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EXECUTIVE SUMMARY

This report summarizes recommendations of the DOD Task Force to Improve Industrial

Responsiveness. In May 1981, Dr. Richard De Lauer, Under Secretary of Defense, - .

Research and Engineering,-1Tev~ttg that the problems of the +ndustr-ial-b ase-were

serious and that the time had come to act, chartered a .Joint Service Task Force

to propose changes to DoD policy to implement the key recommendations of a number of .

previously accomplished industrial base studies. The following paragraphs outline

the changes proposed by the Task Force:

The Defense Acquisition Process (See paragraph 2.1 of the report.) "

o Established Defense Systems Acquisition Review Council (DSARC). -
reportable production related goals to increase program manager
focus on industrial resource constraints and productivity issues
early in the acquisition cycle.

o Required use of the most efficient production rates consistent
with resources available. The effect of variations in production
rates must be clearly defined and presented to DSARC principals.

o Developed a requirement for an Industrial Resource Analysis to
allow the program manager to identify the up-front resource require- 7
ments; including capital investments and timing of financial commit-
ments, required to have resources available to support initial production.

o Required closer consideration of industrial preparedness planning in
peacetime production rate. and productivity improvement investment
decisions.

o Required that Industrial Preparedness Planning (IPP) be considered
for all programs and that IPP funding requirements be clearly defined
and reported to the DSARC principals.

o Proposed changes to the Defense Acquisition Regulation (DAR) to add
surge option clauses, and an improved definition of Industrial Prepared-
ness Planning concepts.

o Required increased emphasis on industrial base issues in advance procure-
ment planning, and source selection.
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Industrial Preparedness Planning (See Paragraphs 2.2 and 2.3 of the report.)

o Assigned responsibility for management and oversight of industrial
resource planning within the Office of the Secretary of Defense (OSD)
and Department of Defense (DoD) components.

0 Integrated separate but related industrial resource programs under
a single resource oversight program.,

o Reqiuired that a composite Production Base Analysis be developed to
identify industrial base shortfalls and assist in determining priorities
for optimal allocation of DoD resources.

o Prescribed time phasing for planning and submission of Industrial
Preparedness Planning information to maximize its utility in
budgeting and resource allocation decisions.

o Required DoD components to maintain critical item lists and that
a consolidated critical item list be maintained by OSD.

o Prepared a proposed SECOEF policy statement on the Defense Industrial
Base to promote industrial base improvement initiatives and to highlight
the importance of the industrial base as an essential element of the
nation's deterrence. .

National Resource Base (See paragraphs 2.4 through 2.6 of the report.)

o Developed a comprehensive BOD Guide entitled "Improving Productivity in
Defense Contracting." This guide identifies the methodology and contrac- .*

tual approaches (including sample clauses) available for integrating
capital investment incentives and technology modernization (Tech Mod)
programs into DOD contracts.

o Developed proposed amendments to the Defense Production Act (OPA) of
1950 which would result in the following changes:

-- Title III -Proposed removal of current obstacles to use of Title
III by reducing the Congressional review period for financial assis-
tance proposals and providing "up front" funding for such projects
(as opposed to annual 0MB review, authorization and appropriations
for specific projects). -

-- Title IV (New Title) - Proposed requiring a continuous review of
local, national and sectoral defense labor problems, and recommen-
dation/implementation of proposed solutions. This review would most
likely be accomplished by the Department of Labor with major inputs **

from DoD. Annual reports would be provided to Congress. .-This amend-
ment also requires regular consultation with representatives of labor
on IPP issues.

-7A
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-- Title VII Proposed removal of unnecessary restrictions on the .
convening of voluntary agreements with industry and provides for a
5-year extension of the DPA.

o Tied together DoD programs which generate materials availability
information to assure OSD visibility for consideration of corrective
action to "head off" material availability problems (including use of
DPA Title I1) before problems become severe. :-:.

o Fixed responsibility within OUSDR&E and DOD Components for exchange of -.

information regarding material availability and shortages.

o Updated the manufacturing technology (MANTECH) guidance to consolidate
current MANTECH policy and establish procedures fo, closer coordination
among the Services.

The changes developed by the Task Force are shown in the Tabs 4 through 15 to

this report. These changes are proposed, as of the time of this report, and

will require OSD and DoD Component review before becoming DoD policy. The Task

Force efforts represent a substantial first step in identifying some of the, -

most seriously needed changes to defense policies affecting the industrial base.

If accepted for implementation, they should result in significant improvements

in industrial responsiveness. However, vigorous action and top management 0

emphasis will be required to insure rapid and meaningful implementation of the

proposed policy changes.

vi
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INTRODUCTION :

1.1. Background

The capability of the defense industrial base to economically produce

and respond to peacetime, surge and mobilization defense production

requirements on a timely basis is a major element of our national strength

and deterrence. A number of studies conducted over the past two years

have highlighted the deteriorating condition of the industrial base, its

diminishing ability to respond in times of crisis, and the danger that

this problem poses to our national security. These studies have been in

general agreement that:

o Current Department of Defense programs do not adequately
address the industrial preparedness and industrial respon-
siveness issues.

o Current Defense acquisition procedures do not promote
maintenance of a sound industrial base which can be
responsive to peacetime, surge and mobilization needs.

In May 1981, Dr. Richard De Lauer, Under Secretary of Defense/

Research and Engineering, believing that these problems were serious and

that the time had come to act, chartered a Joint Service Task Force to

propose changes to DoD Policy to implement the key recommendations of a

number of previously accomplished industrial base studies (Tab 1). The

composition of the Task Force, its Steering Group and Special Advisors

is shown in Tab 2.
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1.2 Methodology/Approach

The Task Force used the Improvement Triad from the DoD Action Plan

to Improve Industrial Responsiveness as the framework for orienting its
A

efforts (Figure 1).

MATERIALS

PRODUCTIVITY SKILLED LABOR

NATIONAL
PRO V RESOURCE

BASE 

LAO

STABILIT OEFENSE GUIDANCE
AND FUNDING

PROCUREMENT DEFENSE INDUSTRIAL
LAWS AND / ACQUISITION PREPAREDNESS ENVIRONMENT

REGULATIONS PROCESS PROGRAM

PRODUCIBILITY PLANNING

-

Figure 1 - The Improvemeht Triad

Specific recommendations and findings from nine reports (Tab 3) were

reviewed to determine the more important policy changes needed. The Task

Force maintained contact with other OSD offices involved in implementing

the DoD Acquisition Improvement Program to ensure coordination and to

avoid duplication of effort.

The Task Force established a systems approach of addressing major

issues identified in the Improvement Triad and following these issues, as

appropriate, through individual directives and groups of directives.

The Task Force made a concerted effort to ensure that responsibilities

for enhancing industrial responsiveness were defined and assigned to

appropriate levels. Direct management responsibilities were assigned

to progr.am managers, and oversight and coordinating functions were assigned

to the Office of the Secretary of Defense and the DoD components.

2
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The result was an integrated series of proposed policy revisions

'or enhancing industrial responsiveness, each of which addresses one or

)r more elements of the Improvement Triad. The directives and other

documents revised or developed, and their relationship to the Improvement

Triad, is shown in Figure 2.

SECDEF POUCY STATEMENT

ACQUISITON INDOUSTRIAL PREPAREDNESS -
lI-b W 2- 8I.-m . DAN -,000 GUIDE S.IS M- 64- 4W601 DPA OOM.2 4M.1

SOURCE DAR MIANTECH PmsoRMmS INDUSTRIAL
4S SELECTIONE RIS)0NS AND PREPAREDNESS
111101 ALLOATONS PLA11886

MAJOR DEFENSE -IMPROVIN6G AVAILASILITY OVA INDUSTRIAL
SYSTEMS PRODUCTION PRODUCTIVITY- Of REVISION RESOURCES
ACQUISITION MANAGEMENT MATERIALS
PROCEDURES

Figure 2 -Documents Revised by the Task Force,
Showing Relation to the DoD Improvement Triad
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RECOMMENDATIONS

The changes proposed by the Task Force are shown in Tabs 4 through

In addition, the Task Force developed a SECDEF policy statement on

defense industrial base, which is not is shown. A one-page summary

he proposed changes has been included in each of the Tabs. Most of ...--

e documents were informally coordinated with key offices while they

being developed, and are now ready to enter the formal coordination

ess.

Defense Acouisition Process

A number of industrial base studies have highlighted the need to integrate

istrial base considerations into the acquisition process. One of the

,ctives of the Task Force was to increase the program manager's involvement

ndustrial base issues related to his program. The goals of increasing

,ram manager involvement were (1) to insure use of efficient production

,s consistent with resources; (2) to insure early identification of potential

luction problems, as well as opportunities for increasing productivity;

(3) to provide a closer link between peacetime acquisition production -

ning and industrial preparedness planning.

To accomplish these goals, revisions were proposed to DoD Directive (DoDD)

.1, DoD Instruction (DoDI) 5000.2, DoDD 5000.34, DoDD 4105.62, and

Defense Acquisition Regulation (DAR) (Tabs 4 through 8). Specific

ges proposed were:

o To establish DSARC reportable goals and thresholds
(production lead time, acceleration rate, production rate,
and surge production rate) in order to increase program
manager management focus on industrial resource constraints •
and productivity issues early in the acquisition cycle.

4
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o To provide linkage between peacetime acquisition and surge/
mobilization production by requiring that Industrial Prepared-
ness Planning (IPP) be carefully considered when making produc-
tion rate decisions. The need for IPP funding must be clearly
defined and reported to the DSARC principals, along with projec-
tions of the impact of not providing such funding.

o To require use of the most efficient production rates, consistent -
with resources available. The effect of variations in production
rate must be clearly defined and presented to the DSARC principals.

o To develop a requirement for an Industrial Resource Analysis to
allow the program manager to identify the up-front resource require-
ments (including capital investments) and timing of financial
commitments required to have resources available to support
initial production.

o To add surge option clauses and improved definition of Industrial
Preparedness Planning concepts to the Defense Acquisition Regulation.

o To place added emphasis on industrial base issues in advance procure-
ment planning and source selection.

Industrial Preparedness Program - Planning

Many recent studies have concluded that the Department of Defense Industrial

redness Planning (IPP) program has been ineffective. Responsibilities

been diffused among many offices, emphasis given to the program by each

ce has differed, and the interest shown by industry has generally waned

o lack of funding and follow-through on correcting problems which were

ified.

The Task Force noted that many IPP improvement actions were already

way within OSD. The Task Force proposed major revisions to

4005.1 and DoDI 4005.3 (Tabs 9 and 10) to:

o Fix responsibility for management and oversight of
industrial resource planning within OSO and DoD component
levels.

o Integrate separate-but-related industrial resource manage-
ment programs (IPP, Manufacturing Technology, industrial plant -
and equipment, materials management, etc.) under a single
resource oversight program.

o Require development of a DoD composite Production Base Analysis,
in conjunction with the Services, to identify and address
industrial capabilities and shortfalls.

===5=======
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INDUSTRIAL BASE STUDIES CONSIDERED

DoD - Action Plan for Improvement of Industrial Responsiveness

OSD - Carlucci Memo: Improving the Acquisition Process (30 Apr 81)

"The Ailing Industrial Base: Unready for Crisis," Committee on Armed

Services, U.S. House of Representatives (31 Dec 80)

Defense Science Board Study Summer 1980 Study on Industrial Responsive-

ness (Jan 81)

GAO Report - DoD's Industrial Preparedness Program Needs National

Policy to Effectively Meet Emergency Needs

HQ AFSC "Payoff 80" - Executive Report on Manufacturing Technology

Investment Strategy

USAF Advisory Board Ad Hoc Committee on "MANTECH" program (Dec 80)

GAO Report - Follow-up on Use of Numerically Controlled Equipment to

Improve Defense Plant Productivity (17 Jan 79)

Lawrence Livermore National Lab (LLNL) Project: rachine Tool Systems

Management and Utilization
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It will be necessary for the Joint Service Team to call on the functional
expertise of personnel within each Service and DLA for short-time periods.
I ask that each Military Department and DLA extend their full support
for this as well. Little, if any, travel is contemplated; however, each
Department or Agency is requested to provide travel and per diem funding
as required.

.- . -...-

I request your strong support and best people for this effort. Nominations
of team members should be furnished to Lt Col Doherty, the Pentagon, -...
Room 4C283, ext. 54167, within the next five working days. He will then
schedule the first meeting of the Joint Service Team. The agenda for
the first meeting will include discussion of the objectives, schedules,
and organization of the Joint Service effort.

I consider this initiative an extremely important element of our overall
efforts to improve the productivity and responsiveness of the Defense

I -Ifu... ..- .- spr
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THE UNDER SECRETARY OF DEFENSE S

WASHINGTON. D.C. 20301

RESEARCH AND A

ENGINEERING 0 MAY 1981

.- , -•..' *'*.'

MEMORANDUM FOR ASSISTANT SECRETARY OF THE ARMY (RESEARCH, DEVELOPMENT AND
ACQUISITION)

ASSISTANT SECRETARY OF THE NAVY (RESEARCH, ENGINEERING AND
SYSTEMS)

ASSISTANT SECRETARY OF THE AIR FORCE (RESEARCH, DEVELOPMENT
AND LOGISTICS)

DIRECTOR, DEFENSE LOGISTICS AGENCY 0

SUBJECT: Improving Industrial Responsiveness

One of the key concerns of this administration is the ability of our
Defense Industrial Base to respond to DoD's peace-time and potential
national emergency requirements. During the past few years a series
of Industrial Base studies have provided policy change recommendations
intended to strengthen Industrial Base responsiveness. Many of those
recommendations are sound but remain unimplemented. I want to implement
those having merit. To facilitate expedited action in this vital area,
I am directing formulation of a Joint Service Team to insure implemen-
tation of selected recommendations contained in recently completed major •
Industrial Base studies, as well as implementation of those decisions
relating to industrial responsiveness contained In the April 30, 1981
DEPSECDEF memorandum, subject: Improving The Acquisition Process. This
effort will be accomplished on an incremental basis with completion
in six months.

Both the DEPSECOEF and I will monitor the progress of this Joint Service
Team. This effort will require full cooperation of the Services, the -.- ,.
Defense Logistics Agency (DLA), other DoD organizations and Federal
Departments. The Air Force has been asked to lead the Joint Service Team.
Lt Col Doherty, AF/RDC, will serve as team leader. I am requesting that
each Service designate three qualified individuals and DLA one individual
to serve on this Team. Team members must be capable of developing proposed
policy and coordinating actions within their respective Service and within
other Departments and Agencies. The Team should also plan to obtain the
views of appropriate "ndustry associations as needed. The Team will
report to the DoD Senior Level Steering Group on Improving Industrial 0
Responsiveness. Resultant implementation actions will be in a form
that can be provided to the necessary action agency for final approval ,: .,....

and implementation. " "
-C.T-..
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3. CONCLUSIONS

The Task Force efforts represent a substantial first step in identifying

some of the most seriously needed changes in defense policies affecting

the industrial base. A broad series of substantive changes have been proposed

which should positively impact acquisition strategies, management of industrial

resources and industrial preparedness planning. If implemented these changes

should have a significant impact on improving industrial responsiveness.

and defense production efficiency. However, vigorious action and top

management emphasis will be needed to assure rapid and meaningful imple-

mentation of the proposed policy changes. Implementation will also

require education, organization, manpower, analyses and funding.

The transition plan shown in Tab 16 has been proposed to assist in

the orderly transition of responsibility for the final processing and

implementation of the proposed directives. In addition, the Task

Force developed a list of study recommendations and issues which could

not be addressed by the Task Force due to time constraints, but which

were candidates for future implementation action. Some of the more

significant recommendations for future action include:

- Pursuit of changes to Cost Accounting Standard (CAS) 409 to revise
guidelines for charging accellerated depreciation to government
contracts in light of the Economic Recovery Act of 1981.

- Expanding sources of funding for Technology Modernization (Tech Mod)
programs which have a high potential for increasing productivity.

- Revisions to the priorities and allocation directives to make these
programs more effective. The Task Force did not propose any major
revisions to these directives because of the pending revisions to this -
program by the Department of Commerce.

- Revisions to directives on industrial plant and equipment. These -
directives were not pursued, due to limited time and the pending
DAR cases on this subject, however, substantial revisions to these
directives are needed to accommodate more up-to-date acquisition,
custodial and utilization policies.

10
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The DoD Task Force developed a proposed DoD Guide entitled "Improving

Productivity in Defense Contracting" (Tab 15). In addition, the Task Force

worked with the Manufacturing Technology Advisory Group (MTAG) Executive

Committee to update DODI 4200.15 (Tab 14). These documents are described -

below:

o A comprehensive DoD Guide was developed to identify

under one cover the methodology and the contractual

approaches (including sample clauses) available for

integrating capital investment incentives into DoD

contracts. The DoD Guide also provides definitions

and procedures for establishing Technology Modernization

(Tech Mod) Programs.

o DoDI 4200.15 was revised to clearly define MANTECH objec- 
'-

tives, management and structure funding procedures, and

to incorporate other recommendations from GAO reports, the 
-

"Payoff '80" study and the USAF Ad Hoc Advisory board report.

.., .. -.. ,.: ,
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-- Defense Contractor Energy Shortages and Conservation (DoDI 4170.9)
-- High Dollar Value Spare Parts Breakout Program (DoDI 4105.60)

2.5 National Resource Base - Skilled Labor

Problems associated with shortages of skilled labor are particularly ." .,- -

complex and very little is known about what to do about these problems.

More than half of the skilled tool makers in this country will retire -

within the next 8 years. Industry is producing about 25% of the journeymen needed

each year to replace those lost through attrition. There is also a serious shortage

of engineers and technical personnel. There is a projected shortaqe of 49% in

industrial engineering over the next 10 years. These trends will impact

defense industry costs and capabilities. To assist in remedying the problem the

DoD Task Force proposed an amendment to the Defense Production Act which would

add a new Title IV dealing with labor (Tab 13) which:,%...

o Requires continuous review of local, national, and sectoral "-"-;'-"
defense labor problems, along with identification and imple-
mentation of proposed solutions. Annual reports would be
provided to Congress. It is anticipated that these surveys
would be performed by the Department of Labor, with major..:'.
inputs from DoD.

o Requires regular consultation with representatives of labor on
defense labor and industrial preparedness issues.

2.6 National Resource Base - Productivity

Capital investment in technology modernization and new equipment makes

a major contribution to productivity growth. In past years DoD has attempted .

to provide incentives to contractors for capital investment to improve

productivity, but defense related industries lag behind other industries in

making such investments. Contractual incentives and other techniques for
,., .. -..

improving productivity need to be more clearly defined for use by contracting -

and program management personnel.

8
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In 1981, stockpile purchases resumed for the first time in 20 years.

However, Title III remains unfunded and unused. Numerous problems have

been Identified wit.. 3pecific Defense Production Act (DPA) authorities,

as well as with inadequate implementation of existing authorities.

Excessive constraints have inhibited the use of Title I11 authorities "'"'"."

which permit financial assistance to expand productive capacity and supply

for critical raw materials or for other purposes. The Task Force prepared

the following proposed amendments to the Defense Production Act and

proposed changes to DoDI 4210.4 and DoDD 4400.1 (Tabs 11 through 13):

o Proposed amending the DPA's Declaration of Policy for
applicability to the present day environment.

o Proposed removing unwarranted obstacles to approval and
funding of Title III financial assistance proposals, by
providing an "up-front" source of funds for such projects - 0 ..
(as opposed to annual OMB review, authorization and appro-
priation of specific projects) and reducing the Congres-
sional review period, while increasing the requirements
for substantive review and justification of Title III
proposals.

o Proposed amending DPA Title VII to remove unnecessary
restrictions on the convening of voluntary agreements with, ..

industry and providing for 5-year extension of the DPA.

o Fixed responsibility within OUSDR&E and Services/DoD
Agencies for exchange of information regarding materials
availability and shortages.

o Provided for single 0SD committee oversight of five separate
materials availability programs to (1) maintain a coordinated
assessment of materials availability problems; (2) anticipate
serious bottleneck or dislocation problems which could impact -
defense production and (3) take appropriate action to head off
or deal with availability problems (including use of DPA Title
III) before problems impact production. The material related
programs that would be reviewed under the proposed change
would be:

-- Priorities and Allocations (DoO 4400.1)
-- Industrial Preparedness Planning (DoOl 4005.3)
-- Diminishing Manufacturing Sources and Materials

Shortages (DoDD 4005.16)
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o Prescribe schedules for planning and for submission of
planning information to maximize their utility in budgeting .-.--..
and resource allocation decisions.

o Establish a procedure for OSD, in conjunction with other
agencies, to monitor the impact of existing, new and proposed -

laws and regulations on peacetime, surge and mobilization
defense production.

o Require that Critical Items Lists be developed by each service
and a composite list be maintained by OSD.

2.3 Industrial Preparedness Planning -Guidance and Funding

The Task Force prepared a draft policy letter to accompany the recently . -

prepared Defense Guidance and to indicate the importance of the industrial

base in our national security posture. This letter has been placed in

OSD coordination and therefore is not included with this report. The

draft letter emphasizes:

o That a responsive defense industrial base is an essential
ingredient of the nation's deterrent posture.

o That industrial base enhancement efforts are important
not merely for surge and mobilization contingencies,
but also for achieving efficient production of peacetime
programed systems.

o That failure to implement industrial base improvements
will not result in maintaining the status quo, but will
rather result in continued degradation of our defense
posture.

2.4 National Resource Base - Materials

Since approximately 1973, problems with materials availability

. have multiplied and threatened to affect national security. Both the

Defense Science Board 1980 Summer Study and the report of the Defense

* Industrial Base Panel of the House Armed Services Committee pointed to

(1) the need for the U.S. to maintain an adequate National Stockpile of , ...

"- strategic and critical materials, and (2) the need to more effectively : .

,*%' utilize the authority of Title III of the Defense Production Act (DPA). /
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Revision of DOD Directive 5000.1 ..- :.-

(Major Systems Acquisition)

This general policy directive was already undergoing
revision to incorporate recommendations from the Carlucci
plan. The TFIRE addition to DoDD 5000.1 establishes the
basis to incorporate industrial base considerations in
the acquisition process. (This approach is further ".
implemented in DoDI 5000.2, which TFIRE modified to formally
infuse industrial preparedness planning considerations in
the acquisition process.)

The key TFIRE recommendations are:

- to require achievement of economical production
rates

- to require consideration of industrial base issues
at DSARC Milestones I and II.

! •
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HI~ DRAF
" ~ ~~~~January 5, 1982..-.-..'-

NUMBER 5000.1I

Department of Defense Directive

SUBJECT: Major System Acquisitions

References: (a) DoD Directive 5000.1, "Major System Acquisi-
tions," (hereby canceled) 3/19/80

(b) 0MB Circular A-109, "Major System Acquisitions,"

4/5/76
(c) DoD Instruction 5000.2 "Major System Acquisition

Procedures" (Reissuance, date TBD)

(d) through (g), see enclosure 1

A. REISSUANCE AND PURPOSE

This Directive reissues reference (a) and updates the statement

of acquisition policy for major systems or major modifications to

existing systems, within the Department of Defense. This Directive

also implements the concepts and provisions of Office of Management

and Budget (0MB) Circular A-109 (reference (b)).

B. APPLICABILITY

The provisions of this Directive apply to the Office of the

Secretary of Defense (OSD), the Military Departments, the Organi-

zation of the Joint Chiefs of Staff (OJCS), and the Defense Agen-

cies. As used in this Directive, the term "DoD Components" refers -.-

to the Military Departments and the Defense Agencies.

C. OBJECTIVE

The policies in this Directive are intended to assure the effec-

tive and efficient acquisition of major defense systems to achieve

the operational mission objectives of the U.S. Armed Forces in

support of National Policies and Objectives.

D. ACQUISITION MANAGEMENT PRINCIPLES AND OBJECTIVES

1. Each DoD official who has direct or indirect responsibility

for the acquisition process shall be guided by the policies and

objectives of OMB Circular A-109 for Major System Acquisitions.

2. Effective design and price competition for contractual

requirements shall be obtained to the maximum extent practicable to

ensure cost effective defense systems which are responsive to mission

requirements.

3. Improved readiness and sustainability are primary objectives

of the acquisition process. Resources to achieve readiness will

DRAF..
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receive the same emphasis as those required to achieve schedule or performance "

objectives. As a management precept, operational suitability of deployed
weapon systems is an objective of equal importance with operational effective-
ness. (The terms "operational effectiveas" and "operational suitability" are
defined in DoDD 5000.3 (reference (d)).

4. Reasonable stability in acquisition programs is necessary to carry out ---

effective, efficient, and timely acquisitions. To achieve stability, DoD
Components shall:

a. conduct effective long range planning

b. consider evolutionary alternatives in lieu of solutions at the
frontier of technology; e.g. PrePlanned Product Improvements (P I) to reduce
risk.

c. realistically estimate, budget, and adequately fund procurement,
(research and development as well as production) logistics, and manpower for
major systems.

d. plan to achieve economical rates of production, maintain sure"
Goxpacity, and conduct realistic mobilization planning.

e. develop an acquisition strategy at the inception of each major •
acquisition which sets forth the objectives, resources, principal management
assumptions, extent of competition, proposed contract types, and program -

structure (e.g. development phases, decision milestones, test and evaluation -
periods, planned concurrency, production releases) for that specific system
and tailors the prescribed steps in the major system acquisition decision
making process to this strategy. When the acquisition strategy is approved by S
the DoD Component, changes shall be made only after assessment and considera-
tion of the objectives of this Directive and of the impact of such changes on
the program.

5. To promote efficiency in the acquisition process, authority will be

delegated to the lowest levels of the organization at which a comprehensive 0
view of the program rests. Responsibility and accountability must be clearly
established. In particular, the Service Program Manager must be given author-
ity and resources commensurate with the responsibility to execute the program
efficiently. Reviews, such as those by the Defense Systems Acquisition Review
Council (DSARC), are means to evaluate the information required for a decision
which higher level authority has specifically reserved and not delegated to _
the program manager. Reviews are not ends in themselves and will not be used
to request data other than that which is required as a basis for higher author-
ity decisions.

6. A cost effective balance must be achieved among acquisition costs,
ownership costs of major systems, and system effectiveness in terms of the •
mission(s) to be performed.

7. Cooperation with United States allies in the acquisition of defense

systems will be maximized to achieve the highest practicable degree of stand- ;."
ardization and interoperability of equipment and avoid duplication of effort. .- .

* 2
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Mobilization requirements will be a factor considered in evaluating opportuni- •
ties for international cooperation. (See DoDD 2010.6, reference (e))

8. Although a proper arms-length business relationship with industry must
be maintained in order to protect the public interest and to foster competi-
tion, a strong industrial base is necessary for a strong defense. The proper
arms-length buyer-seller relationship should not be interpreted as adversarial
by either industry or Government; and technical collaboration with industry
must be maintained to achieve major system acquisition objectives and meet
technological challenges. The impact of DoD acquisitions on the industrial
base must also be considered both for the near term and long range implica-
tions. .. l_

E. POLICY

1. General. The provisions of this Directive and OMB Circular A-109
apply to the acquisition of major systems within the Department of Defense.
The management principles and objectives in this Directive should also be
applied to the acquisition of systems not designated as major. Responsibility
for the management of system acquisition programs shall be decentralized
except for the decisions specifically retained by the Secretary of Defense in
this Directive. The program Manager should have the authority, resources, and .-.

reponsibility to efficiently execute the program for which he is reponsible.

2. Specific S

a. Analysis of Mission Areas. As a key to a focus on planning, DoD
Components, OSD, and OJCS shall conduct continuing analyses of their assigned
mission areas to identify deficiencies in capability or more effective means
of performing assigned tasks. From.these mission analyses, a deficiency or
opportunity may be identified that could lead to initiation of a major system
acquisition program.

b. Alternatives to New System Development. A system acquisition may
result from an identified deficiency in an existing capability, a decision to
establish new capabilities in response to a technologically feasible opportun-
ity, a significant opportunity to reduce the DoD cost of ownership, or in
response to a change in National Defense Policy. Development of a new system
may be undertaken only after assessment of alternative system concepts includ-
ing:

(1) Change in United States or NATO tactical or strategic doctrine.

(2) Use of existing military or comercial system.

(3) Modification or improvement of existing system.

c. Phases of the Acquisition Process. There are distinct phases in
the acquisition of a new system. Normally, these are: concept exploration,
demonstration/validation, full scale development, and production and deploy-
ment. These phases are to be tailored to fit each program to minimize acquisi-
tion time and cost consistent with the need and the degree of technical risk
involved. For major system acquisitions, the Secretary of Defense will make

-...-. .. ... . . . ... *. . . . . . . . . . . . . . . . .
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the decisions described in paragraph d below. The SecDef decision milestones S
will be tailored to match the selected acquisition strategy. In keeping with
the principle of controlled decentralization, the mission need determination
has been incorporated into the PPBS and the production decision has been
delegated to the DoD Component, provided that established thresholds are met.
DoD Components shall adhere to this principle by delegating authority to the -.
lowest organizational level feasible. Milestone decision points shall be
identified in the acquisition strategy for each major system acquisition.

d• Secretary of Defense Decisions. The Secretary of Defense will

make the following decisions in the acquisition of major systems: ,

(1) Mission Need Determination. The mission need determination
is accomplished in the PPBS process based on a Component's Justification of
Major System New Starts (JMSNS) which is to be submitted with the Program
Objectives Memorandum (POM) in which funds for the budget year of the POM are
requested. The SecDef will provide appropriate program guidance in the Pro-
gram Decision Memorandum (PDM). This action provides official sanction for a
new program start and authorizes the Service, when funds are available, to S

. initiate the next acquisition phase.

(2) Milestone I. This first SecDef major milestone decision is
concept selection and entry into the the demonstration/validation phase. This -"
decision is based on a System Concept Paper (SCP) prepared by the DoD Com-
ponent. The Milestone I decision is a validation of the requirement, based
upon preliminary evaluation of concepts, costs, schedule, readiness objec-
tives, and affordability. It provides authority to proceed with the demon-
stration/validation phase and to develop the system sufficiently to support a
Milestone II decision. A review of the acquisition strategy may be substi-
tuted for a formal Milestone I review for those programs not requiring a
discrete demonstration/validation phase. The Milestone I decision shall -
establish thresholds and objectives to be met and reviewed at the next mile-
stone, the acquisition strategy for the recommended concept(s) (including the
nature an' timing of the next SecDef decision point), and a "not to exceed"
dollar tnreshold to carry the program through the next milestone.

(3) Milestone II. The second SecDef major decision is program
go-ahead and approval to proceed with full scale development. The production
decision at Milestone III is delegated to the DoD Components, provided the
thresholds established at Milestone II are met. The production decision may
be redelegated to the lowest level in the organization at which a comprehen-
sive view of the program rests. The timing of the Milestone II decision is
flexible and depends upon the tailored acquisition strategy approved by DoD
Components and the SecDef at Milestone I. In a traditional approach, Mile-
stone II would occur at the point where a program transitions from demonstra- . -

tion/ validation into full scale development. In some cases, however, it may
be desirable to delay this decision until some additional development effort
has been accomplished in order to provide a better definition of performance,
cost, schedule, producibility, industrial base responsiveness, supportability,
and testing to reduce risk and uncertainty prior to the commitment to a major
increase in the application of resources toward full scale development. In
the case of a delayed Milestone II decision, any full scale development con-
tracts entered into prior to Milestone II will be written in such a manner
that the program can be terminated at Milestone II at minimum cost to the
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Government. Whatever timing for Milestone II is selected in the acquisition
strategy, it is anticipated that both Component's and OSD reviews will be held -'

in reasonable proximity so that program managers will not be required to pass
the same milestone more than once. In any event, it is generally desirable to
maintain design competition up to the Milestone II decision point, or beyond,
if it is determined to be a cost effective acquisition strategy.

The Defense Acquisition Executive (DAE) will advise SecDef on all of the major
milestone decisions. Normally, the DAE will be assisted by the Defense System ,.

Acquisition Review Council (DSARC) at Milestones I and II. He may call for
program reviews at any time during the entire acquistion process. Program,..;,.
reviews are for the purpose of providing specific information to the DAE on a
particular aspect of an acquisition program. They are more limited in scope
than DSARC reviews and do not necessarily serve as a basis for a SecDef decision
recommendation. .-

e. Designation of Major Systems. The Secretary of Defense shall design- -'--.

ate those systems which are to be managed as major systems. Normally, this
shall be done at the time the new start is authorized in the PDM. The decision .40
to designate any system as major may, after consultation with the appropriate
DoD Component, be based upon:

(1) Development risk, urgency of need, or other items of interest
to the Secretary of Defense.

(2) Joint acquisition of a system by the Department of Defense
and representatives of another nation or by two or more DoD Components.

(3) The estimated requirement for the system's research, develop-
ment, test and evaluation, procurement (production); and operation and support
resources. A JHSNS is required for all acquisitions for which the DoD com-
ponent estimates costs to exceed $200 million (FY80 dollars) in RDT&E funds
and/or $1 billion (FY80 dollars) in procurement (production) funds.

(4) Significant Congressional interest.

f. Affordability. (DSARC/PPBS Interface). Affordability, which is a
function of cost, priority, and availability of fiscal and manpower resources,
shall be considered at every milestone and during the PPBS process. The order
of magnitude of resources the DoD Component is willing to commit and the
relative priority of the program to satisfy the need identified in the JMSNS
will be reconciled with overall capabilities, priorities, and resources in the
PPBS. System planning shall be based on adequate funding of program cost. A
program normally shall not proceed into concept exploration or demonstration/
validation unless sufficient resources are or can be programmed for those
phases. Approval to proceed into full-scale development or into production
shall be dependent on DoD Component demonstration that resources are available
or can be programmed to complete development, to efficiently produce, and to
operate and support the deployed system effectively. Funding availability
shall be reaffirmed by the DoD Component prior to proceeding into production

5
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and deployment. T.. avoid creating program instability, funding changes shall
not be introduced without assessment and consideration of the impact of these
changes on the overall acquisition strategy for the major system to be acquired.
Specific facets of affordability to be reviewed at milestone decision points
are set forth in DoD Instruction 5000.2 (reference (c)).

g. Acquisition Time. Minimizing the time it takes to acquire materiel ~
and facilities to satisfy military needs shall be a primary goal in the devel-
opment of an acquisition strategy. Particular emphasis shall be placed on
minimizing the time from a comitment to acquire an operationally suitable,
supportable, and effective system to deployment with the operating forces in
sufficient quantities for full operational capability. Commnensurate with
risk, such approaches as developing separate alternatives in high-risk areas,
early funding to design in reliability and support characteristics, lead time
reductions, through concurrency experimental prototyping of critical components, *.-

combining phases, pre-planned product improvement, additional test articles, *.*-

or omitting phases should be encouraged. In those cases where combining or
omitting phases are appropriate, concurrence shall be requested from the
Secretary of Defense. In addition, administrative delays associated with -!
briefings and reviews at various organizational levels shall be minimized.

h. Tailoring and Flexibility. The acquisition strategy developed for .-

each major system acquisition shall consider the unique circumstances of
individual programs. Programs shall be executed with innovation and commnon
sense. To this end, the flexibility inherent in this Directive will be used
to tailor an acquisition strategy to accomodate the unique aspects of a parti-
cular program as long as the strategy remains consistent with the basic logic
for system acquisition problem solving and the principles in this Directive
for business and management considerations. The acquisition strategy should
normally contemplate narrowing the number of competitors to eliminate concepts
no longer considered viable as the acquisiton process proceeds. This narrowing
of competing alternatives shall be accomplished without interrupting the
remaining contracts and it need not be timed to coincide with milestone deci-
sions. However, competition for each phase, including, where appropriate,
plans for design competition in the early phases and price competition in
production, shall be described in the acquisition strategy.

i. Test and Evaluation. Throughout the acquisition process, emphasis
will be placed upon verifying actual performance through test and evaluation.
The procedures of DoD Directive 5000.3 will be integral to all systems acquisi-
tion planning and decision-making.

j. Readiness. Readiness goals and related design requirements and
activities will be established early in the acquisition process, and will
receive emphasis comparable to that applied to cost, schedule, and performance
objectives. Logistic supportability shall be considered early in the formula-
tion of the acquisition strategy and in its implementation. Projected or
actual achievement of readiness objectives will be assessed at each milestone.
(See DODD 5000.39, reference (f)).

3. Documentation for Milestone Decisions

a. Mission Need Determination

6



Justification for Major System New Start (JMSNS). Each major S
system acquisition program requires a JMSNS to be reviewed by the Office of
the Secretary of Defense in the POM review before the new start is included in
the DoD budget submission. DoD Components shall prepare .JSNS to document
major deficiencies (or opportunities for improvements) in their ability to
meet mission requirements when it is planned that such deficiencies be corrected
by the acquisition of a major new system or a major modification to an existing
system. Joint JHSNS shall be prepared to document major deficiencies in two
or more DoD Components. OSD and the OJCS may also prepare JHSNS in response to
mission area deficiencies. Joint and OSD/OJCS JMSNS shall recommend a lead
DoD Component to the Secretary of Defense. The JHSNS is described in enclosure . .
2 to DoD Instruction 5000.2 (reference (c)).

b. Milestone I

System Concept Paper (SCP). The SCP provides basic documentation
for use by Defense Systems Acquisition Review Council (DSARC) members in
arriving at a recommendation to the Secretary of Defense. The SCP is de-
scribed in enclosure 3 to DoD Instruction 5000.2 (reference (c)). The .
SCP will identify program alternatives based upon initial studies/analyses
of design concepts; alternative acquisition strategies; expected operational
capabilities; industrial base capacity; readiness, support, and personnel -

requirements; and cost estimates. The Test and Evaluation Master Plan
(TEMP), as described in DoDD 5000.3 (reference (d)), will outline the test
and evaluation program.

c. Milestone II (and Milestone III, if SECDEF decision is required)

Desision Coordinating Paper/Integrated Program Summary (DCP/IPS).
The DCP/IPS summarizes the DoD Component's acquisition planning for the system's
life-cycle and provides a management overview of the program. The DCP/IPS is .
described in enclosure 4 to DoD Instruction 5000.2 (reference (c)). The Test and
Evaluation Master Plan (TE1IP) as described in DoDD 5000.3 (reference (d)) will
define the test and evuation program for the full scale development phase.

d. OSD Staff Information Requirements. DoD Components' appropriate
staff elements will work with the OSD staff so that OSD can maintain current .
visiblity over matters such as cost, supportability, test and evaluation, indus-
trial base responsiveness, and production readiness throughout the acquisition
process.

e. Secretary of Defense Decision. Secretary of Defense approval of
the JMSNS is accomplished in the PPBS when the major system new start is
approved by the SecDef in the PDM. Changes, if any, from the DoD Component
approach directed by the Secretary will be documented in the PDM. For a Joint
Program J1SNS and all program Milestones, a Secretary of Defense Decision
Memorandum (SDDM) documents each SecDef decision, establishes program goals
and thresholds, reaffirms established needs and program objectives, authorizes
exceptions to acquisition policy (when appropriate), and provides the direction
and guidance to OSD, OJCS, and the DoD Components for the next phase of the
acquisition.

7

. . . . . . ....- t ...... .... ".*....*.*.*-. -

- o° .°.". -



F. RESPONSIBILITIES

1. The Defense Systems Acquisition Review Council (DSARC) shall advise
the Secretary of Defense on milestone decisions for major systems and such
other acquisition issues as the Defense Acquisition Executive determines to be
necessary. S

2. The Defense Acquisition Executive (DAE)

a. The Under Secretary of Defense Research and Engineering is desig-
nated DAE and shall:

S
(1) Be the principal advisor and staff assistant to the Secretary

of Defense for the acquisition of defense systems and equipment.

(2) Serve as a permanent member and the Chairman of the DSARC.

(3) In coordination with the other permanent members of the S
DSARC:

(a) Integr- e and unify the management process, policies,
and procedures for defense system acquisition.

(b) Monitor and assure DoD Component compliance with the S
policies and practices in OMB Circular A-109, this Directive, and DoD Instruction
5000.2 (reference (c)), and DoD Directive 5000.3 (reference (d)).

(c) Ensure that the requirements and viewpoints of the func-
tional areas are given consideration during staff and DSARC deliberations, and
are integrated in the recommendations sent to the Secretary of Defense.

(d) Ensure consistency in applying the policies regarding
NATO RSI for major systems.

b. The DAE is specifically delegated authority to:

(1) Designate action officers who shall be responsible for the
processing of the milestone documentation and who shall monitor the status of
major systems in all phases of the acquisition process.

(2) Recommend the lead Component for multi-Service acquisition
programs and provide guidance as to when in the development cycle transition 0
to single Service management will occur.

(3) Issue instructions and one-time, Directive-type memoranda in
accordance with DoD Directive 5025.1 (reference (g)).

(4) Obtain such reports and information, consistent with the
provisions of DoD Directive 5000.19 (reference (h)), as may be necessary in
the performance of assigned functions.

(5) Conduct program reviews as appropriate.

8
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3. The Under Secretary of Defense for Research and Engineering (USDRE) shall
responsible for policy and review of all research, engineering development,

chnology, test and evaluation, procurement, and production of systems covered
this Directive and shall ensure integration of the Acquisiton Process and
e PPBS. The USDRE shall:

a. Monitor, in conjunction with the USD(P) and the Director, Program -
alysis and Evaluation (PA&E), DoD Component procedures for analysis of mission
eas.

b. Coordinate review of JMSNS provided by DoD Components in the POM
determine whether major system new starts should be included in the PDM.

c. Coordinate, together with Assistant Secretary of Defense (Comp-
-oller) Assistant Secreary of Defense (Manpower, Reserve Affairs and Logistics
IRAL) and Director, PA&E, the interface of the acquisition process with the
'BS.

O
4. The Under Secretary of Defense for Policy (USDP) is a permanent

!mber of the DSARC and shall:

a. determine whether system requirements as defined in the JMSNS
re consistent with policy and planning provision of the Defense Guidance;

b. advise the Defense Acquisition Executive on the international
nplications (including co-production) of any new systems development;

c. monitor, in conjunction with USDRE and Director, PA&E, DoD component
rocedures for analysis of mission areas.

5. The Assistant Secretary of Defense (Manpower, Reserve Affairs and
ogistics) (ASD(MRA&L)) is a permanent member of the DSARC and shall:

a. Be responsible for policy on logistics, facility construction,
nergy, environment, safety, and manpower planning for new systems throughout
heir life cycle.

b. Ensure that logistics planning is consistent with system hard-are parameters, logistic policies, and readiness objectives.-..,..:.::_''

c. Monitor DoD Component procedures for planning and providing post
roduction support to meet system readiness objectives.

d. Coordinate, together with the USDRE the ASD(C) and the Director,
A&E the interface of the acquisition process with the PPBS.

6. The Assistant Secretary of Defense (Comptroller) (ASD(C)) is a permanent
ember of the DSARC and shall coordinate, together with USDRE, ASD(MRA&L), and S
irector, PA&E, the interface of the acquisition process with the PPBS.

7. The Director, Program Analysis and Evaluation (PA&E) is a permanent
ember of the DSARC and shall:

9
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a. Monitor, in conjunction with USDRE and USD(P), DoD Component
)cedures for analysis of mission areas. - -

b. Evaluate cost-effectiveness studies prepared in support of mile-
ne decisions for major system acquisition.

c. Coordinate, together with USDRE, ASD(C) and ASD(MRA&L), the
terface of the acquisition process with the PPBS.

S. The Chairman, Joint Chiefs of Staff (CJCS), or a representative desig-
ted by CJCS, is a permanent member of the DSARC.

9. The Service Secretary or his designee is a permanent member of the
kRC for major acquisitions involving his Service.

10. The principal advisors to the DSARC are listed in DoD Instruction

•0.2 (reference (c)) 0

11. The Head of Each DoD Component shall manage each major system acquisi-
)n assigned by the Secretary of Defense and shall establish clear lines of
Lhority, responsibility, and accountability.

Component Heads shall also:

a. Appoint a DoD Component acquisition executive to serve as the
Lncipal advisor and staff assistant to the Head of the DoD Component.

b. Establish a System Acquisition Review Council at the Component
wel to advise the Component Head on designated acquisition programs.

c. Ensure that a program manager is assigned and that a program
iager's charter is approved as soon as feasible after mission need deter-
2ation and resource allocation in the budget.

d. Ensure that the program manager's tenure is of sufficient length
provide continuity and management stability.

e. Establish management training and career incentives to attract,
tain, motivate and reward competent program managers.

f. Provide a program manager the necessary assistance to establish a
rong program office with clearly established lines of authority and reporting
snnels between the program manager and the Head of the DoD Component. Where
mctional organizations exist to assist the program manager, the relationship
the functional areas to the program manager shall be established.

g. Limit reporting requirements for the program manager to the minimum 0
quired for effective oversight.

h. Monitor major system acquisitions to assure compliance with OMB
rcular A-109, this Directive, DoD Instruction 5000.2 (reference (c)), and
D Directive 5000.3 (reference (d)).
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i. Manage, when designated lead Component for multi-Service
quisisitons, the program under the policies and procedures used by that
rvice. The program manager, program manager's office, and functional - -

ements of each participating Service will operate under the policies,
ocedures, data standards, specifications, criteria, and financial accounting
the lead Component. Exceptions, as a general rule, will be limited
those where prior mutual agreement exists, or those essential to satisfy 0

bstantive needs of the participating services.

j. Designate a single major field agency, separate and distinct
.om the materiel developing/procuring commands and user representative
immands, to be responsible for the conduct of operational test and evaluation.
kis agency will report the results of its independent operational test and S
,aluation directly to the Military Service Chiefs and Service Secretaries.' -

12. The Program Manager shall be responsible for acquiring and fielding
Ln accordance with instructions from line authority) a system that meets the
proved mission need and achieves the established cost, schedule, readiness,
id affordability objectives.

