the need for escalated production increases.  If the customer requires a detailed or formal analysis then DCMA policy is to provide customers with timely, accurate and validated Industrial Capability Assessments of contractor capabilities by the date specified through negotiations with the customer.  If technical guidance/assistance is required when performing surge analysis, contact your District industrial analysis POC or the Industrial Analysis Center. 
2.5.7 End Item Inspection 

Each PBL contract arrangement varies; therefore the DCMA Quality Assurance assessment responsibilities will depend on the specific contract requirements.  The PBL parts supplied are manufactured/repaired under the Contractor’s Quality Assurance Program identified in FAR Part 52.246.  DCMA will continue to monitor the contractor’s quality processes.  Under typical PBL arrangements, DD250s (Material Inspection and Receiving Report) will be submitted once a month with an attachment that lists all of the requisitions filled for the preceding month.  In this case, individual DD250s for each requisition/shipment are not required.  Since DCMA routinely monitors the contractor’s Quality Assurance Program, the QAS could sign the Inspection block verifying that all the quality processes are in compliance, and then forward to customer for acceptance.  This is not the traditional transaction intensive model, but a more performance based method of processing acceptance of shipments under a PBL arrangement.

Additionally, the contractor’s quality assurance program shall interface with and respond to government-generated reports of quality deficiencies known as Quality Deficiency Reports (QDR) and Reports of Discrepancy (ROD).  The procedure for processing product QDRs is unchanged and DCMA’s responsibilities remain the same.
2.6. Risk Documentation

The process that records, maintains and reports various risk management, analysis, and handling plans, and any risk monitoring results and updates.

Standard SRM risk documentation practices apply to PBL contracts.

E.  Performance Based Logistics End to End - Summary Strategies for Success

1. Early involvement of DCMA representatives during the Acquisition Planning Phase of the PBL process is essential for effective administrative support and a benefit to both the government and industry.

2. PBL requires a detailed payment support strategy utilizing Performance Based Payments (PBP) as the preferred financing technique for fixed-price contracts.

3. Early joint government/industry Integrated Product Team (IPT) involvement will enhance program success.

4. Alpha contracting emphasizing collaborative teaming between the contractor and the government leads to a clear understanding of key program events.

5. DCMA plays an integral role in the contractor payment process of PBL contracts; therefore DCMA involvement in the development of payment support strategy is key to program success. 

6. Creativity is critical to the success of PBL in establishing performance metrics and financial incentives.

7. PBL requires a cultural change to traditional government contracting practices.  DCMA should embrace these changes as a new way of providing product support for the 21st Century.
F. Examples of PBL Arrangements

PBL solutions are tailored to the particular needs of the program and customer and can take a variety of forms.  Some examples of PBL arrangements include the following:

PBL- Mini-Stock Point (PBL- MSP):  Conversion of a basic contract for parts/repair of parts/piece part support to include storage of government owned material by a contractor.  Customer requisitions are automatically routed to the contractor.  The contractor (rather than a defense depot) then fills requisitions for this material.  The benefit is quicker issue of customer requirements.  Prime Vendor and Direct Vendor Delivery arrangements fall into this category.   

PBL- Organic (PBL- O):  An arrangement with a government activity (organic repair depot) via Memorandum of Agreement to store and issue material that is repaired by the same facility.  Operates much like a MSP for a commercial provider.  DCMA involvement in an arrangement of this type would be minimal to none.

PBL- Commercial (PBL- C):  An arrangement where the contractor supplies commercial off-the-shelf items directly to government end users.  Customer requisitions are automatically routed to the contractor.   

Full PBL:  A contractual arrangement where the contractor manages the wholesale inventory, determines wholesale inventory levels, repair material as needed, and is required to meet specific performance metrics.  Other contractor responsibilities may include reliability improvement, technology insertion, configuration management, transportation and retrograde management.     

PBL- Partnership (PBL- P):  Similar to a “Full PBL,” but with the addition of an arrangement between the contractor and a government activity (e.g., organic repair depot) where the government activity performs support for the contractor.  The government activity in essence becomes a subcontractor to the PBL contractor.  This type of arrangement typically occurs where government repair capability for an item must be maintained.  The contractor provides oversight of the government repair activity and performs other program management and supply chain management functions.  

Full Contractor Logistics Support:  The most robust PBL arrangement where the contractor manages most or all facets of logistic support, including inventory levels, maintenance philosophy, training manuals, Packaging Handling Shipping and Transportation, full configuration control, support equipment, etc.  
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