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aAU Why are we here?

' Major Program COSt ’ I Programs 1 to 24 months late
4 Programs 25 to 48 months late
B Programs more than 48

Overruns

* Major Program Schedule montns ate
Delays Il Programs on time

Source: GAD analysés of DCO data.

. y=00175x- 4827 Figure 2: Schedule delays
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Figure 1: Budget tinue to
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-Over the course of the last 15-20 years major DoD programs have a consistent track
record of cost and schedule delays. This has made the prospect of successfully
developing and producing new DoD systems very daunting, as we contemplate moving
into reduced budgets in the coming years.

- In order to change the current trend a major change in business practices is required.

- The Better Buy Power effort provides a set of proven business practices that are
intended to improve DoD’s system and services acquisitions.



EAU Why are we here?

Annual Deficit Federal Government
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Fig. 3 Quarterly Growth in Real GDP
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Real gross domestic product -- the output of goods and services produced by labor and
property located in the United States.

These economic factors and other are creating pressure on the DoD budget, by reducing
the amount of funds available for DoD to acquire products and services.



What USD(AT&L) Found
x\V

* Dr. Carter in his first year noticed limited
productivity increase across DoD:

— Production Cost continued to increase for the same
item over time

— Over 51% of the DoD budget is Acquisition of Services,
which has increased significantly in recent years

- Examination of programs exposed large sole source
activity (vendor lock) and poor examples of real
competition

— Small Business was not constructively engaged

- Programs took a long time to get to Milestones; value
of reports not clearly understood

- Requirements were developed without consideration of
cost or affordability
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All of these key factors need to be talked about separately., and map them to the different
parts of the BP, see page 6.

*Production Cost continued to increase for the same item over time (Target Affordability
and Control Cost Growth)

*Over 51% of the DoD budget is Acquisition of Services (Improve Tradecraft in
Acquisition of Services)

*Examination of programs exposed large sole source activity (vendor lock) and poor
examples of real competition (Promote Real Competition)

*Small Business was not constructively engaged (Promote Real Competition)

*Programs took a long time to get to Milestones; value of reports not clearly understood
(Reduce Non-Productive Processes and Bureaucracy)

*Requirements were developed without consideration of cost or affordability (Reduce Non-
Productive Processes and Bureaucracy)



Objectives

« Deliver the warfighting capability we need for the dollars we have
« Get better buying power for warfighter and taxpayer

» Restore affordability to defense goods and services

» Improve defense industry productivity

* Remove government impediments to leanness

* Avoid program turbulence

* Maintain a vibrant and financially healthy defense industry

Obtain 2-3% net annual growth in warfighting capabilities without
commensurate budget increase by identifying and eliminating
unproductive or low-value-added overhead and transfer savings
to warfighting capabilities. Do more without more.
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These best practices will make the DoD better customers and better businessmen /
women in developing our capabilities and incentivizing our suppliers

The BBPi is all about “returning to our roots”, revisiting proven practices that have real
ability to reduce the costs of our products and services, thus allowing us, as government
acquisition professionals, to deliver capability to the user / warfighter more efficiently.



aAU Actions

What has been done:
+ Published the Better Buying Power Initiative SEP 14 Memorandum and
implementing memorandums
+ Established the Business Senior Integration Group to guide implementation
— This is about continuous improvement — not a one time event
+ Demonstrating long term commitment to the BBP goals
- USD(AT&L) and PDUSD(AT&L) visits to major buying commands
— Meeting with PEOs and Industry to obtain feedback
+ Defense Acquisition University Rapid Deployment Training (RDT) is
underway (Nov 11)
- Issuing updated guidance on specific elements of BBP
+ Adjusting as feedback is obtained and we learn from experience

What is going to be done:
* Track the Department’s performance at the institutional element
level so we can make adjustments — PARCA initiative
+ OSD Leadership conduct training sessions to align the OSD
staff fully with our intent
+ Get the workforce and industry fully on board at all levels -
change is hard
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Each program and each acquisition professional is enabled to implement these business
practices in their programs.
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I:

Mandate affardabilty a5 8 requirement

Implemant “should cost” based management

* ARA memo 12 Dec 2011 - Should-Cost Templates

* ATAL meme 4 Aug 2011 - Should-Cost and Afordability

* ATEL mema 22 Apr 2011 - Will CostShould Cost

*USA SAAL ZR mema 18 June - Army implementasion of USD (ATAL Aflordabiiey
Initsativie

* USAF memo 15 Jung 2011 - Implementaticn of WilkCost and Shouls Cost
Managamant

° SECNAY ASM-RDA memo 10 July2011 - kmplementation of Showld Cost
Management

Eliminate redundancy within warfighter portiolios

Achiave

Manage program timelines.

ntivize & Innovation in Industry

Increase Use of FPIF contract type
Capitalize on progress paymant stractures.