13. Directed Decisions by Higher Authority. When a line official above
le program manager exercises decision authority on program matters, the
ecision shall be documented as official program direction to the program
anager and a copy shall be available to the DAE. The line official shall
e held accountable for the decision.

ORDER OF PRECEDENCE

This Directive and DoD Instruction 5000.2 (reference (c)) are first and --

econd in order of precedence for major system acquisitions except where
tatutory requirements override. All DoD issuances shall be reviewed for
onformity with this Directive and DoD Instruction 5000.2 (reference (c)) and
hall be changed or canceled, as appropriate. Conflicts remaining after 90 -
ays from issuance of this Directive shall be brought to the attention of the "...-
riginating office and the DAE. ."-.-* "

, EFFECTIVE DATE AND IMPLEMENTATION .

This Directive is effective immediately. Forward one copy of implementing
ocuments to the Under Secretary of Defense for Research and Engineering
,ithin 120 days.

. . . . . .- " . % %"
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Encl 1 (5000.1) .

.,-,- .-o .

REFERENCES, continued

DoD Directive 5000.3, "Test and Evaluation" (date TBD) -
DoD Directive 2010.6, "Standardization and Interoperability of
Weapons Systems and Equipment within the North Atlantic Treaty
Organization," March 5, 1980
DoD Directive 5000.39, "Development of Integrated Logistics Support
for Systems and Equipments," January 17, 1980
DoD Directive 5025.1, "Department of Defense Directives System,"
November 18, 1977
DoD Directive 5000.19, "Policies for the Management and Control of
Information Requirements," March 12, 1976
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5000.2 (Encl 2) .

nterest of the Government to do so, DoD research and development centers
ay be assigned development tasks to facilitate a major system acquisition.
oD research and development centers may be used as a techn-cal arm of the
rogram management office. Typical assignments may include 'tions such as
tudies, analysis, technology development and assessment, systems engineering,
-isk and cost reduction efforts, design review, development test and evalua- .
ion, and other technical tasks considered appropriate by the program manager. -.
are must be exercised to avoid individual or organizational conflicts of " -*
nterest. S

9. Industrial Resource Assurance. The capability of the industrial base -.-

.o economically produce defense systems on a timely basis is a key element 01 -.

,he acquisiton process. Required actions by industry or Government to improve
ndustrial base responsiveness will be incorporated into the acquisition
trategy. In addition to manufacturing producibility of a design, program_
anagers should devote specific attention to the capability of the industrial
,ase and availability of resources to meet required production acceleration
nd peak rates (DoDD 5000.34, reference (f). Early assessments and incre-
ental refinements should be made to determine existing and required capacity
.o produce efficiently both at prime contractor and key subcontractor levels.
urge acceleration rates and values should be identified by ilestone I and
'inalized by Milestone II in accordance with DoD Directive 4005.1 (reference
g). Industrial resource capacity enhancement planning should be reflected
n SCP and DCP/IPS documentation.

10. Facility Construction. Facilities required to support development,
,esting, training deployment, and continued operation of major defense systems
an become critical elements in the acquistion process. Early identif-
cation and definition and continued refinement of such requirements are
ssential to assure that they will be programmed, funded, designed and com-
,leted in proper coordination with major defense system acquisitions. Maximum
,ractical use should be made of existing facilities through direct use, upgrading, -.

,r modification. Lead times for programming facility construction must consider
eal estate acquisition and environmental requirements and the time required -

or design, contracting, and construction. In the case of systems supporting
ATO missions, consideration must be given to current and future eligibility
or NATO common funding and the technical criteria and standards which will
pply to facilities funded by NATO. (DoDD 2010.6, reference (h))

11. Prograsmina and Budgeting.

a. The R&D and procurement of major systems should be funded at
evels necessary to protect the acquisition schedule established at the time
he program is baselined (Milestone II). In general, only changes which are
lictated by changed requirements or development problems should be made.
Irograming and budgeting for major system acquistion shall provide for ade-
uate funding to support the acquisition strategy; including sufficient funding
or system design and system cost competition, readiness and support, test
ardware, and technical and economic risks over the entire acquisition cycle.

b. Changes which would invalidate a milestone decision must be recom-
ended to the Defense Resources Board for explicit consideration of their
npact on military capability and total resource requirement. Service

4S
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5000.2 (Encl 2)

.ances of the program. Proposed exceptions to applicable DoD Directive and
istruction shall be identified in the acquisition strategy as it evolves.
ivice and asistance should be sought from business and technical advisors .
kd experienced managers of other major system programs.

b. The acquisition strategy is the conceptual basis of the overall
Lan that a program manager follows in program execution. It reflects the
anagement concepts that shall be used in directing and controlling all elements
E the acquisition to achieve specific goals and objectives of the program and
ensure that the new system satisfies the approved mission need. The acquis-

Lion strategy encompasses the entire acqusition process for the basic system,
re-planned product improvements, and post production support. The strategy
hall be developed in sufficient detail, at the time of issuing solicitations
or the concept exploration phase, to permit competitive exploration of alter-
ative system design concepts. Additionally, sufficient planning must be
ccomplished for succeeding program phases, for those considerations which involve O
esign, competition, provisioning and support economies, and production source,
vailability.

c. The acquisition strategy shall evolve through an iterative process
nd become increasingly definitive in describing the interrelationship of the
anagement, technical, business, resource, force structure, support testing, S
quipment standardization, and other aspects of the program. Normally, the
iaselining and definition of a program will requirements (JMSNS) to functional
:haracteristics (Milestone I) to an allocated functional baseline (Milestone
JI) to a production baseline (Milestone III).

d. Acquisition programs shall be executed with innovation and common
;ense. The flexibility inherent in this Instruction will be used to tailor
in acquisition strategy to accomodate the unique aspects of a particular
)rogram, as long as the strategy remains consistent with the basic logic
Eor system acquisition problem solving and good business and management princi-
les, such as those identified in reference (b).

8. Participating Activities.

a. The Department of Defense shall use all appropriate participants
Ln the acquisition process to obtain the most efficient and effective systems
)btainable within available resources. Organizational entities shall include
:ommercial organization, federally funded research and development centers,
;overnment research and development centers, colleges, and universities to •
'he full extent that their capabilities and expertise can contribute the the
icquisition objectives.

b. Use of Government or Not-For Profit Organizations. When Government
Laboratories, federally funded research and development centers, educational
Lnstitutions, and other not-for-profit organizations submit alternative major
system design concepts for consideration, care shall be taken to exclude such
?roposing organizations from participating in the evalution process. If
further exploration of an alternative system design concept submitted by one
)f these organizations is appropriate, that concept may be made available to
industry to propose in subsequent continued development stages. Where no
competitive capability exists in the private sector or when it is in the best

3. -. .,-.... . . . . . . . . . . . ..
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5000.2 (Encl 2)

(1) Comparison of program resource estimates with latest PPBS
projections (including the extended planning annex).

(2) Identification of the relative ranking for this system and
the DoD Component's other major systems in the same mission area and general
time frame in the latest program or budget submission.

(3) Analysis of variation in unit cost (recurring hardware, flyaway,
and procurement) with production rate (Milestones II and III if Milestone III
if a SECDEF review). Analysis shall allow comparison of baseline and enhanced
'(projected effect of manufacturing technology, t1chnology modernization, and
producibility programs) production senarios. Production rates for cost com-
parisons shall include projected surge rates reflected in acquisition plans.

(4) Identification of potential offsets necessary to provide the 0
resources to execute the remaining phases of the program where program cost
estimate provided to the DSARC exceed latest budget projections. Where joint
programs are involved, offset identifictionas shall not be limited to the lead
DoD Components.

5. Timeliness. An objective of any acquisition is the achievement of Ser-
vice Operational Capability (deployment in operationally significant quantities
rather than one or a few IOC units) within the time dictated by the need or
threat. When technical, cost, and supportability risks are low or when the
urgency to counter a threat transcends high technical, cost, and supportability

_risks, DoD Components should give consideration to minimizing acquisition time
by planned concurrency and industrial base capacity enhancement. The degree
of concurrency should be based on the extent of potential savings in aquisition
time balanced against technical, cost, and supportability risks, and urgency
of the mission need in each acquisition program. To achieve timely deployment,
consideration may also be given to accepting system performance growth after
deployment. Programs with planned concurrency shall be adequately funded at
the front end and give special attention to R&M, personnel, and support require-
ments to balance readiness risk which could result from a shortened acquisition _
time. Alternative acquisition strategies for a given for a design concept may
be proposed at Milestone I. A discussion of risks and costs associated with
each strategy shall be provided. Administrative delays associated with briefings
and reviews at various organizational levels shall be minimized.

6. Balanced Management Objectives. Management objectives for major
system acquisitions include reduced acquisition cost, shortened acquisition
time, and improved weapon support and readiness, in addition to system effec-
tiveness. The overall objective is to field and operate defense systems which
meet mission needs. An appropriate balance must be achieved among management
objectives and documented in the acquisiton strategy for each major system
acquisition.

7. Acquisition Strategy

a. An initial program acquisition strategy shall be developed by the
cognizant DoD Component for each major system acquisition when a new start is
proposed. The acquisition strategy should be tailored to the unique circum-

2 -
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5000.2 (Encl 2)

MANAGEMET CONSIDERATIONS •"'

1. Mission Analysis. Mission analysis is any assessment of current or -
projected U.S. military capability to perform assigned missions. Mission
analysis shall normally evaluate the interplay of threat, capability, operations
concepts, survivability, sustainability, and other factors such as environmental -
conditions which bear on the missions of the Components of the Department of
Defense. The primary objective of mission analysis is the identification
of deficiencies, so that appropriate corrective action can be initiated,
or technological opportunities that may be applied for improved mission effec-
tiveness or reduced cost.

2. Operational Requirements. Materials, supplies, equipment and services
acquired by the Department of Defense shall contribute to or support the oper-
ational requirements of the military forces in execution of missions essential
to the national security objectives and military strategy. Operational require-
ments should be prioritized based on their effectiveness in furthering policy
objectives.

3. Long Range Planning and Program Stability. Since most major system
acquisitions extend over several budget cycles and may exceed the Five Year 0

Defense Plan (FYDP), major acquisition programs should be nominated by the
Components for the DRB designated stable programs list. Stable programs will
generally not be decremented or subject to offset actions during budget pre-
paration as a result of cuts to be distributed. Stability applies to all
facets of the acquisition program and includes ancillary equipment as well as
personnel required to attain full operational capability. Stable programs
will be prime candidates for multi-year contracts.

4. Affordability

a. The ability to provide sufficient resources to execute a program
in an efficient and effective manner is a fundamental consideration during
DSARC and Service SARC milestone reviews. Further, the Defense Resources
Board (DRB) must evaluate changes proposed in the PPBS which would invalidate
earlier SECDEF decisions. Proposals to proceed into the next acquisition
phase shall be accompanied by assurance that sufficient resources are or can
be programmed to execute the program as directed by the Secretary of Defense.

b. The DoD Component shall describe in the JHSNS the general magnitude -
of resources it is prepared to commit to acquire and operate a system to
satisfy the need. At Milestone I, affordability considerations shall be used
as a factor in determining the selection of alternative concepts. At Milestones
II and III, a favorable decision shall not be made unless the system's projected
life-cycle costs, including product improvement and other modificatins, are
within the amounts reflected in the latest FYDP/Extended Planning Annex (FYDP/
EPA) or unless compensating changes are made to other items in the defense
program.

c. The DoD Component briefing presented to the DSARC at Milestones I
and II shall include the following affordability considerations:

..................................................
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REFERENCES, Continued

(d) DoD Instruction 7000.3, "Selected Acquisition Reports (SARs)," 0
April 4, 1979

(e) DoD Directive 4120.3, "Defense Standardization and Specification Program,"
February 10, 1979

(f) DoDD 4120.19, "Department of Defense Parts Control Program", June 11, 1981
(g) DoD Directive 5160.65, "Single Manager Assignment for Conventional Ammuni-

tion," November 26, 1975
(h) DoD Instruction 5000.36, "System Safety Engineering and Management,"

November 6, 1978
Ci) DoD Directive 6050.1, "Environmental Effects in the United States of DoD

Actions" July 30, 1979
(j) DoD Directive 4135.1, "Quality Program," August 10, 1978
(k) DoD Directive 3224.3, "Physical Security Equipment: Assignment of Responsi-

bility for Research, Engineering, Procurement, Installation, Maintenance," 0
December 1, 1976

(I) DoD Directive 5000.3, "Test and Evaluation," December 26, 1979
(m) DoD Directive 5000.39, "Development of Integrated Logistics Support for

Systems and Equipments," January 17, 1980
(n) DoD Instruction 5010.19, "Configuration Management," May 1, 1979
(o) DoD Directive 5000.34, "Defense Production Management," (date TBD) S
(p) DoD Directive 5000.19, "Policies for the Management and Control of Infor-

mation Requirements," March 12, 1976
(q) DoDD 4120.21, "Application of Specifications, Standards, and Related

Documents in the Acquisition Process," Novmneber 3, 1981
(r) Military Standard 881A, "Work Breakdown Structures for Defense Materiel

Items," April 25, 1975 .
(s) DoD Directive 5000.28, "Design to Cost," May 23, 1975
(t) DoD Instruction 7000.2, "Performance Measurement for Selected Acquisitions," .2.

June 10, 1977
(u) DoD Instruction 5000.33, "Uniform Budget/Cost Terms and Definition,"

August 15, 1977 .

(v) DoDD 4200.15 (date and title TBD) -..
(w) DoDD 4005.1 (date and title TBD)
(x'; DoDD 5000.29
(y) DoDD 3224.1, "Engineering for Transportability," Nov 23, 1977
(z) DoD Directive 3000.37, Acquisition and Distribution of Commercial

Products (ADCoP)," TBD.
(aa) DoD Instruction 5010.12, "Management of Technical Data," December 3, 1968.
(bb) Military Standard 143, "Order of Precedence for Selection of Standards .

and Specifications," 12 November 1969.
(cc) DoD 5000.19L, Vol II, "Acquisition Management Systems and Data Requirements

Control List (AMSDL).
(dd) DoD Directive 5000.29, "Management of Computer Resources in Major Defense

System," April 26, 1976.
(ee) DoD Directive 2010.6, "Standardization and Interoperability of Weapons S

Systems and Equipment Within the North Atlantic Treaty Organization." .--.

March 5, 1980. .'. . .
(ff) DoDD 5000.40, "Reliability and Maintainability", Julv 8, 1980
(gg) DoDD 1100.11, "Equal Employment Opportunity, Government Contracts, "

Aug 9, 1968
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1. EFFECTIVE DATE AND InPLEMENTATION

This Instruction is effective immediately. DoD Components shall forward
one copy of implementing documents to the Under Secretary of Defense for

Research and Engineering within 90 days.

0

Enclosures - 6
1. References
2. Management Considerations
3. Design Considerations
4. Justification for Major System New Starts (JMSNS) - Format
5. System Concept Paper (SCP) - Format
6. Decision Coordinating Paper/Integrated Program Summary (DCP/IPS)

- Format

7
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f. Action Officers. The action officer appointed by the DAR for each
major system is the lead OSD staff person in the DSARC process. and must coordi-
nate both OSD issues and DoD Component positions. Action officers may be
appointed from any OSD funat4eai organization and shall:

(1) conduct planning meeting&, ' ."

(2) process the SCP and DCP/IPS,

(3) present the OSD staff brief to DSARC members,

(4) coordinate SDDHs,

(5) ensure that the comments and recomendations from all OSD
offices on DSARC and Program Review related documents prepared by the Components -: -
are integrated into one coherent set of views, and that differences among OSD
elements are clearly identified as issues.

g. OSD Staff - Functional elements of the OSD staff, (such as test &
evaluation, cost analysis, logistics, production engineering, and standardiza-
tion) will maintain continuous surveillance throughout the acquisition cycle. --
They will work closely with program offices and their Component staff counter-
parts. -W

h. Program Reviews. .-

(1) In accordance with reference (b), the DAE may call for a Pro-
gram Review at any time in the acquisition of a major defense system. Program
Reviews are narrower in scope and less formal than a full DSARC milestone
assessment of the total program.

(2) When the DAE calls for a Program Review, the DoD Component in-
volved shall be notified in writing by the DSARC Executive Secretary not less
than 30 days prior to the Program Review: when and for what purpose the Review .,

is scheduled; and the documentation to be provided the DAE prior to the Review - _
(including topics to be addressed, due date, and receiving element of the OSD " -
staff);

(3) A program review typically requires working group meetings
between OSD staff elements, such as CAIG, MRA&L, T&E, R&E, and the Component
and program manager's staff. In some cases, formal briefings on Military
Service independent cost analyses or test and evaluation programs may be
requested.

(4) Any direction resulting from a program review which changes
a goal, threshold, or ather direction previously approved in an SDDM, shall be
documented in a new SDDM.

6
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ation and a comprehensive suary of the program. When a Milestone III- '
• * .* .S q

(Production Decision by SECZDEF) is required a DCP/IPS shall be prepared to
describe program changes since Milestone II and to establish new thresholds.

(2) Format. See enclosure (6).

3. Cost effectiveness analysis will be performed by the components to
support Milestone I and Milestone II and will be provided to the DPA&E along
with the draft SCP or DCP/IPS. -.-

.... j . .••

4. Notwithstanding any other DoD issuance, additional requirements for .. .. ,
information to be considered by the DSARC, beyond that required by this
Instruction, shall be issued only by the DAE.

(5) Secretary of Defense Decision Memorandum (SDDM)

(a) The SDDM documents the Secretary of Defense's milestone
decision, including approval of goals and thresholds for cost, schedule, per- O
formance, supportability, test and evaluation, standardization, exceptions to .- -"-

the acquisition process, and other appropriate direction. The SDDH may also :--....- -
be used, when appropriate, to document a SECDEF decision on a Joint or OSD/
OJCS JMSNS.

(b) The action officer shall prepare and coordinate a SDDM to re-
flect revised thresholds and updated program direction resulting from threshold
breaches or projected breaches reported by the DoD Component. Programming and
budgeting decisions will normally allocate the resources required to implement
SDDM directions. However, where a change is made by programning or budgeting
decisions which offset threshold or program direction contained in the pre-
vious SDDM, the action officer shall prepare and coordinate a new SDDM within
40 workdays after submission of the Presidential Budget to Congress. In the
case of Congressional direction, the SDDM shall be prepared and coordinated 40
workdays after the legislation is enacted.

e. DSARC Executive Secretary. The DAE shall designate a permanent
Executive Secretary who shall:

(1) maintain and distribute periodic status reports concerning
DSARC actions.

(2) make administrative arrangements for meetings, ..... .-*•.
@

(3) assemble and distribute necessary documentation,

(4) maintain a central reference file for current program

documentation,

(5) control attendance at DSARC meetings,

(6) staff JMSNS and prepare POM issue papers when required, and

(7) document DSARC recommendations to the Secretary of Defense.

5%
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(b) Sc_2 . A Justification for Major System New Start (jHSNS)
is required when the ne start meets the criteria in reference (b). When the
mission analysis conducted by the DoD Component results in the Component's
decision to initiate a new major acquisition, the JUENS shall define the
deficiency or opportunity such that there id a reasonable probability of
satisfying the need by the acquisition of a single system. The definition
of a broad architecture of systems to counter projected threats in a mission
area is part of the continuous analysis of mission areas rather than a part of .' .
a specific acquisition program. hardware solutions to the need shall not be
defined in the JHWS since it Is the function of the concept exwploration phase " -
to identify alternative concepts for satisfying the mission need. JMSs are
not required for technology base programs, regardless of size.

() Forast. See enclosure 4.

(d) Processins. A JMUSS shall be submitted not later than the
PON submission in which funding is included for a major system new start. When --- -
the DAR plans to recomend that the proposed new start not be endorsed by SECDEF,
a FO issue will be initiated by the DMARC Excutive Secretary.

(e) Documentation of SECDV Decisions. When a JMSS is in-
cluded in the PON and SCiDU endorses the new start as proposed, the Program
Decision Memorandum (I) documents the endorsement. When the DoD Component's
recoamendation is modified, changes shall be documented in the PIR. When a
Joint or 0ID/0JCS JHENS is submitted, the S decision may be documented
in an SWK.

2. Milestone I and I (and Milestone III if a SECDF decision is required)

(a) Milestone I - Sytem Concept Paper (SCP). 0

(1) Purpose. The SCP is used to sarize the results of the
concept exploration phase up to Milestone I and to describe the DoD Component' a
acquisition strategy, including Identification of concepts to be carried into
the demonstration and validation phase, and reasons for eli-ination of other
concepts.

(2) Ongoing Programs. Major system acquisitions which were
initiated prior to the effective date of this Instruction and which are pro-
posed for a-delayed Milestone II decision must have an SCP, containing the
appropriate acquisition strategy, approved by the DAR prior to entering the
full scale development phase.

(3) Format. See enclosure (5).

b. Milestone I (and III if s SECDU decision is required) Deci-
Sion Coordinatin2 P Antetrated Pro ama Sums DCP IPS)

(1) Purpose. The DCP/IPS consists of two documents which provide -
different levels of detail for consideration by the DSARC. The DCP is a top
level siry document which identifies alternatives, thresholds, and costs.
The IPS will not repeat data in the DCP but will provide more specific inform-

4
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c. Milestone Review Process S

(1) Milestone Planning Meeting. When it is considered desirable
by either OSD or the Component staff, an informal milestone planning meeting
to identify program issues may be held before Component submission of draft
documentation. '

(2) Draft Program Documentation. Draft documentation shall be
submitted by the DoD Component to the DAE three months before a DSARC meeting.
The action officer shall ensure that copies are made available to DSARC members
and advisors and to their staffs. The DAR shall transmit formal coments to the
DoD Component two months in advance of the scheduled DSARC meeting. Every effort
shall be made to resolve major issues before the DSARC meeting.

(3) Final Documentation Update. A final update shall be submitted
by the DoD Component to the DAE 15 workdays before a scheduled DSARC meeting.

(4) Component Staff Briefings To OSD. Component staff briefings
shall be conducted not later than 15 work days before a DSARC review on the
Component independent cost estimate for the CAIG and on test activity, results, -. '.7.
and plans for DDT&E. If requested by OSD, additional briefings shall be con-
ducted on manpower and logistics activity for the DWSIG and on chemical or
nuclear survivability and endurance for AR and DNA.

(5) OSD Staff Reports and Briefing to DSARC Members. The following
DSARC advisors shall submit written reports to the DAE 6 workdays before the
DSARC metting: CAIG, DDT&E, DIA, DWSIG (if requested), and DNA (if requested).
DSARC members will be briefed by the OSD staff 5 workdays before the DSARC
meeting. A final list of issues to be addressed by the Component at the DSARC
will be distributed by the Executive Secretary following this meeting.

(6) DSARC Meeting. Components are responsible for presenting pro-
gram status and addressing the OSD issues at a DSARC meeting. Such presenta-
tions should not exceed one hour. The OSD staff will present its reports and
will identify unresolved issues. Following these presentations, DSARC members
will determine in executive session the recommendations to be made to the
Secretary of Defense.

(7) Post DSARC Action. The SDD1 shall be issued to the DoD Coin-

ponent within 15 workdays following the DSARC meeting.

d. Program Documentation 0

Program documentation for major defense systems shall be in accord-
ance with the instructions below. Data elements shall be standardized in
accordance with DoD 5000.11 (reference (d)) and DoD 5000.12-M (reference e)).

(1) Mission Need -

(a) Purpose. Major System new starts are considered in the
OSD Program Objective orandum (P) review on the basis of justifications
provided by DoD components. ....

3
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D. PROCEDURES 6

1. Major System Designation. The Secretary of Defense shall designate
certain acquisition programs as major systems in accordance with reference (b).
The Defense Acquisition Executive (DAE) ay recommend candidate programs to
the Secretary of Defense at any point in the acquisition process. The DAE is
authorized to withdraw the designation of "major systems" when changing circum- .
stances dictate but shall advise the Secretary of Defense before such action
is taken.

2. Major System Listings. The Executive Secretary of the Defense System
Acquisition Review Council (DSARC) shall update and distribute a list of cur-
rently designated major systems at least quarterly. .

3. Defense Systems Acquisition Review Council (DSARC). The DSARC, as the
top level DoD corporate body for system acquisition, shall provide advice and
assistance to the Secretary of Defense. The following subparagraphs set forth
organizational and procedural elements of the DSARC process.

a. DSARC Membership

(1) Members of the DSARC are identified in reference (b).

(2) The appropriate Deputy Under Secretary for Strategic or Theater
Nuclear Forces; Tactical Warfare Programs; or Communications, Comand, Control

S. & Intelligence; the Deputy Under Secretary for Acquisition Management; the
Director, Defense Test & Evaluation; and the Chairman, Cost Analysis Improvement
Group, are permanent advisors to the DSARC and will participate in all DSARC
reviews.

(3) The DAE may request ad hoc advisors such as the Assistant to
the Secretary of Defense (Atomic Energy), Deputy Under Secretary (International
Programs and Technology), Deputy Under Secretary (Research & Advanced Technology),
Director (Weapons Support Improvement Group), Director (Defense Intelligence
Agency), and Director (Defense Nuclear Agency), to particpate in DSARC reviews
which include issues requiring expert advice in one or more of the areas repre-
sented by them.

b. DSARC Reviews. The DAE is responsible for convening formal meet-
. ings to facilitate the decision process. DSARC reviews shall normally be held
* at Milestones I and II. As long as a program is managed within the goals and

thresholds established at Milestone II, no further review by the DSARC is con- S
templated. If thresholds are breached the DAE shall be notified, and a program
review or another DSARC review may be required.

(2) The Secretary of Defense may, upon the recommendation of the
DAE, choose to make his decision and issue a Secretary of Defense Decision
Memorandum (SDDM) without a formal council review when there are no substantial S
issues.

2
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Pug NUMBER 5000.2

Department of Defense Instrution
- .,~~~ ? - .", -..

SUBJECT: Major System Acquisition Procedures

References: (a) DoD Instruction 5000.2, "Major System Acquisition
Process," March 19, 1980 (canceled hereby)

(b) DoD Directive 5000.1 "Major System Acquisitions,"
March 19, 1980

(c) DoD Directive 5000.35, "Defense Acquisition Regulatory
System," March 8, 1978

(d) through (kk), see enclosure 1

A. PURPOSE

This Instruction reissues reference (a) to provide revised procedures for
Department of Defense use in implementation of reference (b).

B. APPLICABILITY-

The provisions of this Instruction apply to the Office of the Secretary of
Defense (OSD), the Military Departments, the Organization of the Joint Chiefs

- of Staff (OJCS), and the Defense Agencies. As used in this Instruction, the
term "DoD Components" refers to the Military Departments and the Defense
Agencies, and the term "Military Services refers to the Army, Navy, Air Force,
and Marine Corps.

C. POLICY

1. The procedures in Section D shall be used for the review and direction-.

of major defense system acquisitions.

2. Enclosures 2 and 3 contain guidance concerning acquisition improvement 0
* ~policy considerations to be applied in major defense system acquisitions. ..-

3. Enclosures 4, 5, and 6 contain the format for program documentation.

4. DoD regulations, directives, and instructions that relate to the
acquisition process are part of the Defense Acquisition Regulatory System
(DARS) as stipulated by DoD Directive 5000.35 (reference (c)). The DARS
established uniform policies and procedures for the acquisition of supplies
and services by the Department of Defense. Program managers shall plan . -
acquisition programs in accordance with the functional guidance in the DARs.

5. The provisions of DoD Dir'uctive 5000.1 (reference (b)) and this In-
struction are first and second b. .rder of precedence for major system
acquisition except where statutory requirements override. Any Department of
Defense issuance in conflict with reference (b) or this Instruction shall be
changed or canceled. Conflicts remaining after 90 days from issuance of this
Instruction shall be brought to the attention of the originating office and

the DAE.

DRAFT
. . o, -. o
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Revision of DoD Instruction 5000.2

(Major Systems Acquisition Procedures)

*. This implementing instruction was under revision as a
result of the Carlucci initiatives. TFIRE proposed a
number of recommendations to the instruction to implement
recommendations of the Defense Science Board and others.
These recommendations had, in general, urged that IPP
and industrial base considerations be integrated in the
acquisition process.

The key TFIRE recommendations are:

- To add goals and thresholds for industrial base
issues to the DSARC process. The program manager
is now clearly responsible for managing the industrial .-
base factors which affect his program.

- To require that the effect of variations in pro-
duction rate be clearly defined and presented to
the DSARC principals

- To require that any need for IPP funding be clearly
defined and reported to the DSARC principals, along
with projections of the impacts of not providing
such funding

- To require the establishment of surge requirements -
for all programs. The decision on whether or not
to fund surge capacity can then be a rational,
documented decision of the DSARC process rather than
an afterthought of the production decision

- To define the method by which the industrial base
decisions will be made as an "Industrial Resource
Analysis" (which is further described in DoDD 5000.34).

These inputs are consistent with the TFIRE changes to DoDD
4005.1 and DoDI 4005.3. The result of the changes in these
two families of directives/instructions is a top-to-bottom
description of IPP responsibilities and the relationship of
IPP and industrial base concerns to the acquisition process. .

................ .-..-... -.. .- ..... -.. . . .. .......-...-............. ,... .. . . . .. . -..

l-.' o-.- . . " ,% . " .% -.. %.'. % . %-. - . .- .° o . . . -. . °. .. ,-. - .- .- . .* • - - . ... ... . . .. - .. . . -* • .. , . •. • . . .. .° .---. .



can

OR,

ca -4



5000.2 (Encl 2)

Secretaries must explain and justify to the Defense Resources Board differ-
ences between program baselines established at Milestone II and the quantity
and funding in the program or budget under review.

12. Estimates. The validity of decisions reached at each milestone depends
upon the quality of cost, schedule, performance, and supportability estimates

, presented at the milestone reviews. Although there is considerable uncertainty
early in the acquisition process, every effort must be made to use the best
available data and techniques in developing estimates. Bands of uncertainty
shall be identified for point estimates. Broad bands of uncertainty shall be
expected early in the acquisition process, with smaller bands developed as -
the program matures and uncertainty decreases. Traceability of successive
cost estimates, to include adjustment for inflation and to segregate estimating
error from program changes, shall be maintained starting with program cost
estimates approved at Milestone I.

a. An initial life cycle cost (LCC) estimate structured with all
cost elements encompassed in the definition of affordability, shall be pre-
pared during the concept exploration phase for consideration at Milestone I. "
An updated life-cycle cost estimate shall be provided for each subsequent --

milestone.

b. Milestone I cost, schedule, performance, and supportability thres-
holds shall not inhibit tradeoffs among these elements by the program manager
in developing the most cost-effective solution to the mission need. .'-

c. At Milestone II, firm design-to cost requirements shall be
established for the system or systems selected. For programs proposing e
Milestone II after the beginning of full scale development, the goals and
thresholds established at Milestone I shall reflect the fact that full
scale development will be initiated without review or adjustment prior
to the planned occurrence of Milestone II. Program accomplishments shall
be evaulated against cost, schedule, and supportability goals with the same
rigor as the evaluation of technical performance. _

13. Goals and Thresholds. Goals and thresholds shall be proposed by the
Component and approved by the Secretary of Defense for cost, schedule, perform-
ance, readiness, and supportability. Goals are values which will enable the
new system to fully satify mission needs. Thresholds are values which describe
a minimum performance level or a maximum expenditure of resources for a new
system. Variances between goals and thresholds shall reasonably reflect
the degree of risk in an acquisition program at each milestone. Threshold
breaches require a reassessment of the program in terms of the mission need
and prioritization among other acquistion programs. Program managers are . -.

responsible for reporting actual and projected threshold breaches promptly
to line officials and the DAE. Following this initial report, the DoD
Component shall provide the DAE with an assessment of the problem, a des- _

cription of the action to be taken to resolve the problem and, if required,
a recomendation to establish new threshold values. Approved changes to
thresholds shall be documented in a SDDM. "" -S 

'
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5000.2 (Enl 2)

S14. Joint Programs. When system acquisition programs involve more than
one DoD Component, the SDDM shall specify the lead DoD Component and provide 0

explicit guidance on the responsibilities of the participating DoD Components, .'

including threat support. The lead DoD Component shall establish the program's "
objectives by promulgating a program charter after coordination with the other
participating DoD Components. Acquisition policies and procedures established
by the Lead Components shall be followed. The Lead Component shall conduct " *--

internal reviews as required with the participation of the other Components. -
This will reduce the extent of formal reporting as well as nonrecurring needs -- -

,* for information.

15. International Defense Cooperation Programs: DoD Components shall take
action on the following areas and report progress at all milestone reviews:

a. NATO Rationalization, Standardization and Interoperability (RSI) S

Program. See DoDD 2010.6 (ref h).

(1) Consider NATO doctrine and NATO member threat assessment. In
development of JNSNS, mission needs of NATO members shall be considered.

(2) During the evaluation of alternative system concepts, the DoD --.O--
Component shall consider all existing and development NATO member systems that
might address the mission need. Identify any performance characteristics that
cannot be harmonized with U.S. requirements or other constraints which preclude
adoption of a NATO member system. Determine testing requirements for systems
recommended for further development or acquisition.

b. Other International Programs and NATO RSI programs: -

During the evaluation of alternative system concepts, the DoD
Component shall:

(1) Consider all existing and developmental systems of friendly
nations that might address the mission need.

(2) Determine whether a waiver of "Buy American" restrictions is
- appropriate.

(3) Develop plans for further international cooperation in sub-
sequent phases of the acquisition cycle for items such as cooperative development,
coproduction, subcontracting, and cooperative testing or exchange of test results.

(4) Recommend U.S. positions on third-country sales, recoupment of -

research and development costs, or sharing research and development costs, and "-'
release of technology.

(5) In subsequent phases of the acquisition cycle, expand and refine
plans for international cooperation and develop plans for host nation inital or
joint logistics support, if applicable.

6
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5000.2 (Encl 2) r

16. Threat Definition. The effectiveness of a proposed weapon system in
its intended threat environment is a fundamental concern in the acquisition
process and shall be considered by the Components from the outset of an acquisi- ... 9.-
tion program. DIA will validate the intelligence used by the Components to
define the threat.

17. Alternative Concept Solutions. Alternative concept solutions to the
mission need shall be obtained competitively unless the Secretary of Defense,
in approving the program initiation, has approved pursuing a single concept.
The widest possible range of acquisition and support alternatives to satisfy
the mission shall be considered. Foreign contractors and subcontractors shall
be considered when not prohibited by National Disclosure Policy. At a minimum,
solicitations shall outline the need in mission terms, schedule objectives
and constraints, system cost objectives, operating, supportability, and de-
ployment constraints. Evolutionary alternatives which use a low risk approach
to technology (such as pre-planned product improvement) shall be considered
if it is determined that a new system must be developed.

18. Economical Production Rates. In order to conserve resources, the "'"""
acquisition strategy shall include plans for economical rates of production
before any commitments are made for new production facilities. Planned rates
must be high enough to use existing production facilities economically to the S
maximu extent practicable.

19. Test and Evaluation. DoD Components shall structure an effective test
and evaluation program and provide an evaluation of the planned and completed
development and operational T&E programs at major program milestones in
accordance with the criteria specified in DoDD 5000.3 (reference (i)). DDT&E
will monitor test to progress on a continuous basis throughout the aquisition
process and report his independent assessment to the DAE and the SECDEF as
required. Production decisions will be based on completion of sufficient
operational test and evaluation to estimate operational effectiveness and
suitability.

20. Cost Analysis. DoD components shall conduct an independent cost
analysis of program manager's cost estimates at major program milestones
and for specified program reviews. These analyses will be conducted and the .-.
results presented to the OSD/CAIG in accordance with the provisions of DoDD
5000.4 (reference (j)).

21. Competition. Competition should be introduced in the Concept Explora-
tion phase and maintained throughout the acquisition cycle as long as econom-
ically beneficial. The potential for competition should be carefully protected
throughout the acquisition cycle, including the production phase. When the
acquisition strategy contemplates competition in the production phase, data
rights, directed licensing prerogatives, royalty arrangements, and other
contractor commitments needed to permit continued competition shall be obtained
as early as possible in the program. Commitments to enhance industrial base
capability shall permit continued competition to the maximum extent practicable.
In addition, both the government and its contractors shall consider component
break-out throughout the acquisition cycle to enhance competition. Techniques
and procedures that result in cost auctioning between prospective contractors
or technical transfusion prior to competitive source selection are prohibited.

7
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5000.2 (Encl 2)

22. Prioritization of Objectives.

a. Description of Needs.

Work statements, standards, and specifications to describe the
Government's needs shall be consistent with the program phase (operational ,
requirements for concept exploration, system specification for demonstration
and validation; development specifications for full scale development; pro-
duction, process, and material specifications for production) and shall include -
objectives such as unit production cost, reliability and maintainability, and
readiness and support characteristics (including manpower targets).

b. Prioritization and Incentives.

Contract incentive provisions should reflect prioritization of ,
government objectives. As a normal course of action, appropriate contract
performance clauses should be used to incentivize contractors to achieve the
government's requirements and objectives contained in the contract statement
of work. These requirements should include readiness and support parameter as
well as other primary program objectives. Contract incentives should be -
employed for these parameters unless the basic program strategy is not con- -

sistent with the structuring of a satisfactory incentive arrangement or the .
* program phase makes it impractical. .

c. Specification and Standards.

In the early phases of a program, specifications and standards
shall normally be written in terms of performance and functional requirements. - -
The number of mandatory specification and standards included in a contract
shall be limited to essential requirements. Advisory specifications and
standards which are not contract requirements shall be identified as non-
mandatory. Government specifications and standards should be tailored in
their applications, as described in DoDD 4120.21 (reference (k)) and should,
where practical, reflect acceptable commercial products and practices (re- S

*, ference DoDD 5000.37, reference (1)). When appropriate, acceptable volun-
tary (non-government) standards should be used see DoDD 4120.3 (reference
()) in preference to government specifications and standards.

*23. Pre-Proposal Briefings and Draft Solicitations. Contracting officers
* and program managers should conduct orientation briefings for all interested 0

participants and encourage industry to comment on drafts of solicitations. The
objectives are to remove inhibitors to innovative solutions and to achieve

" system objectives efficiently and effectively.

" 24. Management In-formation. Management information shall be limited in
all areas of activity to information essential for decision making and effective
control. Normally, the required information shall be provided from the same -

* data base used by the contractors for management decision making. A realistic
* work breakdown structure that is limited to the minimum number of levels neces-
~* sary shall be developed for each program as a framework for planning and assign- -...'..- ."

ment of responsibilities, reporting progress, and as a data base in making cost
estimates for other systems. A configuration management plan, that is consistent
with the work breakdown structure, shall be developed for each program. S

8
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5000.2 (Encl 2)

25. Selected Acquisition Reports (SAR). SARs shall be submitted for major
systems in accordance with DoD Instruction 7000.3 (reference (n)). The SAR .
baseline (Development Estimate) shall be extracted from the goals approved in
the SDDIIM at Milestone II.

26. Socioeconomic Program Implementation. Government socioeconomic programs
should be considered in the system acquisition process. Particular emphasis
should be placed on contracting with small and disadvantaged business firms.
(See DoDD 1100.11, ref. (o)).

227. Comand and Control (C ) System .

a. The types of systems which augment the decision-making and decision
executing functions of operational commanders and their staffs in the performance
of comand and control require a tailored acquisition strategy. The principal
characteristics of such systems are: (1) acquisition cost normally is software
dominated; (2) the system is highly interactive with the actual mission users

* and is highly dependent on the specific doctrine, procedures, threat, geographic
constraints, and mission scenarios of these users; and (3) these system are
characterized by complex and frequently changing internal and external inter-
faces at multiple organizational levels, some of which may be inter-Service
and and multi-national.

3S
b. The use of pre-planned product improvement (P I) is a procedure

highly appropriate to command and control systems and should be considered
where appropriate. This is an adaptive, incremental approach where an initial,
relatively quickly fieldable "core" (an essential increment in operational
capability) is acquired initially. This approach includes: (1) a description .
of the overall capability desired; (2) an architectural framework where evolu- .
tion can occur with minimum subsequent redesign; and (3) a plan for evolution
that leads towards the desired capability.

c. Programing, budget approval, and acquisition management shall be
tailored to encourage and enable early implementation and field evaluation of
a " "core system. Subsequent increments must be based on continuing feedback
from operational use, testing in the operational environment, evaluation and - S
(in some cases) application of new technology. Operational and interface
requirements and operational utility criteria should be evolved with the
participation of actual mission users (or lead user and appropriate user
surrogate for multi-user systems). There must be regular and continual
interaction with developers, independent testers and logisticians.

d. The user shall support the independent test and evaluation agency
in determination of readiness for operational use of the "core" system and
work closely with the development activity and independent tester in evalua- .&....
tion of subsequent increments of new technology. A centralized facility
should be used to acomplish post deployment software support of fielded in-
crements under centralized configuration management. Consideration shall be
given to the use of existing coamercial equipment, related system software
and firmware, and contractor maintenance (with warranties) whenever logistic,
interoperability, readiness considerations, and field conditions permit it.

9
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5000.2 (Encl 2) 6

e. Those elements of command and control systems which must survive
and endure in strategic or theater nuclear warfare shall be at least as survivable
as the weapon system they directly or indirectly support. A proper mix of
survivability techniques must be applied. Existing military and commercial .'* * _ .
hardware, software, and procedures should be used only if it can be demonstrated

*, that they can be protected against and made resistant to wide-area threats
* such as jamming, spoofing and electro-magnetic pulse and that they can provide

reasonable functional/system/path redundancy against direct attack, sabotage, : .

etc. Interoperability and battlefield sustainability will be key considerations. I

f. The procedures described above are equally applicable to similar
non-major command and control systems.

1
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DESIGN CONSIDERATIONS

1. Threat. System performance in the projected operational threat environ- •
ment is a fundamental concern of the acquisition effort. For each major system,
a System Threat Assessment Report (STAR) will be prepared by the DoD Component in-
telligence organization, validated by DIA, and provided to the program manager
to support analyses leading to Milestone I. The STAR will be updated prior to
subsequent Milestones. An interactive analysis, a study of the system-threat
interaction, will be conducted by the DoD Component before Milestone I and up-
dated in greater detail before any subsequent milestones. The STAR will serve
as the basic intelligence input to the interactive analysis, supplemented by
other validated intelligence as necessary. One output of the interactive
analysis viii be an assessment of the ability of the US system to perform its
intended mission in the projected operational threat environment. Another
output will be the determination of Critical Intelligence Parameters (CIPs),
those threat parameters--such as the numbers, types, mixes, characteristics, O
or tactical uses of projected enemy systems--that are most critical to the
effectiveness of the US system. These CIPs, the key intelligence questions
for the program, will be used to focus subsequent DSARC threat assessments and
will be provided to DIA through the DoD Component intelligence organization. {. . .

The Director, DIA, will validate threat data used in the program, review the
CIPs and concentrate intelligence resources on them, alert DSARC members in a
timely manner to significant developments in the threat, and report on intel-
ligence matters in writing to the DAE three workdays before a DSARC Milestone
meeting. The DoD Component will confirm the effectiveness of the US system in
its intended operational threat environment at DSARC Milestone meetings.

2. Operational Concept. The operational concept specifies how the system
shall be integrated into the force structure and deployed and operated in peace- - 0
time and wartime to satisfy the mission need. It establishes target readiness
and activity rates and includes the requirements to be used in integrated logis- .- ;
tics support planning. An initial operational concept and system readiness
objective must be developed by Milestone I for each alternative and finalized by
Milestone II. The operational concept and system readiness objective shall be
maintained throughout the program. .

