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A. REISSUANCE AND PURPOSE

This Regulation:

1. Establishes a simplified and flexible management framework for translating mission
needs into stable, affordable, and well-managed MDAPs and MAIS Acquisition
Programs;

2. Sets forth mandatory procedures for MDAPs and MAISs and, specifically where
stated, for other than MDAPs or MAISs;

3. Serves as a general model for other than MDAPs or MAISs;

4. Consistent with statutory requirements, authorizes Milestone Decision Authorities
(MDASs) to tailor the procedures as they see fit;

5. Implements DoD Directive 5000.1 (reference (a)), the guidelines of OMB Circular
A-1 091, and current statutes; and,

6. s effective immediately.
Authority to change this Regulation is hereby delegated to the Under Secretary of
Defense (Acquisition and Technology); Director, Operational Test & Evaluation; and Assistant

Secretary of Defense (Command, Control, Communications, and Intelligence). All future
changes shall be jointly signed by these three officials.

B. APPLICABILITY AND PRECEDENCE

This Regulation applies to:

1. The Office of the Secretary of Defense (OSD), the Military Departments, the
Chairman of the Joint Chiefs of Staff, the Unified Combatant Commands, the
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Test and evaluation planning shall begin in Phase 0, Concept Exploration. Both developmental
and operational testers shall be involved early to ensure that the test program for the most
promising alternative can support the acquisition strategy and to ensure the harmonization of
objectives, thresholds, and measures of effectiveness (MOEs) in the ORD and TEMP. Test
and evaluation planning shall address MOEs and measures of performance (MOPs) with
appropriate quantitative criteria, test event or scenario description, resource requirements (e.g.,
special instrumentation, test articles, validated threat targets, validated threat simulators and
validated threat simulations, actual threat systems or surrogates, and personnel), and identify
test limitations.

1. Test planning, at a minimum, shall address all system components (hardware,
software and human interfaces) that are critical to the achievement and
demonstration of contract technical performance specifications and operational
effectiveness and suitability requirements from the ORD.

2. Quantitative criteria shall be phased so as to provide substantive evidence for
analysis of hardware, software and system maturity and readiness to proceed
through the acquisition process. Linkage shall exist among the various MOEs and
MOPs used in the analysis of alternatives or ORD, and test and evaluation; in
particular, the MOEs, MOPs, and criteria in the ORD, the analysis of alternatives, the
TEMP and the APB shall be consistent.

3. Test and evaluation planning must provide for completion of Initial Operational Test
and Evaluation (IOT&E) and Live Fire Test and Evaluation (LFT&E), as required,
before entering full-rate production.

4. Sufficient testing must be conducted on commercial and non-developmental items to
ensure performance, operational effectiveness, and operational suitability for the
military application. However, the test program shall be tailored to recognize
commercial testing and experience.

5. Testing shall be planned and conducted to take full advantage of existing investment
in DoD ranges, facilities, and other resources, wherever practical, unless otherwise
justified in the TEMP. DoDD 3200.11% identifies the major ranges and test facilities.
In addition, the potential environmental impacts associated with testing must be
considered (42 USC §4321-4347°° and EO 12114%).

6. Early testing of prototypes in Phase |, Program Definition and Risk Reduction, and
early operational assessments shall be emphasized to assist in identifying risks.

7. Modeling and simulation shall be an integral part of test and evaluation planning.

A combined developmental test and operational test (DT/OT) approach is encouraged to
achieve time and cost savings. The combined approach shall not compromise either
developmental or operational test objectives. A final independent phase of operational test and
evaluation shall be required for beyond low-rate initial production (LRIP) decisions.

The Director, Operational Test and Evaluation (DOT&E) and the Director, Test, Systems
Engineering and Evaluation (DTSE&E) shall be granted full and timely access to all available
developmental, operational and live fire test and evaluation information.
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3.4.2 Developmental Test and Evaluation

Developmental test and evaluation (DT&E) programs shall:

1. ldentify potential operational and technological capabilities and limitations of the
alternative concepts and design options being pursued;

2. Support the identification of cost-performance trade-offs by providing analyses of
the capabilities and limitations of the alternative concepts and design options
being pursued;

3. Support the identification and description of design technical risks;

4. Assess progress toward meeting Critical Operational Issues, mitigation of
acquisition technical risk, achievement of manufacturing process requirements
and system maturity; )

5. Assess validity of assumptions and conclusions from the analysis of alternatives;

6. Provide data and analysis in support of the decision to certify the system ready
for operational test and evaluation; and,

7. In the case of automated information systems, support an information systems
security certification prior to processing classified or sensitive data and ensure a
standards conformance certification.