* DPAP memo 27 Apeil 2011 - Cash Flow Models
Institute a superior supplier incantive program

ndustry's

a0d
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* POUSO ATSL memo 14 Sept 2011 - Document Steamlining-Lile-cycle Sustainment Plan

*F memo 18 July 2011 Program Profection Plan
° POUSD ATAL mema 23 June 2011 - Improving Milestone Process Effectivanass

* POUSD ATEL memo 20 April 2011 = Document Streamiining-Program Strategies and SEP

Reduce requency of S0 level reviews

° AT&L memo 11 May 2011 - Improving Technology Readiness Assessment Eoctiveness.

Recuce non-value added requirements impesed on
and DCAA !
* DPAP mema 4 Jam 2010 - Align DEMA and DCAA

* DPAP mama & Jan 2010 - Align DCMA snd DCAA

Guidance Roadmap

Pipamats Ral Competiion

Remove obstacks o competition
. Alicw reascnable time 10 bid.
*DPAR mema 27 April 2011724 Hov 2010 -impraving Competitin
* Racuuire nea-certified cost and pricing data cn single oers
. Ent for o technical data rights.
ke ks i (050 05 for Plls)
“DPAP memo 14 Jul y 2011 Use Government -wide Acquisition Contracts Set Aside Exclusively for Small
Husiness

“DFAP momo 27 Juna 2011 ynamic Business Roles in the Defe

nagers services

“Senior Manager's appointed similar to AF PED (Army Mow 2010Mawy Jun 2011}

* DPAP memo Z3 New 2000 - Taxonomy for Acquisition of Services
Address causes of poot tradecrafl
= Define requirements and prevent cresp
. Condusct market ressarch
Icrease small busivess participation
° DPAP mams 14 Jul y 2011 Use Govermnmant —wide Acquisition Contracts Sat Askde Exclushvely for Small
Business.

Buinted MemonDTM::

*ATAL & Dec 2011 ing greatet Efficiency
& Productivity In Delense Spending

* POUSD ATAL meme 19 July 2011- Rodes & Respoasibiliies of the 05D 0T
Leaders. Teams and Team members

* ATAL memo 23 June2011- DTM 11.008 - Acquisition Policy for Defense Business.

Systems
* ATBL mamo 21 March 2011- DTM 11-003 - ReRabdity Analysis, Plasning. Tracking
and Reperting

* POUSD ATAL memo 24 Feb 2011~ Expacted Business Practice; Post Critical
Design Review Reports snd Asseroments

* OMB memo 2 Feb 2011 - “Myth Dusting”; Addressing Misconceptions 1o Impeave
Communications. with Industry during the Acquisition Process
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Reward contractors for successful supply
EAU chain and indirect expense management

OFFICE OF THE LN

MEMORANILM FOR ACOUISTTION PRIFESSIONALS

SECRETARY OF DEFENSE

S 14

oy uted o e chicle

Reward contractors for successful supply chain and indirect expense management,
The Department pays profit/fee to prime contractors on work they conduct

" themselves, work subcontracted by the prime contractor to subcontractors, and

allowable overhead and administrative costs. All three are appropriate, but in each
instance the level of profit should be calculated to reward performance. Profit on
subcontracted work is meant to compensate the prime for taking on the burden of

1 managing subcontractor risk and delivering subcontractor value. Otherwise, the
.| government would have to manage the subcontractor itself (an alternative called
- “breakout”). It follows that higher profit should be awarded to management of higher-

risk subcontracts, and higher profit should be given when the prime succeeds in
driving down subcontractor costs every year. Likewise, profit on overhead should
incentivize control of overhead cost. There is evidence, however, that blanket profit

.| levels are set and, what is more, are not revisited periodically in light of actual

performance. This should be done as a matter of course. Additionally, incentives
have not kept pace with fundamental changes in the defense industrial environment,
among them the growth of services contracts and a shift in the role of prime

*| contractors from manufacturers to integrators of components manufactured by

subcontractors.

12 Jan 12
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’A Reward contractors for successful
-

supply chain and indirect expense

| Policy (DPAP) to review the Weighted Guidelines for profit with the aim of
"| emphasizing the tie between profit and performance. In the meantime and
effective immediately, | expect all managers of ACAT 1D programs to
provide to me, as part of their acquisition strategy, the reward and

| incentive strategy behind their profit policy, including consideration of
breakout alternatives where appropriate. | direct the CAEs to do the same
in programs for which they have acquisition authority.

| It is important to note that the savings to be expected from this direction
will be in cost, not in profit. Savings are not expected in profit per se since
in some instances profit will increase to reward risk management and
| performance. But if profit policy incentivizes reduction in program cost, the
{ overall price to the taxpayer (cost plus profit) will be less.