3. Pre-Plenned Product Improvement. The concept of pre-planned product
improvement (p I), the orderly, time phased introduction of incremental system
capability to accommodate projected changes in threat or to reduce risk in in-
itial fielding of the system,3will be employed as an integral part of the pro-
gram acquisition strategy. P I is ideally applied to new programs. However, it
is also applicable to ongo ng systems, ie., those in development or being
produced for inventory. PI modification will adhere to the same system acquisi-
tion policy, procedures3 budget, and milestone decision principles and constraints
as the basic system. P I efforts should correspond to clearly defined performance
1vels, readiness and sustainability levels or changes in the military threat.
I should be pursued when it is clearly established that its application will

reduce risk, acquisition time, or overall cost, and will not be used to artifi- -
cially extend the development effort or correct deficiences encountered in at-
taining initially specified system performance. ThS basic design of the system
will anticipate Pre-Planned Product Improvements (P I) which are identified in
the military requirement documents and subsequently contained in the acquisition

... .-. ,.,..... . . . .
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strategy and confirmed at milestone decisions. Provisions will include structure,
space, weight, moment, power, air conditioning, and other accomodations to
facilitate production incorporation and retrofit and minimize operational and 0
logistic support suppor disruption.

4. Standardization and Interoperability in Engineering Design.

a. Acquisition of equipment to satisfy mission needs must include .-..
consideration of intraservice and interservice standardization and interoper-
ability. When feasible, military operational needs for material will be
satisfied by the use of commercial products or existing military equipment and
designs. If a ,eed can be satisfied only through new development, see
reference (a).

b. Equipment procured for the use of personnel of the Armed Forces of
the United States stationed in Europe under the terms of the North Atlantic
Treaty should be standardized or at least be interperable with equivalent
equipment of other members of NATO, see reference (h).

c. Standardization practices shall be applied during the demonstration
and validation phase and the full-scale development phase to reduce cost of
development, production and operational support. Existing subsystems, equip-
mnt, components, parts, and materials and standards (including line replacable
units, major components and ground support equipment) which are common to
other weapons systems and available in the inventory shall be considered to
enhance operational readiness. Standard design concepts and practices shall
be applied to enhance quality, reliability, maintainability, supportability,
and life-cycle cost but shall not compromise essential performance or exces-
sively inhibit the application of new technology and innovative, advanced de- S
sign. A standardization program, including a parts control program, shall be
applied in accordance with methods and objectives described in
reference (1) and DoD Instruction 4120.19 (reference (p)).

5. Quality. Quality shall be a design requirement together with cost,
schedule, and performance. DoD Components shall structure an effective
quality program in accordance with the criteria specified in DoDD 4155.1
(reference (q)) to ensure that the requisite quality is designed and built
into major defense systems. Quality design reviews and quality assessments . -

shall be performed. A continous interface between the program management
office and the quality assurance community shall be maintained throughout
the acquisition process.

6. System Readiness, Support, and Personnel Resources to achieve read-
iness will receive the same emphasis as those required to achieve schedule
or performance objectives. Support and personnel considerations shall be
design requirements. Program managers shall be responsible for the readiness
of their systems and have visibility of, and a voice in, support resource

funding. A comprehensive plan for post production support shall be developed
prior to production phase out. Requirements for acquisition of intergrated
logistic support ILS are in DoD Directive 5000.39 (reference (r)). .'-'

2
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5000.2 (Encl 3)

a. System Readiness. System readiness goals, to be achieved at early
fielding and at a matuarity, will be established early in development. The
approach to achieve these goals must be included in the acquisition strategy.
Readiness goals will be defined in such a way that they can be quantitatively..
related to measurable bhardware R&MI characteristics, and to manpower and log-
istic resource requirements (spare., test equipment, etc.). Such goals shall :

be relatable to comparable operational goals. Both peacetime and wartime ~Q\9
goals shall be included.

b. Support. Integrated Logistic support plans and program shall be
structured to meet peacetime readiness and wartime system employment objectives . .-

tailored to the specific system. Readiness, support cost, and personnel drivers- -

of current systems shall be analyzed to identify potential areas of improvement.
These activities shall be accomplished prior to Milestone I when concept selection
is made. Innovative support and personal concepts to reduce critical support and0
personnel problems shall be considered and evaluated for their impact by both
DoD and industry. Tentative support related design parameters shall be based on
quantitative analysis and established at Milestone 1. Firm goals will be estab-
lished no later than the beginning of full scale development and verified or ad-
justed before the production decision, based on early operational test data. They
shall be readjusted based on follow-on T&E. A major planning step will be devel-
opment of an integrated post production support plan for the remaining life of
the system with adequate lead time prior to the end of production.

c. Personnel and Training. New system shall be designed to minmie
manpower (numbrs, 7grades, specialty, and skill levels) needed. Service studies
projecting personnel skill level availability to meet manpower requirements shall
be included at program initiation as constraints in system design and shall be
integrated with human engineering design criteria to form the basis of initial
operating and support concept studies and refined as system development pro-
gresses, to form the basis for crew station and maintenance design as well as
personnel and training requirements, training devices and simulator design,
and other planning related to manpower and personnel. Goals and thresholds
for manpower numbers and skill levels shall be established and evaluated in T&E.t.
Plans for training shall consider tradeoffs conducted among job aids,
formal training, on-the-job training, unit training, and training simulators.
Each program shall develop a cost-effective plan for attaining and maintaining
the personnel proficiency needed to met wartime mission objectives. Such
planning shall consider provisions for unit conversion to the fielded system
and training of reserve component personnel.

7. Reliability and Maintainability (R&M). Goals and thresholds shall be
proposed in the DCP at Milestone II for system R&M parameters directly related
to operational readiness, mission success, maintenance, manpower cost, and lo-
gistic support cost. R&iI goals and thresholds shall be defined in operational
term and shall include both contractor furnished equipment (Mf) and government
furnished equipment ((FK) elements of the system. Refer to DODD 5000.40 (ref.
(a)). -Maintenance requirement shall be defined for the actual environmental
conditions the system is subject to and with expected maintenance personnel' s
skills experience and training.

3
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a. R&M goals and thresholds shall be realistically achievable in service.
Normally, operational R&M deficiencies shall be precluded by sufficient front end
funding to design appropriate R&H characteristics into CFE, by careful selection
of GFE, and by tailoring of &M-related operating and support concepts, policies,
and planning factors.

b. The M thresholds recommended at Milestone II shall be the
minimum operational values acceptable to the DoD Component. Thresholds approved
in the SDDM at Milestone II shall be achieved before the production decision. -

c. RM growth shall be predicted and graphically displayed in the IPSs
prepared for Milestone II. The SDDH shall include threshold values at interim
review points (see refertace (s)). A threshold breach shall be reported at these ".
points if the threshold values are not achieved.

d. Resources shall be identified for incorporation and verification of .
RM design corrections during full-scale development and intitial deployment. -

Assessment of current RM values and timely corrective action are required until
all MRM thresholds approved at Milestone II have been achieved.

8. Deployment Requirements. Transportability shall be a system selection
and design factor. The stransportability of i Ldividual systems and components 0
and units equipped with such systems in programmed military and Civil Reserve
Air Fleet aircraft or other transportation modes shall be evaluated. Tradeoffs --

between transportability and combat effectiveness may be appropriate. Both
inter-theatre and intratheatre transportability shall be considered. (Reference
DoDD 3224.1, Ref (t)).

9. System Safety. System safety engineering and management programs shall

be in accordance with the criteria and procedures in DoD Instruction 5000.36
(reference (u)) to enarue that the highest degree of safety and occupational
health, consistent with mission requirements and cost effectiveness, is designed
into DoD systems.

10. Physical Security. Physical security requirements shall be incorporated
into the design of any system in which security of the system or of its operating
or supporting personnel is essential to the readiness and survivability of the
system. Deployment of the physical security subsystem shall take into account
the requirements of DoD Directive 3224.3 (reference (v)).

11. Nuclear and Chemical Hardness, Survivability and Endurance. Nuclear and 0
chemical warfare hardness, survivability, and endurance features shall be included
in the design, acquisiotn and operation of systems that must perfor a critical
mission in a nuclear or chemical environment. The detailed approach to nuclear or
chemical warfore survivability and endurance shall be documented on Nuclear and
Chemical Hardness, Survivability, and Endurance Plan as outlined in DoDI xnx.xx,
"Nuclear Hardness, Survivability, and Endurance" (See reference (w)).

a. The requirements for survivability and endurance will be explicitly
included in resource allocation and management documentation. -'..

4
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5000.2 (Encl 3) . .

b. The levels of survivability and endurance will be quantified,
using nuclear environment criteria.

c. These levels will be validated, wherever possible, through a cost-
effective combination of undergound nuclear testing, simulation testing, and
analysis. W---.-

d. The acquisition phase will include the development of a cost-- ..

effective Hardness Maintenance/Hardness Surveillance program to support the
operational phase of life cycle survivability and endurance.

f. The Component will inform the appropriate DUSDRE if hardening,
survivability or endurance requirements for critical systems are waived of if
funding in these areas in inadequate.

12. Test and Evaluation. Because of the need to reduce acquisition time,
test information should be obtained as early as possible in the acquisition
cycle. To expedite collection of the test information, funding of a sufficient
quantity of test hardware should be secured early in development. The adequacy
of funding for test hardware will be closely examined prior to and at milestone,
program, and budget reviews. Early and imaginative planning (including the use
of simulators and laboratory testing) will be required and should be reflected
in the Test and Evaluation Haster Plan (TEHP). T&E shall be accomplished as
early as practical to ensure that progress toward achieving established goals
is adequately demonstrated to support the level of comitment required at each
program milestone. Production decisions must be supported by sufficient opera-
tional test and evaluation to estimate operational effectiveness, logistics
supportability and suitability. The planning, conduct, and reporting of T&E
programs by DoD Components should be accomplished in a accordance with the
provisions of reference -i).

13. Production Planning. From the early phases of the program, considera-
tion shall be given to the costs of production, including total government in-

,vestment required to ensure adequate production -acilities, availability of
critical materials, production capability, and price competition (see DoDD .
5000.34, reference (f)). Affordability must be considered in production
planning. The program manager shall consider means to increase the possibili-
ties for competition during production. When the program requires production
of conventional anunition, early coordination is required with the single
manager for conventional amnition to ensure that the ammunition production
plan considered at Milestone II can be executed. Refer to DoD Directive
5160.65 (reference (x)). Economical rates of production shall be a primary_ ,,-..
objective of production planning from the outset of an acquisition program._
Economics of scale, inductry capability (including that of subcontractors and
suppliers), facility requirements, and required surge capabiliy (ee DoD
4005.1, reference (8)) shall be considered. Alternatives to improve production
efficiency and reduce unit cost should also be considered. Government investment
alternatives to provide incentives for inductrial capacity enhancement are
described in DoDD 4200.15 (reference (y)). Production readiness reviews shall
be conducted prior to a production decision.

5
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14. Computer Resources. Acquisition of embedded computer resources for * ...

operational military system (including command and control systems) shall be _

managed within the context of the total system in accordance with DoDD 5000.29
(referrence (W).

a. Requirements for interfaces between computers and plans to achieve *'.:.

that interface must be identified early in the life cycle. Plans for software
development, standardization, documentation testing, and update during deployment
and operation require special attention.

b. Computer resource planning shall be accomplished before Milestone
II and continued throughout the system life cycle. Computer resources support
elements shall be considered in life cycle cost estimates.

c. Computer hardware and software shall be specified and treated as0
configuration items. Baseline implementation guidance is contained in DoD
Instruction 5010.19 (reference (as)).

1.5. Data Management. Technical data required of defense contractors
shall be identified by tie government concurrently with those requirements in
military specifications and standards (applied in the contracts) which generate
such data. For the application of technical data requirements in the acquisition
process refer to DoD Directive 4120.21 (reference (k)); DoD Instruction 5010.12
(reference (bb)); and DoD 5000.19L, Vol 11 (reference (cc)). Reporting burdens
shall be minimized. The contractor's internal data base shall be validated
and used where possible to provide required information. Contractor data
products should be sued where possible as substitutes for DoD required data
items.

16. Metric Units of Measurement. The metric system of measurement shall
be considered as prescribed in DODD 4120.18 (reference (D.

17. Electromagnetic and Other Spectrum Allocation. Planning and coordina- .....

tion for spectrum allocation, compatibility, and use with other systems having
related spectra shall be conducted as realy as possible for all systems involving
intentional radiation or reception of electromagnetic energy, optical energy,
acoustic energy, or other types of energy. Where a major system is being ....-

acquired for NATO use, electornagnetic frequency allocation shall consider
NATO fielded equipment and include NATO organizations for coordination.

18. Energy. The major consideration shall be minimizing the cost of
system energy use and the substitution of other energy sources for petroleum.
Refer to DODD 4140.43 (reference (ee)).

19. Environment. Environmental consequences of system selection, develop-
ment, production, and deployment shall be assessed at each milestone, and
environmental documentation prepared in accordance with DOD Directive 6050.1
(reference MDf).

6
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5000.2 (Encl 4) 6

JUSTIIICATIOI FOR MAJOR SYSTEM NEW START (JMSNS) -

FORMAT

Prepare JNSNS in the format shown below. Do not exceed 3 pages, including
mexes. Reference supporting documentation.

• MISSION. .,......

1. Mission Areas. Identify the mission areas addressed in this JMSNS by
ibers and title.

2. Mission Element Need. Briefly describe the nature of the need in
erm of mission capabilities required and not the characteristics of a hard- ....

ore or software system.

THREAT OR BASIS FOR NEED

Summarize the basis for the need in terms of an exploitable technology
r in term of non-threat related factors, when appropriate. When threat
s the sole or partial basis of the need, components shall prepare threat
tatements to assess projected enemy capbilities which may produce or .7-

elate to the mission need. The threat statement shall be referenced in
he JHSNS and forwarded to DIA for validation. DIA will furnish the
'alidated threat statement to USDRE.

If nuclear survivability and endurance are required mission capabilities,
.nclude an explicit statement of this fact. When the need is based on ex-
iloitation of developing technology, describe the benefits to mission per-
!ormance. When an evolutionary development or preplanned product imporve- -
ient concept is considered appropriate to meet stepped requirements or
inticipated changes in threat or because of technological risk, specify
.he priority to be offered system growth potential. .- -

,. EXISTING AND PLANNED CAPABILITIES TO ACCOMPLISH THIS MISSION - -.-

Briefly summarize the existing and planned DoD or Allied capabilities to
iccoplish the mission. This must not be a narrow, one-Service view when
.ooking across a multi-Service or an overlapping mission area, such as air
lefense. Reference existing documentation, such as force structure documents.

3. ASSESSME OF NEED 0

The most important part of the JMSNS is the evaluation of the ability of
,urrent and planned capabilities to cope with the projected threat. Base the
evaluation on one or more of the following factors:

1. Deficiency in the existing capability, such as excessive manpower,
Logistic support requirements, ownership costs, inadequate system readiness or -. .
ission performance.

2. Exploitable technological opportunity.

. . • - . - . - .. .,.. ... . , .,. . . .- . ...
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5000.2 (Encl 4)

3. Force size or physical obsolescence of equipment.

4. Deficiencies in the survivability (nuclear, conventional, chemical, 0

laser, electromagnetic warfare, etc.) or endurance of existing systems.

E. CONSTRAINTS

Identify key boundary conditions for satisfying the need, such as:

1. Timing of need.

2. Relative priority within the mission area.

3. Logistics, survivability, safety, health, energy, environment, and man-
power constraints.

4. Standardization or interoperability with NATO, and among DoD Components.

5. Potentially critical interdependencies or interfaces with other systems,
and technology or development programs.

6. Industrial base improvements and/or critical materials required, if 6
any. .

"

F. ACQUISITION STRATEGY .-..

Outline the acquisition approach contemplated in the initial acquisition
strategy. Include as a minimum:

1. The order of magnitude of resources the DoD Component is willing to
commit to satisfy the need. This resource estimate is intended to serve as a
frame of reference and will not be considered a threshold.

2. Approach to concept exploration, P 31, tailoring of the strategy to
accomodate unique program aspects.

3. Extent of design competition contemplated in subsequent phases.

4. Timing of Milestone I.

5. Approach to reduction of support risk. •

6. Stategy for constraining cost growth in production, maintenance, and
operation.

2 ..

2. . - .
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5000.2 (Encl 6)

xnILES II (and III, If requred) D0CNINAZION
]DECISION COORDINATING PAPER (DCP)

FORMAT

Prepare DCP in the format shown below. Do not exceed 8 pages, including
annexes. Reference supporting docmentation.

Part 1: State the direction needed from the Secretary of Defense.

Part II: Identify the program. The Description and Hiss ion'statemnt
contained in the "Congressional Data Sheets" my satisfy this requirement..

Part III: Revalidate the need for the program, as expressed in the flISS.

Part WV: Sarize system and program alternatives (including Pre-Planned
product improvements and standardization objectives) considered and the reasons
why the preferred alternative was selected.

Part V: Sarize results of the interactive analysis to confirm the
ability of the U system to perform its intended mission in the projected

-operational threat environment.

Part VI: Soarize the program schedule and acquisition strategy. The
degree of planned cometition shall be addressed.

Part VII: Identify and assess issues affecting the Secretary of Defense
mileston, decisions.

-MXS
A. Goals and Thresholds
B. Resources Preferred Alternative
C. Life-Cycle Cost

Test and Evaluation Vaster Plan (TEMP)

The TRW as required by reference (i), shall show the testing to be conducted
during the remainder of the scheduled acquisition cycle. The MWN shall be
submitted with the DCP.
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5000.2 (Encl 5)

-%

11. Methods planned to ensure an industrial base response which will
support efficient baseline manufacture and to provide for required 0
surge capacity.'

12. Thresholds for performance, system readiness, and supportability, -

including energy efficiency where applicable.

13. Readiness, O&S cost, and manpower drivers in predecessor systems and
targets for improvements in proposed systems.

14. Safety mishap experience on predecessor systems, where applicable.

15. Alternatives to reduce support risks when concurrency
is proposed.

16. Major survivability and endurance design goals which will have to
be validated during development and the validation methods to be used.

17. Plans for containing cost growth during development and production.
Discuss any exception to implementation of cost/schedule control
procedures to be used. See DoDI 7000.2 (reference (gg)).

* Part IV: Identify and assess issues affecting the Secretary of Defense's mile-
stone decision.

Annexes A, B, and C shall be used to show pertinent information to the extent
* available.

Test and Evaluation Master Plan (TEMP).

The TEMP is the primary document used in the OSD review and decision process
to assess the adequacy of the planned testing, evaluation, and test resources.

.*.' The TEMP is described in DoDD 5000.3 (reference (i)) and shall be submitted
with the SCP.

2

.................. .. .~. .... .... .: ,

' °....................
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* *
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MILESTONE I DOCUMENTATION

SYSTEM CONCEPT PAPER (SCP)
FORMAT

Prepare the SCP in the format shown below. D~o not exceed 15 pages, including
annexes. Identify supporting documentation by reference.

Part I: State the direction needed from the Secretary of Defense.

Part 11: Describe the concepts explored up to Milestone I, including any that
may have been rejected, the basis for narrowing the list of concepts where
appropriate, and the results of the system - threat interactive analysis.
Describe alternative concepts recommnended to be carried into the next phase.
Identify mission requirements (including any NATO member requirements) which
significantly impact system design features and support concepts.

Part III: Summarize the acquisition strategy for the program. Address as a
* minimum:

I. Any changes from the approach outlined in the JMSNS. ---

2. Intended program structure.

*3. Plans for design competition during development and price competition
in the production phase.

4. The extent of demonstration and validation to be accomplished before
the next milestone.

5. Resources programmed for the demonstration/validation phase and a
planning estimate for the remainder of the program.

6. Identify the specific event and the criteria to be met
for a Milestone II decision and establish a "not to
exceed"' cost threshold to go from Milestone I to
Milestone II.

7. Contracting approach, including types of contracts contemplated for
succeeding phases.

8. Tradeoffs to be made during demonstration and validation.

9. Equipment and architectural (operational interfaces with other
systems) standardization goals and objectives.

10. Test and evaluation philosophy for the demonstration/validation phase.__
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5000.2 (Enl 6 continued)

n1T212ATED PROGRAM SUiIMAR (IPS) FORMAT

The IPS sumarizes the implementation plan of the DoD Component for a
major system acquisition. The IPS should not exceed thirty pages (inclusive
of all annexes, except Annex B). When further detail is available in a published
study or plan, reference these documents in the IPS. Do not classify the IPS
higher than SECRET. When possible, display data in numerical or tabular
format. The following annexes are mandatory:

A. Resources - Cost Track Summry
B. Resources - Funding Profi'le
C. Resources - Smary of System Acqmisition Costs
D. Manpower

Include the topics indicated below in the PS. 0

1. Program History. Sumarize previous milestone decisions and guidance,
PPBS decisions, and significant Congressional actions affecting the program.

2. Threat Assessment. Provide an up-to-date sumary of the projected
threat, focusing on intelligence relating to the CIPs.

3. Program Alternatives. In addition to the program proposed by the DoD
Ccmponent in the DCP, briefly Jescribe each DCP alternative program and Pre-
Planned Product Improvement (P I), including advantages and disadvantages. Do
not duplicate data in the DCF or in the IPS amexes.

4. Cost. Address the elements listed below. Make the discussion consistent S
with Annexes, A, B, C, and addres.s such displays in expanded detail, if approp-

* riste.

a. Cost Effectiveness Analysis: Smrize the assumptions, methodology,
status, and results of any cost-effectiveness analyses prepared in support of
the milestone decision. This section shall contain specific discussions of
those aspects of the analyses that relate to the issues identified at the
Milestone Planning Meeting. If the analysis supporting the recomended milestone
decision is not complete at the time the IPS is submitted, describe the analy-
tical and coordination tasks remaining and provide a schedule for completion
of the analysis before the scheduled DARC meeting.

b. Cost Control: Discuss cost control plans to include the following
items:

(1) Assumptions on which the proposed program cost thresholds
were determined.

(2) Proposed Desigw-to-Cost objectives and how they shll be
implemented at the contract level. Refer to DoD Directive
5000.34 (ref. (W)) and to DoD Directive 5000.28 (ref. (ii)).

(3) Exceptions to implementation of Cost/Schedule Control System
Criteria and alternative cost control procedures to be used.
See reference (S).

.... :...'.i .'"...-+. . ,-....-... .. +.. .. . . . . . . .. . . . . .
" " " "" "' - "" " " " " "" "" "* + " " " " + , . . . . . .. ' ' d . . . . .
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. J' , o , 'I.,,

.+ 5. Procurement.

* a. Acquisition Strategy: Describe the current strategy to acquire
addeploy a system to satisfy the mission need.

b . Contracting: Provide a sunmry of'information in thc contracting
plan. At a minirnim, include: (a) the program contracting plan (introduction
and maintenance of cometition throughout this system lifa-cycle and plans for____
competitive breakout of components by both the government and the contractors);
Wb contractor performance unde contracts in the current program Phase; and
Wc major contracts to be awarded in the next program phase (summary of work-
scope, contract types, sources solicited and selected, scheduled award dates,'
special tm or conditions, data rights, warranties, estimated cost or price
including incentive structures). When appropriate, reference other portions
of the IPS or other documents. Do not include contractor sensitive data in
this paragraph.A

6. Organizational and Operational Conept. Describe the organizational
*structure associated with the system and the general system operational concept.

Describe a typical mission profile(s) and activity rates (wartim and peacetime).

7. Readiness (AME Sinnort, and Personnel)

a. At N1 estone II:

(1) Identify R&H test results to date and the quantitative impact*
of differences in resource requirements such as personnel,
spares, depot maintenance, to meet readiness objectives.

(2) Estimate any deficiencies of current and planned support
"ystowa to met logistic objectives for the system, such as
resupply time, maintenance turn-around-tim, and automatic ....
test equipment production rate and capacity.

(3) Identify any plans and funding for interim contractor support
and any subsystems considered for long-tem contractor support
and the analysis leading to contractor support decisions.

(4) Explain briefly significant manpower differences in numbers
and skills levels in comparison with a current comparable
(reference) system as shown in Annex D, considering design
and support concepts, and employment objective.

(5) Identify projected shortfalls in manpower occupational
specialties required for the new system in, critical career -' '"
fields. Identify new occupations that may be required.
If shortages exist, explain how required manning will be
attained.

(6). S rize significant differences in training requirements
and approach for the new system versus a comparable reference .-
system. Identify training equipment development and anticipated '-

e savings from use of simulators or other training devices for
operations, maintenance, and support personnel.

9.o : * S"
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- 5000.2 (hicl 6 continued)

(7) Define each RAM parameter which applies to the system pro-
posed Ln the DCP.

(8) Identify POL requirements and any additional resources or
facilities required to supply POL for the um systm.

b. At Milestone III (if a SCM decision is required)

(1) Update Milestone II IPS, Parts (1), (2), (3), (4) and (5),
including Annex: D.

(2) Suarize plans and additional resources required to train
the iitial component of operating and support personnel for
unit conversion to fielded systems. Smarize plans for
training reserve component personnel whose, mission requires
operation or support of the system.

(3) Reference plans for validation of proficiency criteria and
personnel performance.

8. Configuration Management. Identify interfacing "ste and discuss
the degree of configuration management planned for each phase. Also, explain
any intended deviations from DoD.Directive 5010.19 (reference ()).

9. Test and Evaluation. Briefly describe the overall test strategy
for contractor, development, and operational test and evaluation.

Address each of the followint areas as required. The 063) staff my also
idenfity issues to be a esed by the Component in these area at the Milestones
Planning Meeting or in the comeuts oan the draft IPS.

1. Tachnology Assessement. If all or.part of the technology planned for use
in this program has not been demonstrated, give reasons for its use and identify

* technology risks and activities pl anned to reduca them.

2. 'Systems Comuter Resources. Identify and discuss any waivers from or
exceptions to the policies in DoDD 5000.29 (reference (x)) and subsidiary -

instructions.

* 3. Data Management. Identify exceptions to the use of approved specifications,
standards, their related technical and engineering data, special reports, tezi-
nology, date elements and codes to be used. Refer to Dol) 5000.19 (ref. (a&)
and to DoW 4120.21 (ref. (k). Identify contractor data products which can be

*. used as"i substitutes for DoD required reports.

*4. Facilities. Identify any new government or industry facilities required to
develop, produse, test and support the new system. Identify cost and schedule
constraints (e.g., training, maintenance) if new facilities could not be -

- ,obtained.

5. Sytem Vulnerability. Describe nuclear and nonnuclear survivability and
endurance shortfalls which would impair mission perfomance in the proposed
system and indicate constraints vhich preclude satisfactory perfoImance in
response to the mission need. -. .

10
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S0M. 2 (Ena 6 coutimued) :.-

6. Ha e ad outn. Discnibe areas of production risk (including
Producibilityll availhilityi facil1ities ad mteuials to support plannd and A
$*q sreProduction rates, en amuual LeAdtIu. requiemas and describe the

* strategy to reduce risk. Show the variation Inu uit cost with productions
rates and rate break points. Also shom areas where projected or potential
facilitiesaaacurg techolog nsdemnfzation, or prdcblty progra.,
or tii aanaof sadard comaiets ad subsystems ould siWficantly.
reduce productin costs.

7.* yse !.h fet Prior to NiLastone U and III, sumaie, the results .f the
systam safety analysis sad specify corrective actions pending an all significant -.

* unresolved safety hazards. Wei summay should cite managmnt decisions, if
* any, to accept the risks associated with specific identified hazards.

S. KnIt smt. Health. and Safety. List any exceptions to requiresmuts In
these areas an Identify constraints which preclude attainment of objectives.
Sgumazizes Pinwritlcseuns of Proceeding with the progra.

9. Intrntona Mern I= 351 or Foreign KiltAry Sales are Involved,
brel ecieteIpc of those r auigiets on the program.

12C
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IPS AM=U C
Rzauicis- SUIEAR OF SYTEN ACQUISITION COSTS1

I rRUT DOLLARS
SOUR=E Of F'MING (MLIOS

Department of the Army
Program Element MO $M
Program Element X

Department of the Navy M=
Program Element TO

Departmet of the Air Force =
Program Element Xz$M

Defense Agencies0
Program Element XXX$ =

Other U.S. Goverament

Other Foreign x

TOMA FU11DING$X

rcfw DOLLARS
APPLICATION (MIILLIONS)

Major System Euipment $C

Syte Project Manager ... ..

System Test and Evaluation ~X

Peculiar Support Equipment =

Training

Data XC

Operational Sit.e Acquisition

Industrial Facilities

Coon Support Equipment
-0

Initial Spares and Repair Parts___ -

TOTAL FUNDING $r

1 Refer to reference (f).
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IPS ANNEX D r

MANPOWER

The IPS will have a one page Manpower annex including the following:

A. Current manpower estimate for military force structure:
2 4- -.-.. -

UNIT MANNING PROGRAM TOTALS

PROGRAM REFERENCE NO. OF ACTIVE RESERVE
3-

UNIT TYPE ALTERNATIVE SYSTEM UNITS MILITARY COMPONENT OTHER

B. Net Change in Total Force Manpower associated with the proposed system
deployment:

Active Forces Reserves DoD Civilians

Number of Authorizations

1 List each unit type that will operate the system/primary system elements,
including unit types that provide imtermediate maintenance under peacetime
and wartime conditions of system components. Examples of unit types are
"Tank Battalion," "Munitions Maintenance Squadron," "Avionics Intermediate
Maintenance Department."

2 For each unit type, show the manning required to satisfy the most demanding
mission (normally combat employment, but may be pre-combat readiness for

.certain naval vessels and systems on alert). Show total unit manning for .
operating units, organizational level direct support units, and dedicated
intermediate support units. For units that provide intermediate level
support to many primary systems, such as naval shore based intermediate
maintenance departments, show manning equivalent of the man years of work
attributable to program the alternative. Denote manning equivalents with
an asterisk.

3 Identify any new career fields or occupational specialties and any signi-
f.cant shifts in skill levels.

4 Number of unitg of each type in the planned force structure for the program
alternative.

5 Multiply number of units by unit manning, and equivalent manning by quantity
of systems deployed, to obtain total manning required for units operating
and/or supporting the program alternative system. Show how these require-
ments are expected to be satisfied as: active military authorizations,
reserve component authorizations, and/or other to be identified in footnote.
Unprogramed requirements must be shown as "other."

18. . . . . . . .....-
. . . . . . . . . . . .. . - , ...
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Revision of DoD Directive 5000.34

(Production Management)

This directive was revised to expand the role of production
management in oversight of industrial base analyses, in
furtherance of the recommendation that industrial base issues
be integrated in the acquisition process.

The key TFIRE recommendations are:

- To define the industrial resource analysis and
the functional responsibility for its accomplishment*

- To delineate the level of industrial resource
analysis to be accomplished at each DSARC Milestone
review

- To require that industrial preparedness planning
be more closely considered when making baseline
production decisions.

* See atch 1 for a list of qestions and factors that

should be considered in an industrial resource analysis

- . .- .-- .
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FACTORS WHICH MUST BE KNOWN FOR INDUSTRIAL RESOURCE CAPACITY ',*.".

EXPANSION DECISIONS:

1. What total quantity is required?

2. When must the total quantity be available?

3. What basic industry imposes the gross constraint rate?
[ 4. a.) What is the gross constraint rate? b.) Can it be circumvented ,

" by design or by other reasonably achievable means (excluding such means

as development of completely new technology or nationalization of segments

of the industrial base).? .

5. What is the desired surge peak rate (the lesser of the gross

" constraint result of (4) and ((total quantity required - planned

quantity) (system need date (from (2)) - surge start date))? 0

6. What is the maximum possible acceleration rate from the planned i .

production curve, considering:

- Acquisition of facilities •
- Acquisition of Capital Equipment
- Acquisition of material
- Acquisition-of additional ST/STE
- Acquisition/training of manpower
- Dual Source potential
- Absorption rate of using service(s)

7. What is the optimum production acceleration rate, considering:

- Learning/improvement span compression elements
Marginal utility of controlled capital expansion (maximized)
Minimum impact of labor accession/training/improvement 0

- Controlled vendor base expansion
- Dual source potential

Point of departure from planned rpoduction curve
Minimum capital/labor overshoot at required peak (calculate
for both gross constraint rate and derived peak from (5))

8. Is (2) achievable with optimum acceleration rate? With maximum

acceleration rate? (Requires integration of maximum vs. optimum
• -°" "o -.- .. ',

acceleration curves from first surge delivery to quantity (1)). Select

the lesser of maximum or optimum slopes which meets requirement.

Atch I
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9. What are the lead time setbacks to

Event Max Accel Rate Optimum Accel Rate
(set-back from del iv) (set-back from deliv)

Assembly Start-- - - - - - --- ____

Fabrication Start--- -- -

LL Material Order--- -- -

Capital Expansion Start - - - ___ ____________*I

Vendor Commitment-- -- ---

CUM LEAD TIMES ________ _______

*10. Given 1 ,2 *4 ,and B8 when must commitment decisions be made

by the Government?

11. Can the Program Planning and Budgeting System support these

* decision points?



II' DRAFT
- NUMBER 5000.34

W Department of Defense Directive

SUBJECT: Defense Production Management

References: (a) DoD Directive 5000.1, "Major System Acquisition",
TBD

(b) DoD Instruction 5000.2, "Major System Acquisition
Process", TED

(c DoD Instruction 4200.15, "Manufacturing Technology9
Program", TED

(d) DoD Directive 4005.1, "DoD Industrial Preparedness
Planning", TN)

(e) DoD Instruction 4400.1, "Priorities and Allocations"
November 16, 1971

Mf DoD Instruction 7000.2; "Performance Measurement for
Selected Acquisitions", June 10, 1977. 0

(g) DoD Instruction 5000.38, "Production Readiness.* -

Reviews", January 24, 1979

A. PURPOSE

This Directive establishes policy and assigns responsibilities
for Production Management in the Department of Defense during the
acquisition of defense system and equipment.

B. APPLICABILITY AND SCOPE

The provisions of this Directive apply to the Office of Secre-
tary of Defense, the military Departments, and the Defense Agencies
(hereafter referred to as DoD Components) for the acquisition of
major system programs as defined by reference (a). Production
management of non-major programs shall be guided by the provisions
of this Directive. The principles contained In this Directive apply
to all defense material program.

C. DEFINITIONS 0

Term used in this Directive are defined in enclosure 1.

D. POLICYI 1. Each DoD Component having authority and responsibility for
acquisition of major systs shall establish a focal point responsible
for the production management function. This focal point shall
develop policy and procedures to imlement the provisions of this

Directive and shall coordinate production management activities.

DRAFT



2. Explicit assessment of production capability shall be started in time

to support the introduction and validation of the production management goals

and thresholds documented in the DSARC process (reference DoD Instruction

5000.2, reference (b)). These assessments shall consider producibility, pro-

ductivity, industrial resources analysis (IRA), material availability, and
other factors which affect the ability to meet the program requirements.
Capability assessment, including identification of associated risks, shall be

refined throughout the acquisition process by the production readiness assess-

ments supporting acquisition milestones as outlined in references (a) and b).

3. Manufacturing technology opportunities shall be identified concurrent

with concept demonstration and validation (through the use of manufacturingtechnology projects (reference DoD 'Instruc'tio n 4200.15."reference (c). i:::::::::::

4. Where appropriate, manufacturing shall be a separate highly ranked-

area in source selections concentratinR on contractor past performance, ability

to produce efficiently, producibilitz of the design, manufacturing technology
implementation, and demonstrated production management capability

5. Industrial preparedness glannin shall be integrated with production
management in accordance with DoD Directive 4005.1, reference d). Determ-

ination of prioritiesshall be made within the framework of DoD Component

delegation as delinated in DoD Instruction 400.1. reference (e . Production

planning shall be specifically directed to the industrial resource capacity. -
needed to meet planned production, surge, and mobilization goals established %

*at Milestone I in accordance with reference (b).

6. Production planning is a continuous process beginning at Milestone 0.

An acquisition shall not proceed into production until it is is determined
that the"principal contractors and subcontractors have, or will acquire the
physical, financial, and managerial capacity to meet production cost and

schedule commitments and IPP requirements.

7. Programs will be subject to independent assessments of production

management conducted by OUSDR&E to support DSARC or special OSD program reviews,
or to contribute to the considerations attendant to scheduling such reviews.

These assessments will address aspects of production management which are
relevant to the objectives of the review at issue.

8. Competition, contractual incentives, value engineering, industrial
preparedness measures, tailoring of specifications and standards, design to

cost, these studies, producibility, constant workforce approach, and other

techniques shall be used to minimize production, operating and support costs

and lead time. Continued emphasis shall be placed on reducing the costs of

manufacturing during the production phase of the program.

9. The use of work measurement standards shall be encouraged throughout
the development and production phases. Production management planning shall

include provisions for measuring progress in meeting design to cost and life
cycle cost goals. Cost/schedule control systems to be used in the production

* phase shall satisfy the requirements of DoD Instruction 7000.2, reference (f).

2
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E. RESPONSIBILITIES

1. The Under Secretary of Defense for Research and Engineering is respon-
sible for production management, including:

a. Issuing directives and instructions relating to production manage-
ment, production readiness, production priorities, and industrial preparedness.

b. Evaluating the production management activities of the DoD Components
to assure consistent application of policy and principals. •" - -"

c. Providing Defense Guidance for the research programs required for .
the development of defense related manufacturing technology.

d. Exercising policy and operational control of the DoD product
Engineering Services Office in its mission of providing assistance to the DoD
Components on production management matters and conducting independent assess- -

ments of producibility, industrial resource capacity and production readiness. "

e. Assuring the adequacy of funds budgeted to satisfy the DoD needs
for manufacturing technology, facilities, and industrial preparedness.

2. The heads of the DoD Components are responsible for:

a. Planning, programming, budgeting, and executing production manage-
ment in accordance with this Directive.

b. Establishing a production management focal point.

c. Conducting a vigorous manufacturing technology program and assessing
its impact on major system acquisitions.

d. Appropriate interface and delegation of authority to the plant .
cognizant administration activities.

e. Assuring that consideration is given to the producibility of
proposed concepts during the validation phase.

f. Assuring that the program funding and schedule provide for reduction
of production risk through production engineering and planning, IRA, and
manufacturing technology activities.

i. Integrate industrial preparedness planning and IRA into the produc- -
tion management of defense systems.

h. Conducting production readiness reviews in support of production
decisions.

i. Assuring that the system constractor(s) develop and pursue effective
production plans.

j. Planning and funding continuing cost reduction activities during
the Full Scale Development and Production Phases.-'...

3
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k. Exercisinit-surveillance over contractor production operations to
identify variances form the production ela _and cost in time to direct cor- -

rective action.

1. Presentint -the proitran production management status to the DSAR or
SSA<RC at Proaram Milestones in accordance with Paragraph F below.

F. PROCEDURES

3.The DSARC or SSARC shall specifically address production management
concern at each Milestone decision point in agcordance wiith the reotin&f
resuirements of DoD Instruction 5000.2, reference (b) and the reqirement

A. Milestone I - Validation. Address production feasibility of
candidate system s) evaluated and reiported areas of risk. Identify manu-
facturing technology or industrial preparedness measures needed to reduce
roduction risks and propoe required implementation. Conduct a Sumary

industrial resource analysis as the basis for determinating planned nroduc-
tion sug r mobilization acceleration and delivery rate toals. Durint this
analysis consider Potential commeting dgeands for resources from other pro-
grams.

b. Milestone 11 - Full Scale Development. Review nrodncibility of
th design a~roach and identify and risks. Identify and evaluate reguirements
for long lead procurement. Include in the FSD Phase provisions toasue h
producibility of the design. Asses ndustajlW resource aaivtthnrm
and subcontractor levels to set planned production, sure. or mobilization
acceleration and delivery rate goals. Include in this assessments the impact
of ongoing manufacturing technology. Producibilitv. and technolory inoderni7A-
tion programs.

c.Milestone III -Production, Sunnorted 1production readiness -revieva
indicating acceptable risks to the Planned Irdcinpoea.Icne. thp
~act of continuing cost improvement actions in IRA and life cycle cost

forecasts.

G. EFFECTIVE DATE AND IMPLEMENTATION

This directive is effective immediately. Forward two copies of implementing
regulations to Under Secretary of Defense for Research and Engineering within -

180 days.

4
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DEFINITIONS .. " "

A. Production Management. The effective use of resources to produce on
scheule the required number of end items that meet specified quality, Der-.•'.
formiance and cost. Production management includes but is not limited to
manufacturing management, industrial preparedness planning, producibility, .. -

productivity, industrial resources, and production engineering. '

B. Production Engineering. The application of design and analysis techniques Z
to produce a specified product. Included are the functions of planning,
specifying, and coordinating the application or required resources; performing
analyses of producibility and production operations, processes, and systems;
applying new manufacturing methods, tooling, and equipment; controlling the
introduction of engineering changes; and employing cost control techniques.

C. Producibility. The relative ease of producing an item or system which is
governed by the characteristics and features of a design that enables economical _ -_
fabrication, assembly, inspection, and testing using available or obtainable S
production techniques.

D. Production Readiness. The state or condition of preparedness of a system
to proceed into production. Production readiness requires a complete and
producibile design, adequate industrial resource capacity and t managerial
and physical preparations necessary for initiating and sustaining a viable
-production effort.

E. Production Readiness Review. A formal examination of a program to deter-
mine if the design is ready for production, production engineering problems
have been resolved, and the producer has accomplished adequate planning for
the production phase.

0
F. Industrial Resource Analysis. Discrete analysis resulting in determination
of requirements for and availability of production resources. These resources
include capital, material, and manpower, required to accelerate to full produc-
tion rates (including surge and mobilization requirements). IRA planning
should include the results of production engineering, producibility analysis, '

and manufacturine technology progrsr and be predicated on both planned and
-potential surne/mobilization production requirements.

............................... . .
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Revision of DoD Directive 4105.62

(Selection of Contractual Sources for Major Defense Systems)

This directive is under revision as the result of Decision No.

- *. . • .

20 of the DoD Acquisition Improvement Initiatives, entitled
"Improving the Source Selection Process." This proposed revision,
which is a complete re-write of the directive, was provided to
USDR&E(AM) MSA as an initial draft for their subsequent effort
to update the directive. Thus, unlike most other TFIRE products, .9
this directive is not ready to enter coordination at the present
time.

This revision is responsive to Deputy Secretary of Defense
direction that USDR&E modify the source selection directive to
emphasize the following:

Improve the source selection process to place
added emphasis on past performance, schedule
realism, facilitization plans and cost credi-
bility. De-emphasize the importance of lowest
proposed cost. Devote more attention to eval- ,
uating contractors' performance during and at the
time of contract completion. Provide award fee "
contract structure to encourage good performance.
This both provides an incentive for good performance
and a measure of contractor performance to be used
in future source evaluations. Establish quality
ratings where possible and ensure that past perfor-
mance ratings are available for use by source selec-
tion personnel.

V.

.. ..... :.
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"I DRAFi
NUMBER 4105.62

Department of Defense Directive '

SUBJECT: Selection of Contractual Sources for Major Defense Systems

Reference .: (a) DoD Directive 5000.1, "Major System Acquisition,"
TBD

(b) DoD Directive 5000.19
(c) DoD Directive 4105.62
(d) DoD Directive 5000.3 -
(e) DoD Directive 5000.4
(f) through (i) see Enclosure 1 1

A. REISSUANCE AND PURPOSE --. "

1. This Directive is reissued to revise Department of Defense
policy for the competitive solicitation, evaluation, and selection
of contractual sources for the acquisition of major Defense systems,
to place added emphasis on past performance, schedule realism,
industrial base response, and cost credibility and to deemphasize
the importance of lowest proposed cost. Reference (c) is hereby
superseded and cancelled.

2. The provisions of this Directive apply to the Military
Departments and Defense Agencies (hereafter referred collectively
to as "DoD Components") in the competitive acquisition of major
Defense systems.

B. POLICY

The following policy shall govern the management of the source
selection process. The requirements of the process are defined
in the Defense Acquisition Regulation System, primarily in DAR
4-106 and DAR 4-107 (reference (h)).

1. General

a. The principal objectives of the process are to (a) select
the source whose proposal has the highest degree of realism and cred- S
ibility and whose performance is expected to best meet Government
objectives at an affordable cost, (b) select a source who has the
ability to produce efficiently in the amount of time allotted, and
1,oi(c) ensure complete evaluation of the contractor s proposed,
actions and of his relevant past performance.

b. The selection of contractual sources may be either as 0
result of a competition among alternative system design concepts

or a single system with different design solutions. In either
case, the concept of reliance an competition throughout the source
_selection process and the procedures for selection outlined in DAR
are appropriate and applicable.

DRAFT
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(1) There are, however, certain additional factors whi,! more

appropriately must be considered when the selection of a source is to be made

from among alternative system design concepts. In this case the utility of 0

the system to satisfy the mission requirements will be of prime importance.

In the case where the system has been selected, however, the primary factors

to judge are different and should deal with the contractor's ability to per-

form his proposed actions in an efficient manner.

(2) Technical approach or design solution should not be defined;

instead, the requirements should be defined to reflect the mission need,

schedule, cost, capability objectives, and operating constraints.

