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Our Challenge

First cut
S487B
over more over
10 Years! 10 Years!

Today’s Reality

Military Leaders Warn Congress of

“Hollow” Force
Jan 16, 2013, Associated Press
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Presenter
Presentation Notes
We all know that we are entering into a period of deep austerity that some have called Draconian.  The rapid drop in DoD’s budget is very problematic.  Therefore, we need to find new ways to sustain warfighting capability at lower cost as a matter of National security.
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A Smart Solution: Performance Based Logistics (PBL)

 Buys “performance” vs. “transactional support”

o Strategy that makes cost predictable — Firm Fixed Price
contracts

e Industry and studies estimate 10% to 20% savings possible

« Aligns industry profit incentive with DoD support =™ —
requirements ~A ‘

 Optimizes readiness — improved materiel reliability &
availability

PBLs reduce DoD’s cost per unit of performance while simultaneously driving up the

absolute levels of readiness/availability when compared to non-PBL arrangements
Source: Performance Based Logistics and Project Proof Point, A Study of PBL Effectiveness, John Boyce and Allan Banghart,

Defense AT&L Magazine Product Support Issue, March-April 2012, pp. 26-30
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Presenter
Presentation Notes
PBLs have existed since the 1990s and each of the Services has experience with them.  PBLs shift the contracting paradigm from the Government paying for transactional repairs, where the more an item fails – the more money the vendor makes…to a new paradigm.  In the new paradigm, the Government pays the vendor for a level of performance, like “material availability” which is based on a projected number of flying hours, steaming hours, road miles, etc.  The most successful PBLs are firm fixed price contracts with a substantial base period of say 5 years and a substantial option period of say 5 years that incentivize the vendor to assume risk and make reliability investments in exchange for long term profitability.  OSDs Proof Point study validated that such arrangements drive down cost while improving readiness and availability.

Example PBL success stories – see slide 13 
10% to 20% savings – according to industry estimates and the OSD L&MR study “Project Proof Point, A Study of PBL Effectiveness” (John Boyce and Allan Banghart, Defense AT&L Magazine Product Support Issue, March-April 2012, pp. 26-30)
12 of 14 PBLs with cost reduction initiatives embedded in the contracts delivered price-to service reductions (Proof Point)
$16-21B out of $105B – cited Aerospace Industries Association, “Modernizing Defense Logistics,” May 26, 2009, p. 3 

The Proof Point study confirmed three hypotheses.
 
1.  Outcome based strategies decrease cost and increase performance of an aging system.
2.  Those parts with an increasing cost trend will be of lower cost and lower demand than would have been present without the implementation of an outcome-based approach.
3.  Those parts with decreasing cost trend will be those items with greater cost and greater demand.



WARFIGHTER-FOCUSED, GLOBALLY RESPONSIVE, FISCALLY RESPONSIBLE SUPPLY CHAIN LEADERSHIP

A Smarter Solution: Enterprise PBL

Includes more than one Services’ assets

Multiplies PBL benefits through greater volume

Leverages DoD’s buying power (BBP 2.0) and economies of
scale

Further incentivizes industry investment in DoD assets

The Economies of Scale associated with Enterprise PBLs hold

enormous performance and cost savings advantages for the DoD
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Presenter
Presentation Notes
EPBLs take PBLs to the next level by leveraging DoD’s large scale in the market to secure performance at predictable cost.  EPBLs create the opportunity to have a single performance based contract for assets used by multiple Services at lower cost, enhanced responsiveness and performance for the warfighter, streamlined supply chains, and a single set of contract terms and conditions.  Another key benefit is that the vendor is incentivized to upgrade the Governments assets at their cost to achieve long-term profitability. 

