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EXECUTIVE SUMMARY

OPERATING AND SUPPORT COSTS:

AN ARMY PERSPECTIVE

The purpose of this paper is three—fold . First, the steadily increasing

emphasis placed on Operating and Support (O&S) costs by DOD, and the Army in

particular, is documented and analyzed. Secondly, and with an understanding

of this recent shift in life cycle costing emphasis, four management tech-

niques will be proposed and discussed. It is hypothesized that the utiliza-

tion of these techniques might ultimately lead to an overall reduction in the

life cycle cost of future major weapons systems, particularly O&S costs.

Thirdly and finally, the information and data bank requirements for the

effective implementation of these management techniques will be outlined and

detailed.

It is apparent that the seventies have seen an increasing emphasis placed

on the need to better understand and control weapons systems 0&S costs through-

out the defense establishment. While life cycle cost estimates , including

estimates of the O&S phase of the life cycle, have been a requirement of the

Army for a number of years, proceduralizing of the O&S costing requirement

within the Army only began in 1974. This paper provides a documentation of

the Army ’s development of operating procedures for O&S costing , beginning

with the employment of test guidance in the UTTAS DA Joint Cost Team Indepen-

den t Parametric Cost Estimate (IPCE) of November 1974 through the present.

Subsequent to the development of this background history , four manage-

ment techniques which can be utilized to reduce O&S costs will be proposed.



These are:

• The manager should place early emphasis on and establish O&S cost

goals (1) as management objective, and (2) as parameters to evaluate alter-

native design trade—off s.

• The manager ’s awareness of the management and control of O&S costs

must be conveyed to the (prospective) contractor through (1) Requests for

Proposals (RFP’s) and (2) Source Selection Evaluation Boards.

• The Project Manager should place emphasis on logistics support

planning for existing systems as well as newly initiated systems.

• The manager must develop mechanisms to provide for personnel accounta-

bility for existing systems as well as newly initiated systems.

In order to properly initiate and use these proposed management techniques,

there are at least three informational requirements. These include :

• An accurate baseline on current systems to use as a reference point

to measure the merit and accuracy of O&S costs projected for future weapons

systems.

• Realistic cost estimates for future operations of both existing

systems and systems under development.

• O&S cost goals for existing and new systems, broken out into goals

for functional areas.

Major conclusions reached after this above analysis are that (1) there

• is room for significan t improvement in the management of O&S costs and (2)

a prerequisite to improving O&S costing efforts is the development of a

management information system which provides the information required to

- - ~~~~~ -- -- . ~~~ ‘~~~~~~~~~~~~~~~~ - ‘-~~~~
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more fully understand the impact of O&S costs on total weapons systems costs.
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SECTION I

INTRODUCTION

During the 1960’s, the defense environment began to experience spiralling

increases in costs of new weapon systems. This climate, intensified by

increased scrutiny of federal expenditures for defense, served to focus the

attention of top policy makers within the defense establishment to the

desirability of initiating new and improved management techiques, in order

to better apportion the ever diminishing resources available for weapon

sys ’ 4sitiOn.

cosal was to set up a cost analysis community in each service

that concentrated on developing means of predicting the future cost of systems.

The cost community introduced the life cycle cost concept which viewed new

weapon systems costs sequentially as research and development (R&D), acquisi-

tion (investment) and operating and support (O&S). The primary emphasis over

the years has been on the cost of producing and fielding the system or, In

more accepted terms, on investment, recurring and non—recurring costs. One

of the reasons that estimating emphasis has been in the investment cost arena

is simply because there exists more historical data upon which to base esti-

mates than for any other cost category.

The task of estimating life cycle costs is a formidable one. Ironically,

the operating and support category was assumed the least troublesome. In

actual fact , it has proven to be as difficult or more difficult to estimate

than the acquisition sections of life cycle costing. Other observations with

respect to operating and support costs emerged ; “A 65—35 cost ratio between
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acquisition and O&S had been reversed to 35—65 figure within the past two

decades, and measured against the total defense budget , new weapon system

acquisition spending declined from 30% to 20%, whereas O&S spending increased

rom 20% to 30%.” (26:02)

Both the Office of the Secretary of Defense and Congress have become

emphatic in their demands for full visibility of O&S cost estimates at major

decision points in the weapon system Defense Acquisition Review Committee

(DSARC ) process. Such events drew attention to the need for improvement in

our capability to predict all weapon system O&S costs, expecially during the

system’s mature years as an active component of the weapon system arsenal.

