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A Call to ARMS!


�



N


o, I’m not promoting an insurrection!  I simply feel that it’s time to formally recognize and do something about the gap in understanding between Government and Industry on the use of each others cost models.  So, I want to initiate a Call to ARMS (ARMS stands for ‘Acquisition Reform Model Sharing’) and have our SCEA Chapter act as the catalyst in bringing a better awareness, knowledge and understanding of both Government and Industry cost models as they are applied on present SMC programs.  I do not think that the ‘other’ side really understands how each actually uses the models they have; that is, what assumptions and modifications underlie the model results.  I also think, in this era of Cost as an Independent Variable (CAIV), it is imperative that each communicate this unique usage.  Vast variations  between Industry and Government estimates of the same program cannot continue.  Now, how can SCEA help?  First, I want to propose a one-day ARMS Workshop where both Industry and Government representatives describe what models they use and the processes within which they are used.  I am not soliciting for either Government or Industry to give an overview of their latest models.  I would like to see how the existing, trusted models are used relative to the assumptions and modifications that accompany their use.  For example, if Industry makes SLOC productivity assumptions that are reflected in their data but not commonly known, incredibility results when the Government is not aware.  Or, if Industry risk mitigation plans are in place but not articulated, cost estimates may appear too 





optimistic to the Government.  Of course, in the ARMS Workshop I don’t expect a lot of identification to specific programs - this forum may be seen as too open for this sensitive information.  I do expect so-called ‘sanitized’ views, however.  Second, following this ARMS Workshop our SCEA Chapter will act as host to numerous individual SPOs in meeting with their respective contractors to discuss, in confidence, the specific assumptions and modifications that have gone into their models to date and what is expected in the future.  These meetings will be under the auspices of SCEA and participation will be in a spirit of cooperation.   It is in the interest of both the Government and Industry to achieve, and more importantly to communicate,  cost estimating and cost management processes and procedures to ensure accuracy and credibility.  These meetings should facilitate this necessary process and, hopefully, begin a continuing, in-depth dialogue between the SPOs and their contractors on the subject of costing understanding.  SCEA will be the clearinghouse for lessons learned and best practices and will compile these and make them available in our
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library.  Participation should come from both the Government and Industry engineering communities along with their respective costing groups.  For CAIV to work, the cost trade-offs must come from within design and production engineering groups.  Please think about what I have said and send in your abstracts!  I think we are costing in exciting times!  I look forward to serving as your President this year and see a lot of opportunities for us all! 
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MESSAGES FROM  THE BOARD





Nina Tahir, Industry Liaison





This is my third term of service on the SCEA Southern California Chapter Board of Directors. During my previous term of office I served as Vice President - working alongside Kelly Chamberlain who was then President.  If you’re wondering what happened to Kelly, he and Judi, his lovely wife, have settled in Nags Head, North Carolina -  hurricane country.  According to    Kelly, hurricanes don’t scare him; he just turns  off his hearing aid  so the noise doesn’t bother him.  Kelly finally hung up his parametrician’s hat (kicking and screaming) and is teaching at several local colleges - something he really enjoys.  





My current position on the SCEA Board is that of Industry  Liaison, which means I do a little of everything.    I attend Board meetings to  help plan workshops  and activities; look for opportunities to co-host functions with ISPA’s Southern California Chapter; prepare articles for our flyers and newsletters; and recruit new members.





Over the years I have attended many local SCEA functions.  In our heyday (the 80s) when we had dinner workshops at The Proud Bird, the room was filled with people representing the leading aerospace and defense contractors and the U.S. Air Force.  When we moved to the Clarion Hotel in Carson so as to meet our Orange County members half way (well - almost) we still had a good turn out.  But over the years many people have dropped out of the SCEA scene.  And we want you back!  





Let’s face it - things have changed in the 90s.  Our employers no longer have the  resources to let us join several professional societies or take off work to attend  meetings and workshops.  Your Board wants to make in worth your while to  be a SCEA member  and actively participate.  So we need your suggestions on what we can do to serve you better, the things that interest you,   and if you would like to help us with our  activities.  Would you like to rotate times and venues for our meetings and workshops?  If so, when and where?  Can you present a paper or conduct a tutorial on something timely and interesting in the field of cost analysis?  Give me a call at 310/447-3801 or drop us an e-mail at http://sdf.laafb.af.mil/~grahamdr//scea.html.     .  I look forward to hearing from you.





Jan Ostrander, Chapter Vice President





This year’s professional development efforts are well underway.  We have already co-sponsored a seminar with ISPA and have held our first luncheon during which Neil Albert, our national president, gave us his view of Cost as an Independent Variable (CAIV).  In addition, we have scheduled a certification test for January and have conducted the first of our cost analysis training seminars.