0

b. Each DoD Component Head shall be the Source Selection Authority

for his Component, unless withheld by the Secretary of Defense, as a specific

program. This Component Head is the Source Selection Authority

for this Component, with power of delegation at his discretion.

(1) The Source Selection Authority is responsible for the proper

and efficient conduct of the entire source selection process, encompassing

proposal solicitation, evaluation, selection, and contract award. He shall

have (subject to law and applicable regulations) full responsibility and

authority to select the source(s) for award and to approve the execution of

the contract(s). The Source Selection Authority shall ensure that the con- 0

tract(s) and the proposed program approach are compatible with the System

Concept Paper or Decision Coordinating Paper (reference (g)) and the Secretary

of Defense Decision memoranda. Office of the Secretary of Defense personnel 0

will not participate in DoD Component source selection activities, except as

specifically approved by the Source Selection Authority. However, certain OSD

2
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rganizations have responsibilities which require them to have access to

ansitive source selection information over an adequate time interval in order

D perform their designated functions. These functions are addressed in

eferences (d) and (e). Particular care will be exercised by these organ-

zations to restrict dissemination of source selection sensitive information

n a strict need to know basis; each organization shall record access to this

nformation and require execution of appropriate disclosure statements as

equired by the SSA for members of the source selection evaluation group.

rrangements to comply with the latter shall be agreed to between the SSA and

he OSD organization head. The SSA shall have the sole authority to authorize

elease of source selection data and information. Such data shall not be

eleased to the press (without the prior coordination) of the Office of the

ssistant Secretary of Defense (Public Affairs) or its designee. Department

f Defense personnel shall not contact or visit a contractor regarding a" =

1roposal under source selection evaluation, without the prior approval of the

SA or the Contracting Officer. .

(2) After the selection decision has been made, DoD Component

[eads will advise the Secretary of Defense on the outcome of the source selec- 0

.ion prior to public announcement of the successful competitors(s) and the

ontract award(s). The SSA will ensure that the unsuccessful competitors are

lebriefed in accordance with DAR 3-508.4 (reference (i)). 0

B. Organization

1. The program manager will direct the source selection evaluation

)rocess with delegation power to his principal contracting officer. .'-. -.'-'

3
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neaning of the clause of this contract entitles "Disputes." However, nothing

iis clause shall excuse the contractor from proceeding with the performance

e contract as changed.] "-

34.70 Surge Option Clauses. One of the following clauses shall be inserted

st reimbursable supply contracts for surge items in accordance with DOD .

ruction 4005.3, "Industrial Preparedness Planning Procedures.

4.70a. Use this surge clause in conjunction with the Production Surge Plan,

Item Destripticn (See DoD 4005.3-M)

Surge Option Clause (for use when Production Surge Plan DID is used)

The Government may increase the quantity of the supplies called for herin,

to exceed percent and at a unit ceiling price (set forth below) and the

et values will be negoiated at the time of exercise. The contracting officer

exercise this Surge Option Clause for irncreased quantities, by giving written

ce to the contractor, calling forth the quantity and delivery any time prior

he acceptance by the Government of the last scheduled item on the contract.

Production Surge Plan, that is a Contract Data Requirements List item in the

ract, will be the basis for the contracting officer to establish a delivery

required by the Government. The contractor will not be requested to deliver

rate greater than the maximum delivery rate developed under the Production

e Plan.

Inasmuch as the unit price for the basic quantity may contain starting load, .

ing, tooling, transportation and other costs not applicable to option quanti- .

° S ..-
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.o the acceptance by the Government of the last scheduled item on the contract.

t. Inasmuch as the unit price for the basic quantity may contain starting load,

.esting, tooling, transportation and other costs not applicable to option quanti-

Aes, offerors are requested to take these factors into consideration and set

forth the unit price in the space provided below for the surge option quantities.

If the offeror does not indicate a unit ceiling price in the space(s) provided

)elow, it will iOe interpreted by the Government to mean that the unit price

ihown in the schedule is the unit ceiling price applicable to the option quantity.

3. Varying prices may be offered for the surge option quantities depending on

the quantities actually ordered and the date or dates when ordered.

Surge Option Quantity Unit Ceiling Price $ ea (CLIN %

Surge Option Quantity Unit Ceiling Price $ ea (CLIN

4. Within days from the date of award of this contract the contractor will

furnish the contracting officer delivery schedules representing the maximum rate

of delivery achievable for items in this contract on a single shift, single shift

with premium pay (overtime), two shifts, three shifts, or any achievable combi-

nation of these which will accelerate production of the items in this contract. . .

5. The contractor will not be required to deliver at a rate greater than the _

maximum delivery rate developed under the requirement of the preceding paragraph.

6. Failure to agree to a price in any negotiation resulting from the exercising •

of this option clause shall be a dispute concerning a question of fact within

*. . . . . . . . ~ . . . . . . . . . . . . . . . . . . . . . . . . . . .
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space(s) provided below, it will be interpreted by the Government to mean that

the unit price shown in the schedule is the unit ceiling price applicable to

the option quantity. 0

.i'. -.".i

3. Varying prices may be offered for the surge option quantities depending on -.-.- *.,..

the quantities actually ordered and the date or dates when ordered.

Surge Option Quantity Unit Ceiling Price $ __ea (CLIN

Surge Option Quantity Unit Ceiling Price $ ea (CLIN ).

4. Failure to agree to a price in any negotiation resulting from the exercising

of this option clause shall be a dispute concerning a question of fact within the

meaning of the clause of this contract entitled "Disputes." However, nothing in

this clause shall excuse the contractor from proceeding with the performance of

the contract as changed.

7-104.106b. Use when the-item is identified as a surge item but there is not a

requirement for a Data Item Description

Surge Option Clause (for use when no Production Surge Plan is used)

1. The Government may increase the quantity of the supplies called for herein,

not to exceed __ percent and at a unit ceiling price (set forth below) which

is negotiable at the time of exercise and downward only. The contracting officer I-.

will exercise this Surge Option Clause for increased quantities, by giving written

notice to the contractor, calling forth the quantity and delivery any time prior . .

.. . . . .... . . ...... .. . .... ... . . ... .. ... . . .- . *,. . ..... , ...-. .
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[7-104.106 Surge Option Clauses. One of the following clauses shall be inserted

in fixed price supply contracts for surge items in accordance with DoD Instruction -

4005.3, "Industrial Preparedness Planning Procedures. •

7-104.106a. Use this surge clause in conjunction with the Production Surge Plan, " -,

Data Item Description (See DoD 4005.3-M):

Surge Option Clause (for use when Production Surge Plan DID is used)

1. The Government may increase the quantity of the supplies called for herein,

not to exceed__ percent and at a unit ceiling price (set forth below) which

is negotiable at the time of exercise and downward only. The contracting officer

will exercise this Surge Option Clause for increased quantities, by giving written

notice to the contractor, calling forth the quantity and delivery any time prior

to the acceptance by the Government of the last scheduled item on the contract.

The Production Surge Plan, that is a Contract Data Requirements List item in the

contract, will be the basis for the contracting officer to establish a delivery S.

rate required by the Government. The contractor will not be required to

deliver at a rate greater than the maximum delivery rate developed under the

production surge plan.

2. Inasmuch as the unit price for the basic quantity may contain starting load,

testing, tooling, transportation and other costs not applicable to option

quantities, offerors are requested to take these factors into consideration and

set forth the unit price in the space provided below for the surge option -

quantities. If the offeror does not indicate a unit ceiling price in the

-.. """.. . -' . ..-.-.'.. .--..'-..,.-... .....-... 2 ...- -. " .. . . . ". "."-'-".-'o'- '-.. ,
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[(d) Surge planning applies to (1) all new systems being developed in

accordance with DOD Directive 5000.1, Major System Acquisitions, (2) all earlier

major systems which are already in production, (3) those critical items managed

by the DOD components which are priority one items on the Industrial Preparedness-

Planning List (IPPL), and (1) any item not on the IPPL that is determined neces-

sary to support a surge situation.] -

1-2208 Small Business Concerns. The policy of placing a fair proportion of

purchases and contracts with small business concerns (see 1-702) applies in [both

surge and] mobilization planning and each Department shall continually study its

Industrial Preparedness Production Planning procedures to include small business

participation to the maximum practical extent.

1-2209 Priorities, Allocation, and Allotments. In order to maintain an

administrative means of promptly [surging the industrial base and/or] mobilizing

the nation's economic resources in the event of [a surge situation,] war or

national emergency, and to keep current defense programs on schedule, it is

a statutory requirement and national policy to require contractors to use indus-

trial priority ratings and allotment authority to support military procurement

(see 1-307).

. - - -%P.-



correlating industrial capabilities and military requirements for the orderly

retention, improvement, and rapid application of industrial capability to

military production during [a surge situation or a national] emergency.

1-2203 Policy. ".l.

(a) The Department of Defense will conduct Industrial Preparedness

Planning to assure capability for the sustained production of essential mili-

tary items to meet the needs of the US and Allied Forces during [a surge situa-

tion or national] emergency.

(b) In planning for the production of selected items, preference shall

be given to the use of privately-owned facilities, so as to minimize the need

for Government investment. Government-owned production facilities will be in-

cluded in the industrial base only when:

(i) private industry is unable or unwilling to provide the faci-

lities necessary to support DOD requirements; or

(ii) they are determined to be necessary for reasons of national

security or to assure a quick response capability to meet fluctuating or job

lot demands.

(c) Current procurements will be integrated, when applicable, with

Industrial Preparedness Production Planning requirements.

. . .oO. .° °
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(d) [Mobilization] Planned Producer - An industrial activity which

has indicated its willingness to produce maintain/repair military items during

mobilization in a national emergency by consumation a Production Planning 0

Schedule (DD Form 1519) or an appropriate contractual document, e.g. DATA Item -.,

Description (DID).

1-2201(e) [Surge Planned Producer - An industrial activity or Government-owned,

Government-operated; or Government-owned, Contractor-operated facility which

has indicated its willingness to produce, "maintain/repair military items

during surge conditions by consummation a production planning schedule (DD -

Form 151a) or an appropriate contractual document, e.g. Data Item Description

(DID).]

1(f)] Planned (or Planning) Item - Any item selected for industrial

preparedness planning under the criterial of DOD Instruction 4005.3, "Industrial

Preparedness Planning."

[(g)] Surge - The accelerated production/maintenance/repiar of selected

items to meet contingencies short of a declared national emergency. Only

existing peacetime program priorities will be available to obtain materials,

components, and other industrial resources necessary to support accelerated

program requirements; however, increased emphsis may be placed on use of these

existing authorities and priorities.

1-2202 General. The Industrial Preparedness Planning (IPPP) program is -

conducted jointly among DOD components and industry to provide a means for . -

. .. -.--."..- . .' "- .-. .'---...-...-..............-...--.".-.............-.....".........'.-.............-........- .'..',- ..

,. -.."........ o. .... . ..-..... . . . .'-.-.. .-...-..... ...-. ... :.... .. . . . -,. . . . - ' -,.. -



GENERAL PROVISIONS"..--. 

Part 22 - Industrial Preparedness Production Planning

1-2200 Scope of Part. This Part establishes uniform procurement policy

guidance and procedures for the Department of Defense in planning with industry

for the establishment and retention of industrial base capability essential to

national defense for production during periods of [Surge Production and] national

emergencies. [DOD Instruction 4005.3, Industrial Preparedness Planning Proce- -

" dures]

1-2201 Definitions

(a) Industrial Preparedness Planning - Plans designed to maintain an

adequate industrial base to support DOD requirements for selected essential mili-

tary items in a [surge situation or a] national emergency.

(b) Industrial Base - That part of the total privately-owned and Govern-

ment-owned industrial production and maintenance capacity of the United States,

its territories and possessions, as well as capacity located in Canada, expected

to be available during emergencies to manufacture and repair items required by .,..-

the military services.

(c) Emergency (National) - A condition declared by the President or Con-

gress by virture of powers previously vested in them which authorizes certain .

emergency actions to be undertaken in the national interest. Actions to be

taken may include partial or total mobilization of national resources.

2 6 . . -
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DEFENSE ACQUISITION REGULATION (DAR) CHANGES

The recommended changes to the DAR are to:

Formalize the use of option clauses to satisfy surge and mobilization
requirements. New surge option clauses have been added- ,

Integrate surge/mobilization planning requirements and capital invest-
ment incentives into advance procurement plans.

Adds definitions of surge, mobilization to Part 22 - Industrial
Preparedness Production Planning.

• S- -.-
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4105.62 CEricl 1)

REFERENCES, continued

* (f) Dou Instruction 5126.'44
(g) DoD Instruction 5000.2
(h) DAR 4-106 & 107
(i) DAR 3-508.4

S
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C. REPORTING REQUIREMENTS

The reporting requirements prescribed herein are exempt from formal

approval and licensing in accordance with paragraph III.D.3. of DoD

Directive 5000.19 (reference (b)).

S

D. EFFECTIVE DATE AND IMPLEMENTATION

This Directive is effective immediately. Two copies of implementing

regulations shall be forwarded to the Under Secretary of Defense for

Research and Engineering (Acquisition Management) within 60 days.

Enclosure- 1

." . .. 2!o,
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2. Guidelines for making trade-offs among and within the various

factors are important particularly among the performance characteristics of

the system in relationship to the development, manufacturing/industrial base,

operating, and support costs, the delivery schedule, production rate, acceler-

ation rate, surge requirements, lead time, total quantity, and the qualitative

requirements applicable to the procurement.
S

3. The Source Selection Plan would complement the Advanced Procure-

ment Plan and should summarize the overall acquisistion strategy contemplated

for the system. The plan will also include a description of the evaluation .

techniques to be used, a schedule for all significant event required between

the designation of the SSA and the signing of definitive contract(s). The

plan will also address who will produce and the methods to be used to produce

an independent cost estimate to assist in determing the most probable costs

(development, production, and support; especially the ability to meet the

design to cost objectives) of each competitor's proposal. The Source Selec- -

tion Plan shall state how the independent cost evaluation is to be used. All

independent estimates generated shall be retained as a part of the source

selection documentation. S

D. Source Selection Authority Report

1. The report ultimately prepared for the Source Selection Authority

for selection decision shall make the relative differences between competitors'

proposals and their capabilities clear and definitive as to strengths, weak-

nesses and risks in terms of the evaluation criteria in the approved Source

Selection Plan.

5
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2. To maintain an effective checks and balances system during the

source selection process, the functions and responsibilities for proposal

solicitation and evaluation and the functions for the source selection decision S