The DEPSECDEF, in February 1976, expressed concern with the continuing

growth of the fraction of the total DOD resources needed to operate and

support weapons. The DEPSECDEF objective is “to achieve an overall reduction

in the fraction of each Service’s outyear budget allocated to O&S cost in the

outyears by focusing now on reducing the O&S costs of the new systems we are

developing”. (16:Bl)

The purpose of this paper is to emphasize the importance of the manage-

ment and control of operating and support costs. The paper details manage—

ment techniques that can be used to reduce O&S costs and the information

required to allow better management and control of these costs



SECTION II

BACKGROUND

The program f or visibility and management of support costs in life cycle

co,. ~ing was ini t iated in 1974 when the Deputy Secretary of Defense established

an OSD Task Group including members from each Service to recommend an approach

and to develop a phased implementation plan regarding visibility and manage-

ment of operating support costs for major weapon systems programs. The Task

Group prepared a FY 75 action plan directing each Service to “Develop a cos t

effective system to identify maintenance and operations costs by weapon sys—

tern”. (15:01)

While life cycle cost estimates had been a requirement in the Army for

a number of years, proceduralizing of the O&S costing requirement within the

Army began in 1974 with the employing of test guidance in the UTTAS DA Joint

Cost Team Independent Parametric Cost Estimate of November 1974. This esti—

mate was essentially based on readily available data. The effort was explora-

tory, designed primarily to test existing data structures and data sources.

Guidance based on lessons learned was first institutionalized in the form of

an Army O&S cost guide in December of that year.

As estimates in the different Army Projec t Offices and Service staffs

attempted to implement the instructions to refine O&S costing, many problems

surfaced. Much difficulty was encountered in develop ing a consensus on wha t

constituted O&S costs for any given system. This definition problem was

compounded by a dearth of historical data upon which to base perceptions of

‘ ‘

~

‘ “



the nature and composition of weapon system related O&S cost.

In recognition of the data problem , the DEPSECDEF established a manage-

ment objective to improve the visibility and management of weapon system

O&S costs. In response to this management objective , on 26 December 1974,

the US Army Chief of Staff issued a Memorandum on Operating and Support Cost

Management Information System (O&S CMIS) for weapon/support systems . During

1975, HQ DA formalized the Army plan for an O&S CMIS. The s’ecific approach

of this plan was the initiation of an O&S cost management i, formation system

to collect specified data for selected systems. The Army plan ~as submitted

and approved in November 1975 and February 1976, respectively.

The plan outlined the development of a system to identify ,  collect and

disseminate operating and support costs for existing major weapon systems.

FY 75 costs for four specific Army aircraft were compiled in accordance with

the O&S CMIS plan and submitted in March 1976. Development of the O&S CMIS

continues.

The guidance for O&S costing continued to be tested during 1975 con-

currently with examinations of what historical costs could be collected.

Extended discussions at all levels began to yieid a consensus within the

Army as to the composition of O&S cost. The third iteration of the December

1974 Cost Guide became DA Pamphlet 11—4, “Operating and Suppor t Cost Guide

for Army Materiel Systems”, in April 1976. As def ined in the Pamphlet , l i f e

cycle operating and suppor t cost is the “sum of all costs resu lting from the

operat ing maintenance and support (including personnel  support) of the weapon

system a f t e r  i t  is accepted into the Army inventory . O&S cost build—up beg ins

-~ ~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~ 5 - ’~~~~~~~~~ — - ‘---- - --
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when the first production equipment enters the active or reserve force

structure either as opera ting uni t equipment or combat crew training”. (06:2—2)

In February 1976, the DEPSECDEF issued the memorandum at Appendix A.

To support his objective of reducing O&S costs, the DEPSECDEF requested each

Service to establish O&S cost goals for  each system in development. The

memorandum also stated that all future DSARC reviews would address the O&S

cost impact of new systems compared to those being replaced or augmented and

efforts which have been made or are required to achieve a new outyear reduc-

tion whenever possible .

Since the issuance of t~ o DEPSECDEF memorandum , the Army has stepped up

its data search and the O&S CMIS working group has recognized the need to

develop a single information system capable of reporting costs on current

systems. This information system is essentially a bottoms up method of cost

estimating. This method attempts to actually go into the field and attribute

costs to specific weapons systems . Another school of thought  in ge t t ing  a

better handle on O&S costs of current weapons systems is the top down approach.

This approach would attempt to capture what actually was spent on O&S of

currently fielded systems by using the existing accounting system and allo-

cating costs to specific systems.