' ]
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Important note is that the focus is on lowering cost, not on lowering profit. It is OK to pay
more in profit in parallel with reducing overall cost!

 Cost reductions are not mandated in profit per se since in most instances profit
should be used to incentivize /reward risk management and performance that
reduces overall cost

« |f profit policy is effectively used to incentivize reduction in program cost, the
overall price to the taxpayer (cost plus profit) should be less

« Example: Using a 90/10 share ration, the numbers would work like this:

» Using a share ratio, in this case the contractor could increase profit by
10% of any cost reductions:

 (before cost reduction): 90 (C) + 10 (P) = 100 (TPC)
« (after cost reduction): 80 (C) + 11 (P)= 91 (TPC)
« Profit increases even with a total cost reduction
(C) - cost; (P) — profit; (TPC) - total program cost
» Need to identify ways to remove costs from programs — challenge the status quo

» Focus your use of incentives in schedule, technical and cost areas, tailored to
your specific program, to achieve cost reduction

» Review the full spectrum of available techniques - don't stick to what's
been routinely done in the past



Guidance Roadmap

=0

Achieve Stable and sconomical production rates.
Manage progeam limelines.

Increass Use of FPIF contract type

Fipmal Feal Competiton
Mandate affardabilty a5 8 requirement : itive straseqy
Implemant “should cost” based management Remove obstackes to competition
* ARA memo 12 Dec 2011 - Should-Gost Templates Aliow reasonabile time to bid
* ATAL mama 24 Aug 2011 - Should-Cont and ANordability *DPAP meme 27 April 2011124 Hov 2010 -improving Competiticn
* ATAL memo 22 Apr 2011 - Will CostiShould Cost Require rified ingle aMers
:nI:'TSML IR memo 18 June - Army implementation of USD (ATAL Affordabiiey . Enk for i technical data rights
¥ us:;“menm 15 June 2011 - Implementation of Wil-Cost 4nd Shoul Cost e rote i b fir ).
Managamant i “DPAP memo 14 Jul y 2011 Use Government -wide Acquisition Contracts Set Aside Exclusively for Small
* SECNAW ASH-RDA mema 19 Julyat i - kmplementation of Showld Cost v S X
Managament “DFAF memo 27 Juna 2011 Dy Business Roles in the Dafe
Eiiminate redundancy within warfighter portiolios Impeove Tradecraftin Acquisition of Services

Define requirements and prevent cresp
Capitalize on progress payment strectures. & W:“
* DPAP memo 27 Apeil 2011 - Cash Flow Models "‘:m""' .
Institute a superior supplier incantive program L S
dusstry's * DPAR mams 14 Jul y 2011 Use wide Acquisition Contracts Sat A y for Small
% Business
Raduce Non-Productive Pro =t
" PDUSD ATEL memo 14 Sepd 2011 - Document Strsamlining-Lite-cycle Sustamment Plas
v 1 Related Meros DTMs;
PDUSD ATSL mema 18 July 2011 - Document Streamlining-Program Protectian Plan S et el . i e Eitiasy
* POUSD ATEL memo 23 Juna 2011 - Improving Milestons Process Effectivenass & Productivity in Defense Spending
* PDUSD ATEL mema 20 April 2811 - Document Streamiining-Program Strategies and SEP * FOUSD ATAL mema 19 July 2011= Roles & Responsibilties of the 0SD 0T
Reduca ineenc e Leaders, Teams and Team members
ol o o . * ATEL memo 23 June2011- DTM 11.009 - Acquisition Policy for Defense Business.
* ATAL mema 11 bay 2011 - Impeoving Technology Readiness Assessment Efoctivensss Sysioams
= * ATEL mame 21 March 2011- DTM 11003 - Reflability Anatysis, Plasning, Tracking
and Reperting
B “POUSD ATAL memo 24 Fob 2011~ Expected Business Practice: Post Criical
P industry Design Review Reports snd Azsersments
Align DCMA snd DCAA processes io ensure work Is complementary * OMB memo 2 Feb 2011 - “Myth Dusting”; Addressing Misconceptions 1o Impeave
* DPAP memo 4 Jan 2010 - Aliga DCMA and DCAA Comemunications with Industry during the Acquisition Process
= U]
* DPAP mamo 4 Jan 200 - Align DEMA and DCAA
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ASSign senio MANAgErs 1of SCquisition of services
“Senior Manager's appointed similar to AF PED (Army Mow 2010Mawy Jun 2011}

i /]
* DPAP mema Z3 Now 2000 - Tazonomy for Acquisition of Services
Address causes of poot tradecrafl

This is the same road map as the last chart with the specific guidance memos included

for the different parts of the BBPI.