shall be separated, but not isolated.

* ~~~..--.9 . C

3. The SSA will assure that evaluation group structure, with the S

minimum number of members consistent with solicitation evaluation require-

ments, is established and effectively employed.

4. The complexities and demands of the activities associated with

selection of contractual sources require knowledgeable and professionally -

competent people who are experienced in the matters and problems to be evalu-

ated. A balanced representation from functional and operational areas (in-

cluding other DoD Components and Government agencies), as appropriate, will be

maintained. Requests for manpower support made by the director of the source

selection evaluation may not be rejected except as limited by paragraph .

III.A.3.a.

C. Source Selection Planning

1. Prior to the issuance of the solicitation or draft versions of the

solicitation, a Source selection plan shall be approved by the SSA. The plan

will include the evaluation criteria in relative order of importance. In

developing the criteria, a proper balance shall be established among cost,

schedule, engineering, manufacturing/industrial base, management, test and "

. evaluation, and other factors as appropriate.

- .4
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ties, offerors are requested to take these factors into consideration and set

., forth the unit cost in the space provided below for the surge option quantities.

If the offeror does not indicate a unit target cost in the space(s) provided

below, it will be interpreted by the Government to mean that the unit cost shown .

in the schedule is the unit target cost applicable to the option quantity.

3. Varying cost may be offered for the surge option quantities depending on

the quantities actually ordered and the date or dates when ordered.

Surge Option Quantity Unit Target Cost ea (CLIN

Surge Option Quantity Unit Target Cost $ ea (CLIN ).

4. Failure to agree to a cost in any negotiation resulting from the exercising

of this option clause shall be a dispute concerning a question of fact within the

meaning of the clause of this contract entitled "Disputes". However, nothing in

this clause shall excuse the contractor from proceeding with the performance of

the contract as changed.

7-204.70b. Use when the item is identified as a surge item but there is not a •

requirement for a Data Item Description

Surge Option Clause (for use when no Production Surge Plan is used) 6

1. The Government may increase the quantity of the supplies called for herein,

not to exceed _ percent and at a unit target cost (set forth below) the 0

targets will be negotiated at the time of exercise. The contracting officer b ,-.

LS

,.. . . .... .
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will exercise this Surge Option Clause for increased quantities, by giving

written notice to the contractor, calling forth the quantity and delivery any

time prior to the acceptance by the Government of the last scheduled item on

the contract.

2. Inasmuch as the unit cost for the basic quantity may contain starting load,

testing, tooling, transportation and other costs not applicable to option quan-

tities, offerors are requested to take these factors into consideration and set

forth the unit cost in the space provided below for the surge option quantities.

If the offeror does not indicate a unit target cost in the space(s) provided

below, it will be interpreted by the Government to mean that the unit cost

shown in the schedule is the unit target cost applicable to the option quantity.

3. Varying costs may be offered for the surge option quantities depending on

the quantities actually ordered and the date or dates when ordered.

Surge Option Quantity Unit Target Cost $ ea (CLIN

Surge Option Quantity Unit Target Cost $ ea (CLIN

4. Within days from the date of award of this contract the contractor will

furnist the contracting officer delivery schedules representing the maximum rate -

of del very achievable for items in this contract on a single shift, single shift S

with premium pay (overtime), two shifts, three shift, or any achievable combina-

tion of these which will accelerate production of the items in this contract.

,--.....
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5. The contractor will not be required to deliver at a rate greater that the .. "'

maximum delivery rate developed under the requirement of the preceeding para-

graph. 0

6. Failure to agree to a cost in any negotiation resulting from the exercising

of this option clause shall be a dispute concerning a question of fact within the

meaning of the clause of this contract entitled "Disputes." However, nothing in

the clause shall excuse the contractor from proceeding with performance of the

contract as changed.]
[. . "
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General Provisions

Part 15 - Options

1-I501 Definition.

[(a) - Option.] As used in. this Part, an option is a unilateral right in a

contract by which, for a specified time, the Government may elect to purchase

-.additional quantities of the supplies or services called for by the contract, or may

elect to extend the period of performance of the contract.

[(b) Surge Option. A unilateral right in a contract by which, for the delivery

-period of the contract, the Government may elect to purchase additional quantities

of supplies or services called for by the contract to support exceptional or

unusual military requirements short of national emergency, or in support of a

friendly foreign Government.]

rS

1-1503 Procedures.

*i (a) If a contract is to contain an option clause, the solicitation must contain

an appropriate option provision. The contract shall limit the additional quantities

of supplies or services which may be procured, or the duration of the period for

which performance of the contract may be extended under the option and will fix

the period within which the option may be exercised. This period shall be set so

I as to afford the contractor adequate notice of the requirement for performance

; under the option but with respect to service contracts may extend beyond the

contract completion date when exercise of the option would obligate funds not

avdildble in the fiscal year in which the cc.-o-,ac oul d thcrwiso be .mpe0.."

In fixing the period within which the option may be exercised, consideration shall
#S
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be given to (i) necessary lead time in order to assure continuous production and

ii) the time required for additional funding and other necessary approval action. 0

The period specified for exercising the option shall in all cases be kept to a

, minimum. [The Surge. Option is used not only for increased quantities but as an

enterance into an on-going contract to satisfy unusual or exceptional situations

short of national emergency or in support of friendly foreign Governments, therefore it is

necessary to utilize the maximum time available, e.g., the delivery of the last iter.

in the contract schedule.] The quantities and the period under option and the period

during which the option may be exercised shall be justified and documented by the con-

tracting officer in the contract file. If the contract is to be negotiated, the deter-

mination and findings shall set forth the approximate quantity to be awarded and the

extent of the increase to be permitted by the option.

(b) If exercise of the option would result in increased quantities of supplies,

ne option may be expressed in terms of (i) percentage of specific contract line

items, (ii) a number of additional units of specific contract line items, or (iii) S

additional numbered line items identified as the option quantity with the same

non-enclature as line items initially included in the contract. If exercise of the

option would result in an increase in the performance of services by the contractor,

the option may similarly be expressed in terms of percentages, increase in specific

line items, or additional numbered line items, expressed in terms of the units of

work initially used in the contra~t such as man hours, man years, square feet,

pounds or tons handled. If exercise of the option would result in an extension of - ..

duration of the contract, the option may be expressed in terms of an extended ter- .-.- 

minal date or of an additional time period, such as days, weeks, or months.

-7
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c) Solicitations which allow the offer of option quantities at unit prices
-., ..: . "

iich differ from the unit prices for the basic contract quantities shall also state

that varying prices may be offered for the option quantities depending on the "

quantities actually ordered and the date or dates when ordered. However, if the

solicitation contains an Evaluation of Options provision pursuant to 1-1504, it

shall also specifiy the price at which the options will be evaluated (e.g., highest

option price offered or option price for specified quantities or dates).

1-1506 Examples of Option Clauses. Examples of Option clauses are set forth in

7-104.27 and 7-1903.22. [Examples of Surge Option Clauses are set forth in 7-104.1106

and 7-204.70.)

' 0---::2-
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P3OCURMMNT my NEGO~IATION

systems or material to provide Incentives to contractors to invest is seveal
gian equipment capital awles as authorinui herei (wee 13S 15). Sucit claus must
be ailored a. he rquiremtftediidual- situatoned thea only after a
carsiul analysis of the bensefits kn each canse mad. to mre optimum nu~s
ar obtained fmr the Government. This clase o~ beue operative Is the
event that the contract or program is terminated or flads awe so provie Is sub-
sequent fiscal years for the planned acquisition upon which the investment deci-
sdon was based. Such clause may permit the Government so acquire specific
capital investments at no more than the depreciated value. T'his value any be
determined by considering a combination at investment incentives, inoe tas
credits or incentives and allowable depreciation costs pursuant to cost principles
established in Sectio XV.

(b) Scope.
(1) This technique Is designed to transfer ID the Government some of the d

associated with acquisition of certain capital ats by contractor. Its purpose Is
to cover only specifically identified cost-effective capital anets. ft is not to be
used to override the general policy that aD ll cilieitsneeded for the performac
of Government contracts will be provided by the contractor as set forth In Section
XE.

(2) Capktal assets which may be covere by such an investment clause are
subject to the following criteria-

(l) includes only severable industrial plat equipment. and other types0
or severable plant equipment with a unit value in excess of S I0000.
including associated accessories which would be capitalized in ac-
cordance with the cotacol disclosd accounting practices. but .- .

excluding real property .*..-

(Ii) the capital investment would so otherwise be mae by the coatrac-
tot except to substantially be ,i the program(s) involv;

(iii) the overall savings that will accrue I* the Government on the pro-
gram(s) for covered equipment eaceeds the related investment costs
by a margin sufficient to make the acquisition economically viable;

(iv) the savings that will result hum afe of this equipment. as developed
under (c) below. will be reflected in the pricing of the individual %.

(c) Dteadmation. Prior to implementing this investment clawn. the con-
tracting officer shall make a wrltten determinatioa that the contractor Will not
make the investment without the use of this teIqe This determination should
be detailed and include the following elamews

(1) considleratio of the alternatives of acquiring such equipment
through the manner listed in 13-301(c);

(il) an analysis of th emst of the Investment and the overall cos savings0
to the Government, including the payback quantities and/or payback

(iii) an assessment of the degree of competition preset for the proposed
requirement. K a competitive environment Is prset, the competi-
dloe ay cause the firms to conidr bearing the total risks for th
vestments. When this technique is ID be use iahaliben fa Ictr is
the source selection evaluation crtr- o! lctnga or
ably on those contractors based on the

ext~t towhich the-Y Accept the associated
risksj

AUMIED SEEVICUL PROCIUMEIMN RGULATION
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GENERAL PROVISIONS

delivery of the production items. The chart tells the story of time, cost and quan-
tity of required items, illustrating milestones which must be recognized in the 0
decision making process. However; it is important to recognize that the format of
the milestone chart is flexible. because the same milestones may not be present in
every procurement program. .

ILLUSRATrVE PROCUREMEN PLAN FORMAT
PROCUREMENT PLAN NO.

PROGRAM
PROGRAM MANAGER

DESCJIMON OF PROGRAM I SYSTEM I COMMODITY. &TC.

APPROVED: rocwvmr Repvesuwaaw - dew

fWARRATiVI PRTION)

1. A4 diCVwju1 w of the pogrom. imm, or ayuhem. hnchode the cuutmnary military nomen-
cloture. a brief nontechnical description and statement or general application. aid a
deacription of auaociated materials and services. Diecues related wnbouie effort.

2. Program Fariiing (R&D .ind hodaitiim) Jaciudftm a jummay of amain inm SAW
FYDP/udget Subtihmu. 1achade specific references to budge lne iftm ad pro-
gram skenmnts. where applicable. estimated production unit ace, and total coat for
raining production. Deacribe the eximated cm for the couiuacts and how Wh cos
was derived

3. Defivery Raisummua. both R&D aid PAcd Cantmcsu. Desribe dou basis fmr

ostablashing th deliery -reqiewa nc uding surge and
moblization]
ovocurrncy of dgvejopmoUmtproudawiom or bt a book for jutficatiob fo iff 01011I'l

4. 406coMhly of~ a DKINIO CAomim" PWPtr (DCP) .' Agrai Aftme- dai ___

Drfrw Sytenm Arqubiu. iR~vlw Ceuncd (DSRC) Or IN#~wme Servicv Rhvdwa
Describe the optiona at forth in thu DCP I Programn Memnorezdumn and deluasate
which option the Procuremnent plan (PP) mapports Delineate thu D&ARC/lotemal

Reviews on the 1010"o04 Charm

S. a&rounad &al Plwvswen Nislory (a W*08f f0mat imeMuR&). Provide a brief aase.
mumn of the uWdmhes and ontacual hoory of thu material or a W 6m batin

4DAiruion of Pm.giai INA, lridn rhkl a: hlkRt.Polta
discusaci of major aWo 0( wmnical riek, anid descrbe what effors ane planned or

1-2 102
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GENERAL PR0OVISIONS

r- Proposed mw ad hemii Mbr arkeft V oak soure k usoamuan"m. dacta
why coopeaiom cannot be and.

dSnmw akmiga pwahwes. foral fcm.lciru procidurm will be wied.
N~ milesnaamm foer developsmaz of the plan ad powidle a Several ofew
of ow do eleactioncs sob be mcwd

a. M onr .~Foie.c~l h iwf nos fcm e uinvn&UM cuotrcttye
rv. Manufacturing. Driift describe

-the CaDital nvestment incen t i es (If a ry )
-to be employed to attain the sign ificant
program objectives described in itewn

g* *~gitin Midimfy recomimed. Diam bui for noumeadio of
aftodtin exceptimI ffh do. mof ig m spport a Secretarial D&F. pomwd

appropriate k'cowAtim usaquim by Appendix J. ir amt lrady peovida el-

h .Depwiruin daa. howide a complet dscuanian of ue of aps ocormu wata
w a-raf competibam. walhiiat fwndin available foe rcc mn data and
the contractual approach to acquiring such dewa including propuietary right and

01r cnikwmu &pm~-Dicim spiplication of Sall Busine.n. Labor
Surplus AIM a, th lUara Readinest Program. 7Ue Defens production Act.
energy conervation mmsrek sanmdastion coincep. foreig ases implica.
does. special ontum classes wA ASPR daimr
Aliratiw peucaw sppuwies vomad Brdely disca th mn and =
dhfm iapW of eth- approaches lackca aontingency pln.

k. mufrston jar owr pweuuvma cycde. Add,, the fllwing ubjam aod any
Other. a aprcMue

PP Approval
DAFApprawal
Completion of pepwafii of procurementpaue

Data-
purchase eques S

anene of Soimintim
Evalustionef I Irpme sdift. wd %imd mposm
Beliningl and complntion of Mallostiow

Contract am



DATA iTC.A DESCRIPTIONr OU,.'' .,

Production Surge Plan
a. A-'OV&-- Dar&

3.1 The Production Surge Plan describes a contrac-
tors capability to rapidly accelerate and sustain .

production utilizing existing facilities and equip-
ment without a declared national emergency, decla- *

ration of war, or mobilization and use of -emergency
war powers.

3.2 The Production Surge Plan provides data on the

7.1 This Data Item Description should be applied
in solicitations/contracts for which a production _________

surge capability for select critical items is re-.ZsFa"4 .,m

quired.

7.2 The Contract Data Requirements List (DD Form
1423) should require that any production changes 4

which impact the Production Surge Plan be submitted
as revisions within two weeks of their occurance.

7.3 This Data Item Description may be used inde-
pendentl or in conjunction with but not in lieu
of DI-r-0 46.

10.1 GrlThe Production Surge Plan shall describe the cotaco'
capability to rapidly accelerate production utilizing existing facilities
and equipments in a peacetime environment (no declared national emergency,
declaration of war, or mobilization and use of emergency war powers). The
plan shall be predicated on utilization of peacetime program priorities
to obtain materials, components, and other industrial resources necessary
to support the accelerated production requirements.

10.2 Format - Unless otherwise specified on the contract Data Require-
ments List (DD Form 1423), the Production Surge Plan shall be in the con-
tractor'ms format.

10.3 Content -As a minimum, the Production Surge Plan shall consist of0
the following:

a. The maximum sustained rate of production utilizing a single
work shift (1-8-5), a single work shift supplemented by authorized premium
pay (overtime effort), a double work shift (2-8-5), and a triple work
shift (3-8-5).

b. A list by nomenclature and part number of nonsubcontracted long
lead critical or pacing items which could adversely impact the production.

D 16 • . .
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3. DESCRIPTION/PURPOSE (Continued)

sustained production rate, long lead critical or pacing items
personnel requirements, other contracts with surge production
provisions, and probable surge impact. This data provides for
surge planning of select critical items that are identified on -
the Surge Items List.

10.3B (Continued)

rates identified in para 10.3a.

c. A list by nomenclature and part number of subcontracted long
lead critical or pacing items which could adversely impact the Production 0
rates identified in para 1O.3a. Subcontractors and vendors shall be -4
identified by name and address for each critical or pacing item. This
requirement shall flow down to which ever subcontractor tier (level)
is necessary to adequately identify the critical or pacing item(s).

d. Identification of all personnel requirements including how
additional personnel will be recruited, trained, and assigned.

e. A list of contracts being performed at the contractor's facility .

that have production surge provision or could reasonably be presumed to be
surged. The list shall identify the contract number, the items(s) and the
Defense Materials System and Defense Priorities System priorities assigned to
each contract.

f. What impact surging this contract would have on the performance of
any other Government contract that might be concurrently surged with this
contract. What impact surging this contract would have on the contractor's
commercial business.

a. A list of tooling and/or eouipment down to the lowest tier
subcontractor that coild be acquired that would increase production rates
and remain within the current physical limitations. Estimate the cost
(include installation costs) and delivery leadtime for the acquisition of S
the tooling and/or equipment. Data obtained under this paragraph will not
be used in the preparation of the basic plan but may be used by the Govern-
ment for developinq additional Surge capability if deemed essential.

. . -AV
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Revision of Do!) Directive 4005.1

(Industrial Resources)

This directive was revised to revitalize, and more clearly
define responsibilities for, the use and planning of indus-
trial resources.

Key TFIRE recommendations are:

- Broadens scope of directive - integrated approach
to consideration of industrial resource issues

- Provide an umbrella document for related functional
areas

- Establish a single office with responsibility for
industrial resource concerns

- Define and delineate responsibilities

- Develop a DoD composite Industrial Base Analysis

- Insure adequate consideration of maintenance planning
and operations in the allocation of industrial
resources

- Require, as appropriate, use of lead time and
critical path studies.

These inputs are consistent with the changes proposed in
the system acquisition series (DoDD 5000.1 and DoDI 5000.2).

-,. ... -
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DRAFT
NUMBER 4005.1

Department of Defense Directive

SUBJECT: Industrial Resources

References: (a) through (p), see Enclosure 1

A. PURPOSE

This directive reissues reference (a), and establishes DoD policy .
and assigns responsibilities governing planning of industrial resources
for programmed peacetime, surge, and mobilization production of essential
military equipment.

B. AUTHORITY

1. The emergency preparedness responsibilities assigned to the -
Secretary of Defense under Section 401, paragraphs (5), (7), (9),
(10), (11), (12), and (13), of Executive Order 11490 (reference (b)).

2. The production readiness functions in support of peripheral
war as defined in Defense Mobilization Order II (DMO-2) (revised)
(reference (c)) 0

C. CANCELLATION

Reference (a) is hereby superseded and canceled.

D. APPLICABILITY

The provisions of this Directive apply to the Military Departments
and the Defense Logistics Agency (hereinafter referred to collectively -

as "DoD Components").

E. DEFINITIONS

Terms used in this Directive are defined in Enclosure 2. S

F. POLICIES

DoD Components will develop and issue implementing instructions
which are consistent with the following:

1. Planning and manatement actions will be conducted to ensure 0
that adequate industrial resources are available to support peacetime, .- . -

surge, and mobilization materiel production and maintenance requirements. "
Such actions and nlan"& will include the inte2rated and comrehensive
consideration of all the factors which comprise or affect the industrial
base.

DRAFT
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(Encl 1)

References

DoD Directive 4005.1, "DoD Industrial Preparedness Production P inxing,"

July 28, 1972 (hereby canceled)

Executive Order 11490, "Assigning Emergency Preparedness Functions to -

Federal Departments and Agencies," October 28, 1969

Defense Mobilization Order II (DMO-2) (Revised), "Maintenance of the

Mobilization Base (Department of Defense, Atomic Energy Commission and

the Maritime Administration)," March 6, 1957

) DoD Instruction 4005.3, "Industrial Preparedness Production Planning

Procedures," July 28, 1972 .

) DoD Manual 4005.3-M, "Industrial Preparedness Planning Manual," authorized

by DoD Instruction 4005.3

) DoD Directive 4275.5, "Acquisition and Management of Industrial Resources," 0

July 13, 1978

) DoD Instruction 4200.15, "Manufacturing Technology Program," July 14, 1972

DoD Instruction 4400.1, "Priorities and Allocations - Delegation of DO S

and DX Priorities and Allocation Authorities, Rescheduling of Deliveries

and Continuance of Related Manuals," November 16, 1971

) DoD Instruction 4210.4, "Studies on the Availability of Materials," S

October 6, 1971

) DoD Directive 4005.16, "Diminishing Manufacturing Sources and Materials

Shortages," December 3, 1976

.) DoD Instruction 4170.9, "Defense Contractor Energy Shortages and Conser-

vation," May 16, 1978

) DoD Directive 5000.1, "Major Systems Acquisitions," March 19, 1980
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Enclosures-2

1. References

2. Definitions
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b. DoD Components are to exchange information required for industrial

preparedness planning in a timely, efficient, and expeditious manner. DoD

Components requiring industrial preparedness information other than that included

on the DD Form 1519 will assure that their requests do not violate the provisions

of the Federal Reports Act of 1942 as implemented by OMB Circular A-40 and DoD

Directive 5000.19 (reference (p)). Every effort must be made to minimize addi-

tional burdens upon the activities providing the required information.

15. Coordination of Current Procurement with Industrial

Preparedness

Each DoD component shall coordinate current procurement and industrial

preparedness planning in order to optimize the capability of the industrial base

to respond to a national emergency situation.

I. EFFECTIVE DATE AND IMPLEMENTATION

This Directive is effective immediately.

Develop implementing instructions to comply with this Directive and

forward two copies to OUSDRE, not later than 120 days after its effective date.

13
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ness planning for each planning item. This could include industry-wide

capability studies, special studies or recommendations for Department of Commerce

Industry Evaluation Board (IEB) studies, as defined in DoD Manual 4005.3-M

(reference (e)). However, agreements with individual manufacturers, including

subcontractors, for an allocation of their capacity for the production of a

planned item(s) in an emergency, must be reflected in an appropriate contractual -

document or a DD Form 1519 in accordance with reference (e).

b. Department of Commerce IEB studies will be utilized when appropriate

as a method for collecting data for use in horizontal planning for selected

items or groups of similar items that are produced by certain critical industries.

The identification of these items will be made by a joint DoD - Department of

Commerce task force. However, the DoD Components are encouraged to recommend

items for IEB studies to the USDR&E at any time. Horizontal planning for items

identified by the task force will be assigned to a DoD Component, which will

work with the other DoD Components and the Department of Commerce to obtain the

necessary capacity data.

14. Industrial Preparedness Data

a. To maintain its validity, industrial preparedness data will be

updated periodically, as defined in reference (d), or more frequently when a

significant change in production capability invalidates planned schedules.

A conscious effort must be made to level the workload as much as possible

throughout the planning cycle to avoid peak production work periods.

,-. .,.

12
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b. Provide Government-owned equipment in accordance with the DAR to

planned producers when it is in the interest of the Government:

c. Leasing of idle Government-owned plants to planned producers for

military and commercial work pursuant to 10 U.S.C. 2667. -.

S

d. Reimbursing planned producers for participation in industrial pre-

paredness planning when justified by the required effort, importance of the

item to military requirements and potential savings in M-Day stocks.

e. Financial assistance to expand productive capacity and supply,

pursuant to Title III of the Defense Production Act (reference (n)).

f. Government technology funding, though Mantech or other programs,

as an incentive for development of surge/mobilization enhancing plant moderni--

zation programs. V''"'''"

g. The formulation of a joint industry/government contractual agreement

as part of an acquisition or logistic contract to incentivize, indemnify, reward,

and where appropriate to introduce manufacturing technology with the objective of

encouraging industrial modernization for increased responsiveness.

13. Type and Depth of Industrial Preparedness Planning

a. To ensure the most effective and realistic planning approach, each

DoD component will determine the specific type and depth of industrial prepared-

* . - . . . . . . . . . . . . . . .. .
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10. Industrial Preparedness Planning for mobilization with industry will

be based on a two-year planning period. Annual Secretary of Defense guidance

prescribes a target date by which DoD Components must attain their materiel S

support inventory objectives. Post M-Day production response estimates required

for this planning and programming should make maximum use of data from these

planning periods to ensure that war reserve materiel programs are based on the

most accurate and recent possible information.

11. The foundation of the industrial preparedness program is the realistic

determination of the total production requirements necessary to support the

post-M-Day force. These requirements, usually expressed as monthly production

rates, are submitted to selected production sources having the required capacity

or the capability to convert. Requirements calculations will include the mix

of essential items and weapons systems needed to support the force structure

expected to be in existence during the time period in question.

12. Incentives for Industry -

To encourage more active and effective industry participation in

industrial preparedness planning, use of incentives such as the following will

be considered:

a. Negotiation of current contracts of planned items with planned

producers under the authority of the DAR.

100
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would yield significant improvements in post-M-Day production response capability. .4

Additionally, consideration shall be given to the potential for using surge

capacity and planned producers as a means of reducing the investment in on-hand •

stocks and minimizing losses through obsolescence.

8. Industrial preparedness planning shall be limited to producers located

in the U.S. and Canada; however, foreign sources are to be identified when they,

are defense suppliers (see reference (d)). Industrial preparedness planning is

intended to cover contingencies wherein it is assumed that the industrial base

has not been damaged by enemy attack. However, to minimize the effects of a

possible enemy attack on the defense industrial base, plans should be developed

with plants in dispersed locations whenever possible, or alternate production

sources should be established when appropriate.

9. At the outset of a national emergency, the Federal Emergency Manage-

ment Agency has the responsibility to consider apply controls on the economy

to channel industrial effort from commercial to emergency support activities.

Similarly, the Department of Defense has authority to suspend or modify normal

,contractin procedures to streamline the acquisition process and minimize lead

time. Accordingly, plans should be made to minimize the administrative lead

time involved in the placement of post-K-Day contracts. Use of letter contracts,

prescribed in the Defense Acquisition Regulation (DAR) (reference (o)), and other

time-saving measures should be considered. For proper evaluation of these pos-

sible actions, reliable information must be available on current assets, on

production lead times of the required end items and on administrative lead times

to place contracts or modify contracting procedures. .'f .'-

9-' - ' ' ,

4 -.-------------

"---" - - .' ." -. .-- ' .-. . '. '. '... . . . ....... .............-.. ..-.. . . . .-.-.. ."-.-. .- _........ .... . .- ". -. .....- --.

=• .- ..' . ,- ,,. - ,- " -. .- , . - . , ' .°. - *. ' - .-. .- .-. .' .... - ....-. _- °" - ',. ,,4- - - " . . . - - . - . - . - . . - . - . . - . ' . - . . -



a. Private industry is unable or unwilling to provide the facilities

necessary to support DoD requirements; or

b. They are determined to be necessary for reasons of national security

or to ensure a quick response capability to meet surge or mobilization demands.

4. Establishment or expansion of Government-owned production/maintenance

facilities to overcome deficiencies in the privately-owned sector of the

industrial base will be governed by the provisions of DoD Directive 4275.5 - - -

(reference (g)).

5. To ensure a responsive peacetime industrial base capable of rapid ex-

pansion for surge or mobilization, lead time and critical-path studies will be

used to identify constraints and bottlenecks causing long lead times and/or high

costs. DoD Components will propose measures to alleviate these problems, and
.... niuto 0 im n
will continue to monitor the status of these efforts as improvements are imple-

mented. For those instances where adequate incentives do not exist for private

investment, USDR&E will develop proposals for Government incentives or financial

assistance through DoD appropriations or Title III of the Defense Production Act

of 1950. (reference (n)).

6. Government-owned industrial facilities will be maintained in an adequate .. .

state of readiness to meet emergency requirements.

7. Consideration shall be given to spreading peacetime acquisition for _

planned items among more than one source when the additional active producer(s) ..

I 8 ............ .......

.- . ..
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b. acquaint industry with its anticipated wartime tasks, to provide for

a smooth transition to surge or mobilization production;

* c. maintain a current record of competent producers (active and

prospective) and their capabilities;

S A
d. determine what required mobilization items cannot be provided by

conversion of private industry, in order to establish requirements for con-

struction of new government-owned facilities;

e. minimize requirements for new construction in wartime by proper

u t i l i z a t i o n o f e x i s t i n g f a c i l i t i e s ;-" -" "

f. Minimize, and seek to eliminate, over-commitments of plant
uco of plne items l

capacity for surge and mobilization production of lanned items. "

g. offset shortfalls in War Reserve quantities of materiel, to the

extent practical.

2. In planning for the production of materiel, preference shall be given

to privately-owned facilities, so as to minimize the need for Government-

financed facilities. 0

3. Government-owned production/maintenance facilities will be included

in planning when: S

7. .~~~~~~~. -.. . -----
"....-*........ ....... ....... ....... .......



3. Each DoD Component will:

a. Provide to USDR&E the Production Base Analysis, an annual assessment 0

of the industrial base as viewed by such component. The assessment will identify

the overall condition of the base, suggested corrective actions, and estimated

costs and time required for implementing the corrective actions.

b. Ensure that industrial base issues are considered early in the

acquisition process for new weapons systems, in accordance with DoD Directive

5000.1 (reference (1)).

c. Ensure that industrial base improvement actions are prioritized and

justified in accordance with the results of component production base analyses.

d. Perform preparedness planning with industry in accordance with DoD

Instruction 4005.3 (reference d)) and MLanual 4005.3-M (reference (e)).-.- -

e. Provide such information as required by USDR&E to assist him in

carrying out his responsibilities described under G.l. (above).

H. PROCEDURES FOR INDUSTRIAL RESOURCE AND PREPAREDNESS PLANNING

1. Planning with industry for surge and mobilization will:

IS

a. determine where the most essential military items can be obtained;

6
. . . . . . . . . .. . . . . . . . . . . . . . . . . . . . . . . . . . . .
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time, surge, and mobilization production of military materiel. Based upon input

from DoD components, propose actions to alleviate any availability problems

identified. (reference (i), (j), and (k)). 0

h. Monitor industrial capability and responsiveness, including trans--

portation, maintenance and logistics planning and critical civilian labor

projections to assess the impact and provide recommendations to the responsible

agency.

i. Coordinate with the Under Secretary of Defense for Policy, the

Assistant Secretary of Defense for Legislative Affairs, and the Federal Emergency

Management Agency, to: (1) ensure that steps are taken to identify laws, regula- A

tions, and procedures that would hinder timely, efficient acquisition of critical

items; (2) establish or propose a system of waivers or reliefs from such laws,

regulations, and procedures which could be put into effect in an emergency;

(3) survey administrative lead times to process waivers, and recommend means to

reduce these lead times; (4) recommend changes to existing laws, propose new

laws and authority, or comment on proposed laws or regulations, as appropriate.

2. The Assistant Secretary of Defense for Manpower, Reserve Affairs and

Logistics will develop and issue policy, Defense Guidance and plans for the

acquisition and management of industrial resources to support peacetime, surge_

and mobilization maintenance operations.

.- N
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(2) Capital investment for the acquisition of new plants or

equipment (reference (f));

(3) Industrial Preparedness Planning (IPP) (reference (d));

(4) Manufacturing Technology (ManTech) (reference (g));

(5) Energy Conservation and Management (ECAM);

(6) Industrial Preparedness Measures (IPM) (reference (d));

(7) Operation of the Defense Industrial Plant Equipment Center

* " (DIPEC); and

(8) Industrial manpower planning costs for surge and mobilization

production.

,. .. .-

(9) Other, as appropriate.

f. Develop procedures for and administer the DoD priorities and alloca-

tions program in accordance with DoD Instruction 4400.1 (reference (i)), and

maintain a consolidated list of DoD critical systems and items for which detailed -

preparedness planning will be conducted in accordance with DoD Instruction 4005.3

(reference (h)).

g. Develop procedures for obtaining, reviewing, and disseminating

information on the availability of materials and energy required for the peace-

4
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a. Develop and issue appropriate policy that defines the circumstances . . .

to which the industrial base is expected to respond and a timetable for DoD

Component efforts to improve industrial responsiveness.

b. Develop and issue policy and Defense guidance for the planning

analysis, programming and budgeting, of the industrial base.

c. Collect, consolidate, and analyze component Production Base Analyses,

data from federal agencies (such as the Departments of Commerce, Labor, and --

Energy, and the Federal Emergency Management Agency (FEMA)) and information

provided by industry, to develop a comprehensive analysis of the ability of

the industrial base to respond to peacetime, surge, and mobilization require-

ments. These inputs will be used to prepare requisite DoD actions to eliminate

constraints which inhibit industrial responsiveness and preparedness, and to

determine priorities for optimal allocation of DoD resources.

d. Develop procedures to guide the allocation of available surge and . .

mobilization industry capacity, to avoid conflicts or overcommitment and to

ensure coordinated planning with industry.

e. Provide oversight and guidance for, and perform integrated cost-

benefit and trade-off analyses of, thp following program element categories in

order to assure effectiveness and balance:

(1) Existing DoD-owned production facilities and resources

(expansion, replacement, rehabilitation, modernization, layaway, retention,

protection, and maintenance of idle industrial facilities) (reference (f));

3
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*" 2. The Department of Defense will insure that an industrial base cabable

" of a sustained state of industrial preparedness exists for the production/main-

tenance/repair of essential military items to meet the needs of the approved U.S. 0

*- and Ailied Forces either through an organic depot or a commercial capability.

- Accordingly, the Department of Defense will provide for a state of industrial

preparedness to:

a. Achieve programmed acquisition of military materiel in a timely,

cost-effective manner; and -'- -

b. Rapidly expand production of essential military materiel to meet

surge and mobilization demands of the U.S. and its allies.
0

3. Planning in accordance with DoD Instruction 4005.3 (reference (d)) and

DoD Manual 4005.3-M (reference (e)) will include production/maintenance/repair

0
*° of equipment to meet sustained readiness requirements effectively and efficiently

during peacetime, surge, and mobilization and to ensure a ready and controlled

-'" source of technical competence and resources necessary to meet military contin- .

gencies.

G, RESPONSIBILITIES

0

1. The Under Secretary of Defense for Research and Engineering (USDR&E)

will be the principal staff assistant to the Secretary of Defense on all matters

0
- relating to the capability of the industrial base to meet the peacetime, surge,

. ,and mobilization production requirements of the Department of Defense, and shall

administer an industrial resource program. To carry out this task USDR&E will:

0

2

. . . .. . . .-.-.



. . .

S

(End 1)

Cm) Defense Production Act of 1950, Title III (50 U.S.C. App. 2091 et seq.) ......................................................................................................)

(n) Defense Acquisition Regulation (3-408, 3-216.2 and 13-405)
p. ~

(a) DoD Directive 5000.19, "Policies for the Management and Control of

Information Requirements," March 12, 1976
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Encl. 2

DEFINITIONS

1. Approved Forces - The level of forces approved by the Secretary of Defens

for industrial preparedness planning.

2. Emergency (National) - A condition declared by the President or Congress

by virtue of powers previously vested in them which authorizes certain emergency

actions to be undertaken in th! national interest. Actions to be taken may -

include partial or total mobilization of national resources.

3. Industrial Base - That part of the total privately-owned and Government- :

owned industrial production and maintenance capacity of the United States, its

territories and possessions, as well as capacity located in Canada, expected

to be available to manufacture and repair items required by the approved forces.

4. Industrial Preparedness Planning- Plans designed to maintain an adequate

industrial base to support DoD peacetime, surge, or mobilization, requirements

for selected essential military items (planned items - see 8 below).

5. N-Day - The term used to designate the day on which mobilization is to

begin.

6. Mobilization - The act of preparing for war or other emergencies through

assembling and organizing national resources; the process by which the Armed

Forces, or part of them, are brought to a state of readiness for war or other

national emergency. This includes assembling and organizing personnel, supplies,

and materiel for active military service. ,

• . o. ,".
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Encl. 2

national emergency. This includes assembling and organizing personnel, supplies, _

and materiel for active military service.

7. Planned (or Planning) Item - Any item critical component selected for

industrial preparedness planning under the criteria of DoD Instruction 4005.3

(reference (d)) and DoD Manual 4005.3-M (reference (e)).

8. Planned Producer - An industrial activity which has indicated its willing-

ness to produce maintain/repair military items during surge or mobilization in

a national emergency by consummating a production planning schedule (DD Form 1519)

or an appropriate contractual document, e.g. Data Item Description (DID). .'-""'

9. Surge - The accelerated production/maintenance/repair of selected items to

meet contingencies short of a declared national emergency. Only existing peace-

time program priorities will be available to obtain materials, components and

other industrial resources necessary to support accelerated program requirements; "
however, increased emphsis may be placed on use of these existing authorities and

priorities.

.~ ~ . . . .
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Revision of DoD Instruction 4005.3

(Industrial Preparedness Planning)

* This instruction was already under revision at the time of *

TFIRE's inception. TFIRE provided input to define further
and add specificity to the general principles incorporated

* in DoDD 4005.1.

Key TFIRE recommendations are:

- Simplify title to "Industrial Preparedness Planning"

Define tools to be used in performing IPP (further i
conforming changes will be needed in DoD Manual 4005.3-M)

- - Require DoD to consolidate component Production
Base Analyses, in order to develop a total DoD
industrial base issessment

- Require establishment of critical items lists (CILs)
at both the OSD and Service levels, and define the
relationship between the CIL and the broader Indus- .
trial Preparedness Planning List (IPPL), to provide
a basis for establishing planning requirements

- Address the inclusion of maintenance requirements in
preparedness planning

, - Formalize surge option clauses as a planning method

- Provide for coordinated time-phasing of industrial .-

base planning inputs, to assure maximum utility.

• . .h- .- .. "
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NUMBER 4005.3

Department of Defense Instruction

SUBJECT: Industrial Preparedness Planning

References: (a) DoD Directive 4005.1, "Industrial Resources S
(b) DoD Instruction 4005.3, "Industrial Preparedness

Production Planning Procedures", July 28, 1972
(c) (hereby cancelled)
(c) DoD 4005.3-M, "Industrial Preparedness Planning

Manual",
(d) through (h), see enclosure 1

A. PURPOSE

. This instruction:

*i 1. Implements preparedness planning of Industrial Resources described in
DoDD 4005.1 (reference (a)).

2. Reissues reference (b) to establish policy, assign responsibility, and -. -.

outline procedures governing Industrial Preparedness Planning (IPP)

3. Authorizes publication of Manual DoD 4005.3-M, "Industrial Preparedness
Planning Manual" (reference (c)).

B. CANCELLATION

References (b) and (d) are hereby superseded and cancelled.

C. APPLICABILITY

The provisions of this Instruction apply to (1) the Military Departments and

the Defense Logistics Agency, hereinafter referred to collectively as "DoD
Components" (2) the Maritime Administration (MARAD).

D. DEFINITIONS 6

Terms, as used in this instruction, are defined in enclosure 2.

S E. RESPONSIBILITIES

1. The Under Secretary of Defense, Research and Engineering (USDR&E) shall:

a. Publish and maintain the DoD Industrial Preparedness Planning Manual
(DoD 4005.3-M) (reference (c)), which will:

. . . . .. .•.o. •
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(1) Assign functional responsibilities,

(2) Establish procedures governing industrial preparedness planning

for peacetime, surge and mobilization,

(3) Provide guidance on the preparation, content, and supporting

documentation of Production Base Analyses (PBA).

(4) Define terms,

(5) Prescribe DD Forms and instructions for their use,

(6) Specify records to be maintained, and

b. Ensure continuous implementation of, and compliance with, the pro-

visions of this Instruction and the DoD Industrial Preparedness Planning Manual

(reference (c)) throughout the Department of Defense.
, ,m. , . ,

c. Consolidate DoD component Production Base Analyses into a DoD

Production Base Analysis. .

d. Through the Program Objective Memorandum (POM) cycle, actively -

support efforts to provide the required resources to eliminate base deficiencies. : .-. :. -.

e. Based upon Component inputs, maintain a DoD Critical Items List •

(CIL), which identifies and prioritizes major systems and end items for which
.....-

industrial preparedness planning shall be performed.

2
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2. Each DoD Component shall:

a. Conduct detailed IPP in accordance with the Industrial Preparedness
0

Planning Manual (reference (c)) and the planning schedule (enclosure 3).

b. Integrate IPP planning, for both surge and mobilization, in the

production management of defense systems. Program/Project and Item Managers

will be responsible for this integration, as well as for items assigned to them

for acquisition/management, in accordance with references (c) and (e). This j
effort will be coordinated with the DoD Component which has overall procurement

responsibility for consolidation and control of IPP efforts.

c. Establish a prioritized item selection system for Industrial Pre-

paredness Planning for surge/mobilization items in accordance with reference

(c). Selected end items required for war fighting will constitute the component

Critical Items List and will provide the basis for the broader Industrial

Preparedness Planning-List (IPPL), which will include critical items, components

and supporting equipment.

d. Integrate, as appropriate, the DoD's Diminishing Manufacturing

Sources and Material Shortages System and procedures as specified in reference

(f) with the IPP effort to help assure timely action is initiated when essen-

tial end-item production capabilities are endangered by the loss or impending

loss of manufacturing sources or by material shortages.

e. Determine planning/program actions necessary to ensure an adequate

industrial base to meet surge/mobilization requirements.

3

.. . .. . . . . . .

° -°- °•- .°.o.-.+ . ° -°•. •°•° .°• . - . . - . . . . . . . . .. . U,.. . °U o o . .



-.............. .--

f. Prepare, and submit to the USDR&E, a Production Base Analysis (PBA)

in accordance with reference (c). The PBA will include projections of expendi-

ture necessary to establish and maintain an industrial base to meet surge/mobili- S

zation requirements, together with supporting documentation.

g. Brief USDR&E on the status of the industrial base, highlighting 0

significant industrial base deficiencies and planning actions, programs, resource

requirements and other pertinent information. This briefing should be scheduled

so as to enable the results and conclusions of the analysis to be appropriately 0

covered in each DoD component's annual submission of the Program Objective

Memorandum (POM).

h. Submit recommendations, as appropriate, for Department of Commerce

Industry Evaluation Board (IEB) studies. .- .--

i. Submit requirements to the DoD planning (acquisition) component for

any item on the IPPL which is not a planning responsibility of the using component.

j. Transmit requirements to the ASPPO in accordance with the schedule

of Industrial Preparedness Actions (enclosure 3).

- -0
k. Determine surge/mobilization requirements in accordance with reference

(g) and execute the planning/program necessary to ensure an adequate industrial

base to meet those requirements.
0

3. MARAD shall annually submit to USDR&E, a description of the status of

its production base, highlighting significant industrial base deficiencies

4
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and planning actions, program resource requirements and any other pertinent

information.

F. POLICIES AND PROCEDURES

1. Planning Items.

The foundation of mobilization industrial preparedness planning is the

realistic determination of the total production requirements necessary to

support the approved forces post N-Day. Surge, on the other hand, is not

planned on a given scenario but on the ability to accelerate production of

needed items to satisfy various situations, using existing facilities and

equipment.

a. Mobilization Planning Items -Planning will be accomplished for
0

weapons systems, munitions, missiles, and secondary items which will be required

to sustain military operations under a declared national emergency which results

in a full or total mobilization. Quantitative requirements for mobilization

planning items shall be determined in accordance with the Defense Guidance

(reference (g)).

b. Surge Planning Items -Planning will be accomplished for means of

accomplishing accelerated production of weapons systems, munitions, missiles,

and secondary items determined to be the most critical in support of military

requirements in situations short of a national emergency, such as: an unde-

clared war, deployment of the Rapid Deployment Force, the warning period prior

to a national emergency, a need to fill FMS and NATO requirements under support

5



agreements and/or emergency situations, emergency requirements to fill shortfalls

in our current inventory, and a need to replace onhand stocks due to natural

disaster. Quantitative planning requirements for surge situations shall be

determined by the DoD Components.

c. Surge/Mobilization Planners - Planning for surge/mobilization

requirements for new major systems will be included in the systems acquisition

plan by the program/project and item managers, coordinated with IPP planners

and reported in accordance with reference (h). Detailed planning for other

than new major systems will be accomplished by DoD Component industrial pre-

paredness planners. In either case, surge/mobilization planning will include

a determination of, to the extent possible, the existing capacity, the maximum

and optimum production acceleration rates, the constraints to accelerated

production, the leadtime required to initiate production acceleration, and

measures and costs to enhance industrial capability (IPM's).

d. Mission requirements Quantitative requirements for systems which

are not combat consumable, serve a unique purpose, or are not likely to be

replenished will be based on filling the remaining authorized acquisition or

inventory objectives AAO as soon as possible using a realistic compression of

deliveries, and will be shown as a monthly, or an appropriate periodic, require-

ment.

e. Maintenance Requirements Requirements for end items, subassemblies

and components to support surge or mobilization maintenance activities (rebuild, -

refurbish) will be included in the mobilization and surge requirements, defined

above. Maintenance planning will be in accordance with DoDI 4151.1 (reference

(i)) and DoD Manual 4005.3-m (ref (c)).

6 '
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f. Requirements Tradeoffs In the development of requirements, con-

sideration will be given to the relative economic and logistics trade off

between requirements for war reserve stocks (WRS), production items, or main- .

tenance items.

g. Item Selection Item selection and planning will be in accordance

with the Industrial Preparedness Planning Manual (reference (c)). Detailed

planning will be conducted for those items on the approved Industrial Pre-

paredness Planning List (IPPL). Planning may also be conducted, on an exception

basis, to support special or unusual military requirements.

2. Industrial Preparedness Planning (see reference (c))

a. DoD components will select and implement, for items requiring

detailed preparedness planning, the appropriate preparedness planning method,

such as:

(1) Data Item Description (DID) Contractual document that covers

the type of IPP/surge planning data deliverable to the Government.

(2) DD Form 1519 This form is used when DID information is not

required to accomplish industrial preparedness production planning. .

(3) Direct Industrial Base Planning (DIBP) Alternate method of

planning secondary items. Shortened version of DD Form 1519 format is used. '

7
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(4) Surge Option Clause Alternate method of planning surge

item(s). (Shortened version of DID production surge plan.)

0

(5) Sector Study Used to survey a distinct segment of the

industrial base to determine its capacity for production of materiel. ••..-'-.. '. ,

b. As a minimum, items identified on the Critical Items List, and

selected critical sub-assemblies and/or supporting equipment, will be supported

by complete vertical planning through the lowest tier practical. 0

c. Surgelmobilization planning for items not in production during the

planning period will be done by negotiating the appropriate document with a

planned surge producer listing the item(s) planned for production by such

producer. In addition, the planned producer will be furnished a Technical

Data Package (TDP) for each item for which he is a planned producer. This TDP

will be reviewed and updated to the current configuration of the item(s) each

year or at the time the producer's contractual document is exercised with a

surge requirement, or shortly thereafter.

d. Planning may take into consideration the buildup to a short-term

)roduction level higher than the consumption rate to make up M/S Day stock

leficits. 2

e. Alternatives, including the possible use of approved substitute
*

.tems, engineering waivers, etc., will be considered in order to spread the

leficit "make up" quantity over a reasonable period of time.

8
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f. Mobilization Planning will be accomplished on a biennial basis.

nning will be updated annually when significant changes have occurred in

uirements and/or production capability. Surge planning will be on a annual

le and updated immediately when significant changes occur.

g. Both mobilization and surge planning requirements and production

edules will be presented as monthly, or appropriate periodic, rate.

h. Assumed MDay shall be the first day of each planning period, i.e.,

)ctober of the fiscal year following the year in which planning is accomplished.

i. Surge planning, being based on real time, can be implemented at any

me by issuance of an appropriate contractual document from the contracting. . . .......

ficer to the planned surge producer.

3. Production Base Analysis -

The PBA will report the condition of the existing defense industrial

se and will reflect the results of Industrial Preparedness efforts to satisfy

rge and mobilization requirements, and will provide the basis for programming

d budgeting for IPM's, including the maintenance, modernization, and expansion

the industrial base, and for long range plans to sustain and improve the base. .

e PBA will include:

a. Base utilization status and improvement proposals (Government-owned, 0

vernment-operated (GOGO) Government-owned, contractor-operated (GOCO), and

ntractor owned, contractor operated (COCO) facilities and equipment).

9
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0
a. Determine the total DoD requirement for that material and forward

result to FEMA for consolidation with essential non-miltiary requirements,

i for comparison with total national capacity. If additional capacity is

ded, FEMA will take steps to encourage expansion in the private sector, --....

in the event such measures are unsuccessful, take steps to establish a

vernment-owned production capacity, or other appropriate measures to offset .""

e deficit, or

b. If no commercial requirements exist for the material in question,

e USDR&E will either:

(1) Review military requirements and production capacity to

termine adequacy of the existing production base and make necessary re-

mmendations to overcome problems, or

(2) Assign responsibility to the appropriate Military De- .

Lrtment or other element to perform the function.

2. DoD Components should make maximum use of appropriate existing forums -•

:.g., DoD Priorities and Allocations Council, DoD Materials Availability

.eering Group) to surface and discuss materials availability problems.

3. DoD Components should make maximum use of existing information and

ta exchange systems (e.g., Government-Industry Data Exchange Program (GIDEP))

disseminate or request information on the availability of materials. S

................. ....

. . t . o ,



c. Designate a materials availability focal point and alternate

to interface with OUSDR&E on requests for information and corrective actions.

The focal point shall represent the Component on the DoD Materials Availability

Steering Committee and shall have access to availability problems and informa-

tion gleaned from operation of the programs listed in E2b above or from

other sources.

d. Take action within the purview of the Component to resolve

materials availability problems encountered prior to elevating the problems

for action by USDR&E.

e. Bring to the attention of USDR&E materials or production facility

availability problems which appear to have significant or far-reaching im-

plications or effects. Problems forwarded to USDR&E shall be thoroughly

documented and contain a record of actions taken by the DoD Component(s)
iS

to solve them.

F. PROCEDURES

1. If a need develops within an element of the DoD for information

on the quantitiative availability of materials, either from an individual

plant or plants, or the total industrial capacity, a statement for such 0

information should be submitted through appropriate channels to the USDR&E, -

who will:

4
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e. Chair, on a quarterly basis, a quarterly meeting of a DoD Materials

Availability Steering Group, composed of representatives from each of the DoD

Components, to discuss and take action on materials availability problems.

f. Encourage the DoD Components to develop and disseminate among

themselves information relating to mutual problems of availability of materials

and production facilities.

2. Heads of DoD Components shall:

a. Develop and disseminate procedures implementing this Instruction.

b. Maintain surveillance over materials and production facilities . "

availability problems discovered during the course of operations in the

following programs:

(a) Priorities and Allocations Program (reference (b)).

(b) Industrial Preparadness Program (reference (c)).

(c) Diminishing Manufacturing Sources and Materials Shortages

Program (reference (d)).

(d) Defense Contractor Energy Shortages and Conservation Program

(reference (e)).

30
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3. Seek to resolve, through whatever administrative or legislative means

are appropriate and available, those materials or production facilities

availability problems which are found to restrict peacetime, surge or

mobilization production of critical or essential defense items.

E. RESPONSIBILITIES

1. The Under Secretary of Defense for Research and Engineering (USDR&E)

shall:

a. Act as the central clearing house within the Department of Defense

on problems of availability of materials and production facilities.

b. Establish and issue policy guidance to ensure that DoD Components

surface, in a timely manner, materials and production facilities availability

problems which have significant or far-reaching implications or effects, so

as to allow early corrective action to be taken.

c. Act as DoD liaison with the Federal Emergency Management Agency

(FEMA) for the solution of materials or production facilities availability

problems on a nationwide scale.

d. Make necessary recommendations, take necessary action or assign

responsibility to an appropriate DoD Component to overcome availability pro-

blems encountered.

2
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DRAFT NUMBER 4210.4

Department of Defense Instruction -

SUBJECT: Studies on the Availability of Materials

References: (a) DoD Instruction 4210.4, "Studies on the Availability of
Materials," October 6, 1971 (hereby canceled)

(b) DoD Instruction 4400.1. "Priorities and Allocations --
Delegation of DO and DX Priorities and Allocations
Authorities, Rescheduling of Deliveries and Continuance.
of Related Manuals," November 16. 1971

(c) DoD Instruction 4005.3. "Industrial Preparedness Production 0
Planning Procedures." July 28, 1972

(d) DOD Directive 4005.16 "Diminishinj Manufacturing Sources and

Materials Shortages (DMSMS).' December 3. 1976

(e) through (f), see Enclosure 1

A. REISSUANCE AND PURPOSE

This Instruction reissues reference (a) and establishes policies and
procedures within the Department of Defense for obtaining and disseminating
information on the availability of materials needed for the production of
military materiel during peacetime, surge or mobilization situations.

B. APPLICABILITY AND SCOPE

The provisions of this Instruction apply to the Office of the Secretary
of Defense (OSD) and its field activities, the Military Departments and -.

Defense Agencies (hereafter called "DoD Components").

C. DEFINITIONS

The word "materials" includes raw materials, articles, cmodities pro-
ducts, supplies, components, technical information, processes and energy.

D. POLICY

It is the policy of the Department of Defense to:

1. ContinuouslZ assess the capability of the U.S. industrial base to

,provide the types and quantities of materials and production facilities
necessary to satisfy the peacetime, surge and mobilization production
requirements for critical or essential defense items.

2. Coordinate and cooperate fully with all appropriate Government agencies
and industry in the development and dissemination of information regarding the

quantitative availability of materials or production facilities on a nationwide