The paper will not compare the two schools of thought on cost estimating

methodologies, but will emphasize managemen t techn iques that can be used to

reduce O&S costs and what information is required to aid better management

and control of the O&S costs. 
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SECTION III

MANAGEMENT TECHNIQUES WHICH MAY BE EMPLOYED
TO RE DUCE OPERATION AND SUPPORT COSTS

In the third section of this report on operation and support cost manage-

ment, four specific management techniques which can be employed to reduce

these significant costs will be detailed and discussed . They have been

developed to overcome some of the past difriculties which have been encoun—

tered by each of the armed services •-i managing O&S costs for major systems

and respond to the current emphasis being placed on this critical phase of

life cycle costing efforts. A prerequisite to the application of these

management techniques is an early awareness by major weapon system develop—

ment managers of the ratio of O&S costs to total costs for the particular

system under development. O&S costs from a par t icular  system can vary f r cm

almost nothing, (e.g., the wooden round concept of the Cannon Launched Guided

Projectile) to a significant section of the total cost (e.g., the XMl tank).

As early as possible, the design parameters which drive O&S costs should be

I 
identified anc~ evaluated in the conceptualization of weapon systems. This

early knowledge is an absolute requirement to affect reduction in O&S costs.

With this awareness, the manager of a system currently in the conceptual

phase of the life cycle of a system can take certain specific steps which

will impac t favorably upon O&S costs.

1. Early emphasis and establishment of O&S cost goals as management

objectives and as parameters to evaluate alternative design trade—of fs.

O&S cost goals should be established early and incorporated in the

Project Manager’s Plan. The cost goals established must be realistic
,6
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measurable , achievable and ones that  are w i th in  the Project  Manager ’s control.

These goals must be realistic in the sense that they must be based on the

true e ’vironment in which the system wi l l  operate ;  that  is , the fielded

environmen t, and thtey must also be realistic in the sense that they are

achievable. The goals must be measurable both in the Development/Test

environment and in the environment in which the system is eventually fielded.

They must be measurable ix’. a Development/Test environment to allow maintaining!

control and trade—off analyses during development. They must be measurable

in the eventual field environment in order to allow tracking and final evalua-

tion of accomplishment. The go~.1s must be within the sphere of the Project

Manager ’s responsibility and control if he is to held accountable for  them.

The goals should be established in terms of cost driving design para-

meters. This will allow the assignment of appropriate design parameter

goals to responsible system/subsystem design organizations . These design

parameter goals must be representative and sensitive to the real operating

environment. Design parameters chosen should be the significant O&S cost

drivers in the fielded environment.

The cost goals and cost driving design parameters should be continually

evaluated in the design phase to minimize life cycle costs and still attain

mission requirements. It must be recognized that minimizing life cycle costs

could mean spending more in R&D or investment to reduce total life cycle

costs. The overriding consideration should be minimum life cycle costs.

These concepts must be recognized at all levels and the Project Manager

given the authority to make these trade—offs. A good example of the trade—

__________
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of fs  possible is the t rade—off  made between R&D and procurement made by the

Stinger Missile Project .  Significant savings in production and O&S costs

were achieved by a minimal increase in R&D costs. Managers should be con-

tinuously alert to this type of cost saving trade—off.

2. The emphasis on management and control of O&S costs must be con—

veyed to the contractor in Requests for Proposals (RFP’s) and source

selection boards.

Af ter establishing goals both in terms of costs and in terms of cost

driving design parame ters , those portions that the contractor will be res-

ponsible for must be conveyed to the contractors. This can be done using

the techniques described below.

Within an RFP and in the source selection agency , the contracting agency

must specify those goals and parameters over which the contractor has control ,

will be responsible, and will be held accountable for. This is necessary for

two reasons. One, the contractor, if unaware at inception of the constraints

developed by O&S costs, might not respond comp le tely in his technical approach ,

which otherwise might have been acceptable. In conjunction , th i s  lack of

awareness might well lead to incompletely costed proposals. Second ly, even

with a partial awareness of O&S cost-c on the part of the experienced defense

contractor, the contractor might misinterpret the scope of performance para-

meters and related 0&S costs as they pertain to the particular system under

examination, thereby leading to cost overruns. Neither situation is desirable

nor is it acceptable to the manager who has fully conceptualized the O&S

costs of his systems . The RFP must contain not only the cost goals and design

. - ~~~~~~~~~~~~~~~~~~~~~~~~~~ — --



parameters , but also must contain all the information (cost factors , opera-

ting factors, etc.) to allow the contractor to fully evaluate the impac t

of design trade—offs and develop complete O&S costs.

The source selection criteria should be completely specified and clearly

described in the RFP. It must be made clear to the contractor that the

reduction of O&S costs is a major objective of the development of future

weapon systems and life cycle costs will be given evaluation weight equal to

mission requirements.

The RFP must contain a complete set of operating cost factors to be used

by the contractor in evaluating the impact of h~ s particular design on O&S

costs. Factors should include tables of pay and allowance , POL costs and

support costs as applicable . The cost factors provided do not necessarily

have to be the actual costc , but should be reasonably close; the main point

is that all contractors must be provided the same factors to assure consis-

tency and faiiness in the source selection evaluation process.