The instructor should review the different memos and policy guidance before the class.
In addition each area has a specific DAU faculty who are responsible for coordinating
training. Alist of the key faculty is at the end of this briefing.



aAU Roadmap - Related Memos/DTMs

+ UDS(AT&L) memo NOV 03 2010 - Implementation Directive for
Better Buying Power - Obtaining Greater Efficiency and Productivity
in Defense Spending
PDUSD(AT&L) memo AUG 20 2010 - Technology Development
Strategy and Acquisition Strategy Documents

* PDUSD AT&L memo 19 July 2011- Roles & Responsibilities of the
OSD OIPT Leaders, Teams and Team members

+ AT&L memo 23 June2011- DTM 11-009 - Acquisition Policy for
Defense Business Systems
AT&L memo 21 March 2011- DTM 11-003 — Reliability Analysis,
Planning, Tracking and Reporting

* PDUSD AT&L memo 24 Feb 2011- Expected Business Practice:
Post Critical Design Review Reports and Assessments

+  OFPP memo 2 Feb 2011 - “Myth Busting”; Addressing
Misconceptions to Improve Communications with Industry during
the Acquisition Process

+ 0SD Draft OAS Contract Guidebook for PMs (Dec 11)
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This is the same road map as the last chart with the specific guidance memos included
for the different parts of the BBPI.

The instructor should review the different memos and policy guidance before the class.
In addition each area has a specific DAU faculty who are responsible for coordinating
training. Alist of the key faculty is at the end of this briefing.



=AU What does it mean to

Line Managers (Like you)

+ Reason: DoD organizations have not been good customers nor
business managers in the acquisition of goods and services.

+ Purpose: Make the acquisition workforce better, more aggressive,
business managers, driving down the cost of everything we buy.

+ Message:

— There are no check lists
— There are no school solutions

- Members of the acquisition workforce are responsible for doing their
jobs better, this includes:
+ ldentifying and understanding each and every element of their program and how it
affects cost;

* Knowing the market and the vendors in the market so that we can ensure that we are
getting several different vendors to compete for work at every level and phase of
programs;

+ Understanding the vendors' cost and profit models so that we can properly write,
manage and incentivize contracts; and

+ Understanding development risk, manufacturing, cost structures, and cost saving
methods llean) bettar than the contractors, so that we demand the lowest cost for
every product every time.

12 Jan 12 Learn. Perform. Succeed. 1

When you teach this, there are a number of issues meriting mention and discussion.

First this is not another management trend. This is an effort by the senior leadership to
ensure that the acquisition workforce does their jobs better, by returning to proven
practices that have controlled costs in the past.

So there are no school solutions. There are no check lists. We as representatives of the
US government need to use critical thinking to make better decisions when buying the
systems and services we need, at the lowest practical cost to the government.

11



aA Reward Contractors for Successful Supply

Chain & Indirect Expense Management

12 Jan 12

Issues: What OSD Found
Direction: Memos and other policy
Acquisition Strategy

Supply Chain

— Competition

— Breakout

— Supply Chain Management during Production and Deployment
— Supply Chain Management during Operations and Sustainment

Indirect expense management
Contracting

Supporting Initiatives
Resources

Learn. Perform, Succeed.
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This chart is an agenda for the rest of the briefing..
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aAU Issues
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What OSD Found:

Over the past 30 years industry has essentially
transitioned from an 80/20 to a 20/80 “Make/Buy” ratio
and were incentivized to do this

We have seen a drop off in independent research labs,
facilities and other innovative industry activities

Focus on the development of capabilities, not the
transition to production

We pay up front and regularly, sometimes before
products are delivered, we should receive consideration
for this benefit

There seems to be limited use across DoD of the
various types of contracting tools

Learn. Perform. Succeed. 13
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aAU Issues

12 Jan 12

What OSD Found:

* Program costs have increased for the same products over
subsequent production lots

 Appears to tie to incentive structures employed, which have
not kept pace with fundamental changes in the defense
industrial environment

The Results:

JUN 28 2010 USD(AT&L) memo

“This initiative should contribute to the continuing vitality and
financial viability of the defense industry in the era ahead by
aligning the direction and incentives of the Department and
industry. It is intended to enhance and incentivize efficiency and
total factor productivity. Most of the rest of the economy
exhibits productivity growth, meaning that every year the buyer
gets more for the same amount of money. So it should be in the
defense economy.”