scale to support defense or essential civilian requirements.

DRAFT
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Revision of DoDI 4210.4 ,

(Studies on the Availability of Materials)

The Key TFIRE recoammendation are:

*o, . . o - . °

Tie-in with DoD programs which generate materials availability
information/problems

o Priorities and Allocations (DoDI 4400.1)
o Industrial Preparedness Planning (DoDI 4005.3) -
o Diminishing Manufacturing Sources and Materials Shortages %

(DoDD 4005.16)
o Defense Contractor Energy Shortages and Conservation

(DoDI 4170.9)
o High Dollar Spare Parts Breakout Program (DoDI 4105.60) -

Broader definition of "materials" -- conforms to Defense Production
Act definition and include energy

Fixes responsibility of USDR&E, Military Services and Defense Agencies
to develop and disseminate info on availability problems and take " -
action to resolve or surface them'-

Requires designation of Service and Agency materials availability
focal points

Suggests forums and info systems for collection or dissemination
of info on problems -
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(Encl 2) 4005.3

DEFINITIONS

1. Critical Items List (CIL) A prioritized list of end items/weapon systems
which are essential to war fighting. This list serves as the basis for develop-
ment of the Industrial Preparedness Planning List, and is used as a guide for
allocation of resources.

2. Data Item Description (DID) The contractual document that specifies the
type of written material deliverable to the contracting activity, covering
Industrial Preparedness Planning.

3. End Item A final combination of end products, component parts, and/or
materials which is ready for its intended use.

4. Industrial Preparedness Planning List (IPPL) A list of enditems/weapon "
systems, subsystems, or supporting equipment which are essential to war fighting.
This list identifies the authorized items for which industrial preparedness
planning will be conducted.

5. MDay The term used to designate the day on which mobilization is to
begin. For purposes of planning, this day is the first day of each planning
period, i.e., 1 October of the (fiscal) year following the year in which
planning is accomplished.

6. Mobilization Planning Period - The period of consecutive months from M+l
through the month in which the leveloff requirement rate is reached or M+36
months. This planning period covers requirements beginning the next fiscal 0
year beyond the calendar year in which the planning is prepared.

7. Planning Item Any item/critical component selected for industrial pre-
paredness planning. Critical components of any IPPL end item, which are not ..

separately planned or listed in the IPPL, are considered planning items when
they meet all of the following criteria: (1) components are produced in the S
same plant as, the end item which is listed in the IPPL, (2) a list of these
components is included as a part of the approved planning data (DID, DD 1519, -'-

Sector Study, etc.), and (3) the components have been validated by the desig-
nated ASPPO and/or acquisition activity as critical for end-item production
capability.

8., SDay A day designated by the appropriate DoD component that a surge
situation exists and accelerated production is necessary to support exceptional
or unusual military requirements short of war or in support of a friendly
foreign government.

9. Surge The accelerated production/maintenance/repair of selected items to S
meet contingencies short of a declared national emergency. Only existing
peacetime program priorities will be available to obtain materials, components,
and other industrial resources necessary to support accelerated program require-
ments; however increased emphasis may be placed on use of these existing . * "
authorities and priorities.

10. urge Planning& Period Surge planning will cover an increase of industrial...•..,
capability during a six month, a 12 month, or a 24 month time period depending

on system to be surged.

• - -'0N.
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(Encl 1) 4005.3

REFERENCES 0

(d) DoD Instruction 7720.19, "Data Relating to Cost of Maintenance of Industrial ,
Mobilization Base", June 16, 1967 (hereby canceled) -...- .,

(e) DoD Directive 5000.34, "Defense Production Management," October 31, 1977
(f) DoD Directive 4005.16, "Diminishing Manufacturing Sources and Material *"-

Shortages", December 3, 1976 S
(g) Consolidated Guidance
(h) DoD Instruction 5000.2, "Major System Acquisition Procedures"
(i) DoD Instruction 4151.1, "Use of Contractor and Government Resources

for Maintenance of Materiel," June 20, 1970
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I. EFFECTIVE DATE AND IMPLEMENTATION

This Instruction is effective immediately. Two copies of implementing

documents shall be forwarded to the DUSDR&E(AM) within 120 days.

* Enclosures -3

1. References

* 2. Definitions

*3. Industrial Preparedness Planning Schedule

13



(6) Materials, Priorities, and Allocations

4. LIMITATIONS AND/OR RESTRICTIONS -

a. Planning with industry will not be undertaken by the Department of

Defense for production of basic materials (e.g., copper, steel, aluminum, etc.)

in the mill forms and shapes normally produced for commercial use, machine

tools, bulk fuel, food (except combat rations) or for components common to both

military and civilian use which are readily available. Planning for these

items is the responsibility of other Government agencies, such as the Federal

Emergency Management Agency, Department of the Interior, Department of Agricul-

ture, or Department of Commerce.

b. Industrial preparedness planning will be limited to U.S. and selected -. ..

Canadian sources; however, foreign sources are to be identified in the PBA when

they are defense suppliers.

c. It is reasonable to include surge provisions in a foreign supplier's

contractual instrument, but the entire surge and/or mobilization requirement

will be assigned to U.S. and Canadian sources in case the foreign source cannot

or will not perform.

H. INFORMATION REQUIREMENT

Report Control Symbol DD-R&E(A)1201 is assigned to the reporting requirement

of this Instruction.

12
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(b) Equipment

(2) Industrial Preparedness Planning Operations

(a) Determination of Requirements

(b) Planning with Industry (COCO) % ".

(c) Planning with GOGO & GOCO

(d) Maintenance of Production Data

(e) Management of government owned industrial plant equipment

(f) Production Base Support, Planning & Supervision

(g) Plant Inspections

(3) Layaway of Industrial Plants and Equipment, including PEPs

(Active and Inactive)

(4) Expansion/Modernization qf government owned Industrial facilities

(a) Expansion of Industrial Facilities

(b) Modernization of Plants

(c) Modernization of Equipment

(d) Initial Production Facilities

(e) Production Support and Equipment Replacement - . -

(5) Manufacturing Methods and Technology

.-.. ... . . .
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(i) To preclude investment in duplicate facilities and to maintain

surge/mobilization base producers, it is incumbent upon the developer of major

weapons systems to coordinate the planned production effort with the DoD com-

_ponent that will have the production responsibility for the end item. - -

*% •- . - °

(2) When a program requires production of conventional ammunition, 0

early coordination is required with the single manager of conventional ammuni-

tion to ensure that expertise and facilities already available in that segment

K' of the industrial base are effectively and economically utilized.

b. Planned allocated capacity and production schedules,

c. Identification of industrial base deficiencies including skilled

personnel and capability shortfalls, and

d. Identification of sole source situations for critical pacing com-

ponents, and foreign source dependency.

e. Description of expenditures (current and projected) required to

maintain an industrial base adequate to support planning items for surge and

mobilization. Tabulations will address:

(1) Retention, Maintenance and Rebuild of Reserve Industrial

Facilities

(a) Plants

10
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G. EFFECTIVE DATE AND IMPLEMENTATION

This Instruction is effective immediately. Forward one copy of implementing

documents to the Under Secretary of Defense for Research and Engineering within -

120 days.

Enclosure -1

References

6
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(Encl. 1)

REFERENCES

(e) DoD Instruction 4170.9. "Defense Contractor Energy Shortages and Conserva-
tion." Ha16. 1978

(f) DoD Instruction 4105.60, "DoD High Dollar Spare Parts Breakout Program,"

Novemer 16 196
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Revision of DoD Instruction 4400.1

(DoD Priorities and Allocations Program) ....-

Defense Science Board 1980 Summer Study and DoD Action Plan recommended more
emphasis on and exercise of DoD priorities and allocations (P&A) authorities
to provide short term solutions for specific materials shortages and long
leadtime problems.

OUSD(R&E) initiated update of DoD Directice 4405.6, the starting point for
P&A authorities within the DoD - update of DoD Instruction 4400.1 logically
follows. .

. DoDI 4400.1 redelegates P&A authorities to the Military Services and Defense
Agencies and authorizes two P&A manuals to provide procedural guidance.

Update necessitated by numerous regulatory changes made by Department of
Commerce over the past 10 years. .0 "

The key TFIRE recommendations are:

* - Administrative clean-up

o Delete canceled references
o Recognize organizational name changes
o Delete procedural information more suited for

inclusion in manuals

- Addition of policy statement on P&A purpose and use

- Reaffirmation of need for controlled materials reporting system

- Addition of specific responsibilities of OUSD(R&E), the
Military 'Service and Defense Agencies and the P&A Officers
designated by the Services/Agencies ,:,,_..

Update sets stage for significant effort of revising the two existing P&A
manuals.

Completion of all P&A document updating will demonstrate DoD commitment
to program and will ease Service/Agency problems in daily P&A operations

%
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DIRAFT "DRAFTNUMBER 44001

Department of Defense Instruction

SUBJECT: DoD Priorities and Allocations Program

References: (a) DoD Instruction 4400.1, "Priorities and Allocations--
Delegation of DO and DX Priorities and Allocations
Authorities, Rescheduling of Deliveries and Continuance
of Related Manuals," November 16, 1971 (hereby canceled)

(b) DoD Directive 4405.6, "Delegation of Authority to Under
Secretary of Defense (Research and Engineering)," April 13,
1968

(c) DoD 5025.1-M, "DoD Directives System Procedures," April
1981, authorized by DoD Directive 5025.1, "Department
of Defense Directives System," October 16, 1980

(d) DoD Instruction 4410.3 "Policies and Procedures for the DoD
Master Urgency List (KUL)," April 4, 1978 0

A. REISSUANCE AND PURPOSE

This Instruction:

1. Reissues reference (a) to establish and describe the DoD Priorities
and Allocations Program, including the DoD Priorities and Allocations S
Council.

2. Redelegates priorities and allocations authorities contained in re-
"" ference (b). -

3. Authorizes the publication of DoD 4400.1-M, "Priorities and Alloca-
tions Manual," and DoD 4400.1-G, "Emergency Priorities and Allocations Guide,"
consistent with reference (c), to supplement this Instruction. ..

B. APPLICABILITY AND SCOPE

1. The provisions of this Instruction apply to the Office of the Secretary
of Defense, the Military Departments, the Organization of the Joint Chiefs of 0
Staff, the Unified and Specific Commands, and the Defense Agencies (hereafter
called "DoD Components").

2. Its provisions also apply to those federal agencies operating under the
DoD delegations of authority for programs approved for priorities and alloca-
tions support by the Federal Emergency Management Agency (FEIA) (hereafter
called "associated agencies"). 0

3. Its provisions encompass procurement in the United States and its
territories and possessions, unless otherwise stated, and procurement by
overseas commands requiring resources from the United States in support of
DoD-authorized programs.

_.................... -. A ..
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C. DEFINITIONS ,. .''''

The terms used in this Instruction are defined in enclosure 1. 0

D. POLICY

It is the policy of the Department of Defense to ensure the availa-

bility of industrial resources to meet current national defense require-

ments and to provide a framework to facilitate rapid industrial surge or •

mobilization in case of national emergency.

E. RESPONSIBILITIES

1. The Under Secretary of Defense for Research and Engineering (USDR&E)

shall administer the DoD Priorities and Allocations Program. In discharging

this responsibility, the USDR&E shall:

a. Redelegating to the DoD Components and associated agencies the
0

priorities and allocations authorities necessary to promote the national

defense.

b. Establish and issue policy guidance to ensure the legal, effective

exercise of priorities and allocations authorities within the Department of

Defense.

c. Conduct liaison on behalf of the Department of Defense with the

Department of Commerce, FEMA, and other federal agencies, as appropriate, on
S

priorities and allocations policy matters.

2
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d. Issue the DoD Master Urgency List (see DoD Instruction 4410.3, re- '.

ference (c)) as the basis for determining the procedence of DoD acquisition ..,-.'.,'.

programs for the assignment of production resources.

e. Develop, publish, and maintain DoD 4400.1-N and DoD 4400.1-G (see

subsection A.3., above).

f. Chair and DoD Priorities and Allocations Council.

2. The Heads of DoD Components and Associated Agencies shall comply with . .

the provisions of the Instruction. In discharging this responsibility,

they shall:

a. Exercise the authority to apply or assign to others the right to

apply defense priority ratings and allotment symbols to contracts or orders

to meet authorized DoD programs as defined in section B., enclosure 2, of

this Instruction, reference (d), DoD 4400.1-M, and DoD 4400.1-G.
I'.".-:"'.:-- .

bu Exercise the authority to reschedule delivery of materials re-

quired to support approved claimant programs as defined in section C.,

enclosure 2, of this Instruction DoD 4400.1-M, and DoD 4400.1-G. The DoD

Master Urgency List (reference (d)) will provide relative program urgency

guidance when rescheduling delivery authority is to be exercised to support

realistic needs to meet assigned program schedules.

c. Develop operating procedures and establish a written chain of

priorities and allocations authority redelegation to the field level.

3
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d. As a condition of delegation of priorities and allocations

authority, nominate a Priorities and Allocations Officer and alternate.

The Officer and alternate should possess specific and demonstrated know- "

ledge of and experience with priorities and allocation regulatory and pro-

.cedural matters. Heads of DoD Components and associated agencies shall '.,

forward the names, organiz3tional affiliations, and titles of the nominees
|S

to the Staff Director for Materials Policy, Office of the Deputy Under

Secretary of Defense for Research and Engineering (Acquisition Management)

(ODUSDR&E(AN)), for approval and certification.

e. Forward to the USDR&E within 30 days, two copies of any changes

in redelegations of rating, allotment, or rescheduling authorities.

f. Provide the Staff Director for Materials Policy, ODUSDR&E(Ai),

with a roster of trained Component/agency Priorities and Allocations personnel,

including their names, organizational affiliation, office codes, and tele-

phone numbers, annually.

3. The Priorities and Allocations Officers shall: _

a. Monitor the assignment of defense priority ratings to DoD Com-

ponent and associated agency procurement documents.

b. Calculate DoD Component and associated agency controlled materials

requirements and report them to the Staff Director for Materials Policy, " '

ODUSDR&R&E(AM) in accordance with DoD 4400.1-M and DoD 4400.1-G.

4 ... -.
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7. 77-.77.. . . .. . .

c. Approve contractor requests for authorization to apply defense

priority ratings to orders for production equipment.

d. Work with the Staff Director for Materials Policy, ODUSDR&E(A!),

on priorities and allocations policy and procedures.

e. Respond to ODUSDR&E(A) requests for information or comments

concerning DoD priorities and allocations operations. ' -

f. Develop priorities and allocations training materials and con-

duct training sessions for DoD Component and associated agency personnel.

g. Work with Department of Commerce personnel on DoD Component

and associated agency Requests for Special Priorities Assistance.

h. Prepare and forward to the Staff Director for Materials Policy,

ODUSDR&E(AM), quarterly sunnaries of DoD Component and associated agency

Special Priorities Assistance activities, in accordance with DoD 4400.1-M.

i. Represent DoD Components and associated agencies on the DoD

priorities and Allocations Council.

F. EFFECTIVE DATE AND I14PLEMENTATION

This Instruction is effective immediately. Forward two copies of im-

plementing documents to the Under Secretary of Defense for Research and .•.

Engineering within 120 days.
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4400.1 (Encl 1)

DEFINITIONS

1. Allotments. Authorizations by FEMA, the Department of Commerce, or the

Office of the USDR&E (OUSDR&E) for the amount and kind of controlled meterials
S

that may be procured by or for DoD-authorized programs. " "" .

2. Approved Claimant Program. Authorized program identifications under which

controlled materials requirements are submitted to FEMIA and with which

allocations, allotments, and ratings are identified.

3. Controlled Materials. Domestic and imported steel, copper, aluminum, and S

nickel alloys whether new, remelted, rerolled or redrawn. The term also may

apply to other materials designated by the Department of Commmerce.

4. DO and DX Ratings. Defense priority ratings. All DO-rated contracts and

orders have equal preferential value and take procedence over all unrated

contracts and orders. All DX-rated contracts and orders have equal pre-

ferential value and take precedence over all Do-rated and unrated contracts

and orders.

5. Materials. Any raw, in-prcess, or manufactured commodity, equipment,

accessory, part, assembly, or product.

6. Priorities and Allocations Officer. A DoD Component or associated agency

representative knowledgeable of and experienced in priorities and allocations

regulations and procedures.

.. ~~ . . . ................-.. .-- .<,°-,°-:.. :-..,.-.: ..-....:...-.:...- ....-.-.- -.... , ... ,,....,:...... .. :-.-. .-... ,,........ .: ...-. ,,,
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4400.1 (Encl 1)

7. Production Equipment. Equipment used in producing goods or services,

including that for cutting, abrading, grinding, shaping, forming, joining,

measuring, testing, heating, or treating of production materials or "in-

process" products within a manufacturing, processing, assembling, or service
S

establishment. The term also includes production-related computer equip-

ment, capital equipment items, and related installation materials designated

by the International Trade Administration (ITA), Department of Commerce.

b
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DELEGATIONS OF AUTHORITY .

k. GENE"AL

The exercise of authorities delegated herein shall conform to OUSDR&E
priorities and allocations policy, and to regulations, orders, delegations,
quantitative allocations, and information requirements of the ITA. Conditions
and responsibilities for use of the ratings, allotment, and rescheduling
authorities are prescribed in DoD 4400.1-M and DoD 4400.1-G.

B. DO AND DX RATINGS AND ALLOTMENT AUTHORITY '7---":':-

The heads of DoD Components and associated agencies are delegated the
authority to:

1. Assign to others the right to apply DO and DX ratings and allotment
symbols to contracts or delivery orders to meet DoD programs authorized for
priorities support by FEA or designated by FEMA as eligible for priorities h '
and allocations support through the Department of Defense. •

2. Assign to prime contractors or subcontractors the right to apply DO
or DX ratings to orders for delivery of privately owned production equipment
specifically required to support authorized DoD programs or other specially
designated programs.

3. Assign to contractors the right to apply DO and DX ratings to orders
for delivery of construction equipment for use on construction in Alaska,
Hawaii, or other areas outside of the continental United States.

4. Make allotments of controlled materials and assign to others the
right to apply allotment symbols to rateable contracts and orders within O
the allotment jurisdiction of the Department of Defense.

C. RESCHEDULING OF DELIVERY AUTHORITY

Authority is delegated (with power to redelegate) to reschedule delivery of
materials required to support approved claimant programs as follows:

1. To, the Secretary of the Air Force for the Air Force portion of the
Aircraft (AI) Program and the Missiles (A2) Program.

2. To the Secretary of the Army for the Tank-Automotive (A4) Program and
for the Army portion of the Aircraft (Al) Program.

3. To the Secretary of the Navy for the Ships (A3) Program and for the
Navy portion of the Aircraft (AI) Program.

D. OTHER

Delegations of rating and allotment authority to the associated agencies O
shall be made by letter to agency heads. -.. '.

.. . . . . . .. . .-.. . . . . . . . . .-
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Proposed amendments to the Defense Production Act of 1950
' • o° -. ..vo,,

A broad range of DPA amendments are proposed by this
package, which are intended to update the Act and to remove
barriers to its effective use. The amendments are summarized

-4

,--below.
Declaration of Policy - The Declaration of Policy is

amended to clarify the applicability of the DPA to the present- ",'.*-".- "
day environment. Rather than being an Act to mobilize the
nation's resources for the Korean War, the amendments to the ,.,

. Declaration would clarify that the DPA is intended to be a
vehicle for ongoing preparedness planning. Amendments of this
nature were suggested earlier this year in Congressional testi-
mony by the House Wednesday Group.

Title I - No amendments are prepared to this title.

Title II - No amendments are proposed to reactivate
this expired title, though consideration may be given to
providing standby (activated following a declaration of
national emergency) requisitioning authority.

Title III - A range of amendments are proposed, or are

under development, which would be intended to remove barriers
to use of T itle III to expand productive capacity and supply.
Already-developed amendments would reduce the 60-days-of-
c6ntinuous-session Congressional review period for large
financial assistance proposals to 30 days, permit expedited
approval of such proposals as an option, subject large purchase
agreements to similar review procedures, and require a report
on all proposed financial assistance, detailing costs, benefits,

" and anticipated improvements in industrial preparedness. The
proposal to increase requirements for justifying projects and
to increase Congressional authority over purchase commitments
is made to assure Congress that Title III funds will not be
obligated frivolously.

Another amendment, presently under OSD review would .. ,..
-. activate a funding mechanism, similar to the old DPA borrowing

authority, to avoid the need for annual appropriations (this

section is not included in this package).

Title IV - A new Title IV has been developed, partially
in response to stated Congressional interest, to address the '-

problem of skilled labor shortages. This new title would require
the President to survey national, local or sectoral defense
labor requirements, to report regularly to Congress on his
findings, and to identify and implement programs to rectify
any problems he identifies. The title also requires the President
to consult regularly with labor on industrial preparedness plans
and programs.

Title VII - Amendments are proposed to Section 708 which

.. .. .. . .. .. 4..-... . .*... . ..- . .. .
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would remove unnecessary restrictions on the convening of .
voluntary agreements with industry. Five-year extension
of the DPA is provided (although there is considerable
doubt whether Congress will approve longterm extension ..-.

of the DPA, both the House and the Senate Banking Committees
have expressed willingness to consider longterm extension
under certain conditions. It is hoped that an extension of "
at least three years will be approved). "'

To be prepared as a part of the Title III funding
initiative is an amendment to Section 711 providing a
specific authorization for Title III actions.

Also under development is a statement for delivery
at Congressional hearings on the DPA amendments/extension.
This statement will describe the importance of the DPA to
industrial preparedness initiatives, and will address the
need for vigorous implementation of existing authorities,
such as Title I, Title III and the Executive Reserve (also
highlighted as a problem area by the Wednesday Group witnesses). -
By establishing such a broad thematic context for consideration
of the DPA as it affects the defense industrial base, it is
hoped that a better case will be made for longterm extension
o* stable authorities and for acceptance of the other amendments.
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DEFENSE PRODUCTION ACT AMENDMENTS

(Deleted material evessed-e"

New material underlined)

Amend the Declaration of Policy to read as follows:

In view of the present international situation, the nation's
demonstrated reliance on imports of raw materials and components,

and the need for measures to reduce defense production lead times

and bottlenecks, and in order to provide for the national defense

and national security, our defense mobilization preparedness
effort continues to require see-dive isoen-of-eerain-materials
and-iaeiI4#ese s-e- vIa-s- - ~~-n- ~edp ees ?-i'i;

It-alse-equires the development of preparedness programs, defense

industrial base improvement measures and the expansion of pro-
ductive capacity and supply beyond the levels needed to meet -

civilian demand, in order to improve defense industrial base

efficiency and responsiveness, to reduce the time required for

full industrial mobilization in the event of an attack on the

United States or to respond to actions occurring outside of

the United States which could result in the termination or reduc- -

tion of the availability of strategic and critical materials, - -

including energy, and which could adversely affect the national

defense preparedness of the United States. In order to ,insure

the national defense preparedness which is essential to national

security, it is also necessary and appropriate to assure the

availability of domestic energy supplies for national defense

needs. -

In order to insure productive capacity in the event of

sueh an attack on the United States, it is the policy of the

Congress to encourage the geographical dispersal of the

industrial facilities of the United States in the interest of

the national defense, aid to discourage the concentration of such

productive facilities within limited geographical areas which .

are vulnerable to attack by an enemy of the United States. In

the construction of any government-owned industrial faeii ies ""["""

facility, in the rendition of any Goverment financial assistance

J.. .. -... .,. ,
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for the construction, expansion, or improvement of any

industrial iaeilities7 facility, and in the production of 0

goods and services, under this or any other Act, each

department and agency of the Executive Branch shall apply,

under the coordination of the Office ,of Defense Mobilization,
when practicable and consistent with existing law and the 0

desirability for maintaining a sound economy, the principle ,...
of geographical dispersal of such facilities in the interest

of national defense. However, X othing in this paragraph .

shall preclude the use of existing industrial facilities.

To ensure the adequacy of productive capacity and supply,

Executive Branch axencies and departments responsible for
defense acquisition and preparedness shall continuously assess

the capability of the defense industrial base to satisfy @
peacetime requirements as well as increased production require-

ments. Such assessments shall specifically include the

availability of adequate production sources (including sub- .-

contractors and vendors), raw materials and skilled labor. .-

It is the policy of the Congress that plans and programs

to carry out this Declaration of Policy be undertaken with

due consideration for promoting efficiency and competition.
Z,.
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11. Amendments to Sections 301 and 302, Defense Production Act of 1950

I. Subsection 301(e)(1)(B) is amended:
(a) by deleting "and 60" and inserting in lieu thereof

"and (i) 30"
(b) by deleting "within such 60-" and inserting in

lieu thereof "within such 30-"

(c) by deleting "of such 60-day period." and inserting
in lieu thereof "of such 30-day period, or (ii) if
each House of Congress approves a resolution

affirmatively stating in substance that such House
does not object to such obligation." S

1. Subsection 302 is amended ...

(a) by deleting "and 60" and inserting in lieu thereof
"and (a) 30"

(b) by deleting "within such 60-" and inserting in lieu

thereof "within such 30-"

(c) by deleting "of such 60-day period." and inserting
in lieu thereof "of such 30-day period, or (b)

unless each House of Congress approves a resolution

affirmatively stating in substance that such House
does not object to such obligation."

- -.... .. '..•-.,..... .. •
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(Deleted material eeesed-e.u
New material underlined)

S Amend Section 303(a), before the first proviso, to read as follows:

When it will promote improved defense preparedness, the

President may make-previsie promote expanded domestic

productive capacity and supply by making contracts or agreements

(1) for purchases of or commitments to purchase metals,

minerals, and other materials, for Government use or resale; .

and (2) for the encouragement of exploration, development

and mining of critical and strategic minerals, metals

and materials. No such contracts or agreements maX be made 

in an amount greater than $50 million unless the Committees

on Armed Services of the Senate and the House of Representatives

have been notified in writing of such agreement and (i) 30

days of continuous session of Congress have expired following

the date on which such notice was transmitted to such Com-

mittees and neither House of Congress has adopted, within

such 30-day period, a resolution disapproving such agreement.

For purposes of this section, the continuity of a session of

of Congress is broken only by an adjournment of the Congress

sine die, and the days on which either House is not in session 7

because of an adjournment of more than 3 days to a date certain

are excluded in the computation of such 30-day period; or (ii),

each House of Congress approves a resolution affirmatively

stating in substance that such House does not object to the making

of such contract or agreement.

............. ..
......... ,*....... . ... . . . .. . . . .. . ../v,... .....



At the conclusion of Section 303, insert the following:

(h) In consideringj proposals for financial assistance

pursuant to this Title, the President shall make every effort

to minimize the federal financial commitment and the financial

risk to the federal government. Every contract for financial

assistance pursuant to this Title shall expressly provide that

the federal government shall have the right to buy out the

project at its undepreciated value.

(iM The President shall submit to the Congress a detailed

report on each proposed award of financial assistance pursuant

to this Title. If notification of Congress is required, pursuant

to Subsection 301(d) (1) (B), Subsection 302, or Subsection 303(a),

the report described above shall accompany such notification.

Such report shall fully describe:

(1) the anticipated contribution of the project to

industrial prepanredness (including an analysis of the impact,

if any, on critical material import dependence or on National

Defense Stockpile goals), and its impact on productive capacity

and supply;

(2) types and amounts of financial assistance to be

provided or committed to the project;

(3) alternate methods of financing considered (including

private financing), and the reasons that such methods are considered

unlikely to result in successful project completion;

(4) existing domestic capabilities to produce the material

or item to be produced by the project receiving financial assistance,

and the need for supplementing existing sources;"sN1 .-

(5) the probable ultimate net cost to the federal government

of such financial assistance, and the methods of computing such

cost........................................
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(Defense Production Act package) -- DRAFT

~ Add a new Title IV as follows:

0
"TITLE IV. NATIONAL DEFENSE LABOR SHORTAGES AND POLICY

. -'- ..- ,
'. . - ,, ... "

"Section 401. The President shall continuously assess

the employment patterns incident to, and labor requirements

for, national defense production. In particular, he shall

assess --

(a) the probable requirements for, and availability of,

skilled labor for national defense production and pre-

paredness;

(b) the impact of defense spending, including both

increases and cutbacks, on local, regional and national .

employment patterns;

(c) methods of ameliorating (through contract source

selection and distribution, training, or otherwise) local

or national defense labor shortages; and

(d) critical skills and industries experiencing, or

likely to experience, labor shortages.

Section 402. The President shall prepare a report

for Congress not later than January 15 of each year,

summarizing the results of his assessments under Section
9 .0

401, with any recommendations to improve problems identified

by these assessments.

Section 403. (a) When the President determines that

a shortage of labor is interfering with, or is likely to

interfere with, national defense industrial preparedness

or production efforts, he shall identify and implement programs

to correct these deficiencies.

DRAFT
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Title IV (p. 2 of 2) DRAFT

Section 404. In developing plans for national defense

and industrial preparedness, including consultations with

industry under the authority of Section 708 of this Act,

the President shall consult on a regular basis with representatives

of labor. The views of labor shall be solicited regularly,

on all issues relating to industrial preparedness, including,

but not limited to -.

(a) labor-management relations impacting on defense

preparedness and mobilization; and

(b) skilled labor requirements and training programs.

DRAFT
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SAmend Section 70 8(c) (1)

by deleting "upon finding that conditions exist which

may pose a direct threat to the national defense or its

preparedness programs," and inserting in lieu thereof

*When he concludes that it is necessary for purposes of

national defense preparedness programs,"

Amend section 717:

by deleting "September 30, 1982" and inserting in lieu

thereof "September 30, 1987".

C;--9 0
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Revision of DoDI 4200.15

(Manufacturing Technology)

.s document, which had not been updated since 1972, was
ipletely re-written to incorporate policy changes made
ice 1972 and selected recommendations from Payoff '80,
kF Ad Hoc Advisory Board, House Appropriations Committee
I Report, and the GAO reports on Manufacturing Technology.

. key TFIRE recommendations are:

- Manufacturing Technology, Manufacturing Technology
Project and Manufacturing Technology Program
definitions streamlined

- Objectives of M/T Program highlighted under separate
heading. Objectives are those agreed to by the O
Services in the DoD M/T Statement of Principles

- Advocates an adequately staffed centralized M/T
program management structure by the Services
for planning and control

- Defines funding sources/categories (i.e., procurement,
RDT&E, O&M)

- Advocates centralized M/T program information system
and related tri-service data base for determining
program effectiveness. Performance measures of
fiscal planning, technical execution, implementation
and benefits tracking, and technology transfer and
diffusion will be accessible from the information
system.

- Cites example investments not appropriate for funding -
by the M/T program

- Requires closer coordination with MTAG by the Services
on M/T project funding requests

- Added requirement for budget and apportionment infor- S
mation to be provided in accordance with DoD Budget
Manual 7110-1-M.

e above changes to DoDI 4200.15 constitute more than line-
line-out changes. It is a major re-write of the document,

accordance with previously-cited recommendations, and was
,'ordinated with the Services through the MTAG Executive
*mmit tee.

- . . . . ..,.
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CONTENTS

Page

GROUND ...............................................................

'-REDUCTION INVESTMENT ........................................... 2

'RONT INVESTMENT ................................................. 2

:RTAINTY ......................................................... 4

rOVING DEFENSE PRODUCTIVITY ...................................... 4

BACKGROUND

title of this guide is "Improving Productivity". As such it will concen-
,e on the steps that can currently be taken by the Department of Defense
)) to increase the amount of cost reduction investments made by defense
tractors. There are a number of alternative methods for encouraging cost S
iction investments. This guide will discuss many of these concepts in a
r amount of detail in support of the concept that knowledge and sound busi-
s practices are more useful than mechan._cal checklists in solving complex
blems. Knowledge is critical because no broad prescription can be given to
ve all acquisition situations involving cost reduction investments. A
que cost reduction program must be designed for each acquisition situation S
re good business practices demonstrate that the benefits are worth the effort.

a more general sense this guide deals with increasing productivity in defense
uisitions. Falling productivity affects the entire United States (US) economy,
the Defense Industrial Base (DIB) is no exception. Declining productivity
particularly disturbing to the DoD. The cost of new weapon systems has been
reasing at an exponential rate since the end of World War (WWII). Declining
ductivity is not the only cause of increasing cost trends. Productivity is,
ever, a critical element in this trend and one which can be attacked by the
ense industrial community.

ductivity is often said to be primarily influenced by technology and capi- 0
That is, productivity varies in almost direct proportion to the appli-

ion of technology and capital. Various national studies have shown that
ital and technology can account for approximately 70% of the rate of pro-
tivity growth. Beyond this relationship, those nations with the highest
ios of Investment To Gross National Product (GNP) had the highest rate of
ductivity increase.

20-
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FOREWARD

his Department of Defense (DoD) Guide for Improving Productivity has been
leveloped to describe improved productivity enhancing techniques for defense
ontracting. It contains instructional material that is based on policies
!xpressed in DoD Directives, including the Defense Acquisition Regulation (DAR),
nd it provides detailed discussion and examples to illustrate the application
if productivity enhancing techniques in DoD contracting. However, none
if the material contained herein is directive in nature. In the event of
onflict with other DoD Directives adherence to DoD Directives should take
orecedence.

lie information provided in this DoD Guide is primarily designed for use on
)oD programs which are listed in the Five Year Defense Program (FYDP) and
lesignated as Defense System Acquisition Review Council (DSARC) programs, in
kccordance with DoD Directive 5000.1, "Acquisition of Major Defense Systems".
lowever, some of the techniques identified in this guide may be applied in
ion-major acquisition programs. Many of the techniques described also have
kpplication to subcontractors and may be down from prime to subcontractors
ihere appropriate. .

rhe techniques described in this DoD Guide need to be tailored to suit
)articular contract situation. Care must be taken to insure that the con-
racting incentives selected can be appropriately administered. Certain
incentives described in this guide have been designed primarily for DoD con-
tractors which have only a small number of large government contracts.

this Guide should not be viewed as a panacea for resolving DoD contractor pro-
iuctivity problems. The objective of this Guide is to facilitate reaching
3 sound business arrangement whereby both the DoD and DoD Contractors can
5enefit through capital investments to improve productivity. Reaching
such a agreement requires some degree of personal judgement and the negotia-
tion should, when possible, result in simultaneous rather than not sequential . .

3greement on all terms of conditions relating to the contractal business ar-
rangement.

. "S
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DoD Guide -"Improving Productivity" ..

This cuide was developed in response to recommendations in
House Armed Services Cor-mittee Report and Defense Science
Board Summer 1980 study to provide incentives to defense
contractors to improve productivity by investment in tech-
nology, capital facilities, and equipment. This guide is
also responsive to DoD Acquisition Imp~rovement Initiative
5b entitled: encouraging capital investment to enhance pro-
duct ivity.

The intent of the guide is to provide under one cover
incentives available to the Department of Defense to enhance * .-

contractor produccivity and reduce costs. This "how to"
guide provides a methodology for establishing capital invest- _ _

ment incentives as well as a numxber of examnples of clauses-
which may be elaborated on to suit the particular situation --

involved.

This docu-ment is proposed as a DoD Guide which, while non-
mandatory, is expected to fill a "void" where very little
guidance currently exists.

A copy of this guide has been provided to OUSDP.E(AM)CPF for
their use in implementary DoD AcquisitiJon Improvement .*.. -

Recoruxnend,: t ion # 5b.
0
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4200.15 (Encl 1)

REFERENCES, continued

Ce) DoD Directive 5000.1, "Acquisition of Major Defense Systems,"

March 19, 1980 p.-

(f) DoD Directive 6050.1, "Environmental Effects in the United States of

DoD Actions," July 30, 1979

(8) DoD Directive 4275.5, "Acquisition and Management of Industrial Resources,"

October 6, 1980

(h) DoD Instruction 7720.13, "Research and Technology Work Unit Information

System," April 16, 1968 (changes 1 and 2)
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b. Information on all planned, active, and completed Manufacturing Technology

Program investments will be submitted and maintained up to date in the DoD

Manufacturing Technology Program tni-service data base. S.

G. EFFECTIVE DATE AND IMPLEMENTATION

* -

This Instruction is effective immediately. Two copies of implementing

documents will be forwarded to the Under Secretary of Defense for Research and

Engineering within 120 days. -

70
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0
f. Handbooks wq-

a. Implementation of resulting technologies

9. The Office of the Secretary of Defense and the Military Departments

will continue the Manufacturing Technology Advisory Group (MTAG) established - --. _.

by tri-service agreement of 7 December 1977. MTAG shall be utilized:

a. Prior to submission of investment funding requests to OSD, each

Military Department will ensure that all investment proposals have received a

detailed technical review by the appropriate MTAG technical subcommittee(s).

The results of such technical reviews will be documented and included as part

of each manufacturing technology investment proposal/ records; and

b. Prior to obligating funds under reprogramming delegation of authority,

the Military Departments will also ensure that tri-service technical reviews ., .

are conducted with the results documented and included as part of each manufacturing ..-.

technology investment's record. . -

F. INFORMATION REQUIREMENTS

The Military Departments will provide information necessary to effectively

manage the Manufacturing Technology Program:

a. Budget and aportionment detailed and summary) information will be 0

provided in accordance with the "DoD Budget Manual, DoD 71101-M" (reference
.'- .%'.

(e)); and .%.,,.

;* o*.'- '."•
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a. Fiscal planning; '

b. Technical execution;

c. Implementation and benefits tracking; and -. '-?

d. Technology transfer and diffusion.

These measures must be satisfied for all investments regardless of the category

of funds utilized. -

8. Manufacturing Technology Program funds will not be used for inveItments

more appropriately funded by other means. Examples of investments excluded -

are:

a. Routine application of existing technology for the production of

specific parts;

b. Investments specifically intended to change an item design; .

c. Support of a single end item which is itself identified to a

unique specific program element;

d. Purchasing of more than incidental off-the-shelf capital equipment;

e. Conducting type classification tests of improved products/components

resulting from the application of the results of Manufacturing Technology

Program investments; and 0

5
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c. O&M funds will be used when technological feasibility or proof-

of-concept has been successfully demonstrated but not vet reduced to economically

sound maintenance and repair applications.

5. Manufacturing Technology prgram investments shall be selected by

assessing both (a) production, maintenance, and repair life-cycle-costs and

responsiveness impacts and (b) the potential to reduce those costs/impacts by

advancing manufacturing technology. Maximum benefits from every Manufacturing

Technology Program investment will be sought by ensuring that:

a. There is a well-defined DoD requirement for the technology, it can

* be delivered in time to meet that requirement and there is a well defined plan

to implement the results; and

b. Anticipated project results are applicable to more than one end

item.

- 6. A centralized Manufacturing Technology Program information system will

- be established to provide effective tri-service program management and tech-

* nology transfer/diffusion. It will consist of a centralized computer data

"* base containing information on all planned, active, and completed Manufacturing

Technology Program investments.

7. Manufacturing Technology Program effectiveness must be routinely and

continuously evaluated by providing simple and unequivocal performance measures

of:

4
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c. Multi-service sponsored investments are encouraged;

d. Individual investment planning must be well thought out, given 0

wide spread visibility, and provide a mechanism for senior management personell -

to impact the project content and program strategy and priorities: and ....

S

e. Weapons systems program managers are encouraged to include new

manufacturing technology requirements in their acquisition strategies.

3. The Manufacturing Technology Program will adhere to DoD's basic policy

of relying on private sector investment wherever possible. Manufacturing Tech-

nology Program investments will be undertaken with DoD funds only when qualified .

segments of industry cannot or will not commit private capital to establish

* manufacturing technology and make it available on a timely basis for public

use in support of DoD requirements.

4. All manufacturing technology investments will be conducted under the

purview of this Instruction. The following criteria will be used to select

the appropriate funding category for Manufacturing Technology Program investments:

a. Procurement funds will be used when technological feasibility or

proof-of-concept has been successfully demonstrated but not yet reduced to

economically sound production applications;

b. RDT&E funds will be used when technological feasibility or proof-

of-concept has not been demonstrated but the anticipated "esults are expected

to lead to needed, economically sound production applications; and

3 "
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3. Continuously advance manufacturing technology to bridge the gap . . .

from R D advances to full-scale production;

'i 4. Ensure that more effective industrial innovation and capital .

investmeat in new plant and equipment are stimulated by reducint the cost and .,"...

risk of advancing and applying new and improved manufacturing technoloav; and
0

- 5. Ensure that manufacturing technologies used to produce DoD materiel

* are consistent with safety and environmental considerations and enev conserva-

tion obectives.

- E. POLICY AND CRITERIA , -

- 1. Each Military Department will maintain a continuing identifiable

Manufacturing Technology Program in support of references (b), (c), and (d).

"- 2. Each Military Department will provide an adequately staffed central

i ,Manufacturing Technology program management structure to promote the requisite

centralized fiscal planning, technical management and control necessary for

direction and orientation of investments to the areas of areatest need and

. ...

a. Program planning will constitute a fully integrated tri-service

activity;

b. Unnecessary intra/inter Service or private sector duplication of

"" investment will be avoided: '

2
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DR~ fNUMBER 4200.15

Department of Defense Instruction

SUBJECT: Ifanufacturing Technology Program

REFERENCE: (a) DoD Instruction 4200.15, "Hanufacturing Technology Program,"
July 14, 1972 (hereby cancelled)

Wb DoD Directive 4005.1, "DoD Industrial Preparedness Production
Planning," July 28, 1972

() DoD Directive 5000.34, "Defense Producto ?AnAemn"
October 3.1977

(d) DoD Directive 5000.1. "Acouisition of Hiaor Dense Sytes"
March 19, 1980

(e) DoD Budget Manual, Doll 7110-1-HI, July 7. 1978

A.- REISSUANCE AND PURPOSE

This Instruction reissues reference (a) to update Manufacturing Technolorv
Program policies.

*B. APPLICABILITY AND SCOPE

The provisions of this Instruction apply to teOfc fteSceayo
Dees.e Mltr Denar Uant.ad o hoe efn Aencishvn enn

sibilities for Kanufacturin2 Technology Program investments

C. DEFINITIONS

1. Manufacturingt Technoloxv refers to nomto hc s ilo a
ecu e to define monito conti ofnocse2ad.ap
ciated eouiment used to Drodue omaei.

investment specifically intended to establish or validate n rjANAoe
* Manufacturing technology.

3. Manufacturing Technolo& Prosram refest th mttlofllDD.
investments specifically authorized for establishing e or inoe au

* facturins technology.

D. OBJECTIVES

The ojective of the Manufacturint Technolonv P r m is to infcnl
irove te proi uc v and responsiveness of th efneiu

* enain in initiatives which:

1. Aid in the economical/timely production of oaiaievsnro
_yaon tmscopnnts;

2. Ensure that advanced sanufactu in ocss.thiae ad
* ~~eauinment. are available and will be Sled- to redcDo trila uitonf*

costs;
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COST-REDUCTION INVESTMENT

Cost reduction investments relate to the previously discussed issue of in-
creasing productivity. Increasing productivity by cost reduction investment
entails reducing the amount of labor and material required to produce a given 0
level of output. Increased productivity results in reduced costs thus allowing
the Defense Department to better utilize its financial resources.

The relationship between technology and capital is critical to understanding -
cost reduction investments. Money spent on establishing new technology can ._, _
result in productivity gains when this new technology is implemented into the
production process. The implementation of technology is a critical step and .
one which requires capital. Capital provides the driving force to imple-
ment the ideas generated through new technology application. Capital may be
used for the acquisition of new plant equipment, for designing new software
for control systems, for providing necessary working capital to implement a
concept, or for numerous other applications which require capital to facili-
tate productivity gains which result from the potential of technology appli-
cation.

TECHNOLOGY + CAPITAL = INCREASED PRODUCTIVITY "

A typical cost reductioi investment might entail the replacement of old,
inefficient capital equipment with new, more efficient capital equipment. The S
new equipment might be state-of-the-art computer controlled equipment or it
might entail equipment which pushes the state-of-the-art, such as flexible
robotics. It could a]so involve investment in more efficient tooling or in
redesigned computer software for a production control system. The point is
that cost reduction investments can and should involve many different appli-
cations of capital which result in reducing .the input quantities of labor and 0
material thereby providing increased productivity and reduced costs.

UP-FRONT INVESTMENT

One explanation of declining US productivity centers on private industry's
management emphasis on short term profits and maximizing return on invested
capital. Return on assets has often been used as a yardstick in measuring
corporate progress and executive performance. This management philosophy
results in a reluctance to invest large sums of capital. Productivity and
profits may not instantly improve and this creates the risk of portraying a

• - declining return on invested capital in the short term (current financial
balance sheet). This phenomenon can lead to extremely conservative capital

asset management. (See Table I)
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IMMEDIATELY AFTER
BEFORE AFTER REALIZING

INVESTMENT INVESTMENT SAVINGS

COST/UNIT $100 $100 $90

PROFIT/UNIT 10(10%) 10(10%) 20(22%)

PRICE/UNIT 110 110 110

CAPITAL/UNIT 30 38 38

RETURN ON CAPITAL 33% 26% 53%

Table I. Return on Assets Example

Figure 1 graphically demonstrates the main problem in justifying cost reduc-
tion investments involving large outlays of capital. The problem is profits
(cost savings/avoidances) do not increase in the short run while costs (capi-
tal invested) increase significantly because capital must be invested in advance
or "up-front" of the expected benefits. Thus, long term productivity gains are
often lost due to emphasis on the short term impact of return on invested
capital.

00

COST SAVINGS/AVOIDANCES "": :

YER
Figre.CATAL INVESTED Example
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UNCERTAINTY

Contractors who deal primarily with the Defense Department face many other
roadblocks to developing a sound capital investment program. Chief among
these problems is the large degree of uncertainty associated with most defense 0
sales. This uncertainty applies to current contracts as well as potential
future contracts. The use of annual fiscal year buys is a major contributor
to uncertainty. A program buy is often artificially divided to allow for
annual funding requirements. Thus, a series of annual contracts are required

* to purchase multiple year requirements. The problem arises because contrac-
tors cannot realistically make efficient production plans based upon the
larger (but not authorized) multiyear quantity. Annual quantities are general-
ly not sufficient to make cost reduction investments profitable for the con-
tractor. Most of the benefits, in terms of reduced costs, would accrue to the
customer on subsequent negotiated contracts, because current contract cost
performance is normally used to negotiate a fair and reasonable cost base for
follow-on contracts.

Significant uncertainty concerning potential new business can exist because
most defense contractors cannot control, to any significant degree, the level

"" of future sales. Future sales are dependent upon DoD requirements and the
. ability of the contractor to win future competitions. These competitions are

often extremely severe and can result in the practice of "buying in". Because
of this situation, future sales are often difficult to project by defense
contractors. This makes long range planning difficult.

High risk and uncertain profits, have led to many disturbing trends in defense
contracting. Bankers have viewed defense contracting as less attractive than
many other lines of business. Defense contractors have been conservative when
it comes to making large capital investments. Lack of control over the level of 0

* future sales has led to extreme caution in acquiring additional fixed assets.
The use of all types of government furnished facilities is often more desirable
than buying new assets. Return on assets (profits/assets) can be maximized in
the short run primarily by holding constant or decreasing the level of assets
employed. Unfortunately, many defense contractors have opted for just such an
asset strategy which maximizes return on assets in the short run. S

IMPROVING DEFENSE PRODUCTIVITY

" Fortunately the adverse trend in defense productivity can be turned around.
. Contracting incentives exist today which can be tailored to a particular

acquisition situation. These incentives are discussed in detail in Chapter 3 0
of this guide and include procedures to share equitably the cost savings/
avoidances generated from cost reduction investments. They also include a
procedure designed to remove some of the risk involved in cost reduction
investments. The use of award fees and government funded technology is also
covered. Contracting officers currently have enough tools available to con-
tract for a viable cost reduction program. A point to keep in mind while ___

.- reading this guide is that no magic formula exists which can be used for all
acquisition situations. Every acquisition is different and the tools described
in this guide must be carefully tailored to the situation. No one single
contract strategy can be devised which can be applied across the broad spec-
trum of defense contracting.

4S

. . . .... . -.. .. . -• . • .° 0 ° . - .° •

• . . . . . . ~~~~~ . . .- . . ... . .. - . . . . . . ." ° •

. . . .. . . . . . . .. . . ...-.. .•. ." .. -. _....... ° .. '. "V -".v .'"".'"" '"



-. 7-76~it 77777%-77 - 7,-

CHAPTER TWO

RETURN ON INVESTMENT

CONTENTS

BACKGOUND .. . . . . . . . . . . . . . . . . . . . . . . . . . . . . 5

DEFINITION OF ROI.................................................. 5

Macro Level.................................................. 6

Micro Level .................................................... 6

DISCOUNTING ................................................... 7

DISCOUNTED CASH FLOW MODEL ......................................... 7 --

BACKGROUND

Return on investment (ROI) is the central concept that the contracting officer
must understand if he is to contract successfully for cost reduction investments.'
Achieving an optimum ROI is the driving force behind successful cost reduction
programs. A contractor may invest capital to win a competition, to expand to .
meet rising sales or any number of other "necessary" reasons. These types of
investments are not driven by ROI, they are driven by necessity. Cost reduction
investments are not normally driven by necessity; they are driven by the desire
to earn a satisfactory return on invested capital. The product can be produced
and marketed without the introduction of modern technology and equipment. Cost
reduction investments must meet the challenge of competing investments. 0

If the DoD is going to incentivize a defense contractor to invest in modern
cost reduction technology/equipment there must also be a reasonable return to ..-

the Government for its "invested" resources. The important point to remember
is that a cost reduction program must benefit both the Government and the con-
tractor. It is a cooperative venture in which both parties share the risk
for the potential success or failure of the program. The concept of shared
risk and mutual benefit is key to understanding the incentive provisions out-
lined in Chapter 3. Neither party can afford to view the other as an adversary.
Cooperation is required for success.

DEFINTION OF ROI

There are many different definitions of ROI. ROI can be calculated for an in-
dividual capital investment or it can be calculated for the entire operation of
the company. This guide will concentrate on methods to evaluate ROI at the
micro, or individual investment level. This is the level which must be address-
ed when developing a cost reduction program and negotiating the appropriate
incentives. Before moving on to a definition of ROI at the micro level, a
brief discussion of ROI at the macro or company level is presented. This
discussion is helpful in the overall understanding of the concept of ROI .:'::,:"
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Macro Level

ROI at the macro level involves profit on sales and the amount of assets em-
ployed in generating these profits. Profit percentages viewed in isolation can
be misleading. A grocery store, for example, may only earn a one percent profit
on sales while an aircraft manufacturer earns a ten percent profit on its sales. "
Given the same level of sales it appears that the aircraft factory is earning
a better return. Here is where the concept of return on assets becomes important.
A grocery store may require much fewer assets to operate than does an aircraft
factory. In other words, the grocery story may earn a very high return on its
assets while an aircraft company earns a comparatively low return on its assets. 0
The following formula describes how ROI at the macro level is computed.

MACRO ROI FORMULA

Profit Sales CR01)
Sales X Assets Percent return (ROI)

The simplified formula becomes:

Profit ..R."
Asset ROI

SAMPLE CALCULATION

GROCERY 1 (Profit) X 100 (Sales)-
STORE 100 (Sales) 10 (Assets) 10%.RO-

AIRCRAFT 10 (Profit) 100 (Sales) • .0--: 0 je~e X 10% Cses 0 ROI-. ....:.
COMPANY 100 (Sales) 100 (Assets) •0

This example is hypothetical and is presented to demonstrate the importance of
the level of assest (investments) in computing ROI. At the macro level, and
at the micro level, ROI is a calculation that is used to bring financial com-
parisons down to a common denominator.

Micro Level -

The computation of the ROI for an individual capital investment involves the
analysis of the investment itself and the stream of cash flows generated by the
investment. A simple analogy is that of depositing money in a bank savings
account and receiving periodic interest payment in return for the bank's use of
deposited funds. The deposit can be compared to the investment (capital equip- S
ment), while the interest payments can be compared to the cash flows generated
by the investment. If the bank pays a rate of interest of ten percent, the ROI
could be considered to be equal to the rate of interest. -"*

6
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DISCOUNTING

Discounting is a term often used to describe finding the present value of a
sum of money. Discounting is simply the reverse of compounding. The following
equation describes the process of discounting.

P = principal or begining amount (PV) ".
Si = interest rate

(l+i)n V = ending amount (principal + interest) --"
n = the ending of a period such as year 1,2, etc.

If $1,000 is invested at 10% interest for one year, the value of (V) would be
$1,100. The present value of $1,100 is found as follows:

P=(1+ 1)1 =$1,100 (.909) = $1,000

Tables which give the present value of one dollar for various years (n) and
for various interest rates (i) have been calculated and can be found in most
basic business finance tests. A representative present value table can be
found in Appendix A.

DISCOUNTED CASH FLOW MODEL
e

The discounted cash flow (DCF) method of computing the ROI resulting from an in-
dividual capital investment is generally accepted as the appropriate model for
such an analysis. Other methods do exist to compare investments, but they are