Contractual incentives should be used to meet operation and support cost

goals. Various types of contract formats and structures can incorporate

various contractual incentives in insuring that the prospective contract

will be rewarded for “over—and—above” efforts to reduce the requisite O&S

costs in fielding the system. The manager should stress , to the extent of

his ability , the necessity for building in these O&S specific incentives

and maximize the range of incentives offered. The incentives and the

measuremen ts for accomplishment should be detailed in the RFP .

Potential contractors must demonstrate their capability to assess O&S

~~1 -- ‘- - ‘  
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costs. First, the contractor should be made aware through the RFP that his

proposal must include a complete life cycle cost estimate (including O&S

cost). The first step in evaluating the contractor ’s capability in dealing

with the O&S cost problem is to have the SSEB do an intensive review of the

contractor ’s O&S cost estimate for completeness and reasonableness. Secondly,

the manager in conjunction with the Source Selection Evaluation Board (SSEB)

should evaluate the contractor’s previous performance under incentive—type

contraccs. This review should be performed in order to see if the contractor

responds adequate y to these incentives and has performed up to hoped for

standards. Finally, close scrutiny should be given to the corporate capa—

bilities of the potential contractor in order to ascertain if that contractor

has had any previous experience in evaluating or dealing with the O&S costing

problem. If previous experience is detected , the performance level should

be further examined , either directly through an evaluation of the project ’s

final report or by contacting the contracting agency ’s project officer.

3. Emphasis on logistics support planning for existing systems as well

as new development systems.

Logistics support resources represent a signi f icant  portion of the to ta l

defense and Army budgets. “Control Supply and Maintenance (Program 7), for

example, amounts to approximately $2 billion of the Army ’s annual budget .