Attendance at all of these events surpassed our expectations.  Why?  Perhaps the answer is that there is renewed focus on personal accountability for quality cost estimating.  This may not be the popular view given the emphasis in recent years on fixing systemic problems through Total Quality Management, Business Process Improvement, and a host of other organizationally oriented programs.  No doubt there have been (and arguably still are) problems with the way cost efforts are completed.  So there is a need for continuous evaluation and reevaluation to ensure that cost estimating credibility will continue to improve in an era of rapid technological change.  But individual knowledge and experience cannot be supplanted by well organized efforts.





So how does SCEA fit into these efforts?   Of course we as a group support process excellence, but even more so, we are dedicated to improving the professional skills of our membership and the cost community at large.  Each of us joined the organization because we want to continue to improve, not because we were coerced, threatened, or forced to participate.  So with this large contingent of professionals motivated to learn, it makes sense to provide the maximum opportunities to broaden and deepen our skill sets.





We can’t do it without you.  You each have a unique blend of training and real world experience our membership is gasping to breathe deep.  If time doesn’t permit any more of a time commitment than attending an occasional event, we still would love to see you there.  If you can spare more time to pass on your knowledge and wisdom, please make it a point to speak up at our meetings, consider giving a presentation either locally or at our national conference, or best yet, volunteer to help train our junior members and those new to the field of cost analysis.





If you have never experienced the reward of sharing your knowledge with someone really motivated to learn, indeed you have missed out on one of life’s simple pleasures.  So what are you waiting for?





Joe Nartey, Chairperson  


Membership & Publications





SCEA Certification Test 


and Workshop





The next SCEA Certification Test is scheduled for January 25, 1997.  Anyone intending to take the test on that date should submit an application to the National Office before the end of the year.  Please contact  Joe Nartey at (310) 332-1278 or send e-mail to narteyjo@mail.northgrum.com to request the form.





The Southern California chapter sponsored a mini workshop to assist prospective candidates in preparation for the test.  Judging from the reaction of the attendees, the workshop was a resounding success.  The chapter plans to offer similar workshops in the future.





Topics Survey





At the ISPA/SCEA workshop on October 16, 1996 and the SCEA luncheon on November 19, 1996, surveys were conducted to determine the attendees’ interests in future luncheon topics.  Results of the surveys are combined and displayed in the table below.





Based on the results and speaker availability, we have selected “Technology Estimating” to be presented by Keith Smith of MCR for the January luncheon.  We will be soliciting speakers for the topics listed for future luncheons.  So anyone interested in speaking or suggesting a possible speaker should contact any member of the Board.





Survey Summary�
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�
Risk Analysis�
34�
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Cost Modeling�
30�
�
Cost as an Independent Variable�
29�
�
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29�
�
Commercial Practices�
27�
�
Cost Estimating relationships�
20�
�
Cost Benefit Analysis�
19�
�
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18�
�
Activity based Costing�
17�
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Cost Performance Tradeoff Analysis�
15�
�
Database Development�
13�
�
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10�
�
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 9�
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�
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Price/Market Analysis�
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Jan. 25, 1997 - SCEA Certification Test





Jan. 28, 1997 - Luncheon, Double Tree Hotel


	           Topic:  Technology Estimating


	           Speaker:  Keith Smith, MCR


	           Info: Nina Tahir  (310) 447-3801
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BACKGROUND





Partnering with Industry in cost means that Government and Industry work together, in conjunction with the goals of Cost as an Independent Variable (CAIV),  on setting an Aggressive Life Cycle Cost Objective (ALCCO) and managing to achieve it.  This ALCCO sets the cost goal for the entire acquisition.  The ALCCO is set after approval of the Mission Needs Statement (MNS) and updated and refined at each subsequent pre-milestone or milestone review.  The Overarching IPT (OIPT) for each Major Defense Acquisition Program (MDAP) establishes a Cost Performance-IPT (CP-IPT) in accordance with the 19 July 1995 memorandum of the Undersecretary of Defense, Acquisition & Technology, (USD(A&T)), subject:  “Policy on Cost-Performance Trade-offs”.  This CP-IPT, and its lower level Government and Industry resource extensions, is the main vehicle through which a full Partnering With Industry is implemented.  





Why is the emphasis on the life cycle cost and not just the contract phase cost?  To be consistent with the 19 July USD(A&T) memo and CAIV Working Group Report guidance and objectives1 (Dec. 95), the life cycle cost is the correct focus due to CAIV’s emphasis on lowering Production and O&S costs.  What do Industry and Government implement specifically as a result of ‘partnering’?  That is the subject of this paper.      		