Learn. Perform, Succeed.
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2Al)  Acquisition Strategy

* Dr. Carter, SEP14 2010 Memo: Better Buying Power:
Guidance for Obtaining Greater Efficiency and
Productivity in Defense Spending

— “...lexpect all managers of ACAT 1D programs to provide to
me, as part of their acquisition strategy, the reward and
incentive strategy behind their profit policy, including
consideration of breakout alternatives where appropriate. |
direct the CAEs to do the same in programs for which they have
acquisition authority.”

+ Changes/additions made to Acquisition Strategy
requirements:

* 6. Risk and Risk Management

+ 7. Business Strategy
— 7.1 Competitive Strategy
— 7.5 Major Contract planned
» 7.5.2 Provide the planned contract incentives
» 7.5.5 Sources
12 Jan 12 Learn. Perform. Succeed. 15

One of the most important aspects of this part of the BBPi is the requirement to develop
and document incentives for the contractors to reduce their overhead and supply chain
costs.

These incentive plans will be documented in the program Acquisition Strategy. Consult
the published template for the AS/TDS, along with the other required document templates
emerging from BBP (all are available on the BBP Gateway, reachable from the Defense
Acquisition Portal)

https://dap.dau.mil/

15



Supply Chain Management

12 Jan 12 Learn. Perform. Succeed. 16

Supply chain management includes a wide range of different activities including the
selection and management of subcontractors on major systems development.

In many cases the sub-contractors on a major program can have over 50% of the overall
work and cost on a project. However the Government has no direct legal relationship
with the sub-contractions and therefore limited ability to manage their work and their
costs.



=AU Subcontract Management

* DoD pays profit/fee to prime contractors on work
subcontracted by the prime contractor to subcontractors.

* The level of profit should be calculated to reward
performance. Profit on subcontracted work is meant to
compensate the prime for taking on the burden of
managing subcontractor risk and delivering
subcontractor value.

* The alternative is for the Government to manage the
subcontractor itself — Component Breakout.

* Higher profit should be awarded to management of
higher-risk subcontracts, and higher profit should be
given when the prime succeeds in driving down
subcontractor costs every year.

12 Jan 12 Learn. Perform, Succeed.
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=AU Competition

* Supply Chain Management includes sub-contractors, and
suppliers.

+ Competition in sub-contracting and supply chain
management can dramatically reduce overall costs of
programs

+ Sub-contracts and suppliers contracts should be
competed appropriately*

* If contractors do not aggressively reduce supply chain
costs, the government should consider component
breakout.

*See FAR 52.244-5 Competition in Subcontracting and DFARS 252.242-7005 Contractor Business
Systems and 252.244-7001 Contractor Purchasing System Administration

12 Jan 12 Learn. Perform. Succeed. 18

Because of the importance of the supply chain, including sub —contractors, maintaining competition
is critical. There are a number of different ways to insure competition in the way the prime manages
their supply chain

First is to incentivize the prime to actively compete as much sub contractor work as possible, using
cost sharing.

Second, provide provisions in the contracts to remove parts of the work from the prime (break out)
when necessary so that the government can compete the work independent of the prime.

Breaking out work (parts of contracts) from the prime contractors is not a common practice in many
parts of the DoD.

The ability to breakout work should be written into the contract from the start. After a contract is in
progress the decision to breakout work from the prime needs to follow a well defined process.

After work is broken out from the prime the government can recompete the work and/or manage the
work themselves.

18



What Happens When Competition is
=AU Appropriately Addressed

+ Family of Medium Tactical Vehicles Competition: The Army
awarded a competitive 5 year multiple year requirements
contract to Oshkosh that resulted in an average cost savings
of 28% over the previous sole source contract. The end result
is a cost savings of an estimated $578 million over the contract
period of performance.

+ The JTRS Enterprise Business Model (EBM) is predicated upon
fostering and leveraging competition in production. For the
Multifunctional Distribution Information System - Low Volume
Terminal (MIDS-LVT) radio program initial radios started at
$426K per unit. Since then, through competition between the
two approved vendor production sources, the radios have
decreased steadily to a cost of only $181K per unit, a savings
of nearly 60% on each radio. With over 2600 MIDS units
purchased, the total savings is approximately $500 million.

12 Jan 12 Learn. Perform. Succeed. 19

These are two specific example s of using competition to reduce the overall cost to the
government of production contracts.