L 

The Operations and Maintenance , Army (OMA) account , which is projected at

about $7.4 billion per program year , encompasses both mission forces and

logistics support resources. Even those programs normally considered to be

combat mission—oriented (Program 1 through 6 and 10) contain substantial 

-—-‘—.- 
~~~~~~~~~~~~~~~~~~~
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resources that could be appropriately described as logistical support.

Certain units within the division structure, such as the supply and trans-

portat ion (S&T) battalion, maintenance bat ta l ion and division support command

(DISCOM) are specifically logistic support units, yet they are displayed

within the FYDP as part  of Program 2” ( 10:1—1) In addition , v i r tua l ly  all

other ba t ta l ion—size  units within a division have , as an integral part  of

their organizations, a specifically designated logistic act ivi ty whose func-

tion is supply,  maintenance and t ransportat ion in support of the battalion’s

mission.

The exis t ing programs of the FYDP are s t ruc tured  to contain both mission

and mission support elements so that , in aggregation, it is impossible to

display all resources assigned to each element.  The FYDP programs are not

structured to fac i l i t a te  the extraction, segregation and disp lay of total

logistic support resources as such.

There is, therefore a clear need for identifying logistics support

resources expended and projected by specific program unit , weapon system and

logistic function/subfunction.

The Coneral Research Corporation (CRC) has been tasked by the Army to

study the feasibility of shredding out logistic support specific costs on

existing systems. The objective is “to develop an improved Army logistics

resources data base structure, which will provide a flexible and realistic

means of determining and displaying log istics support resources allocated

to, commanded by and projec ted for specific combat force units and for
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weapon systems”. (10:5—1) This GRC study should be used as a basis to

structure the logistic elements of weapon systems costs for use by logisticians.

Coordination with the GRC effort by Army O&S staff should be maintained to make

maximum use of their efforts in determining data requirements , da ta sources

and data structure.

Given this type of information will enable the Army to shred out the cost

goals which the logistics people are responsible for in terms which they can

control and manage. The logisticiaris can then put the parameters they are

responsible for in the language they understand , can change, impact on and

formulate logistic planning for existing systems as well as planning for

new development systems.

4. Emphasis  on the necessi ty for  personnel a c c o u n t a b i l i t y  fo r  exis t ing

systems as well  as new development systems .

major cost dr iver in operating and support costs is Military Personnel

pay and allowances. It is necessary not only to review Tables of Organiza-

tion and Equipment (TOE) of current systems but conduct early 0 -~n- i occu-

pational special ty analysis for new development systems in order to red uce

the �iilitary Pay and Allowance (MPA) portion of O&S costs.

An in—depth analysis needs to be accomplished that compares batt alion or

weapon unit manning with that designed for and projected for that system. In

other words , is tile Army taking maximum advantage of cost saving parameters

designed for existing systems? This information can be used by the Army to

determine whether a system already fielded that had O&S cost savings actually

realized those savings when fielded , if not , can the TOE be adjusted to

reduce MPA costs without significantly redoing the weapon system mission

accomplishment capabi l i ty?
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In addition to analyzing existing system MPA costs , it is necessary to

impact early in new system development (conceptual phase) to assure maximum

advantage is taken of O&S cost saving designs. This policy was initiated by

the Army Patriot Missile System and the system was designed to reduce overall

O&S costs and specifically MPA costs. The Pat r io t  projec ted  TOE should

result in a cost reduction over the Improved Hawk Missile System it is

replacing.

In addition to analyzing weapon TOE’s, it is necessary to analyze skills

required for currently fielded weapons as well as early analysis of skills

required to operate new development system to assure timely establishment

and implementation of new TOE ’s with optimum skill mixes.  The author has

served in Army missile units where operators were assigned to units with

technical skills required on the replaced system but not on the system they

were assigned to. Operators were not only malassigned , but the Ft. Bliss

Training School was still training the operators for their specific assign-

ment. The loop had not been closed with the training school , informing them

that a particular experience specialty had been designed out of the new

system.

Management emphasis must not only be placed on early TOE and skill

analysis, but on personnel accountability as well , once the system is fielded

to insure the reduct ion in O&S costs planned for  are real ized.  
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SECTION IV

INFORMATION REQUIRED TO ALLOW BETTER MANAGEMENT AND CONTROL OF O&S COSTS

The following four specific types of information are required to allow

better management and control of O&S costs , through the application of the

management techniques discussed in Section III .

1. An accurate baseline on current systems to use as a reference point ,

or yardstick to measure the merit of O&S costs projected for future weapons

systems.

What does i t  really cost to operate today ’s system in the operating

environment?  There are four  techniques available to compute this cost.

The first method would be to account fo r  all costs on a weapon system. This

would mean expanding our current accounting system to break—out costs down

to a specific weapon system level. Secondly, and the method most widely

used , is termed synthesizing . This method is a bottom—up approach of costing

using parametr ics , analogies or engineering estimates fo r  cost est imating.

These techniques are either statistical or rely heavily on sampling theory.

The third method is the allocation method or top down approach to cost

estimating. This involves taking costs at actual aggregate levels and

allocating costs based on relative measures of system usage. In other words,

the costs are available on how much aircraft fuel the Army buys ; using allo-

cation factors, this total would be allocated by aircraft type and eventually

to weapon system level. The fourth technique would be a mix of the three.

This would entail obtaining costs from the existing budgeting/accounting

system to the lowest level possible and then allocating or synthesizing to

14
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the remaining levels.

Whichever method is used , a baseline must be established for each

current ly fielded weapon system in terms of dollars  required per mission

goal specified. The baseline should come as close to c a p t u r i n g  the costs

actually expended in mission accomplishment as possible.

2. Realistic cost estimates for future operations of both existing sys-

tems and systems under development.

Once the baseline is established for a currently existing weapon system

in now—year dollars, it can be used for projecting future costs and cost

reductions, and for actually measuring O&S cos. reductions when you get there.

This may be accomplished by extrapolating the historical baseline costs

into future costs for existing systems after making adjustments for projected

changes in the operating environment. For example , once we know what an

1160 tank costs to operate today, we can project what it will cost in the

future after making changes in the operating scenario , age of the tank, etc.

Once the baseline reference is established , it can be used in the future to

compare actual costs expended.

In add ition to having this baseline to translate existing systems costs

in to projec ted cos ts, it can be used to compute new system baseline and

projected costs for the new system environment. Obtaining this projected

new system costs requires three steps.

• Cost translation of current system baseline costs to operate costs

for the new development system . For example , once we have an M60 tank

baseline , these statistics can be used to develop a baseline estimate for

15
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the XM— l .

• Normalize the costs for the projected environment of the new system.

For example, it may require fewer XM— l tanks to do the same job an M60 tank

does.

• Establish O&S cost goals in terms of reducing the projected baseline.

Since the baseline was established based on the current system , it should be

reduced to obtain the benefit of cost saving design parameters.

3. O&S cost goals for existing and new systems need to be broken out

into goals for functional areas.

Once those goals have been established for existing and new systems, they

need to be broken out into goals for functional areas (operating, personnel,

maintenance , supply, RAM , etc.) and translated into measurable , maintainable

and controllable goals by each function.

This would be more difficult for new development systems than existing

ones. For new systems, in order to impact early in design , the contractor

must be able to translate these future costs from the operating environment

into a design parameter that is measurable in a design development test

environment. He must then be able to translate these parameters back to

operating environment whenever he performs a trade—off analysis to accurately

measure the trade—off on the design parameters.

It is important to obtain the actual costs once the equipment is fielded.

This is important for two reasons. First , to measure the actual accomp lish—

ment of the system in reducing O&S costs. Secondly, the information is

required to improve the cost estimating/goal development for future programs . 

—- - - —- - -
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Thus , a cost tracking system similar to the one developed for Design to

Cost should be designed and implemented for O&S costs. 
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SECTION V

CONCLUS IONS

1. This study concludes that there are substantial areas for improve-

ment in the DOD’s, and particularly the Army ’s, management control of and

reduction of O&S costs. While not fully covering all potential subject

areas , such aspects of O&S cost control should include :

• PM shop and contractor emphasis on O&S costing

• Accountability for O&S costing at project level and in the field

• Development of an accurate and current data base for O&S cost

accounting.

2. Secondly, it is concluded that there are current procedures extant

and operable to implement methods in these operational and informational

areas.

3. Finally, it is concluded that many other aspects of O&S cost manage-

ment must be considered. That is, in order to develop an operating data base ,

collection procedures must be developed and human factor engineering should

be considered.. 

_  _ _ _ _
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SECTION VI

RECOMMENDATIONS

This study made two recommendations . One is that the prepared management

procedures be analyzed and discussed for appropriateness and applicability

at the Project Manager level. Secondly, a current data base should be

developed and made available to those involved in any aspect of O&S costing .

19
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M~~4ORANDUM FOR The Secretaries of the Military Departments

SUBJECT : Reduc tion of Outyear Operating and Support (O&S) Costs

1 am ser iously concc ’rr ied ~iith the continuing growth of the fraction of
the total DoD ra~;ources rn-eded to operate and support our weapons and
the d e c lin e  in f u n d s  for  now veapon procurenent .  A means to increase
real DoD J urch: f in: . potccr is to increa~ c- enph~ sis on cont ro l l ing  the
outycar  c-per a tn~~: and suppor t  costs of weapon sys:ems dur ing  the develop-
ment ~nd acquisi~~~on ph-~sc- both t h r o u~ h attention to design , procurc~ ant ,
and suppor t  p 2 o o n i n ~- . ‘

~
-
~~

- nus t  i c  ye the  dua l obj~~:tivcs of r educing the
f r a c t i o n  of the  out’cor Do~ but -c t  a l lo c a t e d  to ~~apon O&S costs while
at the sou e t ia-?  1C1~ . n t n ~ n i n g  o p er n t i o n -~l rcadiness.

My 16 October 19Th nc-morandu~n to you , ~ub~ ec t :  V i s i bi l i t y  and Man—
- - ageirent of Su;~; or t  Cost. s (~-i~O 9 — 2 )  , de~.cr i b o d  one inp o r t an t  aspect of

this ac tion  p l an  — inpr oving  t h ~- v i s : t b i l i t v  and x ’:o~~~e r c n t  of support
costs. Wh5 J o  I am c on f i d e n t  t h : t  we con o c h i c v c  ;he ability to identif y
and t rack  those costs .  I am e q o - c i l y  c-c- n~~crri:d t ,  - t irl3ufficient at—
tentior. is being p r i c i  to c on t r o l l i o g  ( - \ ‘ c n t u ’d ~- v n ~~ n O~ S costs dur i n ~

- conceptua l , v a l i d o t i o n  and fu l 1--:- c~il c c:’.-~ ic - i : ~~~~ p : ~~~ s of new systers.
My objective is to achieve an overall ret uction in the- fraction of each

• 
~~ 