Provides volume buying power
Allows going from many contracts to one
Drives decreased variance
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DoD’s Potential Savings via EPBLSs

Potential Savings

$20

$18

 DoD spends $210B* o b i,
annually on logistics “ 1 14
 As much as halfof  § » . A
that amount may be & 10; N \\ 110B /
addressable with = ¢ s6 N Over
6
EPBLs s4 P10 Ye\am
e Industry and studies i /
estimate 10-20% 12 3 a4
savings possible Year

Note: Projections assume a level logistics budget over 10 years

Potential Savings Are Too Big To Ignore

* Defense Business Board, baseline year FY2010
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Presenter
Presentation Notes
Using the Defense Logistics Cost Baseline of FY2010 endorsed by the Defense Business Board, DoD spends ~$210B per year on logistics for maintenance, supply, and transportation.  So what is in the realm of the possible from an EPBL perspective?  If we conservatively estimate that $100B (less than half) of the total logistics spend is addressable in the form of EPBLs…and validated savings of 10-20% is typical under EPBLs, then it is conceivable that EPBLs could produce $10B to $20B a year in savings.  If we assume that it would take 10 years to build up to that level at a 2% per year savings increase, potentially the total savings could be as much as $110B over the 10 year period and then produce savings of up to $20B per year thereafter. 

In order to go after such savings, a full-fledged commitment is necessary to knock down the many obstacles that exist.  To begin the journey, we need to establish a beachhead.  The Honeywell EPBL opportunity is a logical starting point to secure an initial EPBL and refine the approach for achieving further enterprise savings while at the same time improving material availability and reliability for the warfighter.
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Way Ahead

-

¢ “44'

por Sommit to pursue Enterprise PBLs

Own the process

~ « Drive effort to remove obstacles and achieve results
« Establish beachhead for savings

- I
Start a stream—qgrow It into a river



Presenter
Presentation Notes
We propose that senior leadership across the Department commit to the EPBL journey because of the potential savings and other benefits that are too big and too timely to ignore.

With senior leader ownership, we can establish a beachhead to achieve truly remarkable results.

We propose that senior leaders help remove the obstacles to enable the award of the Honeywell EPBL contract in 6 months…a date definite target.

If we commit to this course of action, we can be on our way to achieving the ultimate objective of $10-20B per year in 10 years through EPBLs. 
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: 77

For more info contact
Ms Betty Hoapili
DLA J35 PBL Office
703-767-7601
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BACKUPS
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Potential Honeywell EPBL Content

Value Proposition Platforms / Components

B-1

Aviation A-10 E-3
Ground APU APU & A/C AWACS
Power Mounted APU
Unit Accessory
Drives
F-15 Jet Fuel C-5 F/A-18
Starter & Acc APU EnCS &
Drives Wheel and
(SPLS 1) Brakes
V-22 Env Existing PBL Existing PBL
Control SyS, IR USAF SPLS | Navy TLS
Suppressor, C-130, F/A-18 APU &
Valves & Ground Cart MFC
Avionics U.S. AIR FORCE APUs P-3 APU & EDC
C-2 APU
M1 Abrams
Tank = Aggregated savings
Emergency AGT1500 g_g g g
Power Unit Gas Turbine with the Honeywell
Engine EPBL contract

Additional Opportunities (not included in savings calculations) being pursued

o-6A Poseid 67l exceeds $400M for

- oseiliaon KC-767 — .

e — HON the Services over
Components Components 10 years

ma

And associated FMS Customer orders


Presenter
Presentation Notes
This slide shows a portfolio of material assets being considered for placement under a Honeywell EPBL contract.  Total contract cost is about $3.5B.  This EPBL arrangement can save over $400M for the Services over 10 years.  
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Why PBL and Enterprise PBL?
 PBL/Enterprise PBL contracts establish a long-term product support
arrangement that creates stability for the contractor and the Government
« Government purchases “performance” (e.g. 85% availability) instead of
paying for “repairs” (rewards making repairs)
« Transfers risk from the Government to the contractor

e Contractor willing to assume risk and make investment in exchange for a
calculated expectation of reasonable profit and contract term stability

« Drives healthy behavior by incentivizing contractor to make reliability
Investments and streamline the supply chain

« Improved performance at the same or less cost

« Contractors are far more capable than Government in identifying and
driving out cost and sub-optimal outcomes

« OSD Proof Point study looked at 21 PBL contracts and validated that
PBLs improve readiness at reduced life cycle cost

Properly structured and executed PBLs reduce Service’s cost per unit-of-performance while
simultaneously driving up absolute levels of system, sub-system, and component readiness
- Proof Point Study
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- } OSD Proof Point Study

Figure 3. Aggregated Analysis Results

Program Type Maturity

Goniract Lengih

Comract Ty pe

Proof Point study validated that PBL

arrangements which substantially

adhere to generally recognized PBL

tenets reduce DoD’s cost per unit of

performance while simultaneously

driving up the absolute levels of

system, sub-system, and major com-

ponent readiness/availability when

compared to non-PBL arrangements.