not as widely accepted as the DCF method and are not as useful in determining
the amount and timing of incentive payments (shared savings) which may be
required when contracting for cost reduction investments. The DCF model uses .
the internal rate of return (IRR) methodology, which is defined as the interest
rate that equates the present value of the expected future returns to the value
of the investment. The ROI obtained from the DCF model is then compared to some
standard of opportunity cost, generally the firm's cost of capital, to determine
if scarce resources will be committed to the subject investment.

Sometimes the cost reduction benefits flow in greater percentages to the Govern-
ment than to the contractor. In these cases it may be of benefit for contracting
agencies to consider allocating a greater share of the cost savings/avoidances
to the contractor. The additional cash flow may cause the investment to be
attractive to the contractor. The Government benefits by reducing the acquisi-
tion price while the contractor benefits by the potential of earning additional
profit which could encourage decisions to invest.

The best way to demonstrate how a DCF model operates is to describe an example.
While the inputs to the ROI calculations may vary from firm to firm, the basic
format will remain viable. Table II presents a completed sample DCF model.
The following is a brief discussion of the elements contained in the model.

7
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(1) INVESTMENT - Time phased forecast expenditures for the capital equipment
to be acquired.

(2) SNARED SAVINGS - This represents the share of savings required to provide
the contractor with a rate of return sufficient to make the investment. This
rate may vary from case to case depending on economic conditions, business and
financial risk, project size and capital cost, payback period, and the relative
importance of spending for different strategic and tactical purposes. By fixing
the discount factor values in row 15 at a predetermined rate of return, the shared
savings required to achieve that return can be derived (by trial and error) by
the model so that the sum of the discounted cash flows in row 16 will equal the S
value of the original investment.

(3) IHPUTED INTEREST (CAS 414) - Cost Accounting Standard (CAS) 414 allows a
factor for facilities cost of money to be added to the cost base of government
contracts. The interest rate used for CAS 414 calculations is a published interest
rate (published periodically by the Secretary of the Treasury) that defines the -O
cost of money to be used for defense contractors. The calculation of imputed in-
terest for a given level of investment requires the amount of Net Book Value (NBV)
per year to be calculated. The beginning and ending N9V. per year are divided by
two (to get an average) and are multiplied by the current CAS 414 published cost
of money rate to yield the total amount of imputed interest. The example assumed
a Treasury rate of 14% which was applied to the average book value shown in
row 21.

(4) SUBTOTAL - Row 2 plus row 3.

(5) PROFIT OF FACILITIES CAPITAL - DoD profit policy provides for profit on
facilities capital to be assigned at a range of 16% - 20% of the average net
book value of facilities allocated to the contract in accordance with Cost
Accounting Standard (CAS) - 414. The book value used in this example is shown -. .-.

in row 21 and 18% of this value was used for this calculation.

(6) PROFIT ON DEPRECIATION - The additional profit the contractor will realize
on the instant, collateral and future contracts. The analysis assumes the
contractor will completely recover the investment depreciation costs. Depre- .
ciation expense is an allowable cost, and as such, will be included in the cost
base for applying profit. The profit level may be influenced by historical
contractor levels, but is subject to negotiation. The example used an 8% profit
level which is representative of the average profit assigned in the weighted
guidelines (WGL) for elements of manufacturing overhead. The 8% profit was
applied to the depreciation cost shown in row 19. 0

(7) LOST PROFIT ON SAVING - The weighted guidelines profit policy applies
profit factors to elements of estimated contract cost. Savings in cost resulting
from productive investments (more accuratly described as cost avoidances on
future contracts) reduce the base for the application of these profit factors
and reduce total profit dollar opportunity. The amount of profit is determined
by the profit level and the magnatude of the future cost avoidance. The example
uses a profit rate of 12% to be applied to the savings which is representative
of the profit determining by WGL analyses for a firm fixed price contract. This .'":':'""':"

12% is applied to the savings shown in row 17. -.

(8) PRE-TAX PROFIT - This represents the net sum of rows (4) through (7).

8
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(9) INVESTMENT TAX CREDIT -A tax credit for certain capital investments
allowable by IRS. The percentage.(assumed 10% in the example) should be based
on current IRS guidelines. The tax credit schedule is based upon the forecast
expenditures listed in row (1) and is a source of funds to the contractor..

(10) ACCELLERATED COST RECOVERY SCHEDULE (ACES) TAX IMPACT - This accellerated
cost recovery schedule allows contractors to depreciate investments over a
more rapid period for IRS purposes (10 years for buildings, 5 years for equipment, ..

and 3 years for vehicals) than allows under CAS-409. The example assumes a 5
year write off on equipment for tax purposes which is depreciated under CAS-409
over a 9 year period. The contractor benefits through faster depreciation to
the extent of 46% (assumed corporate tax rate) of the difference between ACES
and CAS-409 depreciation which is shown in row 24.

(11) CORPORATE INCOME TAX - The example assumes a 46% corporate income tax rate. 2
IRS guidelines should be consulted in developing/projecting this rate.

(12) AFTER TAX PROFIT - This represents the net sum of rows (8) through (11).

(13) CAS-409 DEPRECIATION - Depreciation expense is an allowable cost on
government contracts and is a source of funds to the contractor. The example
is based on an 8 year life with a sum of the years didgets method of depreciation
using a year convention (1st year - year, 2nd year -residual of year 1
plus k of year 2).

(14) AFTER TAX CASH FLOW -This represents the net sum of rows (12) and (13).

(15) DISCOUNT FACTOR -These are discount factors (from a Present Value of $1
Table) which allows the present value of the net cash flow for each year to be -

calculated. The discount factor is determined by trial and error (either by
manual or automated methods) and will calculate the internal rate of return of
the investment when the total discounted cash flow (row 16) equals the total
value of the investment (row 1). Discount factors can be taken from standard
tables such as shown in Appendix A. The rate of return in this example is 20%.
The example was developed using a computer program available under the COPPER
IMPACT system which fixed the rate of return at 20% and allowed the Shared
Savings (row 2) to vary to determine the incentive amount needed to achieve a
20% rate of return.

(16) DISCOUNTED CASH FLOW -This represents this product of row 14 times row 15.
Note that the discounted cash flow equates to the original cost of the invest-
ment which means that the stream of income, discounted at 20% in the example,
equates to the present value of the investment.

(17) PRODUCTIVE SAVINGS - The example assumes that the savings for the first .

year will reduce contract cost by 30% of the investment cost shown in row 1.
These savings has been escalated at a 10% rate to reflect the impact of . .--

inflation. ,.-..

(18) BEGINNING BOOK VALUE - This represents the book value of the investment
depreciated using CAS 409 depreciation.

(19) DEPRECIATION - This represents depreciation which was based on an 8 year :

life with a sum of the years didgit method of depreciation using a gyear .

convention. See subparagraph (13) above.

9



(22) ACCELERATED COST RECOVERY SCHEDULE DEPRECIATION - This is an accellerated de-
preciation rate allowed by IRS. Depreciation rates are taken from the IRS schedule.

(23) CAS 409 DEPRECIATION - See Subparagraph (13).

(24) DIFFERENCE - Difference between rows (22) and (23).

DATA NEEDED FROM CONTRACTORS FOR ROI ANALYSIS

(1) INVESTMENT PROFILE - Investment dollars by year.

(2) CAPITAL SPENDING HURDLE RATE - The hurdle rate is the rate of return that must
be generated by a capital spending project for it to be a desireable economic under-
taking. It is not manditory that the government analysis use this rate, however
this rate should be considered in government deliberations on an appropriate rate
to be used.

(3) OPERATING ADVANTAGE - Projected savings by year. (Operating Advantage can be 9
expressed as percent of the total investment) Projected savings should be provided
along with industrial engineering analysis of projected costs with and without the
capital investment. Sufficient detail should be provided with this analysis to
allow independent government review of the projected savings/cost avoidances.

(4) PROJECTED DEPRECIATION - Projected depreciation flows should be provided
with projections based on both CAS-409 and accellerated cost recovery schedule
depreciation guidelines.

(5) CONTRACTOR PROPOSED SHARED SAVINGS - The contractor proposed shared savings
(if needed)/proposed business arrangement. (Note additional information will
be required to satisfy the requirements of DAR 3-815 where use of a capital
investment incentive is contemplated.)
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CHAPTER THREE

CONTRACT INCENTIVES
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TERMINATION PROTECTION

Background -"

Hany studies and surveys, have identified the uncertainty of defense contracts
as the major impediment to making cost reduction investments. The annual buy
syndrome makes long range financial planning difficult and more importantly,
risky. Heavy up-front investment is required while the payback period is
usually in excess of three years. Full recovery for ROI purposes often takes -
up to twelve years depending on the depreciation methodology allowed by various
government regulations. In this type of an environment it is hardly a wonder
that many times defense contracters do everything possible to reduce the level
of investment applicable to government contracts. Defense contractors have
maximize their use of government furnished equipment and facilities. Ex-
tensive use of labor versus capital has characterized the defense industry. ,
Prime contractors strive to subcontract whenever possible or to rent or lease
facilities instead of actively pursuing innovative manufacturing cost reduction
programs which would require large amounts of capital. The large number of
government furnished facilities coupled with favorable payment provisions has
allowed defense contractors to achieve fairly high returns on the company funds
actually invested in a particular defense program.

Current defense contracting policies stress that contractors should be expected "
to provide the facilities required to perform on government contracts.

12
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Termination protection provisions have been designed to make defense business
more attractive by providing a guaranteed long term business base against which ---

investment costs can be recovered. These provisions provide the contractor and
the Government some of the benefits found in multiyear contracting.

The termination protection provisions outlined in the Defense Acquision Regulation
(DAR), entitled Capital Investment Incentives (DAR 3-815) are designed to provide
for possible Government acquisition of certain identified pieces of severable
plant capital equipment in the event of Government termination or failure to pro-
cure a specified number of systems. The provisions do not provide the contractor
with complete risk protection. They permit the Government to acquire specific
capital investments at no more than the depreciated value. 0

Use of Termination Protection Provisions

Termination protection provisions are not designed for use in every defense
acquisition situation. The Government must be prepared to pay for the covered
capital equipment in event the provisions are exercised.

The most important criteria for use of the termination protection provision
concerns the benefits to be gained from such use. The benefits to the Government
must be significant and clearly identified. Benefits will generally be expressed
in terms of reducing the price the Government must pay for the supplies it must
purchase, reducing lead time, or improving quality. Benefits can be expressed in
terms of reducing the contract price for items already on contract or in avoiding
costs on future acquisitions. The planned benefits to the Government must be
determined to outweigh the potential negative aspects of buying back the capital ..

equipment in the event the provisions are exercised.

In the final analysis, the Government must have confidence that the system or
component will survive the budget process for the period covered by the termina- 0
tion protection provisions. Neither the contractor nor the Government will reap
the planned benefits of the cost reduction investment program if the system or
component is not produced. The termination protection clause costs the Govern-
ment nothing if the system component is produced in sufficient quantities to
satisfy the requirements of the clause.

Specifics of DAR 3-815

Severable Assets

The provisions of DAR 3-815 are essentially those of a termination protection .-

clause. The provisions are applicable only to severable plant equipment. Sever- 0
able means that the equipment can be moved with a reasonable amount of effort.
Nonseverable assets, such as buildings or other real property, can not be
covered by these provisions. In addition, each item of equipment (including
associated accessories) must have a unit cost in excess of $10,000.

Benefits 0

The savings which are forecasted to accrue to the Government must exceed the
planned investment costs. The amount of the forecasted savings must be balanced
against the possibility that the Government will have to buy-back the equipment

13
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Erom the contractor. The equipment should also be evaluated to determine if
Lt is of a general purpose category. General purpose equipment is easier to%
sell to other contractors thereby reducing the potential loss to the Government
)f buying back the equipment.

rhe forecasted savings must be reflected in current and future contract prices
for the systems or components being acquired. The contracting officer and the
price analyst must insure that adequate contractor documentation is submitted to
verify that the forecasted savings are actually incorporated into the contract.

Contracting Officer's Determination

41
Prior to utilizing the provisions of DAR 3-815, the contracting officer must
complete a written determination that the contractor will not make the invest-
ment without the use of a termination protection provision. The contracting
officer must use sound business judgement when completing this determination.
Section 3-815(c) of the DAR provides a listing of the required areas to be
evaluated. The contracting officer must work closely with Government functional
specialists in completing the determination. Manufacturing personnel can analyze
the cost reduction program and evaluate its impact on the contractor's make-or-
buy plan. They can also assist the contracting officer in performing an analysis
of the investment costs and the Government savings. This determination must be
filed in the official contract file.

Contractual Requirements

DAJR 3-815(f) lists 16 separate contractual requirements which must be incorpor-
ated into any resultant Capital Investment clause. No model clause is provided
in the DAR. The clause must be developed by the contracting officer. To assist
in this task a model Capital Investment (Termination Protection) clause can be
found in Appendix C. This clause contains the required 16 DAR provisions along
with other provisions.

Approval Authority

The approval authority for the use of the capital investment incentives described
in DARI 3-815 is the Secretary of the Military Department or the Director of DLA. 7-Z

Authority up to $50 million (contingent liability) may be delegated to the Head of
Contracting Activity (HCA).

Congressional Notification

The fiscal authority who commits funds to the contract containing the termination
protection provisions must certify that the following actions have been completed:

(1) The Approval Authority has approved by fiscal year the amount of
contingent Government liability; and

(2) The Approval Authority has notified the Congress in advance that the
technique will be used on a specific weapon system or material program
element. Unless there are unusual circumstances, this notification will
be included in the justification material submitted to the Congress in
support of authorization and appropriation requests. A copy of such
advance notification shall be retained in the contract file.

14



purpose of the advance notification to the Congress is to make them aware
rt such a contingency exists on a certain program and that funds would have
be provided in the event the program is terminated.

* DAR 3-815(e), (f) and (g) for negotiation, contractual and administrative
uirements.

AWARD FEE

Background

ird fee provisions are often associated with methods to determine the magni-
le of the fee a contractor can earn on a particular contract. Generally they
used in conjuntion with cost type development contracts. Often the con- - " "-

kct will have a basic fee which can be increased (up to a maximum level) by
:eptional performance by the contractor. The performance often involves cost
ils (design to cost and/or life cycle cost) and/or technical performance.
Lie these applications are often referred to as award fee provisions, they S
more correctly performance incentive provisions. An award fee provision

)uld not objectively measure performance, it should involve subjective evalu-
Lon of performance.

Use of Award Fee Provisions

ird fee provisions are especially useful in situations where a well-defined
itement of work (SOW) can not be written. General tasks can often be des-
[bed but a well-defined deliverable product is often im possible to define.
jor manufacuring cost reduction programs, involving the development of new
iufacturing technology, are prime candidates for the application of an award
e provision. The success of these programs is largely dependent upon the
ality of the management team and the level of support provided by the func-
Dnal departments of the company. The award fee provision can provide the
tivation for the contractor to establish an effective organization capable
implementing an innovative manufacturing cost reduction program.

e size of the award fee incentive should be of sufficient magnitude to provide
real incentive for the contractor to perform in an outstanding manner. The
oplexity of the modernization program and the level of the benefits to be -. ...
rived by the Government are primary factors in determining the dollar amount
the potential fee. In addition to establishing a reasonable incentive fee,
e Government must use sound judgement in determining the amount of the fee
e contractor should be awarded. The contractor should be provided with the
ard fee criteria early in the evaluation period and periodic feedback should .

provided. The contractor should know what kind of performance is expected
earn the full incentive. The Government should not hesitate to award the

11 incentive if the contractor performs successfully as measured against the
ard fee criteria. Inconsistency on the part of the Government will cause an
ard fee provision to be completely ineffective. The contractor must have
afidence that truly outstanding performance will be rewarded. On the other S
ad, the contractor must be convinced that average or poor performance will
t be rewarded.

15
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ietter the baseline cost estimate. Conversely, little actual experience
:an result in an unreliable baseline cost projection. An unreliable base-
ine cost projection will lead to unreliable cost savings projections and
ieaningless measurement of benefits. A poor baseline can result in overstat- o
.ng or understating the benefits of the manufacturing cost reduction program S

nother major problem in validating cost reduction benefits is that of quanti-
.ying the effects on support and indirect cost elements. Indirect costs by
-heir very nature are difficult to identify with particular cost reduction
.nvestments. Typically indirect costs support many diverse cost centers and
ire allocated to a program or a contract as a percentage of the direct cost 0
)ase. This relationship makes it very difficult to determine accurately if
.ndirect costs are actually reduced proportionately to the reduction in direct
osts.

,or example, if direct costs are reduced by $100 and the overhead rate is 100%,
ire indirect costs really also reduced by $100? The answer is not very
lefinitive. It is clear that indirect costs will not be reduced merely
)ecause a negotiated overhead rate exists. Historical'ratios between direct
ind indirect labor costs tend to support the belief that indirect costs
ire tied to direct costs. That is, a reduction of direct costs should
illow for a proportional reduction of indirect costs. The key point to
-emember is that indirect costs are not automatically applied to the
.ndirect cost pools if these costs are to be reduced along with the direct
:osts. Without such attention it is quite possible for indirect costs
,o remain constant or even increase despite a major reduction in direct
:osts.

HOW TO VALIDATE SAVINGS

;ystems for validating savings are often referred to as performances assess-
ient systems or post-installation assessment procedures. Procedures to
ralidate cost savings involve comparing the old method/process (baseline)
Pith the new method/process. The baseline cost is developed by projecting
ild method/process standard hours with the appropriate learning curve for
.he task centers or operations. The unit cost for the new method/process S
s also projected by using a standard hour base on the appropriate learning
,urves. The difference between the baseline (old process) and new process
s the cost savings. (See Figure 2).

'he abo~e conceptual framework is complicated by quite a few factors. First,
he assessment procedures do not measure cost Savings. They record and measure S
:irect labor hours. Cost savings numbers are derived from the direct laboK
our projections by applying appropriate estimating factbrs such as overhead
ates, fringe benefits and general and administrative rates. These rates
hange from year to year, if not more often. Thus, validating cost savings
s somewhat a misleading term as only direct labor hours can be easily compared.

nother factor which complicates the validation process is the sheer magnitude
f the problem. The amount of data required to project baseline hours and
ew processes is tremendous. The data must be collected at a low enough level
task center or machine) to allow valid comparisons to be made betWeen old
nd new p.rocesses. Often data must be collected and analyzed by particular
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BENEFIT TRACKING
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IMPORTANCE OF VALIDATING SAVINGS

,orecasted cost savings are the basic justification for any manufacturing
:ost reduction program. A sound system for computing cost savings must be
leveloped by the contractor and approved by the Government. This system
Dust be well documented and based upon sound logic. More importantly, the
system must be integrated into the overall factory planning system. It must
be consistent with the manner in which the company collects and proposes
costs. The development of an auditable, reliable and accurate cost savings
nethodology is extremely important to the success of a manufacturing cost
reduction program.

As important as cost savings projections are, they do not provide a measure
of the ultimate success or failure of a manufacturing cost reduction program.
The success or failure must be measured by the actual results of the program,
not the expected results.

A system to measure the results of the cost reduction program is required to
provide management with a feedback mechanism to judge the progress of the
program. Near real-time feedback allows management to make adjustments to the
program in a timely manner. Problems can be highlighted and solutions can be
implemented to modify the program as applicable. The lack of a reliable measure-
ment system can lead to complacency and failure to achieve the desired results.

PROBLEMS IN VALIDATING SAVINGS

A major problem in validating savings from a cost reduction program involves
establishing an accurate cost baseline. The cost baseline is critical to
making savings projections and to measuring actual resulting benefits. We
must be able to compute the current cost accurately and to project this cost
into the future.

This projection or baseline is based upon current production methods and
technology. The baseline is referred to as the "old" method of production. 0

The accuracy and reliability of the baseline cost projections is heavily
dependent upon the amount of experience the company has in producing a given
product. Generally speaking, the more actual production experience the

28
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termination protection provision would reduce the factor used in the facili-
ties Capital Investment factor. The contracting officer must use sound judg-
ment when completing the weighted guidelines and negotiating a fair and reason-
able profit level.

The overriding consideration when negotiating DoD contracts should center on
reducing costs, not profits. The concept of contracting for manufacturing
cost reduction investments is based upon trading increased profit for reduced
cost. Government negotiators must avoid being preoccupied with profit and
provide adequate attention to cost.

ASSESSING BENEFITS TO THE GOVERNMENT

In negotiating a sound business arrangement due consideration must be given to
the benefits accruing to the Government. Criteria to be met in order to estab-
lish captial investment incentives are set forth in DAR 3-815. In general, the
overall savings that will accure to the Government on the program(s) for covered
equipment should exceed the related investment costs by a margin sufficient to
make the use of this equipment economically viable. Other factors which should
be considered include the impact on quality, reduced lead times, additional
surge capability, as well as reduced operating and maintenance costs.

Alternative investments can be ranked in terms of payback for each project,
which is the anticipated savings during the payback period dividied by the •
cost to government. Constant year dollars as well as comparable payback
periods should be utilized in performing payback calculators.

0
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It must be remembered that calculating the firm's cost of capital is not as
definitive as the resulting number would appear. A business enterprise is
continually changing. Price-to-earning ratios change, debt-to-equity ratios --

change, book value per share changes, and finally the stockholders or prospec-
tive stockholders often change their minds in regards to what kind of perform-
ance they expect out of a given firm. Keep in mind that numbers are only
approximations of the real world. They are often better than a guess but
shouldn't be treated as gospel either. The cost of capital calculation is
merely a tool to be used in determining a reasonable ROI. Common sense, .... ,
judgment, industry experience and intangibles, such as increased future sales
should all be used as a base to negotiate a reasonable contractor ROI. e

NEGOTIATION SPECIFICS

Evaluating ROI

ROI becomes a negotiation item when the specific acquisistion does not provide
the contractor with the potential to earn a reasonable ROI. It is the con- 0

tractor's responsibility to show why he feels the ROI is not sufficient. If
both parties agree that the current environment does not provide for an adaquate
ROI, then a current environment provision should be negotiated which will
provide the opportunity for the contractor to earn a reasonable ROI.

The ROI should not be guaranteed to the contractor nor should it be explicitly S
stated in the contract language. The language of the shared savings provision
should establish the conditions which allow, not guarantee, the contractor the
opportunity to realize a reasonable ROI. The actual ROI number should never
appear in the contract language as the inputs to the ROI model are constantly
subject to change which in turn will change the investment ROI. The future
environment is a risk which each party should agree to bear without recourse S
to a contract adjustment.

Use of Weighted Guidelines

The DoD profit policy has been revised over the years in an attempt to make it
more responsive to the investment requirements associated with DoD acquisi-
tions. Much of this policy has been directed toward modifying the weighted
guidelines procedures (DAR 3-808) for profit determination. Specifically, two
areas have been added to address a contractor's investment in capital equip-
ment. These areas are (1) Facilities Capital Investment (DAR 3-808) and (2) :.-'
Special Factors - Productivity (DAR 3-808.8). Facilities Capital Investment
is designed to allow a profit factor for the amount of facilities employed by
the contractor. The productivity profit factor is designed to reward a con-
tractor with a positive profit factor for being able to demonstrate a cost
reduction on follow-on contracts attributed to productivity gains.

Contracting officers must use these techniques in negotiating a fair and
reasonable profit objective, not negotiating the lowest profit level possible.
The factors of Facilities Capital Investment and Productivity should be as-
sessed in light of any capital investment incentives which have been incor-
porated into the current or previous contracts. A shared savings provision .-.... "
would obviate the provisions of the Productivity special profit factor. A

* - .-

26.. .. . . ......

.. . - .- -' .- -- -"~~~~~~ ..i .- .'i . . .. . .-~- .. i . '°'i .~ ~ ~ ..i .i i i : -~



There are many approaches to determining an appropriate ROI for a particular
investment. A common approach is to survey similar companies in an effort
to determine an industry-wide average ROI for a certain type of investment.
This method might be adequate if we could be sure we were dealing with an -... ,• .

average (representative) company. A better method is to calculate the
firm's approximate cost of long term financing. Unless overriding circumstances 0
exist, it is not logical to expect a company to invest in a project which
does not provide a return equal to the company's cost of long term financing
(hereafter referred to as cost of capital). The firm's cost of capital is -

often established as an official "hurdle rate" for the company. That is,
an investment must have a projected ROI greater than the firm's cost of capital
to be considered a viable investment alternative. S

Calculating a firm's cost of capital can be complex and is rarely an exact
science. It is composed of equity financing and debt financing. The ratio
of debt to equity financing will vary from company to company and is generally
expressed as a ratio.

The cost of equity financing is defined as the minimum rate of return that
must be earned on equity financed investments to keep unchanged the value
of existing common equity. The price-to-earnings ratio of the company's
stock is used as a guide to establish the cost of equity capital. The cost
of equity capital is generally equal to the price-to-earnings ratio of the
stock when it is selling at or near book value per share. Thus, a price-to-
earnings ratio of 5 when the stock is selling at or near book value would
equate to a ROI of 20% for investments financed wholly by equity capital
(ROI = earnings per share divided by price per share or 1 5 = 20%). The
key is to determine the stock is selling at or near its book equity per
share. This information can be provided from computer data bases or by
subscribing to such applications as Moody's Investor Service.

The cost of debt financing is defined as the rate of return that must be
earned on debt-financed investments in order to keep unchanged the earnings
available to common shareholders. Thus, the cost of debt financing is the
interest rate of the debt financing, for if the firm borrows and invests
funds to earn a before-tax return just equal to the interest rate, then the -" '
earnings available to common stock remain unchanged.

As mentioned earlier, the cost qf capital for a particular firm is generally
made up of part equity and part department financing. This ratio is termed the -.. '-"
firms dept to equity ratio (e.g., I to 8 would indicate that the company
generally finances [on the average] its investments by 8/9ths equity and only
1/9th debt). Based upon these considerations the cost of capital for the
hypothetical firm in the above example would be calculated as follows:

Required ROI = (8/9 X *20%) + (1/9 X **8%) = 18.7%
Equity After tax
cost debt cost

ROI for equity only financed investment Percentages are
• ROI for debt only financed investment examples only -"-""-."
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DEGREE OF COMPETITION

The degree of competition will often go a long way towards shaping the objec-
tives of the contractor. The contractor's number one objective is generally to
win the competition. In such an environment the contractor will probably be S
quite receptive toward the Government's requirement or desire to initiate a
manufacturing cost reduction program. Incentives such as termination protec-
tion and/or shared savings provisions may not be required when price competi-
tion exists. The manufacturing cost reduction ground rules should be placed in
the request for proposal (RFP) so that the contractors can include a cost
reduction plan in their response to the RFP.

CALCULATING ROI

Calculating the ROI for a given investment is the first step in determining
(negotiating) a reasonable contractor ROI. The Government and the contractor
must agree upon a method to calculate ROI and must also agree upon the inputs -
to the ROI calculation. An extremely important input to any ROI calculation
is the estimate of the projected cost savings resulting from the cost reduction
investment. The contracting officer should rely on representation from manu-
facturing (production), engineering and financial management when determining
the reasonableness of the savings estimate. This estimate is important for
reasons beyond the ROI calculation. The program savings (cost avoidance) num-
bers may be used (at a later date) to adjust the system budget forecast and to
negotiate the cost of the production contract. The model presented in Chapter
2 should be used as a guide in calculating the contractor's ROI.

A REASONABLE ROI

A sufficient ROI is generally a principal motivation for a company to invest S
in new, modern production equipment. This is true unless the equipment is
needed to win a critical contract or is required to produce the product. In
most other situations an investment in modern plant equipment must compete
against many other alternative uses of a limited supply of funds. Most
defense oriented companies have other divisions, including commercial products,
in which they can invest funds. There are also many alternative investments S
which can be made in the traditional money markets such as stocks, bonds and
treasury notes.

In evaluating and comparing investments, the concept of risk must be
introduced. The cash flows or "returns" from any investment are subject
to a degree of uncertainty and may be higher o. lower than projected. In
a manufacturing cost reduction investment, the main uncertainty is the
level of savings actually achieved. An overly optimistic forecast can lead
to lower returns than originally projected. A shortened production run can
also greatly reduce the actual ROI. There is also a possibility of being
excessively pessimistic when calculating the investment ROI. The potential
savings may be grossly understated by the planners, thereby presenting an
artificially bleak ROI potential. It becomes extremely important to under- -
stand all the assumptions which are made concerning the inputs to the ROI
model discussed in Chapter 2. The assumptions should be clearly defined
and backed up by a sound rationale.
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OBJECTIVE

The overriding objective for a cost reduction program should be to negotiate a
sound business arrangement which will provide significant benefits for the -

Government and the contractor. No magic formula or checklist exists to aid the
parties in negotiating such an arrangement. This guide provides basic infor-
mation which can then be tailored to fit a given acquisition situation. Each
party must carefully decide what it is they wish to get from the program and
then determine the means to accomplish their goals.. -

The objective of the program is critical to the eventual success of the pro-
gram. The program must have clearly stated objectives which are understood -. ._..
and agreed to by both parties. The scope of the program must be defined
in terms of dollars to be invested by the contractor and the Government (if
applicable). The types of equipment and the risks involved in implementing the
program should be mutually understood. The formula for computing potential
savings must be agreeable to both parties. The critical issue is to define
what you are going to acquire in as much detail as you can prior to actually 0
starting the negotiations. Negotiations will then proceed much quicker with
fewer misunderstandings on both sides.

*METHODS OF REACHING OBJECTIVE

Once both parties agree on their objectives, they can look at the required S
means by which these objectives can be reached. Generally speaking the objec-
tive of the Government will be to reduce the cost of the subject acquisition
while the objective of the contractor will be to increase the profit earned on
the contract. Additionally, each party will probably have other objectives which
are less easily quantified. The Government may be interested in improving the
capability of the Defense Industrial Base (DIB) while the contractor may wish S
to become more competitive in the future. -
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Once a mutual understanding of the Tech Mod program is reached, the "top down"
analysis of the contractor's facility must be conducted. The top down analysis
may be funded by either the Government or the contractor. A proposal for con-
ducting the top down analysis is normally submitted by the contractor.

Tech Hod program management could either be assigned to the specific Project/
Program Office which has responsibility for the major weapon system, or a separate
Tech Mod management office. "If assigned Tech Hod Responsibility, the Project/
Program Office should be the single point of contact in dealing with the con-
tractor. The Office must, however, work closely with the other Services during
the life cycle of a Tech Mod program to assure that the Tech Hod provides the
greatest benefit to the DoD. Where more than one service is doing business with . .
the Tech Mod contractor, a lead service shall be mutually agreed upon and an
inter-service management group established at a sufficiently high level to make
commitments.

COMMITENT. .

When the Government makes a commitment to fund technology programs, the contrac-
tor must make a corresponding commitment to invest in the capital equipment
necessary to implement the technology. This commitment should include the
specific dollar level of the planned capital investment and should be made as
legally enforceable as possible. The following is a sample of how this commit- - -

ment can be contractually implemented: 0

The Government plans to invest up to $_ (then year dollars) during
fiscal years 19 through 19 in establishing new, cost-effective manu-
facturing methods in support of the system to be implemented in
accordance with contractor's plan (incorporated herein by refer-
ence) primarily at the prime contractor's facility and also at its
subcontractors or potential subcontractor's facilities.

In return for said Government technology funding, the contractor agrees
to invest in modern, cost-effective manufacturing capital equipment,
including software and related systems required to implement the tech-
nology, up to a level of $_ (then year dollars) during fiscal years "
19 through 19_. It is understood that such future investments shall
be made by the contractor if they provide the realization of a reason-
able return on investment (ROI) to the contractor.

TECHNOLOGY TRANSFER

When Government technology funding is used as an incentive to commit the con-.
tractor to plan and implement a Tech Hod program, special contract provisions
are required to insure the technology established is transferable to other
indust-v contractors. Provisions must also be included to insure that foreign
dissemination is controlled. The technology contract(s) must contain clauses
which allow for early dissemination of technical data and ins- the technology
can be licensed even if proprietary data or hardware is involv the tech-
nology project. The "For Early Domestic Dissemination (FEDD)" and License"
model clauses (Appendices F & G) should be incorporated into the technology
contract(s).
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Funding for the Tech Hod is a joint Government/contractor venture. Normally
* the Government provides the bulk of the Phase I & II funds for the initial
* study and technology application/validation. The contractor provides the ma-

jority of the total Tech Hod investment during Phase III, when capital equip-
ment is actually purchased and installed.

* The major criterion in any Tech Mod effort is the development of a contractural
arrangement that offers acceptable payback to both the Government and the con- : :

* tractor. The Government payback may be based on the reduced system acquisition
* cost, reduced lead time, increased surge capability or advancement of the state-

of-the-art. It is aimed at the return to be realized over the production life
of a given system or systems.

INTEGRATING TECHNOLOGY PROVISIONS

Contracting for Tech Mod programs can involve the prime weapons system contract
and/or separate contracts for advancing technology. The contract should contain
all the implementing provisions, including any required incentive provisions
and specific technical provisions necessary to implement the technology portion
of the program.

Subcontractors may compete for Tech Mods on the same basis and under the same
criteria as prime contractors. Ordinarily subcontractors should develop a
cooperative program with a single prime contractor.

A Tech Mod can be originated any of three ways:

- First it can be a requirement contained in a program's Request for .~.

Proposal. (See Sample Instructions To Offerors - Appendix H)

- Second, it can be achieved through mutual Government/contractor agree--

menit during performance of a Government contract.

*- Third, it can be proposed by a contractor through an unsolicited
proposal.

For maximum effectiveness Tech Mod should be considered early in the acquisistion
cycle and be included as part of the contract strategy. Normally, this consider-
ation should be part of the Industrial Resource Analysis which is required to
support Milestones I and II under a Major Weapons System acquisistion, however,

*Tech Mod should also be considered in other non-Major systems acquisistion at
a similar point of the acquisition process.

A Tech Mod program normally is started on the initiative of buying office per-
sonnel. Extensive dialogue between the prospective contractor and the Govern-
mernt normally precedes initiation of a Tech Mod program. There should be a
mutual understanding of the Tech Mod concept and what is expected of both
parties. The contractor must have a projected business base that will assure
an adequate return on investment for both parties.
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e. Ensure that manufacturing technologies used to produce DoD materiel
are consistent with safety, environmental, energy, product assurance and
foreign critical strategic materials dependency objectives of the DoD.

The Manufacturing Technology Program follows DoD's basic policy to rely
on private sector investment wherever possible. Manufacturing Technology
Program investments will be undertaken with DoD funds only when qualified
segments of industry cannot or will not commit private capital to establish
manufacturing technology and make it available on a timely basis for public
use in support of DoD requirements. . - ,

Implementation costs associated with a decision to implement the results of the
technology established are often very large. Frequently capital equipment must -.
be procured, modified and installed. This results in heavy up-front costs which
often can not be financially justified (insufficient ROI) on Government con- .
tracts. One solution is to increase the emphasis on providing incentives to the
business community to help insure that manufacturing technology innovations are "-"'"
actually implemented on the production floor. The critical importance of .
marrying capital investment and manufacturing technology to produce increases
in productivity should be stressed.

TECHNOLOGY MODERNIZATION PROGRAM

"Tech Mod" is the term used to describe a partnership between the contractor 0
and the Government directed at increasing the productivity and responsiveness

. of the contractor by applying capital and technology. The Government agrees
to fund validation of advanced manufacturing technology and the contractor
agrees to make significant capital investments in modern equipment." The
capital investment is over and above what is expected of a contractor given
his particular environment.

A Tech Mod is generally accomplished in a three phase effort:

- Phase I is a "top down factory analysis" which both evaluates the
needs of the overall facility and identifies candidate manufacturing technolo-
gies which are applicable to the types of systems produced in the facility. At
the culmination of Phase I is a negotiated "business deal" between the Govern-
ment and the contractor. The business deal establishes the ground rules for
Phases II and III. Considerations include incentives, levels of government and
contractor investment, benefit sharing arrangements, applicable technologies,
return on investment, etc. (In some case the "business deal" can be agreed to
prior to Phase I.)

- Phase II is the development of the enabling technologies and design
of the factory modernization enhancements. Phase II also identifies implemen-
tation plans, specifies hardware/software operational requirements and vali-
dates specific applications through method demonstrations.

- Phase III is implementation of the Tech Mod, including purchase and _
installation of capital equipment to implement those Phase II candidates that -.-. .

* demonstrate highest potential payback. "
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BACKGROUND

Government technology funding has existed in the defense industry for many
years. The types of technology funding are varied but have generally involved
key technologies needed to design state-of-the-art weapon systems. Very little
government technology funding has been directed to the actual methods of manu-
facturing these sophisticated systems. This area was largely left to the pri-
vate sector. However, more recently, The DoD Manufacturing Technology (MANTECH) .

program has placed a significant emphasis on improving the way in which weapon -"

systems are produced. The Manufacturing Technology Program refers to the sum
total of all DoD investments specifically authorized for establishing validating
and demonstrating new or improved manufacturing technology.

GENERAL APPLICATIONS

The objective of the Manufacturing Technology Program is to improve signifi-
cantly the productivity and responsiveness of the Defense industrial base
by engaging in initiatives which:

a. Aid in the economical/timely production of qualitatively superior
weapons systems/components in both direct and indirect manufacturing cost
center areas;

h b. Ensure that advanced manufacturing processes, techniques and equip-
ment are available and will be used to reduce DoD materiel acquisition costs; . ..

c. Continuously. advance manufacturing technology to bridge the gap from
R&D advances to limited or full-scale production;

d. Ensure that more effective industrial innovation and capital invest-
ment in new plant and equipment are stimulated by reducing the up-front cost
and risk of advancing and applying new and improved manufacturing technology;
and

19
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adjustments to the contract target price and ceiling price as appropriate.
The model contract clause (Appendix E) provides provisions for utilizing the
VE concept in various fixed price type contracts.

The VE concept may be applied to future contract requirements for similar items
if required to provide the contractor with a reasonable ROI Payments may be .
made at the time future contracts are awarded or may be accomplished through
the use of a one-time lump sum amount at the time the VE provision is approved.
The lump sum method requires the immediate availability of funds, a careful
analysis of the number of items to be procured during the sharing period and
the probability that these items will actually be produced. Remember, the VE
provision is flexible. Sound business judgment is the most important element 9
in the successful modification of the VE provisions to a manufacturing cost
reduction program.

Performance Incentive Type Clause

The performance incentive type shared savings provision is designed for use "
when structuring incentives prior to negotiation and definitization of contract

* values. In this method, the forecasted savings resulting from the cost reduc-
tion program are included in the negotiated price (or in each offeror's price in
the case of a competitive source selection). The projected savings should be
separately documented and justified. A clear audit trail should be provided to
allow verification that the value of the savings has been properly reflected in
the contractor's proposal. Depreciation expense associated with the cost reduc- .
tion equipment is an allowable cost and an appropriate value should be re-
flected in the contract price.

The shared savings model clause (performance incentive) provided in Appendix E
evaluates the contractor's performance in three areas: Investment to Schedule,
Facility Implementation to Schedule, and Achievement of Manhour Savings. The .
performance incentive measures the contractor's performance in implementing
a specific list of incentivized equipment and in achieving the projected say-
ings included in the instant contract due to all applicable incentivized equip-
ment. The clause makes reference to Capital Acquisition Requests (CARs) 77-21,
78-1 and 79-1. These are merely the contractor's designation for three separ-
ate lists of equipment which have been or will be incentivized by the Govern-
ment. In the model clause, CARs 77-21 and 78-1 have previously been incenti-
vized by the Government. The model clause shows the calculations required to
incentivize CAR 79-1 which contains equipment valued at approximately $10
million. The projected FY80 savings of $16 million are primarily due to CARs
77-21 and 78-1. No additional contractor sharing of these savings is to be
allowed. CAR 79-1 provides about $2.5 million of savings for FY80. The total S
program savings due to CAR 79-1 is approximately $30 million. An ROI calcula-
tion similar to that presented in Chapter 2 showed that the contractor should
be provided with an opportunity of earning an 18% share of the total program
savings ($30 million). This share would allow the contractor the potential to
achieve a ROI of approximately 15% (determined through negotiation to be a fair
and reasonable ROI for the CAR 79-1 investments). The performance incentive
would be evaluated at the end of the instant cor ., t performance period and an '- ..-.

appropriate payment made to the contractor (outside of any applicable "Incen-
tive Price Revision" clause of the contract). This method, like the VE method,
should be modified to fit the individual acquisition characteristics. -,-
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any, additional (beyond that provided for by the basic contract provisions)
sharing of the resulting cost reduction savings. (Chapter 4 addresses the
establishment of equitable sharing relationships during the negotiation
process.)

Types of Sharing Provisions

Two ways in which savings from a cost reduction investment can be shared, are
the value engineering approach and the performance incentive concept. Neither
of these approaches is specifically addressed in the DAR (as cost reduction
incentives). Both the provisions of DAR 1-1700 (Value Engineering) and DAR
3-407.2 (Contracts with Performance Incentives) must be modified through the 9
DAR deviation process, to fit the individual cost reduction situation.

A sample shared savings clause is provided in Appendix E. This clause has pro-
visions for the value engineering option and the performance incent4ve option.
Obviously only one of these options will be selected when writing a cost shar-
ing provision for a specific system (contractor). The method of choosing which S

option to use is discussed below.

Value Engineering Type Clause

Value engineering (VE) type sharing arrangements are patterned after the pro-

visions contained in DAR 1-1700. In general, the value engineering approach is
a method of providing contractors with a substantive financial incentive to
undertake a cost reduction initiative on the basis of mutual (contractor/DoD)
benefit. The concept provides the contractor with a fair proportion of the
projected savings over a base large enough to provide an adequate incentive for
the contractor to use his resources to seek cost reduction initiatives.

The VE approach to sharing savings generated by a manufacturing cost reduction .
investment is generally used in a situation where the contract values (target
cost, profit, price, etc.) have been established without any consideration
being made in the contract cost for the investment under this is often a dif-
ficult determination to make and the contracting officer should seek the advice
of the contract administration office and the DCAA (if necessary) in making
this determination. Equipment forecasts made by the contractor to support the
particular overhead rate used during contract negotiations should be evaluated.
The administrative contracting officer (ACO) or his representative should have
a good idea of what investments have been proposed in the overhead negotiations.
Manufacturing personnel should be able to help in this determination by under- .
standing the level of investment required to support the contractor learning
curves proposed during contract negotiations. In the final analysis, the
responsibility must rest on the contractor to show that the proposed investment

was not included in the negotiated contract values.

The VE concept is quite simple. The negotiated contract values are adjusted for

the impact of the new investment in a manner which allows the contractor a
greater share of the potential contract savings than would normally accrue to 0
the contractor under the original terms and conditions of the contract. The
mechanics involve reducing the contract target cost by 100% of the projected
savings; increasing the contract target profit by a reasonable share of the
projected savings (determined by ROI calculations); increasing the contract
target cost for the applicable depreciation costs; and making other similar

17
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Specifics of DAR 3-405.5

General

Award fee provisions are contained under section 3-405.5 of the DAR entitled
"Cost-Plus-Award-Fee" (CPAF) contracts. The "award amount" portion of the CPAF

contract may be used with either cost or fixed price type contracts when it can
be shown to benefit the Government. The award should be determined by contrac-
tor performance over and above that which can be objectively measured and incen-
tivized under other forms of government contracts. The Government makes a ..-.
unilateral determination of contractor performance against criteria contained
in the Award Fee clause and the Award Fee plan contained or referenced in the
appropriate contract. The determination of the Government is final and not
subject to the Disputes clause of the contract.

Award Fee Clause

The award fee provisions are contractually implemented through the inclusion in -
the system contract of a special clause which defines the evaluation period
and the respective amounts of fee available for award. The award fee clause
contains items of a general nature which are not expected to change during the
life of the provisions. A model award fee clause has been included in this
Guide and can be found in Appendix C.

Award Fee Plan

The details of the award fee provision are contained in the award fee plan.
The plan generally contains administrative procedures concerning the operation
and composition of the Award Review Board and the specific criteria upon which
the contractor's performance will be measured. Generally, the detailed criteria S
cover the initial evaluation period and are modified prior to each new evalu-
ation period. The contractor should always be provided with the new criteria
prior to the start of the new evaluation period. Any questions the contractor
has concerning the criteria should be resolved as soon as possible. Under- -.... ..
standing the criteria is critical to the success of any award fee provision.-- -'.
Appendix D contains a sample award fee plan.

SHARED SAVINGS PROVISIONS

Background

Shared savings provisions are methods whereby the contractor and the Government
- share equitably the benefits resulting from a manufacturing cost reduction in-
* vestment. The method of sharing depends to a large part on where the system is

in the acquisition cycle. The specific business environment is also an impor-
tant factor. The financial strength of the company along with its philosophy
concerning equipment modernization needs to be examined. The commercial/
government product mix is critical to this evaluation. Companies with major
commercial product lines may have a better opportunity to amortize the cost of
new production equipment than do companies with only a government product line.
The commerical marketplace is driven by competition, much of which is price *..

competition. This type of competition provides a natural incentive for a com-
pany to modernize and seek means of increasing productivity. Companies driven
by the competitive market place may commit to buy new equipment for little, if
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part number. This entire process involves large amounts of record keeping
% which can only realistically be performed by some type of computer system.

A detailed post-installation assessment system can be very expensive to
design and implement. The system must be tailored to the individual manu-
facturing cost reduction program and the existing capabilities of the company
to perform benefit tracking.

No two companies are identical and because of this it is extremely unlikely
that any two validation systems will be the same. Particular data bases, com-
puter programs, and accounting systems generally vary from company to company. . .'...-'..
These differences make it impossible to design one benefit tracking system
which could be used by all contractors. However, a general checklist or , 9

.- outline can be useful to virtually every contractor which is primarily
a manufacturing concern. This general checklist can also assist the
Government team in evaluating the adequacy of the performance assessment
model proposed by the contractor. The following steps should be common
to most any performance assessment technique: -

STEP 1 - Establish the baseline average standard hour value for the task
center. Sampling techniques may be appropriate Pf there are large numbers
of parts going into each task center.

STEP 2 - Establish the new machine/process task description and apply the

* app-opriate standard hours. 0

* STEP 3 - Develop learning curves for the baseline and the new machine/process.

STEP 4 - Develop and project the Ship Set No. 1 hours. Final output of step
4 is the delta man-hours that develop the direct labor savings.

STEP 5 - Apply appropriate labor rates to the direct labor hour savings.. .x"t

INVESTMENT RELATED SAVINGS

While in most cases the majority of savings which result from investments
are in the labor area, other related cost savings may be considered. Invest-
ments may also yield cost changes in the material area such as different scrap
and rework rates. Other cbllateral savings, or measureable net reductions in
the cognizant Military Department's overall documentable projected costs for
operations or for support may also be included in the projected investment
savings. Further, documented savings may be partially offset by other cost
changes such-as increased maintenance cost, training cost and depreciation
expense. All of these changes in cost must be considered when validating the 0
proposed cost savings amount.
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APPEN~DIX A

PRESENT VALUE TABLE j
YEAR 6% 8% 10% 12% 14% 16% 18% 20% 24% 26% 28% 29%

1 .943 .926 .99 .893. .877 .862A .847 .833 .806 .794 .781 .775 .

2 .890 .857 .826 .797 .769 .743 .718 .694 .650 .630 .610 .601
3 .840 .794 .751 .712 .675 .641 .609 .579 .524 .500 .477 .466
4 .792 .735 .683 .636 .592 .552 .516 .482 .423 .397 .372 .361
5 .747 .681 .621 .567 .519 .476 .437 .402 .341 .315 .291 .280
6 .705 .630 .564 .507 .456 .410 .370 .335 .275 .250 .227 .217
7 .665 .583 .513 .452 .400 .354 .314 .279 .222 .198 .178 .168.
8 .627 .540 .467 .404 .351 .305 .266 .233 .179 .157 .139 .130.
9 .592 .500 .424 .361 .308 .263 .226 .194 .144 .125 .108 .101 -

10 .558 .463 .386 .322 .270 .227 .191 .162 .116 .099 .085 .078
11 .527 .429 .350 .287 .237 .195 .162 .135 .094 .079 .066 .061 -

12 .497 .397 .319 .257 .208 .168 .137 .112 .076 .062 .052 .047 -

13 .469 .368 .290 .229 .182 .145 .116 .093 .061 .049 .040 .036
14 .442 .340 .263 .205 .160 .125 .099 .078 .049 .039 .031 .028 . .-

15 .417 .315 .239 .183 .140 .108 .084 .065 .040 .031 .025 .022 *

0
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APPENDIX B
SAMPLE

CAPITAL INVESTMENT CLAUSE

I. It is understood between the parties hereto that the Contractor in the
performance of the work to be performed under the Production Program shall
provide plant modernization facilities in accordance with the provision
set forth below.

II. APPLICABLE FACILITIES

A. The items of equipment subject to the provisions of this clause
are those items agreed upon and evidenced by a Supplemental Agree-
ment to this contract between the contractor and the Contracting
Officer under the conditions as specified below. FY77 and FY78
items, as agreed upon for coverage under this clause, are spec-
ifically identified in Attachments X-1 and X-2 respectively. Types
of equipment to be covered by this clause for FY79, FY80 and
FY81 and subsequent fiscal years are identified in Attachments
X-3, X-4 and X-5 respectively. To facilitate implementation of
these provisions, the following information will be provided by
the Contractor:

1. The estimated capitalized acquisition cost and the gross
contract savings resulting from the use of the item(s)
of equipment will be verified and supported in format
acceptable to the contracting Officer or his designated
representative.

2. The addition of the item of equipment to the appropriate
attachment must not exceed the cumulative total amount
authorized for coverage as set forth in paragraph II.A.6
below.

3. The item(s) of equipment must be verified as severable, non-real
property and must be within the definition of facilities as
defined in DAR 13-101.8.

4. The item(s) (or items comprising a total piece/set
of equipment) must be verified as being required in
modernized production planning that minimizes unit
production cost.

5. The contractor amortization schedule must be verifed as
conforming to its approved accounting system and must
comply with CAS 409, "Depreciation of Tangible Assets"
and applicable Internal Revenue Service guidelines.

6. The cumulative capitalized acquisition cost (in then-year
dollars) of equipment to be covered by this clause shall not
exceed $ before 1 October 19 , and $ _ there-
after.