OVERVIEW





Once reasonable requirements have been set for a program, a procurement is scheduled and an 


acquisition strategy devised.  It may involve pre-milestone phases to maximize competition.




















Prior to the issuance of the RFP a dialogue 


begins between Government and interested bidders.  During these discussions the Government makes it known that bidders will be required to address the life cycle costs.  The life cycle costs will, of course, contain the contract phase costs so that the goal of selecting the winning bidders(s) for the contract phase will be made with due consideration given to Production and O&S costs - the goal of CAIV. 





The bidders submit their life cycle cost estimates (LCCEs), in accordance with the ALCCO, and during the source selection the Government compares its LCCE to those of the bidders.





�


Careful attention is paid to cost-growth drivers . . . initial estimates and final costs can be made identifying those that were risk-related and those that were not.


�





Once the selection(s) is made the cost/performance trade-off process continues by the CP-IPT after contract(s) award.  This process is characterized by evaluating the medium and high cost-risk items identified in the LCCE and monitoring, mitigating and managing them during the effort.  This requires the use of an Integrated Baseline Review (IBR), earned value management systems, technical performance measures (ideally these are the foundation for the work package and cost account milestones in the earned value systems), cost performance reports, monthly cost projections, technical report reviews and technical interchange meetings to track the occurrence of cost performance.  As cost impacts manifest themselves, actions to address them are developed.  This often requires the use of techniques such as cost/benefit and Design-to-Cost (DTC) analyses to select the most appropriate actions.  Careful attention is paid to cost-growth drivers throughout the period (Continued on next page.)


of performance of the contract so that at its 


conclusion a comparison between initial estimates and final costs can be made identifying those that were risk-related and those that were not.  By paying close attention to risk-driven cost change, those non-risk-driven cost changes are also identified by default, giving the cost analysts a clear distinction, and more importantly, a track of all the factors that drive cost on a contract.  Additionally, with this information future LCCE models can be calibrated to more accurately predict end-of-contract costs.





PRE-RFP STAGE





The Government should convene an Industry Day(s) where all interested offerors can listen to what the Government thinks it wants and ask questions. The Government presents its list of what it considers to be medium and high risk areas during these sessions. The Government should follow-up with one-on-one sessions with interested bidders where it lays out more specifically its medium and high risk areas, technical expectations and the specific criteria for selection.





The Government cost analysts use parametric cost models to estimate the costs of planned programs.  Implementing partnering with Industry means first, the Government program offices should make these cost models available to the potential bidders, with enough characterization to understand them while not violating any proprietary constraints, so that potential bidders can simulate pretty closely what costs the Government will generate. (This availability is not as contested within Government circles as it once was and is now supported by the top leadership of Air Force acquisitions. Since these cost models are fairly stable in number and version, even SCEA and ISPA could be clearinghouses for their distribution.)  Second, the bidders should generate costs that simulate the Government’s position using the Government’s cost models.  (The Government may or may not choose to divulge their exact cost position).  Third, the bidders may come back with explanations about input assumptions that modify the Government’s initial position, most likely suggestions on lowering it, with which the Government may agree.  Fourth, the bidder’s position might be modified slightly upwards to reflect a less success-oriented, and slightly less-optimistic but more realistic perspective.  For example, the bidder may include more risk mitigation due to formally addressing risks with risk reducing actions which raises the cost estimate (See Fig. 1 below).  Fifth, a better mutual understanding of high risk areas may drive a new cost-risk analysis by the Government allowing for the possibility that, in an optimistic scenario, it is possible for the cost to be as low as the modified bidder estimate.  This optimistic scenario may be driven by the reduction of Mil Specs and Standards, the use of Integrated Product and Process Development (IPPD) and Integrated Product Teams (IPTs), the cost efficiencies expected due to process maturity, business practice reforms and the shift to performance specifications as a result of acquisition reform.  The Industry’s optimistic success-oriented perspective is extremely valuable in the credible construction of the overall cost-risk distribution in the era of acquisition streamlining.  Only Industry knows its resources, processes and practices that can achieve the ALCCO well enough to quantify them into a cost position.  Only Industry can therefore credibly explain any differences between a conservative Government cost estimate and its own position. Even though the effects of these acquisition reform initiatives are not yet documented, they can be included as part of the low-end cost possible within the cost-risk evaluation. The trust and teamwork engendered through partnering with Industry should facilitate this interaction. (Continued on next page.)