Source: Performance Based Logistics and Project Proof Point, A Study

of PBL Effectiveness, John Boyce and Allan Banghart, Defense AT&L

Magazine Product Support Issue, March-April 2012, pp. 26-30

Cost Perormance
Sub-System & years Firm Fed Price -
. i performance incentves *
Sub-System Syyear, one 3 Firm Fexed Price -
. wear S one 2 year | w performance incentves -
options
Companent S year bese, two Firm Fed Price '
. 5 year options i performance incentives -
Sub-System 5 year hasa, one Firm Feed Price ' = =
. S'year option i performance incentives *
Sub-System 4 years Firm Faced Price -
. wi performance incentves -
System £ years Firm Faed Price > 2
. wi performance incenives
Sub-System 1 year Firm Faed Price » *
. 9 opfon yeams wi performance incentves .
Companent 5 month bese, Firm Fexed Price -
. T opfon years wi performance incenives *
System & years Firm Fed Price
. Amward Fae ' -
Sub-System 5 years, one & Firm Fed Price '
. year option i performance incentives -
System . £ years Firm Faed Price Inckaminate ‘_
i performance incentives
System O —yeary Cost Plus Incentive Faes _-_ -
Sub-System O £ years Firm Faed Price - . *
System G year base, Ciost Plus Awerd Fea -
o & option yeams -
System 1 basa yaar, Fwed Price Award Fas, - ¥
O T opton yeams Cost Plus Incentive Faa
System Syears, Firm Fxed Price - -
O with option years | w' pesformance incantives
System 1 year base, Fixed Price ’
o T opton yeams noantive Fea -
System 1year Firm Feed Price
o i performance incentves - -
System 1year Cost Plus Incantive Faal ' &
O Caost Plus Awerd Fea *
System C' 1year Mot Applicable Indstaminate . *
System O 1year Cost Plus Fixed Fae . ' *

* No Pre-PBL Support/Performance Exceeding Expectations

WARFIGHTER SUPPORT STEWARDSHIP EXCELLENCE

NotValidated

WORKFORCE DEVELOPMENT



Presenter
Presentation Notes
Each of the Services have PBL success stories, examples include:

Air Force  
Joint Stars - JSTARS fleet size requirement was reduced from twenty to eighteen based on increase in performance and availability associated with the PBL arrangement. 
C-17 – Validated cost savings with equivalent performance

Army  
H-60 – FFIP dramatically improved performance
AH64 – Improved performance at reduced cost

Navy
Phalanx - Improved performance at reduced cost
F404 Engine - Improved performance at reduced cost




. )/ ompetitively-awarded Performance-Based Logistics—
s Availability and Response Time Comparisons
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Material Availability* Logistics Response Time**
Navy Program Pre-PBL Post-PBL Pre-PBL Post-PBL
F-14 LAN'I'IRN
- — 73% 920% 56.9 Days 5 Days

H-60 Avinics

1% 85% 52.7 Days 8 Days

F/A-18 Stores Mgmt System
2 Days CONUS
1] 0
%‘% 65%  98% 42.6 Days 7 Days OCONUS

2 Days CONUS

0 0
81%  98% 28.9 Days 4 Days OCONUS

65%  90% 35 Days 6.5 Days

Note: “Pre-PBL” issole-source government and “Post-PBL is competitively
awarded (either to private sector or to a public/private partnership

*Elevan, Paul NAVICP, UID Program Manazer Workshop Briefing, 5 May 2003

*EKratz, Lou, OSD. Status Beport. NDIA Logistics Conference Briefing, 2 Mar 2004
Gompetition; PSC, October 2, 2012 13
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