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7. Items proposed for capital investment shall be documented to
the Principal Contracting Officer (PCO) in the following manner:

a. Specific cost reduction investments shall be identified
by equipment, changes in manufacturing processes and 0

savings (cost avoidance) per ship set.

b. Factors to be computed and compared in order to
determine savings include but are not limited to labor
costs, scrap/rework costs, tooling costs, overhead
costs, and other significant cost difference areas .
such as energy usage and equipment maintenance.

c. Equipment investment figures shall include as minimum
total capitalized acquisition costs, costs for equipment
transportation, installation, anticipated equipment
service life, and investment tax credit available 0
thereon.

B. A specific item of equipment shall become subject to this clause
when that item is added to the appropriate attachment. An item
may be added to the attachment before it is received by the Con-
tractor. In the event the Contractor has not received an item
listed on such attachment, and a termination action contemplated - -

by paragraph III hereof occurs, the Government may elect to either ..

pay the applicable cancellation charges or allow the contractor to .-•..-
continue the acquisition of the item. If the Government elects to
allow the Contractor to continue acquisition of the item, the item
becomes subject to the provisions of paragraph III hereof upon
delivery of such item to the Contractor.

C. Items of equipment substituted for existing items listed in an
attachment, or added to an attachment, will be subject to the
provisions of this clause. Items deleted from an attachment, ,.

other than by operation of termination procedures set forth in ;-..-..-..
paragraph III hereof, shall be accomplished in accordance with
the "Changes" clause of this contract.

" III. TERMINATION PROCEDURES

A. It is expressly recognized and agreed upon by the parties hereto
that the termination provisions were mutally accepted as a means 0

of providing to the Contractor a partial relief regarding the
risks inherent to investment in the acquisition of the items of
equipment listed in the attachments. It is recognized that total
relief is not intended, and that a portion of the risk is to be
borne by the Contractor.

B. The PCO is required to inform the Contractor (1) within XX days
after the third consecutive Annual Defense Appropriation Bill has
been signed which does not contain funds for acquisition of any
additional production system, or (2) within XX days after the third
anniversary wherein no foreign military sales have occurred, or
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(3) within XX days after contractual notification of a program
termination for convenience, whichever is later, that it is
the Government's intent to acquire no additional systems.

C. In the event that the Government (including foreign military
sales) does not procure at least XX production systems under
this or subsequent contract(s), or, in the event that this contract
or subsequent contracts are terminated for the Government's con-
venience prior to acquisition of XX production systems, the

-" Contractor will, within 90 days after notification as set forth in
paragraph III.B above, provide a list of approved and acquired
items of equipment from Attachments X-1, X-2, X-3, X-4 and X-5
hereto, and a list of the items for said attachments which the
Contractor wishes the Government to buy. The list shall not
include any items which have not been incorporated into the
provisions of this clause prior to the Contracting Officer's notice
to the Contractor. The Government has the right to buy any or -

all other equipment covered by this provision whether the Con-
tractor requests it to do so or not. The Government has the
right to defer acquisition of those items of equipment needed for
contract or program completion. A supplemental agreement shall be
executed fer any equipment acquired by the Government under this
provision. The Government's acquisition of items will be accom-
plished at sales prices computed by applying the apppropriate per- S

centage, set forth below, to the undepreciated capitalized acquisi-
tion cost (see Part IV below) of those items acquired and paid for
at the time they become available to the Government, less any invest-
ment tax credit received or due to be received for those items.

Total Systems *Percentage of Undepreciated
Procured Capitalized Acquisition Cost of Item .... .

1 - 90 98
91 - 310 95
311 - 592 90 .- ,.-.,,
593 - 893 85
894 -1158 80

*Percentages and numbers are subject to negotiations based on risk of the program.

D. The Contractor's list of items to be acquired by the Government
shall include:

1. The date upon which such items will become available
for Government possession (this date shall be at
least 30 days subsequent to the date of said notice).

2. The sales price applicable to such items computed
in accordance with paragraph III.C above.

E. Items identified for acquisition by the Government pursuant
to this provision shall be disposed of by the Contractor at
Government expense upon written notice by the PCO. Such .".-
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notice shall be provided to the Contractor within 90 days after
Government receipt of Contractor's list(s) of items to be acquired
and shall specify disposition of such items as follows:

1. The preparation, protection, and removal for shipment of
the affected equipment.

2. The retention or storage of the affected equipment, provided
that the Contracting Officer will not direct the Contractor
to retain or store any items of equipment in or on real property
not owned by the Government, if such retention or storage will .
interfere with Contractor's operations.

3. The restoration of Government-owned land or buildings incident
to the removal therefrom of the equipment.

4. The sales of any affected equipment in such manner, at such S
times, and at such price or prices as may be approved by the
Contracting Officer, except that the Contractor shall not be
required to extend credit to any purchaser.

IV. DEPRECIATION/CAPITALIZATION .

Attachments X-1 and X-2 hereto set forth the estimated capitalized
. acquisition cost and estimated on-line dates associated with FY77-FY78

items of equipment. The estimated capitalized acquisition cost represents -""
the total acquisition cost of the applicable equipment plus transportation
costs and related costs incidental to installation which are capitalized
in accordance with the Contractor's disclosed accounting practices. It
is hereby agreed that the capitalized acquisition cost of items of equipment .
which subsequently become subject to the provisions of Attachment(s)
X-3, X-4, or X-5 of this clause, in this or any future contract for
production systems, shall be computed in this manner. Depreciation shall
commence on the first day of the month following the date on which said

-* equipment is initially installed and rendered operable. Method of depre-
ciation shall be established pursuant to Cost Accounting Standard 409 and

," applicable Internal Revenue Service Schedules.

V. EQUIPMENT/MAINTENANCE

A. The Contractor may use the equipment at any of the locations
specified in the attachments and will advise the Contracting Officer 0
in writing and obtain the Contracting Officer's written approval
prior to moving said item(s) to any other locations other than an
operation of (company name) in the performance of (system) work.

B. Contract or shall perform at no direct cost to this or any other
Government contract, all maintenance in accordance with sound ,
industrial practice, including protection, preservation, maintenance,--.
repair, and replacement of parts for the equipment. The Contractor's
maintenance obligations shall continue with respect to each item of
equipment until such item is removed, abandoned, or otherwise disposed
of by the Government, until expiration of the 90-day period prescribed
in paragraph III hereof (or any mutually agreed to extension thereto),
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or until the Contractor has discharged his obligations under this
contract or subsequent contract with respect to such equipment,
whichever last occurs.

C. Unless otherwise directed in writing by the Contracting Officer, the
Contractor shall give priority in the use of the listed equipment to
the performance of Government contracts and subcontracts and shall
not undertake any work involving the use of the listed equipment
which would interfere with the performance of existing Government
contracts or subcontracts.

VI. OTHER TERMS AND CONDITIONS

A. Unless otherwise specifically provided in this contract or subsequent
contracts, the Government shall not be obligated as a direct charge .. .--.-

to any Government contract to restore or rehabilitate any property
or facilities of the Contractor or its subcontractors which may be
damaged by the installation, use, removal, or storage of the equipment
except any such damage as may be occasioned by the negligence of
the Government, its agents, employees, or independent contractors.

B. The Contractor shall hold full title to the items of equipment
listed in the attachments and shall bear the risk of loss or destruc-
tion thereof or damage thereto. Upon notice of any loss or destruc- S
tion of or any damage to the equipment, the Contractor shall promptly
notify the Contracting Officer thereof and shall take all reasonable
steps to protect the equipment from further damage or loss. The
Contractor shall make such repairs, replacements, and renovations of
the lost, destroyed, or damaged equipment or take such other actions
as sound industrial practice may dictate or require. Should permanent
loss, destruction, or damage occur to any item of equipment listed
in the attachments which cannot be replaced, repaired, or renovated
by the Contractor, or in the event an item no longer supports the
(system) program, the Government shall not be obligated to continue
retention of that item hereunder and it shall be deemed automatically
deleted herefrom. If the Contractor transfers any item of equipment
to the possession and control of a subcontractor, (see paragraph
V.A. hereof) the transfer shall not affect the liability of the
Contractor under this clause. Title and risk of loss for each item
is accepted by the Government for possession as agreed upon in the
supplemental agreement as contemplated in paragraph III.C hereof.

C. The appropriate provisions of this clause shall be inserted in all -
subsequent contracts for (systems) up to the production (system).
Upon award of such follow-on contract(s) for (systems), said contracts
shall have inserted therein the appropriate provisions of this clause
which shall remain effective through the acceptance of the (system).

D. Failure of the parties to agree with respect to implementation of .

any of the provisions of this clause shall be resolved in accordance . .. .-

with the General Provision entitled "Disputes."
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E. Items of equipment offered by the Contractor for purchase by the
Government shall be free and clear of all liens, mortgages, and other
impediments to clear title.

F. Amounts established by virtue of Government acquisition of equipment
under this clause shall be included in the total final price of this -,-.... .S.

contract or subsequent contract(s) as approriately provided for -
above, provided, however, that said amounts shall be excluded from
and shall not consider the provisions of any Incentive Pride Revision
and Economic Price Adjustment Clauses of this contract or any subse-
quent contract(s) containing this provision.

G. Should this contract or subsequent contracts, prior to delivery of
the production (system), be terminated for default, the termination
provisions hereof shall be null and void, and the rights of the
Government as set forth in the applicable "Default" provisions shall
apply.

H. Complete systems, complete processes, or individual items of equipment
proposed for coverage under the termination provisions hereof must
have a capitalized acquisition cost of $10,000 or greater.

Ott .
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ATTACHMENT X- 1

FY77 Captial Investment to Reduce (System)
Production Costs at (Contractor's Plant)

EQUIPMENT COST ONE-LINE-DATE

1. ASSEMBLY
Automatic Drilling Assy 1 $ 150,000 Apr 79
Systems Util Service 750,000 Mar 79

2. MACHINE SHOP 
-

Profile Mill, 5-A/3-S 4 6,712,000 Apr 79
Profile Mill, 4-A/3-S 1 1,000,000 Mar 80
Maching Center, 4&5 Axis 2 1,470,000 Feb 79
Maching Ctr, 4A Partsmaker 1 586,000 Feb 79
Drill, Cluster Spindle 2 104,000 Apr 79
Lathe, Engine, N/C 1 192,000 Nov 79 0
Grinder, Universal 1 85,000 Jun 79
Grinder, Centerless 1 80,000 Jun 79
Tool & Cutter Grinder, N/C 1 240,000 Nov 78
Drill Pointer, Semi-Auto 1 34,000 Jun 78

3. SHEET METAL S
Press, Blanking 1 392,000 Mar 79
Press, Punch 3 202,000 Dec 78
Press, Stretch 1 1,250,000 Feb 79.
Press, Stretch Draw 1 775,000 Feb 79
Press, Brake 2 94,000 Jul 79
Route/Drill Machine 1 300,000 Nov 79 "
Refrig Sys 1 80,000 Apr 79
Small Parts Fab Sys 1 250,000 Dec 79
Deburring Machine 1 100,000 Nov 78
Refrig/Portable 8 135,000 Mar 79

4. MATERIAL HANDLING/IST CUT
Shear, Auto 1 250,000 Sep 79
Modernize Material
Handling Fleet 300,000 Dec 78

5. QUALITY ASSURANCE
Penetrant Inspection Sys 1 300,000 Apr 79
Moving Scan X-Ray Sys 1 100,000 Apr 79

TOTAL 15,930,000
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ATTACHMENT X-2

FY78 Capital Investments to Reduce (System)
Production Costs at (Contractor's Plant)

EQUIPMENT MYCOST ONE-LINE-DATE

1. ELECTRIC BENCH .'.-

Low Temp Oven w/conveyor 1 $ 28,000 Feb 79

Wire Cut/Strip Machine 1 7,000 Jul 79

Harness Braiding Machine 5. 17,000 Feb 79

2. ASSEMBLY
Walkie Lift Trucks 3 42,000 Jun 79

Countersink Machine 4 79,000 Sep 79

Rotary Positioning Mach 3 12,000 Aug 79

Permaswage Equipment 3 31,000 Nov 78

Component Test Sys 2 250,000 Jul 79 6

Robotic Wing Skin Drill Sys 2 160,000 May 79

Rotary Positioning Mach 3 20,000 Sep 79

Rivert Squeezers 3 12,000 Jun 79

Walkie Lift Trucks 5 25,000 Apr 79

Metal Marking Typewriter 1 5,000 Apr 79

Robotic Sys Routing & S
Drilling 2 120,000 Mar 79

3. FINISHING
Metal Marking Typewriter 1 4,000 Nov 78

4. FABRICATION S
4/5 Axis Machining Ctr 2 1,470,000 Oct 79

4-Axis H/Spd Profile Mill 2 2,000,000 Mar 80

N/C Lathe 1 192,000 Sep 79 .*-*-

Grinder, Universal 1 85,000 Jun 79

Drill, Cluster Spdl Type 1 52,000 Aug 79

Optical Comparator 1 15,000 Nov 79

Punch Press 2 155,000 May 79

Stretch Press 1 550,000 Feb 80

Portable Refrig 4 45,000 Mar 79
Sheet Deburring Machine 1 100,000 Jun 79

Press Brake 2 195,000 Aug 79

Quick Chill Sys 1 150,000 May 79

Small Parts Fab Sys Lot 250,000 Oct 79

Deburr Machine Tube 2 7,000 Jul 79

N/C Tube Bending Machine 2 102,000 May 79

Flaring Mach, Tube, D/Flare 2 11,000 Sep 79

Tube Swaging Mach 2 25,000 May 79

Hydraulic Test Stand 1 25,000 Dec 79

Tape Laying Machine 1 990,000 Sep 80

Fluid Jet Machine 1 160,000 Aug 80

Regrig Sys 1 81,000 May 79
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FY78 ATTACHMENT X-2 (CONTINUED)

EQUIPMENT QTY COST ONE-LINE-DATE

5. WAREHOUSING & MATERIAL 0
HANDLING

Side Loader Trucks 2 $ 1,200,000 Feb 79
Electric Lift Trucks 3 60,000 Mar 79
1.2-- Gal Tank Trucks 4 84,000 Apr 79
Auto Matrl Handling Sys 1 660,000 Nov 79
Auto Bagging Sys-Sm Parts 1 24,000 May 79 0

6. FIELD OPERATIONS
Transponder Recorder 1 11,000 Nov 78
Weather Shelter/Fuel Sta 1 12,000 Nov 78

7. PRODUCTION ELECTRONICS/ - - -
PRECISION MEASUREMENT LAB 0

Test Equipment 59 219,000 Jan 79

8. TOOL MANUFACTURING
Spotting Press 1 70,000 Dec 78

9. QUALITY ASSURANCE PROCESS S
CONTROL

Infrared Spectrometer 1 23,000 Apr 79
Pulse Echo Ultra Unit 1 12,000 Oct 78
Coord Measuring Mach 1 73,000 Aug 79
Rivet Shear Tester 1 15,000 Dec 78 ."" -

Reflectoscope 1 13,000 Jan 79 O
Contour Reading Instr 1 15,000 Dec 78
Eddy Current Flaw Detector 1 10,000 Nov 78
Coord Mea Mach 1 343,000 May 79
Photogrammetry Sys 1 160,000 Jun 79
Ultrasonic In Sys/CNC 1 300,000 Jun 80

10. ENGINEERING MATERIALS
TECHNOLOGY LAB
X-Ray Analysis Sys 1 35,000 Jan 79
Press Cure Cyc Controller 1 20,000 Jan 79
Diamond Wire Cutter 1 11,000 Feb 79
Divisions Std Lab Lot 343,000 Dec 78 0
Portable Sound & Vibration
Analysis Sys 1 10,000 Sep 78

Photographic Data Analysis
& Reduction Digitizer 1 11,000 Sep 78

Sequential Wiring Sys 2 12,000 Oct 78
Semi-Auto Wire Mark Mach 2 25,000 Nov 78 -
Sys Integration Lab 5 37,000 Jan 79
RF Recvr/Voltmeter Sys 1 10,000 Dec 78
Test Equipment 6 20,000 Jan 79 -... ':. -.
P.C. Board Plating Tank 1 21,000 Mar 79
Photo Resist Developer 1 16,000 Apr 79

0
. .-.. :.- . ,
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FY78 ATTACHMEN X-2 (CONTINUED)

EQUIPMENT QYCOST ONE-LINE-DATE

Hybrid Microcircuit Fab 6 $ 27,000 Apr 79
Heat Sink Press 1 11,000 Mar 79
Ultrasonic Cleaning Tanks 4 27,000 Apr 79

TOTAL 10,645,000
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ATTACHMENT X-3

Candidate Equipment and Systems
For FY79 Plant Modernization Program

)te: Specific equipment, quantities, and unit cost to be determined and
ibstituted for this attachment by Supplemental Agreeement.

TYPE OF EQUIP/OPERATION OPPORTUNITY FOR REDUCED COST

Dmputer Machining Ctrs Enhances product quality, reduces e
direct labor content -

nhanced Prod Control Sys Real-time tracking of work in
process

Kpansion of Robotics Appl Reduces labor hours, ehances
reproducibility of terms S

ltra High Speed Machining Permit acceleration of delivery
schedules

utomated Sheet and Machined Reduce labor, improves formability.
art Deburring Systems .

omputer-Aided Manufacturing Reduce labor through automated
erminal Expansion production of NC programs and tool-

design drawings

omputer N/C Direct Numerical Reduces, production labor, tool- S
ontrol Sys Expansion ing, maintenance, nonproductive

machine time, and production
support costs

nitial Material Handling Sys, Increases productivity through
utomated Manufacturing Equip, centralized, automated control
nd Attendant Computer Software/ of mahufacturing operations
ardware for Devel and Implemen-
ation of Selection Work Ctrs

uto Material Handling Sys Reduces inventory and labor

omputerized Machine Diagnostics Reduces machine downtime and 0

or Maintenance maintenance labor

stimated Installed Cost: $21,000,000
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d. Both target and ceiling prices shall be adjusted by the
amount of a, b and c above. The ceiling shall be adjusted by a factor of
target cost adjustment reflecting the previously negotiated ceiling price
centage (i.e. 120% of target cost or as appropriate).

3. Contract line item prices shall be adjusted as applicable to
lect the above adjustments in the billing prices for the production contract.

!ixed Price Type Contract

The adjustments described above shall be reflected in an overall
rease or increase to the previously negotiatied contract price.

a. The previously negotiated contract price shall be reduced
the value of the gross contract savings.

b. Said price shall be increased by the value of the contractor's
re of the gross contract savings. 0

c. Said price shall be increased by the value of the estimated
,reciation (plus profit) not included in the previously negotiated price.

d. The combination of the above adjustments may result in a
:rease or an increase to the previously negotiated contract price. .

e. Contract line item prices shall be adjusted as applicable
reflect the above adjustments in the billing prices for the production
itract.

CONTRACT SAVINGS 0

A. The contract savings (both instant and future) computed by the
itractor for each proposal shall be verified by the PCO or his authorized .
)resentative. Agreement between the contractor and the Government must be
iched concerning the total program savings before any proposal can be approved.
!se mutually agreed upon savings projections will serve as the total program
;t savings to be shared between the contractor and the Government.

B. Only savings generated by items of equipment covered by this clause
to be shared under the special provisions of this clause. Substitute

mt equipment must be approved by the PCO prior to its coverage under this
tuse.

OTHER TERMS AND CONDITIONS

A. All cost data and savings submitted by the contractor shall be '
:umented in accordance with DAR 16-206.

57.
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B. After Negotiation of Contract Values

Adjustment of contract values to provide a shared savings incentive
after negotiation of contract values is more complex than negotiating the
savings out of future contracts. The negotiated values must be adjusted to
reflect the forecasted savings due to the modernization equipment coming
on-line. They must also be adjusted to reflect any allowable costs, such as
depreciation, which were not included in the contract values. The contractor's
share of the savings which will allow the potential for a reasonable ROI can
be added to the contract profit or paid to the contractor outside of any
provisions such as the Incentive Price Revision clause of the contract. The
particular method used must again, as in the above example, be tailored to the S
specific acquisition situation.

Contract Adjustment

1. To provide the contractor with the potential to realize a
reasonable ROI for investing in the production equipment listed in CAR 79-1,
the following contract adjustments shall be made to the current production
contract. It is realized by the parties hereto that the adjustments outlined
herein are designed to provide the contractor with additional financial incentive
to carry out a modernization program and to acquire and install the equipment
listed in CAR 79-1. No additional Government sharing of the savings generated
by the equipment listed in CAR 79-1 shall occur beyond the current production
program. All future savings generated by said equipment are hereby understood
to be reflected in the price of future contracts for like items and, the con-
tractor shall not share in the savings so reflected in said future contracts.

2. To the extent that applicable modernization equipment depreciation
and gross contract savings are not reflected in the pricing of the current
production contract, the subject contract shall be adjusted as follows:

Fixed Price Incentive Type Contract

a. Target cost shall be reduced by 100% of the gross contract
savings applicable to the current production contract.

b. Target profit shall be increased by % of the gross
contract savings applicable to the current production contract.

The percentage above shall be from zero percent to a
maximum of one-hundred percent, based upon the contractor share required to
allow for a potentially reasonable ROI to be achieved by the contractor. _

c. Target cost and target profit thereon shall be adjusted
for the total estimated depreciation not included in the previously negotiated
target cost.

The adjustments for profit and depreciation may actually
result, in rare instances, in an increase in price of the current production
contract. This may be acceptable if the future savings to the Government are
of such a magnitude to warrant an increase in the current conttact price. -
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EXAMPLE:

Facility investment to Schedule =$8,000,000 (on or ahead
of schedule) divided by $10,000,000 (total value of equipment) x 15% x $5,400,000
(total performance incentive)

-$8,000,000$10,000,000 x .15($5,400,000)

.8 x $810,000

= $648,000

(3) Achievement of Manhour Savings

Seventy-five percent (75%) of the performance incentive
shall be based upon the ability of the contractor to actually achieve the
total hour savings projected for the total savings forecasted from CARS 77-21,
78-1 and 79-1 for the FY80 systems. The evaluation of performance shall
be made using the performance assessment methodology described in document
dated . A report on performance assessment shall be prepared for
the government 60 days prior to determination of the performance incentive.
The value of the performance incentive for achieved cost savings shall equal
75 percent of the total available performance incentive times the percentage
of manhours saved for the FY80 program achieved with the equipment. In the
calculations, the percentage of manhour savings achieved cannot exceed a value
of 100 percent (factor of 1.0). The value of performance incentive earned
shall be calculated as follows:

Achievement of Manhour Savings = (manhour savings from
equipment implementation) divided by (total projected manhour savings for FY80 .
buy) x 75% of the performance incentive.

EXAMPLE:

Achievement of Manhour Savings = $400,000 (manhour savings from equipment
implementation) divided by $600,000 (total projected manhour savings for FY80
buy) x 75% x $5,400,000 (total performance incentive)

A64088 x .75($5,400,000)

.667 x $4,050,000 S

= $2,701,350

(4) The total performance incentive shall be equal to the sum
of the individual performance incentives outlines above (paragraphs 4d(1), (2)
and (3) and shall not exceed 18 percent of the projected savings under paragraph
4a, above.
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authorization for acquisition is given to the successful vendor (purchase -. ,.
order date), and the planned on-line date. Specifically, performance shall be .'

based upon the effectiveness of the contractor in meeting its scheduled acquisi-
tion commitment dates (purchase order dates). Progress toward these commitments
shall be reported quarterly for each major piece of equipment or system.
Planned acquisition value for each piece of equipment provides the weighting 0
for the performance incentive calculation.

Full performance incentive shall be earned for all items
acquired (acquisition contract signed by the contractor and its vendor) on or
before the date (month/year) listed in CAR 79-1, herein, for the applicable
equipment. No Investment-to-Schedule performance incentive shall be earned 0
for items of equipment not acquired on or ahead of schedule. The value of
performance incentive shall be calculated as follows:

Investment to Schedule Incentive =

(the sum of the planned acquisition value for all items acquired on or ahead .
of schedule) (total planned acquisition value for items scheduled to be
acquired) x 10% of the total performance incentive.

EXAMPLE:

Investment to Schedule = $8,000,000 (on or ahead of schedule) divided by
($10,000,000 - total value of equipment) x 10% x $5,400,000 (total performance -
incentive)

= $8,000,000 x .1 ($5,400,000)
$10,000,000

= .8 x $540,000 0

= $432,000

(2) Facility Implementation to Schedule

Fifteen percent (15%) of the performance incentive shall
be based upon the ability of the contractor to bring new equipment on-line
according to the scheduled on-line dates, per CAR 79-1, herein. Progress
toward meeting the on-line dates shall be reported quarterly for each major
piece of equipment or system. Planned acquisition value for each piece of
equipment provides the weighting for the performance incentive calculation.
Full performance incentive shall be earned for all items brought on-line on or S
before the date listed in CAR 79-1, herein, for the applicable equipment. No
Facility Implementation to Schedule performance incentive shall be earned for
items of equipment not brought on-line on or ahead of schedule. The value of """."'"
performance incentive shall be calculated as follows:

Facility Implementation to Schedule = (the sum of the
planned acquisition value for all items brought on-line on or ahead of schedule)
divided by (total planned acquisition value for items scheduled to be brought .".:.

on-line) x 15% of the total performance incentive.
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percent to the applicable systems and shall be included in the pricing of
these systems under said future contracts.

3. The forecasted savings for CAR 79-1 shall be used to determine the
amount of gross contract savings to be shared between the Government and the 0
contractor. This savings number shall be the number contained in paragraph
4a, herein. This savings number shall also reflect savings up to and including
the xxx production systems resulting from the implementation of equipments
outlined in CAR 79-1. It is further recognized that forecasted savings from
CAR 79-1 as applicable to the FY81 and subsequent Fiscal Year buys shall not
be shared by the contractor under these future contracts, but shall accrue 100 ,
percent to the applicable system and shall be included in pricing of these
systems under said future contracts. The contractor shall, through notice to
the Contracting Officer, revise the CAR 79-1 savings for any additions or
deletions resulting in a change of greater than plus or minus xxxxxx from
the forecasted savings number referred to in paragraph 4a, below. Further,
only savings generated by items of equipment listed in CAR 79-1, herein, and/or 0
savings generated by the investment in developing technology which do not
require equipment investment but are implemented during the time period of
CAR 79-1 equipment are to be shared hereunder. Substitute, additional, or
deleted equipment may be added by notice by the contractor. Substitute/
additional items reflecting a minimum of 2.5-to-i savings ratio based upon
the planned xxx systems program require only data to confirm each analysis.
Other items may be substituted/added based upon mutual agreement.

4. The contactor shall be provided a performance incentive of up to 18
percent of the gross savings as calculated in accordance with the provisions
of paragraph 3, above.

a. The gross savings target to be used in determining the per-
formance incentive shall be $xxxxx.

b. The performance incentive shall be determined in (date) and
shall be paid within 60 days after the determination or upon acceptance of the
final systems delivered hereunder, whichever occurs last.

c. The performance incentive shall be based upon the contractor's
performance in the following areas:

(1) Investment to Schedule - (10%)

(2) Facility Implementation to Schedule - (15%) 0

(3) Achievement of Manhour Savings - (75%)

d. The performance incentive shall be determined using the following
criteria and procedures.

(1) Investment to Schedule

Ten percent (10%) of the performance incentive shall be
based upon an assessment of the detailed facilities investments. Performance
shall be measured by the contractor's ability to meet schedule commitments for .. .

definitive ordering of planned equipment or their equivalents. CAR 79-1
defines the specification completion date, the date that the full contractual
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NOTE: The method of sharing depends to a large part on where the system is in " -

the acquisition cycle. The specific business environment is also an important
factor. The financial strength of the company, along with its philosophy
concerning modernization, needs to be examined. One company may commit to buy
new production equipment for little, if any, additional sharing of the resulting S
savings. Up-front technology funding may be sufficient motivation for many
companies to invest in production equipment. Others may value a form of "ter-
mination protection" as much or more than increased sharing of savings. The .'

manner in which savings are to be shared will be determined by the ROI the
company feels it must achieve on the funds it spends for modern production
facilities. The shared savings percentage must always be determined by calcula-
ting what is required to give the contractor a possibility of achieving a
reasonable ROI.

A. During Source Selection (Prior to Negotiation of Contract Values

This is the optimum time to establish a modernization program.
A comprehensive modernization program should be proposed and written into the "
development and production contracts with no sharing (i.e., Government receives
100 percent of the contract benefits) of the resulting modernization savings.
If sharing is required, it should be based upon allowing the contractor the
possibility of achieving a reasonable ROI for the dollars to be spent on new
production equipment. The method of sharing to be used would be similar to
that used when negotiating a new or follow-on contract which has not been . -

definitized (i.e., targets negotiated) prior to defining the modernization
investment. The following is but one example of how the savings could be shared. ".."-

Contract Adjustment

The following is an example of a "performance incentive" provision designed
to allow the contractor to recover a share of the savings for a Capital Acquisi-
tion Request (CAR) package of facilities for 1979, which may be just one CAR in
a series being incentivized. The percentage of savings for the CAR 79-1 over
the xxx planned buy will allow the contractor the potential to earn a reason-
able ROI in the CAR 79-1 value. . .

0
1. The gross savings forecast due to investments accomplished and committed

by the contractor under CARs 77-21, 78-1 and 79-1 for the Fiscal Year 1980
acquisition are included in the target; that is, the amount reflects accomplish-
ment of these savings. The gross amount as established in paragraph 4a,
below, is shared between the Government and the contractor through considerations
in establishing contract target and through the performance incentive for the
contractor.

2. CAR 79-1 provides a listing of applicable equipment to be incentiv-
ized by the contract adjustments outlined herein. It contains the value of the
facility items (planned funds), specification completion date, purchase order
date, and on-line date. Equipment and forecasted savings applicable to the
FY80 program are listed in CAR 77-21, 78-I and 79-i. These forecasted savings
shall be used as the measurement base to determine the percentage of manhour
savings under the provisions of paragraph 4d(3), herein, entitled "Achievement
of Manhour Savings." It is further recognized that forecasted savings from
CAR 77-21 and CAR 78-1 equipment as applicable to the FY80 buy and all future - .

Fiscal Year buys shall not be shared by the contractor but shall accrue 100
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1. Savings associated with each piece of equipment computed for
each fiscal year of the planned program, both authorized and future acquisitions.

2. Total savings figures shall be supported by DD Form 633 when
the savings applicable to a previously authorized quantity.

C. The rationale the contractor employed selecting each piece of equipment
will be outlined in each proposal.

D. The method for calculation and allocation of savings shall be presented
in sufficient detail to allow verification of the proposed savings by the PCO 0
or his authorized representative.

E. The contractor shall complete the necessary computation to establish
the Return-On-Investment (ROI) applicable to the CICP. The ROI calculations
must use an appropriate discounted cash flow model to compute the following:

1. Contractor ROI without any additional sharing beyond that
contained in current authorized contracts, if any.

2. The government/contractor share of the CICP savings required to
provide the contractor with a reasonable (consistent with industry standards)
ROI for the investment contemplated by the CICP. 9

F. A statement of the time which a contract modification accepting the
proposal must be issued so as to obtain the maximum cost reduction, noting any
effect on the contract completion time or delivery schedule.

G. Identification of any previous submission of the proposal or portions
. thereof, including the dates submitted, the agencies involved, the numbers of

Government contracts involved, and the previous actions by the Government, if
known.

Proposals shall be submitted to the Principal Contracting Officer (PCO). When
the contract is administered by other than the procuring office, a copy of the
proposal shall be submitted simultaneously to the Administrative Contracting
Officer (ACO). Proposals shall be processed expeditiously, however, the Government
shall not be liable for any delay in acting upon any proposal submitted pursuant

*" to this clause.

The Contracting Officer may accept, in whole or in part, by contract modification,
any proposal submitted pursuant to this clause. The decision of the Contracting ,
Officer, as to the acceptance of any proposal or part thereof, under this clause
shall be final and shall not be subject to the "Disputes" clause of this con- .-.

tract. Notwithstanding the Contracting Officer's decision, the contractor shall
proceed diligently with the performance of this contract pursuant to the existing
terms and conditions of the contract.

SHARING

If a proposal submitted by the contractor pursuant to this clause is accepted,
the contractor shall share in savings realized by the Government in accordance
with the following provisions:
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APPENDIX E :'[ "?ii

.. SHARED SAVINGS CLAUSE 0

NOTE: Clause to be modified/tailored to the specific system and included in -..'-.-..

*, the contract as a Special Provision. -.'.--.

I. PURPOSE

The purpose of this clause is to incentivize contractor capital investment in
cost-effective, modern plant production equipment. It provides the contractor
substantial financial incentive to invest corporate funds in an approved
capital investment program. It provides the procedures, terms and conditions
related thereto, to be utilized by the contracting parties with respect to -

such selected plant production equipment acquired and installed by the contractor -
at the contractor's expense. This clause provides sharing arrangements which
would allow the contractor and the Government to share in proposed contract
cost reductions.

SHARED SAVINGS

This clause applies to a contractor-developed and documented Capital Investment
Change Proposal (CICP) and is limited to severable plant production equipment,
including associated accessories which would be capitalized in accordance with
the contractor's disclosed accounting practices (DAP), but excluding real
property. The contractor's investment in such equipment must provide cost
savings which will significantly reduce the cost of acquiring the system. S

The items of equipment subject to the provisions of this clause are those
items of equipment proposed by the contractor and accepted by the Contracting
Officer.

At a minimum, the following information shall be submitted by the contractor
with each Capital Investment Change Proposal:

A. An equipment listing and procurement plan which includes, but is not

limited to the following:

1. The quantity of each item of equipment to be acquired.

2. The cost of each item of equipment to be acquired. This cost
should include acquisition costs, costs for equipment, transportation and
installation, and any other associated costs required to be capitalized in
accordance with Disclosed Accounting Practices.

3. The date the purchase order is scheduled to be placed.

4. The date the equipment is scheduled to be on-line. '.- '

B. A Cost Analysis Summary which includes, but is not limited to the '..'.

following:
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commitment of extensive corporate resources, both manpower and capital, detailed
in a comprehensive plan and demonstrated through early and rapid integrationof modern manufacturing concepts into the program/manufacturing line.

Overall comitment will be measured by accomplishment of near-term goals as
well as continued pursuit of long range objectives. In addition, management
flexibility in recognizing and selecting alternative approaches to achieve the
overall program plan is considered essential.

. /.. .. .

4. Implementation , • *."

The modernization effort must be implemented in a timely manner
in order to realize the greatest benefit to the __ program. A corporate
commitment of resources consistent with the overall modernization agreement
and early transition of each phase of the effort into the manufacturing process
is required. The contractor will be evaluated on the degree of actual implemen-
tation of new processes, equipment and systems. It is expected that the
contractor will maintain a dynamic program that will insure maximum productivity
improvement for production/manufacturing.

9-. .
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B. Evaluation Criteria

1. The Contractor's performance shall be evaluated according to
the criteria contained in the applicable provision of the contract as supplemen-
ted below. Further, a detailed list of specific areas to be evaluated during
each award fee period, within the scope of the criteria below, will be supplied
to the contractor.

2. Emphasis in the first award fee period will be on commitment.
The contractor is expected to establish a high-level corporate task group to
define, propose and begin implementation of a program of creative and substantial.5
corporate investment in plant modernization. Subsequent periods will emphasize
the aggressive implementation of the overall plan as well as continued develop-
ment/utilization of innovative manufacturing processes, procedures and techniques.
Further, corporate ingenuity, commitment and flexibility assuring timely . -

acquisition of equipment, systems and computer hardware/software required to
achiev; i modern automated manufacturing facility is expected.

, C. CRITERIA

1. Plan

The contractor will be evaluated on the development of a comprehen- •
sive modernization plan. The plan should reflect a multi-disciplined approach
to program management, identification of the program management team, interac-
tion/interrelationships of this team and an extensive manufacture-cost analysis
to identify the most promising areas for increased productivity/cost reduction
through modernization. The plan should outline a comprehensive manufacturing
process development and implementation program and a coordinated facilitization

* concept for both equipment/systems and computer hardware/software. The plan
will reflect the desired end product (e.g. selected "Work Centers"), detail
alternative approaches to achieve this product, delineate major milestones,
forecast savings, and outline procedures for tracking achievements and measuring
technical, financial and schedule performance. The plan should also include
potential modernization benefits at major subcontractors or potential subcontrac-
tor levels and will include estimated benefits to the program.

2. Ingenuity

Ingenuity in the utilization of total resources is required to
obtain maximum benefit from the modernization effort. Innovative approaches
in the formation of a management team, development of and/or utilization of new
manufacturing processes, methods and techniques, timely recognition of new
ideas, development of advanced manufacturing concepts (e.g. detailed description
of selected "Work Centers") tailored for requirements, and identifica-
tion of investments yielding maximum savings to the __ program are expected.
In addition, aggressive pursuit and use of procedures, approaches and equipment
developed throughout the industry and the use of consultants are considered
essential to the success of this effort.

3. Commitment

The contractor is expected to aggressively develop and pursue a
substantial plant modernization program. This will be accomplished through S
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APPENDIX D

AWARD FEE PLAN

I. INTRODUCTION -........

Contract (hereinafter referred to as the contract) contains an
award fee incentive provision (Section , para ) applicable to
Manufacturing Modernization. The evaluation criteria are set forth below.

0
II. PURPOSE

This Incentive Award Fee Plan provides guidelines and procedures for evaluating
the contractor's performance and establishing the amount of incentive award
fee, if any, to be awarded pursuant to the provisions of the contract.

III. ORGANIZATION .

The Commander, Division, is the Fee Determining Official (FDO). The
Award Review Board (ARB) members are:

Program/Project Director, Chairperson
Others as appropriate

The FDO approves substitutes for the board members.

IV. EVALUATION CONCEPT

A. Evaluation Process -.-.

1. The Program/Project Manager will establish procedures to period-
ically review and assess the contractor's progress and accomplishments. $.J....

2. The date, time and place of the Review Board meetings will be
established by the ARB Chairperson. The Program/Project Manager will present
his assessment of the contractor's performance for the evaluation period being
considered. The contractor will also be given an opportunity to brief the ARB
on its assessments of its performance for the same period. In addition, the
ARB may solicit information or reviews from other organizations as it deems
appropriate. After all evaluations and other pertinent information have been
reviewed, the ARB will recommend to the FDO its determination concerning the 0
appropriate fee to be paid to the contractor.

3. The FDO will make the final decision and will execute an award
fee determination authorizing payment, if any, of an award to the contractor.
Each award fee amount for each evaluation period is independent of subsequent
periods and no carryover of amounts not awarded is intended. The Review Board
Recording Secretary will transmit the deteimination to the Program
Office for use as the authority to promptly issue a contract modification for
proper payment to the contractor. In addition, the Program/Project Manager
will discuss with the contractor, at the appropriate management level, the
final decision of the FDO.

47....................
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APPENDIX C
SAMPLE

AWARD FEE CLAUSE

The Contractor will be eligible for up to __ dollars based upon the
initiation, management, and successful implementation of a plant modernization
program emphasizing creative manufacturing techniques which are intended to
reduce the __ system acquisition cost. This will be evaluated in four time - ..

increments with up to __ dollars available in each increment. The period .. *.-.

of the first increment will be from the inclusion of this paragraph until
The three scheduled periods shall each be of xx days duration, "

one following the other. The fee will be based on the Contractor's management
commitment and success in planning implementation and investment of the capital
resources necessary to generate substantive manufacturing productivity and
efficiency improvements of the system and related equipment. The
evaluation criteria are set forth in detail in the applicable award fee plan
incorporated by reference herein. .

0
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ATTACHMENT X-5 -.

Candidate Equipment and Systems
For FY81 and Out Years Plant Mod Program

Note: Specific equipment, quantities, and unit cost to be determined and - ..-

substituted for this attachment by Supplemental Agreeement.

TYPE OF EQUIP/OPERATION OPPORTUNITY FOR REDUCED COST

Expansion of Robotics Appl Reduces labor hours, enhances
reproducibility of items

Computer-Aided Manufacturing Reduce labor through automated
Terminal Expansion production of NC programs and

tool design drawings

Computer NC/Direct NC Control Reduces production labor, tool- "
Sys Expansion ing, maintenance, nonproductive

machine time, and production
support costs

Complete Production Integration Increases productivity through
of Selected Work Ctrs centralized, auto control of

manufacturing operations 6

Auto Material Handling Sys Reduces inventory and labor

Auto Inspection Sys to Include Increases reliability, improves
Photogrammetric Applications traceability and reduces manhours
and Other Contact and Noncontact 0
Inspection Methods

Automated Warehousing Expedites assembly, reduces
handling costs

Energy Management Reduces manufacturing and assembly
operation cost

Automated Management Information Provides performance data for
System job measurement and detail costs

Estimated Installed Cost: $20,000,000 -

45 ~7
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ATTACHMENT X-4

Candidate Equipment and Systems
For FY80 and Out Years Plant Hod Program

Note: Specific equipment, quantities, and unit cost to be determined and
substituted for this attachment by Supplemental Agreeement.

TYPE OF EQUIP/OPERATION OPPORTUNITY FOR REDUCED COST

Enhanced Production Control Sys Real-time tracking of work in
process and status of buildup
pliminates multiple record keep-
ing systems

Computer-Aided Manufacturing Reduces labor through automated
Terminal Expansion production of NC programs and

tools design drawings

Computer/NC Direct NC Sys Reduces production labor, tooling,
Expansion maintenance, nonproductive machine

time, and production support costs

Expansion of Material Handling Increases productivity through S
Sys and Integration of Auto centralized, automated control
Manufacturing Equip and Attend- of manufacturing operations
ant Computer Hardware/Software
into Selected Work Ctrs

Expansion of Small Parts Fab- Total production capability 0

rication Ctr Reduces handling & inspection

* Auto Material Handling Sys Reduces inventory & labor

Computerized Machine Diagnostics Reduces machine downtime and
for Maintenance maintenance labor

, Energy Management Reduces manufacturing and ass-
embly operation cost

Auto Management Information Sys Provides performance data for
job measurement and detail costs

Estimated Installed Cost: $27,000,000

. 4
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B. Plant production equipment shall be capitalized and depreciated in

accordance with the contractor's disclosed accounting practices (DAPs).

3 Atch
1. CAR 79-1 0
2. CAR 78-1
3. CAR 77-21
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APPENDIX F
SAMPLE

FOR EARLY DOMESTIC
DISSEMINATION (FEDD) CLAUSE

Performance under this contract may result in the generation of data having
significant early commercial potential. Notwithstanding any other provisions
of this contract, the data developed hereunder, shall be considered as falling
within the following categories and shall be treated in accordance with the
conditions specified therein.

a. Category I Data

This data shall comprise all data developed and specified to be
delivered to the Government under this contract, with the exception of Category
2 data described below. Category 1 data will include but is not limited to
progress, summary and or final technical reports, test results, and other general .
information and data necessary for the technical management and business admin-
istration of the contract. The rights of the parties to Category I data are
specified in the Rights in Data and Computer Software clause of this contract.

b. Category 2 Data
0

This data shall include detailed technical data, engineering drawings
and manufacturing information. Specific requirements thereof shall include,
but not be limited to: design layouts, drawings, analyses, details of unique
processes essential to design and manufacture, details of performance ratings;
dimensional and tolerance data; critical manufacturing assembly sequences; input
and output parameters; physical characteristics, including forms and finishes;
details of material identification; inspection test and evaluation requirements
and criteria; necessary calibration information; and quality control data. It
will not include contractor's standard commercial and proprietary data, as
defined in the Rights in Data and Computer Software clause of this contract.

When any or all of the Category 2 Data is required to be furnished "
to the Government under this contract, or when such data is requested from the
contractor by either the Government or U.S. domestic companies, it will be
furnished the requestor without charge. (Collection and reproduction costs
may be charged to the non-Governmental requestor). Such Category 2 Data
shall be marked with the Restrictive Use Legend set forth below and the data
shall thereafter be handled in accordance with the conditions of the legend and
these provisions.

For Early Domestic Dissemination Legend:

Because of its possible significant early commercial value, this
data developed under a U.S. Government contract is being disseminated within
the U.S. in advance of general publication. This manufacturing data may be
duplicated and used by the recipient with the expressed limitations that the
data will not be published nor will it be released to foreign parties without
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permission of (name of contractor) and appropriate export licenses (22 USC
1934; 22 CFR, Pt. 121; 22 USC 1611-1613; 50 USC App 2401-1413; and 15 CFR Pts
370-399). Release of this data to other domestic parties by the recipient
shall only be made subject to the limitations contracted in CoLtract -_-_-"_,-
This limitation shall be considered void after . The legend shall 0
be prominently marked on any reproduction of this data in whole or in part.

Further the contractor shall not publish or grant permission to ."-"

publish Category 2 Data, release or grant permission to release said data to .
foreign parties, or transfer this information to foreign parties in any form .
without prior concurrence of the Contracting Officer. However, any designation g
of data as Category 2 Data shall not be construed to prohibit the contractor or
the Government from engaging in general discussions - presentations involving
such data with other domestic parties. Further, the contractor agrees not to
release Category 2 Data to other domestic parties without first obtaining an
agreement by the parties to abide by the limitations of the legend. It is
also agreed notwithstanding the limitations of the legend applied to Category
2 Data delivered to the Government under the terms of this contract, that the
Government may release such data to foreign governments for fulfillment of
Government purposes. The provisions and limitations of the legend will become
void as to Category 2 Data at a time period two years after the aforesaid
Category 2 Data is contained in a general publication. The rights of the
parties to such data shall thereafter be governed by the Rights in Data and
Computer Software clause of this contract.
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APPENDIX G
SAMPLE

LICENSE CLAUSE

(a) Definitions:

(1) "Proprietary Data" as used herein means any data generated at
private expense, including limited rights technical data and restricted rights "--.
computer software.

(2) "At Private Expense" as used in the phrase "generated at private
expense" means that generation was accomplished without the direct payment of
Government funds, and includes (without limitation) independent research and
development funds.

(b) The Contractor agrees that, as to any proprietary data of the
contractor incorporated into the manufacturing system to be developed under
this contract and which must necessarily be used to successfully practice such
system, contractor will, at the request of the Government, grant a non-exclusive
license under terms and conditions reasonable under the circumstances to other
competent domestic contractors to the Government, such license to include, at
licensee's option, the right to purchase technical assistance, on terms agreeable
to the contractor, i.e., technical advice relating to the use of any furnished
technical data. Such data shall be for use by any contractor so licensed
solely for procurement by the Government and for Government purposes for such' -"

-. licensed contractor. The licensee shall insure that all proprietary data . .
received from the licensor shall retain the licensor's proprietary marking.

(c) Any license to be granted under (b), above, shall include, inter
alia, the following required provisions:

(1) Initial fee for provision of data, plus royalties for items
sold or work performed where said data was used in the manufacturing process;

(2) Periodic reports by licensee, and auditing rights for licensor

at licensee's expense; .

(3) Protection of licensor's proprietary information;

(4) Agreement by licensee to hold harmless and indemnify the licensor
as to any claim by, or liability to, licensee, to the Government or to third

* parties resulting from any activities under or related to the license; and S

(5) Technical assistance (as defined in b, above) by licensor at
licensee's facilities, purchaseable up to an agreed maximum number of days
within an agreed period of time, at licensor's standard rates for such assistance -'-

(or, in the absence of standard rates for such assistance, at a perdiem rate
2.5 times the individual's daily salary), plus all travel and living expenses.
Travel time to and from licensee's facilities shall count as time worked.

7-2..
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(6) Grant back to licensor a non-exclusive, royalty-free license
to make and sell, for any improvements made by licensee to the licensed tech-
nology including any patents thereon, and the right to cost free disclosure of
any instructions in the use of such improved technology and patents.

(d) As to any fees, royalties, and other payments due licensor under any
license granted under (b), above in the event licensee does not make such
payments in accordance with the terms of its license, the contractor shall
upon notice to the Government, have the right to terminate any such license
unless the Government assumes such payments including reasonable interest and '7-a..
costs on unpaid amounts.

( e) The Government shall have the right (1) to order the contractor to
* grant the license defined in paragraph (b) if the contractor is unable to
* reach agreement with a responsible party who has negotiated in good faith or,

(2) to approve or disapprove agreements negotiated by the parties, provided
however, disapproval shall be limited to the reasonableness of the royalty
rate. In determining the reasonableness of royalty, the contractor.'s rights
to a reasonable return on investment and expenditures directly related to this
contract statement of work and including a reasonable profit shall be recognized;
provided, however, that such investment and expenditures would otherwise be

* allowable in accordance with the cost principles applicable to the contract,
and that the investment and expenditures are not charged to the government
under any grant or contract. Disputes will be appealable under the disputes
clause of this contract.

(f) The Government agrees to hold a contractor harmless from claims by
and liability to licensee, and third parties - including the Government-

* connected with activities under or related to any license granted under this
clause, provided such liabilities are represented by final judgments or settle-

* ments (when such settlements are approved in writing by the Government), and
expenses incidental to such liabilities, except liabilities for which the con-
tractor is otherwise responsible under the express terms of the clause or clauses,
if any, specified in the contract. The contractor shall give the Government or

* its representatives immdiate notice of any suit or action filed, or prompt
notice of any claim made, against the contractor arising out or performance ofS
this contract or rising under or related to the license. The contractor shall
furnish immdiately to the Government copies of all pertinent papers received
by the contractor. The contractor shall, if required by the Government,
authorize, or at its option may elect to have, representatives of the Government
to settle or defend any such claim and to represent the contractor in or take
charge of any litigation in connection therewith; provided, however, that the
contractor may, at his own expense, be associated with the representatives of

* the Government in the settlement or defense of any such claim or litigation;
and provided, further, that no settlement will be made without the express
written consent of the contractor. Any approval of the Government and consent
by the contractor required herein shall not be unreasonably withheld.

(g) Nothing contained in this agreement shall constitute nor shall the :.
contractor be required to include in any license granted, any commitment which

* may be construed as a warranty or representation as to the scope or validity
of any contractor patent or that anything made or sold by the Government or
license will be free from infringement of patents held by third parties.
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(h) Contractor will exercise best effort to have any subcontractor -.'

performing research or development work under this contract, and which work
will require the incorporation of this subcontractor's proprietary data to

*. accept this clause in its subcontract and to flow the clause down to lower -
tier subcontracts for research and development work. If any subcontractor
shall refuse to accept the clause, the contractor will negotiate the best 0 .
clause possible, make the subcontract conditional on Government approval
within 20 days, and report the facts to the Contracting Officer within 10 ".
working days after attainment of the best clause possible. Provided however,
that subcontractors supplying component parts of a manufacturing system devel-
oped under this contract shall be required to furnish or license proprietary "
data only if there is a determination by the Contracting Officer, after notice - 0
to the subcontractor and hearings that the components or products employing
the use of such data and adequate to enable practice of a manufacturing system
developed under this contract are not being supplied by the particular subcon-
tractor in sufficient quantitites to satisfy Government needs.
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APPENDIX H -

SAMPLE

INSTRUCTIONS TO OFFERORS

TECHNOLOGY MODERNIZATION (TECH MOD) PROGRAM

1. Submit as part of the manufacturing proposal, a proposed Tech Mod program4
as described in the Statement of Work. (Ref. SOW paragraph ).Required

*information is specified below.

* 2. Describe the proposed overall approach to Tech Mod as it relates to the
* proposed manufacturing plan. Show how the Tech Mod will be managed and its

relationship to the overall program management structure. Describe Tech Mod
milestones for Phases I, II, and III. Provide rationale.

3. Describe how Phase I study will be conducted and its scope. Discuss duration S
* of study and provide rationale. Show, in detail, what technologies, processes,
* equipment and/or facilities will be considered. Indicate sources of data. Pro-
* vide insight into management philosophy and structure, including role of sub-

contractors or purchased services, if applicable. Furnish manloading chart
showing phasing, type, and numbers of people involved in Phase I study. Identify
direct and indirect personnel, including subcontractors. Provide functional
breakout of hours by category with full description of what type of work is
involved. Provide rationale for all hours proposed, including level of expertise
proposed, quantities and phasing. Describe what each category of labor will be
doing and their role in the study. Show division of labor and how integrated
into a whole. Specify how cost/benefit analyses will be done. Describe economic

* analysis and cost/savings tracking modeling to be developed and/or used to make
* tradeoffs between projects. Describe criteria for prioritizing Tech Mod

projects/actions. Provide insight as to how models will be developed or
existing models modified. Explain rationale for all of the above.

4. Describe in detail the proposed manufacturing plan without Tech Mod and with
Tech Mod. Explain the differences. State in detail what is included in the
baseline (Target Price) of the program without Tech Mod. Provide rationale.
Furnish copy of the prime's strategic capital investment planning document(s),
if available.

5. Furnish a preliminary Tech Mod business deal, including budgetary estimates
*for Government and contractor investment/savings over the life of the program. 4
* Include separate estimates of savings for each program of other Government

Agencies (Air Force, Army, Navy, NASA, DOE, DOT) over the same time period.
Specify how savings will be shared, hurdle rates for return on investment, and
projected business base for the Tech Mod. If applicable, describe provisions
for award fee, termination projection/indemnification, performance incentives,**.
and other special arrangements. Break out the elements of the preliminary
business deal by the three different Tech Mod phases. Explain rationale for .
all of the above.
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6. Highlight any special rights in data provisions that may be required
especially for study reports or computer models developed for the Tech Hod
effort. .

7. If flowdown of Tech Hod requirements to subcontractors is involved, state
how this will be managed and what criteria will be used to select subcontractors

* for Tech Hod application. Indicate the subcontractors selected and explain -
rationale. Show relationship between prime and sub Tech Hods, including .": 

'

management, scope, candidate technologies/actions. In other words, provide
the same information for subcontractors as specified for prime above.

8. Discuss relationship of Tech Nod to any Government owned facilities and/or
* equipment. If Government investment is required for these, explain and justify.
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