Supply Chain Management
=AU During Acquisition

* During Acquisition the Program Manager and his/her staff need to
actively manage the design of the system and all aspects and
components of the system including:

+ AllWBS elements

* Sub-contractor selection, roles, and responsibilities.
+ Supplier selection and contracting

* Make-or-buy decisions

+ The Program Manager should analyze if each contractor is
aggressively managing and competing the supply chain in order to
make breakout decision at each major milestone.*

+ The Program Manager and his contracting team should structure
contracts and deliverables to insure that they have the information
they need to analyze and monitor supply chain management, and
execute breakouts at each major program milestone and as needed
to control program cost.

* New Life-Cycle Sustainment Plan (LCSP), Sept 14, 2011, Memorandum signed by Frank

Kendall
12 Jan 12 Learn. Perform. Succeed. 20

Managing all aspects of the supply chain is critically important to the success of any
program.

Sometime it is difficult to get all the data that you need from prime contractors to get
visibility into how the prime is managing the supply chain. DCMA is responsible for
overseeing contract administration for awarded contracts - under the DFAR you can
request and get information that you need to manage, or oversee management of, the
supply chain if these requirements and deliverables are written into the contract.

20



Supply Chain Management During
aAU Operations and Sustainment

* During operations and sustainment contractors need to actively
manage ongoing activities to support the program through cost
effective supply chain management. The program should look for
* Opportunities for changes in the supply chain
+ Opportunities to incentivize the contractor to compete sub-

contracts throughout the life of the systems to reduce cost to the
government.*

* In order to facilitate active government supply chain visibility and
future breakout of key sub-systems, parts, maintenance, and
support, the program office needs to actively pursue and manage
data rights to all aspects of the program.

* Cnarcific incantiva erhamae chniild ha dieciieead ininthy hu tha Dranram Nffica and tha
opeCHIC INCeNuVe SCNEMES SNCWG U8 GISTUSSET JOINUY O ne rICgram winiCe anG i
contractor.
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After the system is fielded active management of the supply chain is still required. The
majority of the overall system costs reside in the operation and sustainment of a system.

All parts of the sustainment effort including services should be recompeted as often as
practical in order to reduce the overall cost to the government.



=AU What Happens When Supply Chain and

Indirect Expenses are Addressed

12 Jan 12

+ Value of considering a breakout option is illustrated by

results of a review of DDG-51 Destroyer costs

+ Review noted that the new cost for Restart Main
Reduction Gears (MRG), previously subcontracted by
two construction shipyards as Class Standard
Equipment, was now more than three times the
previous cost

* Incumbent manufacturer exited the MRG market and
sold its intellectual property to another firm

* Prime passed on subcontractor’s new bill to
government without aggressive cost management

PEO broke out the MRG from prime contract and

conducted a full and open competition, which resulted in

savings of over $400 million to the government for a lot
buy of nine ship sets

Learn. Perform, Succeed.
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’ Enforce Open Systems Architectures and Set
‘AU Rules for Acquisition of Technical Data Rights

12 Jan 12

* Enforce Open Systems Architectures

— Defense Acquisition Guidebook (DAG) requires an Open
Systems Strategy Summary.

— Not all programs are using open systems architecture, which
adversely effects acquisition and sustainment costs and
program affordability.

— See Naval Open Architecture Contract Guidebook for Program
Managers Version 2.0., and the DoD Draft OSA Contract
Guidebook for PMs

* Technical Data Rights

— A plan for acquisition of Data Rights is required in order to
maximize the Government’s ability to manage breakouts and
competition.

- Data Rights are expensive and complex.

— Detailed analysis of Data Rights needs to be done before
contract is finalized.

— This analysis needs to include engineering and technical teams,
as well as lawyers, contracting and cost estimating teams.

Learn. Perform, Succeed.
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Open System Architecture and Technical Data Rights are absolutely critical to the ability
of the government to get the data we need to manage programs and recompete them to
get the best value and lowest cost for the government.

Open architectures and data rights approaches should developed at the beginning of
contract and can be used as a selection criteria.

These are complex technical, legal and contracting issue that require the program
manager to use his whole team to insure that they are correctly formulated from the

beginning of the program.

23
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Indirect Expense Management

Learn. Perform, Succeed.
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=AU Indirect Expense Management

« DoD pays profit/fee to prime contractors on work they
conduct themselves, work subcontracted by the prime
contractor to subcontractors, and allowable overhead
and administrative costs.

+ All three are appropriate, but in each instance the level
of profit should be calculated to reward performance.

* Profit on overhead should incentivize the prime
contractor to control overhead cost as well as direct
cost.