~~~A(~ Service ’s ou t y c - r ~r hud ~~et ~ l l o c a t d to Or - S  cost in the  out y e a r s  by f ocu s ing
1I2~~ on reduc~ T~j~ the O&S costs of the n’~w ntenc~ o r.re_ devc~ o~j~r~~.—

Specific all y, I an rcqu estin~ t.h;.t each Service. e-~taL1ish O&S cost
targets. for each t ;y~~te~o in dovc-iop~:cnt to support the ~bovc. objective

~JI t~ and foll ow t’p on the achic-~’,-~ i ot Cf such targets. For the n2ar ter :- ,
?-~~~ the a: ~ r- :Iocu ~h n 1d be to idc-n ’~i, f c  in  the  D C P/ I )g .~~C process , the in cre—

mental O~ S cost ir:~~oct of euc ’.h ~~~~~c)rI d~-c -. i , s lc-n (io t e 3  of the O&S cc-st
] t , or - t of  p ~x’nc’:~ r,,-~’lac :- -nL n y  ~~~ I ’  .- 1 t a t i o n  of :1 fu n c t i o n )  , nn~ to
p c r]o :. C - o . .L c -ass t~~c. e~: t - : ~ : t.c ~:~~~ch the  -c~~~~ o~n, 1 r:1~’.-n co l lec~~~’-’ i