Initial Cost Partnering With Industry - Sharing Cost Models
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	          Figure 1		


	





POST-CONTRACT AWARD





Within six months after contract award an Integrated Baseline Review (IBR) is conducted by the System Program Director (SPD).  This review is intended to accomplish two major objectives with respect to cost.  First, to ensure a credible baseline is in place that realistically relates the scope of work to the budgets.  Second, to ensure the contractor can successfully implement a valid earned value management system.  During this review the Government engineers can discuss in detail with the contractor managers the risk mitigation and management plans for the medium and high risk areas identified and analyzed during the pre-RFP, RFP and source selection time frames.  Here the partnering with Industry continues with better understanding on both sides of the specific risk mitigation and management plans to be implemented on the medium and high risk areas.  Additionally, the earned value management specialists on the IBR can ensure that the contractor managers understand their earned value management system and that earned value milestones are identified and appropriately supported by Technical Performance Measures (TPM).  The TPM basis ensures that cost impacts due to risks will be reflected accurately in the Cost Performance Reports (CPR).  The CPRs are only as good as the earned value system that backs them up.  Since the Defense Plant Representative Office (DPRO) is represented on the IBR, the SPD can negotiate the earned value system’s integrity measurement metrics for periodic reporting purposes back to the System Program Office (SPO).  Electronically accessing the earned value management system’s products is the preferred approach due to the timesaving efficiencies achieved.


Periodically, total contract cost projections based on performance to date should be made and compared to initial contract phase estimates.  The result should be placed on the initial cost distribution developed during the RFP and source selection time frame and its associated confidence level compared to the Aggressive Cost Objective’s (ACO) confidence level for that 














phase (see Fig. 2 below). This comparison lets the SPD know if he/she is on track to meeting
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Figure 2


that objective as well as the ALCCO The ACO for the contract phase may lie somewhere between the 50% confidence level cost and the point estimate.  Whatever confidence level is associated with that cost is the confidence level to which the program managers have to convince the decision makers they can manage.  They must be able to explain the risks they have identified, the plans they have to mitigate or, at least, manage the risks and cost-risk possible, and demonstrate that they have a structured system for credibly tracking the cost-risk effects of risk mitigation and risk management.  This monitoring system cannot prevent risks from occurring but may enhance the implementation of risk mitigation/management  plans and, at least, will give indications of possible estimates at completion if trends identified continue.  By identifying the possible cost impacts of risks being realized through the use of the earned value management system, its products, TPMs, other technical interchanges, etc., project officers will be more motivated to implement risk mitigation or perhaps change the direction of the mitigation if the present path appears too costly.  The recognition of cost impacts will serve as a focusing mechanism to take action. This cost performance measurement ‘partnering’ between the SPO and the contractor involving technical and earned value products supports this application of CAIV. (Continued on next page.)








POST-CONTRACT





At the conclusion of the effort the actual cost results are posted on the initial cost distribution and confidence levels are compared (see Figure 3).  At this point analysis can be done if the results differ significantly from the projection.  
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Since the cost data was scrutinized carefully for sources of cost growth (or savings), it will be relatively easy to identify in the results the items and areas where cost changes from expectations were driven by technical risk or some other driver.  For example, if requirements changed along the way and caused a growth in cost, this growth should not be attributed to risk-driven cost. Since it is more efficient to collect this cost data during the effort rather than after the fact more accurate cost data on the true drivers of cost will be available.  Partnering is absolutely essential in achieving these results.  The underlying cost performance measurement system has to be implemented properly, the contractor managers must be disciplined in its application, the Government members of the cost IPT have to be kept informed and in constant communication with the contractor managers, technical causes for cost change must be identified promptly and correctly and communicated efficiently.  Cost data thus collected is easily identifiable to all the different causes of cost change, for example, requirements changes, ECOs, schedule recovery and external agency influences (e.g., Congress, Presidential initiatives, high-level DoD decisions, top Air 











Force leadership directives, etc.).  This information is extremely valuable to cost analysts trying to understand why their initial estimates differ from the actual cost results.  Furthermore, cost data thus collected is less expensive, and potentially more accurate, than data collection activities initiated after the conclusion of a contract.  Acquisition Reform Streamlining is thus supported by this cost-saving method of data collection.


References:


1.  CAIV Working Group Report.  Expands on guidance promulgated in the July 19, 1995, memorandum of the Under Secretary of Defense, Acquisition & Technology, (USD(A&T)), subject, “Policy on Cost-Performance Trade-offs.” 





Disclaimer:  The ideas expressed in  this paper are solely the ideas of the  author and should not be construed as official Government policy.
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SCEA welcomes  submission of papers for publication in this newsletter.  Members and non-members interested in publishing papers on any cost related-topic are encouraged to submit them for possible consideration.
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