+ Control Direct Costs when incentivizing Indirect Costs
reductions

* If not controlled, we will incentivize the contractor to
shift costs from one cost category to another cost
category without realizing any overall cost
reductions

12 Jan 12 Learn. Perform. Succeed. 25

Because of the importance of the supply chain, including sub —contractors, maintaining
competition is critical. There are a number of different ways to insure competition in the
way the prime manages their supply chain

First, incentivize the prime to actively compete as much sub contractor work as possible
using cost sharing.

Second, provide provisions in the contracts to remove parts of the work from the prime
(break out) when necessary so that the government can compete the work independent
of the prime.

Insure you also control Direct Costs when incentivizing a reduction in indirect Costs. If
not controlled, we will incentivize “accounting changes” that actually will not reduce
overall costs, but only shift costs from one cost category to another cost category.
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aAU Indirect Costs

* Indirect costs, including overhead, are not identified with
a single final cost objective directly associated with a
DoD program.

+ Indirect costs in the defense industry are significantly
higher than other industries.

* Prime contractors are paid profit on indirect costs and
the indirect costs of their sub-contractors.

* Indirect costs can be effectively managed by contractors
and will reduce the overall cost of the program.

 Contractor reductions in indirect costs, and the indirect
costs of their subcontractors, create more buying power
for DoD.

“. .. Savings to be expected from this direction will be
cost, not in profit. . . . if profit policy incentivizes reduction
in program cost, the overall price to the taxpayer (cost plus
profit) will be less.”

"~
"

Dr. Carter
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Many government contractors measure success in terms of both revenue (the $ value of
business) and profit.

The goal of better managing and reducing indirect cost is to reduce the total costs of
programs and services to the government. Cost is the target here...not profit. If proper
incentives are established , it is entirely possible that a reduction in overall cost may also
result in an increase in contractor profit.



Reward Contractors for Successful Supply
=AU Chain and Indirect Expense Management

Actions ongoing or planned OSD/CAE:
+ Incentivize prime to aggressively manage high-risk subcontracts.

+ Incentivize prime/subcontractors to identify alternate supply chain
paths, commencing during sustainment support strategy
discussions.

+ Profit | Fee incentives should focus on reducing areas of major
cost (“heavy hitters”), in order to reduce overall cost

+ Evaluate Supply Chain performance success during contract
review.

+ Require consideration of “Breakouts” when Government has
option of managing subcontractor rather than relying on Prime to
effect same.
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Our First Area is Reward contractors for successful supply chain and indirect expense management

* Incentivize prime to aggressively manage high-risk subcontract, and higher profit will be given when prime succeeds

in driving down subcontractor costs every year

« Profit levels should be reexamined each time a procurement is planned (including follow on procurements).

* Overhead: Included in this category are indirect labor costs (such as management, quality control, material

handling), facility rent and utilities, depreciation, training not directly billable to a specific contract, travel for non-contract

activities, morale and welfare. These costs are reflected in the overhead rate.

« Take the time to investigate and understand what cost elements are contained in overhead, and are they

reasonable? If not., challenge their continuation in the contract

» Smaller overhead does not always equate to higher efficiency. Evaluate each situation on its specific merits/demerits
*You should be able to calculate an accurate overhead rate for any of your contracts...if you cannot, you
need to learn how to do so

« Although certain expenses may be chargeable to overhead, most companies constantly work to minimize these costs
to keep their rates competitive in the marketplace

« Additionally, the components of overhead and the way costs are collected and grouped can vary by company. For
example, in one company, contracting officers and supply chain personnel may be handled as indirect labor
(overhead), while in another the same people are direct (base labor). This may be a way to find savings.

* Buying outcomes instead of parts or man hours means reducing costs, decreasing cycle times, improving
performance and accurately predicting demand.

« Properly structured, Matl Availability results in, Logistics Response Time decreases, depot efficiency increases. A
shorter Repair Turn Around Time, less time spent Awaiting Parts, Work in Process, Mean Time Between failures (all
improve).

« All managers of ACAT ID programs are now required to provide USD/ATL, as part of their acquisition strategy, the
reward and incentive strategy behind their profit policy, including consideration of breakout alternatives where
appropriate

+ CAEs have been directed to do the same in programs for which they have acquisition authority
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aAU Reward Contractors for Successful Supply

Chain and Indirect Expense Management

Additional Actions:

12 Jan 12

PMs:

Reinvigorate interest in addressing methods to reduce
life cycle costs (direct and indirect) in partnership with
public/private entities.

Develop contracting tools and supplier incentives to
attract those in industry, who are on the sidelines, to the
acquisition environment.