to su e-p ort t~ I - - c~oj€- - L i v t . - c’~ ov ci’ i,l. r~-coc t i. on ef ~~~ 0 S r~- I r c -  C . - -

~~~ su;~~- 1 r -  t IL L~ o. .i obj -c - i ‘‘c • !~o’ n - i .  ~- x t- ’~ th ~~OUi — 1,~c~-u r~-~~:i r:’ 
- 
t: - f i

in the o tvec~~s. Such c~- ctld ii rl:u~ n se- :r cl :  fo~ ~~‘re e f f c - -~ ~ve r- : :
t i - ’~~~~ o~~~~~~, ~~~~~- t  ~~~~~~~~~~~

Dod C - i  O 1~~- on I C  ‘.- ~-~~cI~:cn . ~-‘~~ ii i-u- ho ‘.~~ l v  iT)~~J r cn-: - !- ‘ t he  e tc:~t tc-
which  each progr~:n cent  r .~i : t -s to i.h-:- objcdti\ C.

L

- -5  ~~~~~~~~~~~~~~~~~~~~~~~~ 
‘ _ 
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- - The attachment provides guidance i~ the areas ~ 1er ~ a t t e n t i on  ~1:ou1d be
focused fo r  g rea t e s t  p a y o f f .  I expec t this gu i d ance  to be app] fed at

- all levels of the Services and that progress toward m ee tin g  t~~
- ob~ cc—

tive will be reviewec~ at  the hi~;hest levels . I w J l l  n~ ed ycuc full
- 

- support to tnake this po licy succeed . From this t ine , ecich DSARC revie-~z
is to specif ical ly  address the O&S cost impact of ~~~ systems compared
to those to be replaced or auc,mented; and effor~.s ~-‘ hich have bsen wacie

- or are required to achieve a net outyear reduction ~ha icver feasible’.
Within three months I ‘-70u1d like to have your plar.n~ ci •proacli to

~ establishment of O~ S cost goals for all major pro~’c’cv:s rio~ in the DSAfl C
- 

process (with emph asis on those prior to DS/J~C Ii) and t1i~ t’ethodoloçy
~ for an annual  assess~:je.nt of the net O&S cost i : r ;u ~c t  of dc~cisions iii t he

-‘ prior ~:e-ir. The f i r st  such assessm ent could b~ sub~.itted for my review
a year ~~) O ~i~ this date.

w ~-“-‘- ~G
t 

/Vtt ~~~~(’& !

~~ 
~ c.,-~ -.*~” ~~~~~~~ ~ 

ç F t ~ ~ - -

Signed
1,: W. P. Ciementb .~r.
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C f o ~~~~~~ R i  of O u t s ~ . r C’ ; r r~~nr an4~~~ j~j 
- , f ’~-

Scc~J~i: 
Reduc t ion of outy tar o~-c r..t tn~- c~nd u - ~- .tr: costs roc~ -~ rc’~ the

imph-m~ntat 1on c f  a broad p ] c~ of a : t i a n  on ~~-::?ared to atte : :-tfu :~ to
minimize life- cy~ i - coct’- e:’ itidivi d ol pr~a~;rans.

F]annlnr : To c . ”et the  d u a l  c-l-- i c : - t i v e  of reducing the fraction of th~
DoD bud~:n t  a] ’  - : . t & - - .! to ~~~ a~~- n  O - ~ cc’sts while sinultaneously iia;~r o v ir . g
readiness will riquirt - n o-.: i~.tjor initiativ es in w~- apons design and
logistic p]~~a! cc’ I- : - : : - P S  du r i n ~ -t l i  acqoisitica phase. First , f o r
new cr m d  f i~ 2 u c-~ • .~ e t  i : - . a t ’ -J to r-: : la ce  or iLprove on a present
c a p a b i l i t y ,  t— r o t  s’ :-~tt- c O&S c-untr : a r ~~ re.].ci.sJ roliability, maiz La~ n—
ability and ~ r~- cnn .~1 j - o r a : . c i t - rc shou ld  be est:abiinhed during the con-
ceptual I I :- -/ i . ’ ~~ r~- : - - ni.s p m ucc’Ss , and in s-jbseruent Service and -,‘~~~~~

reviews , so a- - t o  ~i L i ~ - -:c nc- i. savings for the outyear O&S bu2~~mt , ~.i,on
con ared to t -  t o r m e n t  st  r u c t u ; e  of ‘oro~j c-ra] elements these new
syst  e’!5K arc ~~-s ~r t - to r .  c - !  - - c t - . Acquisi t i c r -  cf ~i ese new oyster’s ~:i2 I
be gu i d i ~ v t i mc j - i i n c i ~ - ’ cS of 

~ 
51 C’~ 

to Cc ::t (DTC) , whcre p ,~r f or r . o : 2o
requir : ont s wil l h~ tr:o ’-- ’.-~ ~~~~ ~I sched ule n d  cos:. AdditiC-r ’-rri c-n :-hasis
should ic p l acc] on t~ :e F- 5~ -. ; i f i c :~nce of ~~~ c- ::tr in this ~rud0_o rf

pro ccns . Per .‘r -- : c - c - c- ,a I r - r t ~ t h a t  d tve O!~S cos ts ~ h- u 1 J bc iocn t l—
- ‘ 

fic’d au ’i trc ::Ci c~u : i u ; -  ~he 1 ~ 1r o~’~
- c cc . A~~~~r n o t ~ ve Jo~- i st ~~c .onCC ;tS

should i-c -
~~ . - ; S u e d , i m : e l u : m i n g  n o n — ot a nj a r d  p r e a ch e s  which ofter

s ign i f i can t  Cost ad v a n t a g e .

ç In cases where new inissic’n c;t 1 .A b ll it i i  a are od3 -c ~ ra ther t han  being a
modernic’;;lScn of an existing sv ,~t a , c-v t : ry  e f f o r t  shou ld  i— e — : Je to
incorporat ~ c l e m  c 1 m u r o c t t - r i s - t i c~ v~~ich rcn’l ~ct  acu t e  -‘. : e n cs s  of
the necessi ty to mit - I  es-tah1i’h~ d cs ’-- ~n-J .~ ~ I -VICe  targe t C~.S cos t s .

- Part 5cular]~ to icc dis-courn~ - -d is t i - : r~~-h~ - tf  on o~ quanti t iC., and thfs
should be i d e n t i f i e d  wh~ nevcr  it is se iecc~~c- as t~~~ appro ct -:h toward
lowe ~~ O&S costs. It rn-ny be possible to i~~cra tif synten ( -nao ept s  t~~Ot

) can be r- ~rg c’d or modified and develc-; n- .nit s ~- u i d e d  according l y to cou~ ro1
nnd :ceI~ucc O&S costs.

P r o c c d ur o :  Ench Service should c~~tnb l is h  a proec3ure for essessin~
the net  ~m c m  utal O&S coct 5.’-:pact , bo th  for  new pr ogro’~c cud these
presently in the - oc’cui s i t  c:i ph c s e , i t :  or io r  to iro\ ’ide an c- cy ’i tcab lc
aJ.hu-r t ~ -n of c ’~- : i’1 :.i-1~ - f i~- - ::.T r~~. ~‘ t I Y C C .~~ t o  each  - i s s~ en c r . u .  io c c-n c ii
prograr., o - ~e’r~ u S !  I es to I’c:~uce O~i~ r. :cSt s end , i-~ par t i Cu t - :5 , 1. :r ~ :: c : ’o1’,

should i-i -  S - 1 . -u t  i f i  t ’J and  vi :: . c ,u :~ t’i n c - u~-d i~.r ’ I m . : . d 5 \ n ~1, : . - : _ - t ,  . Ic ~~ ‘:

e f f r - r i  iv’’ , h- - -- - v r - ’: , t :~ 4~~ ~~~
- - . . - . ,Y (  ~- ~~~ b~ i - - -

~~ -i ~- -
~th ~