Incentivize the weapon system PSI to invest in major
reliability, availability, and maintainability initiatives.
Mandate use of analytical tools such as Business Case
Analysis (BCA) to determine best value.

Learn. Perform, Succeed.
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“Pay for performance” contracts motivate vendors to reduce failures/consumption.
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Reward Contractors for Successful Suppl
2o\,

Chain and Indirect Expense Management

12 Jan 12

Additional Actions Continued:
Milestone Decision Authority:

* Require PMs to comment on non-use of performance
based strategies and address /discuss at Milestone
Reviews

+ Encourage multiple award contracts that allow future
competitions at the task level among qualified
suppliers.

+ Objective is to robustly compete among a large group
of qualified providers, to reduce costs and maximize
other competitive benefit

Learn. Perform, Succeed.
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Supporting Initiatives
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All the different parts of the BBPi are interrelated and support each other. The following
slides provide additional information on the competition part of BBPi that, if properly
executed, will support supply chain management.



Emphasize Competitive Strategy
aAU at each Program Milestone

Competition in Contracting Act (CICA) requires all acquisitions be competed, unless a statutory exception
applies. In FY10, < 50% of DoD contract spending was competitive.

5 igarabele nck Computive DoD FY10 Competition Data: $368B

: = Includes orders executed on a sole
procedures where only one offer was Noncompetitive: Statutory exception to . b
received and record the dataas [ competition (e.q., J&A) 38.4% source basis.
“noncompetitive procurements using

competitive procedures”,

Noncompetitive: Only one offer received via 13.1%

compeitive procedure ! Per FAR, the price of only one offer
can be considered based on adequate

Competitive: More than one offer received

Before FY11, DoD used a single _ . 48.5% price competition if “the contracting
annual “Competition” goal combining via competitive procedure officer can reasonably conclude that
data of competitive procedures the offer was submitted with the

resulting in either only one offer or
more than one offer,

expectation of competition”.

Less than half of DoD dollars are considered

competitive under CICA.

+ - 4

. T BEP: “Effective Competition” introduced , :
o S Cron S
“Increase by factor of 2% per FY sincreast by factor o 10% per FY. for making the fair & reasonable price
*FY10 “Overall Competition” Rate *FY10 “Effective Competition” Rets determination, Updating OFARS

13:4% + 48.5% = 61.6% skl ot el ) accordingly. ?
*FY11 “Overall Competition” Goal R Eeche S ompetin ol i
ol 78.6% X 110% = 85.9%

I . | .
s | BBP Impact on DoD Competition | —
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Emphasize Competitive Strategy
aAU at each Program Milestone

SEP 14 2010 USD(AT&L) memo directed a review DoDI 5000.02
documentation required to support the acquisition process. On April
20, 2011, PDUSD(AT&L) issued a streamlined, annotated outline for the
Technology Development Strategy/Acquisition Strategy (TDS/AS):

“Competition Strategy. Explain how a competitive environment will
be sought, promoted and sustained throughout all program phases.”

» Program Managers should have a competitive strategy even if
classic head-to-head competition does not exist

» What a Competitive Strategy should emphasize:
- Related program serve as partial substitute for program

— A plan to regain competition in an unproductive sole source
situation

— Breakout of subcontract work
- Adapting commercial products

TDS/AS Template: htips://dap.dau.mil/leadership/pages/bbppolicy.aspx
12 Jan 12 Learn. Perform. Succeed.
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Additional Resources

Learn. Perform, Succeed.
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=AU DAU Courses

12 Jan 12

Logistics: LOG 340 (Life Cycle Product Support)
Contracting: CON 232 (Overhead Rates)

Improving Tradecraft Thrust Area:
ACQ 265 (Mission Focused services)

Continuous Learning:
CLL011 Performance Based Logistics
CLC 056 Analyzing Contract Costs
CLC 014 Analyzing Profit and Fee
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aAU Sources of Information and Assistance

Defense Acquisition Portal:
—Better Buying Power Gateway:
https://dap.dau.mil/leadership/Pages/bbp.aspx
—Better Buying Power Community of Practice:
https://acc.dau.mil/lCommunityBrowser.aspx?id=432727
—Acquisition Community Connection (ACC) Contract
Cost, Price & Finance:
https://acc.dau.mil/awardandincentivefees
Contact your DAU regional representative for further

information:
- CNE: 703-805-4469
« DSMC: 703-805-3800
= Mid Atlantic: 240-895-7360
« West: 619-524-0831
* Midwest: 937-781-1250
» South: 256-922-8703
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For additional information, consult the Defense Acquisition Portal for the latest guidance.
Address requests for assistance to your regional representative.
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