- ~~~~~ ~~~~~~~~~

COr :i t T  c O t  tO r~t c ’ : ( - c-  or 6 - ’ :  n~~t~
- c i- .c~~f~~c r~ - -. ‘ b i l l — c o d fa~~~l ii

La at a npc ’c -  f 5  ‘ t i m e .  ~ p t - c i I . i i’e~~i i-w proc~-- c ’ - r a s  ~ omi ld lu s-t ~h3 S n. d
to os~;-.-~:s ]C- g I n t i C ~~t i  c o n c c -~~:s :omd i icr ’- .’- c : at i o n  c l a n s  ~-- :i th  a ‘‘~~~rw

f ‘ to~
- t~d c - :u - ;  ~~~ S ,- :—pr c -  cc. co:~~~ i~~~ — 5’- cr , r- o — c- ~ .~ntat 5 c-n , an:’ :-;~;-1

c a t i o n  of i n t t - n ~~T~ ’c- s t~s - r dS : : c ~ i on  IC a ! i • ~ve- ; - :  tim:c ’ fn.. c-~. S c - cu - :  ~~~ t~~: t : ~ - — ,~~ .
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Use of EPA : • n O~5 cost 11~ mc<~~~f:e~ clm: :.-eapon de c i , - . ion can he used as
an input to the O&S ont projeci-ic-as in the EPA. As ()&S cost projections
are improved , the EPA can serve as framework for assessing tradeoffs to
meet the broad objectives for cont~ro1ling outycar 0S  Costs.
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