The DTS&E shall: (1) assess compliance with the systems engineering practices and
developmental test and evaluation policies and procedures of this Regulation, and (2) ensure
that threat target and simulator acquisitions meet developmental and operational test evaluation
requirements, and perform independent oversight of Component validation processes.

The Director, DISA, through the use of the Joint Interoperability Test Command (JITC)
shall certify to the developmental and operational testing organizations and to the Chairman of
the Joint Chiefs of Staff that C4l systems and equipment meet the applicable requirements for
compatibility, interoperability, and integration based on certification testing.

3.4.3 Certification of Readiness for Operational Test and Evaluation.

The developing agency shall prepare a DT&E Report, and formally certify that the
system is ready for the next dedicated phase of operational test and evaluation to be conducted
by the DoD Component operational test activity. The developing agency shall establish
maturity criteria and performance exit criteria necessary for certification for operational test. In
support of this, risk management measures and indicators, with associated thresholds, which
address performance and technical adequacy of both hardware and software shall be defined
and used on each program. A mission impact analysis of criteria and thresholds that have not
been met shall be completed prior to certification for operational tests.
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3.4.4 Modeling and Simulation
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Defense Agencies, and DoD Field Activities (hereafter referred to collectively as
"DoD Components").

MDAPs and MAIS Acquisition Programs, and, specifically where stated, less-than-
major programs. In some cases, Congress has established mandatory requirements
that apply to more than major defense acquisition programs. For example, 10 USC

'2366% mandates live fire testing for covered systems, major munitions, or missile

programs, as well as related covered product improvements. Some of these
systems may be non-major programs. Thus, whenever this Regulation is
implementing this type of statute, the Regulation applies beyond just MDAPs.

In general, highly sensitive classified programs, cryptologic, and intelligence
programs, shall follow the guidance for other programs, depending on their size.
The MDA shall approve proposed tailoring. The MDA may waive acquisition
documentation requirements, except those required by statute.

C. DEFINITIONS

1.

Defense Acquisition Deskbook. The Defense Acquisition Deskbook is an automated
repository of information that consists of an electronic Desk Reference Set, a Tool
Catalog, and a Forum for the exchange of information. The Reference Set
organizes information into two main categories: mandatory guidance and
discretionary information.

Acquisition Phase. All the tasks and activities needed to bring the program to the
next major milestone occur during an acquisition phase. Phases provide a logical
means of progressively translating broadly stated mission needs into well-defined
system-specific requirements and ultimately into operationally effective, suitable, and
survivable systems. An example of an acquisition phase is Program Definition and
Risk Reduction.

Acquisition Program. A directed, funded effort designed to provide a new, improved
or continuing weapons system or AlS capability in response to a validated
operational need. Acquisition programs are divided into different categories that are
established to facilitate decentralized decision-making, and execution and
compliance with statutory requirements.

Automated Information System (AIS). A combination of computer hardware and
software, data, or telecommunications, that performs functions such as collecting,
processing, transmitting, and displaying information. Excluded are computer
resources, both hardware and software, that are: physically part of, dedicated to, or
essential in real time to the mission performance of weapon systems.

Integrated Product and Process Development (IPPD). A management technique
that simultaneously integrates all essential acquisition activities through the use of
multidisciplinary teams to optimize the design, manufacturing and supportability
processes. |IPPD facilitates meeting cost and performance objectives from product
concept through production, including field support. One of the key IPPD tenets is
multidisciplinary teamwork through Integrated Product Teams (IPTs).




6. Major Automated Information System (MAIS) Acquisition Program. An AlS
acquisition program that is (1) designated by ASD(C3l) as a MAIS, or (2) estimated
to require program costs in any single year in excess of 30 million in fiscal year (FY)
1996 constant dollars, total program costs in excess of 120 million in FY 1996
constant dollars, or total life-cycle costs in excess of 360 million in FY 1996 constant
dollars. MAISs do not include highly sensitive classified programs (as determined by
the Secretary of Defense). For the purpose of determining whether an AlS is a
MAIS, the following shall be aggregated and considered a single AIS: (1) the
separate AlSs that constitute a multi-element program; (2) the separate AlSs that
make up an evolutionary or incrementally developed program; or (3) the separate
AlSs that make up an a multi-component AIS program.

7. Major Defense Acquisition Program (MDAP). An acquisition program that is not a
highly sensitive classified program (as determined by the Secretary of Defense) and
that is: (1) designated by the Under Secretary of Defense (Acquisition and
Technology) (USD(A&T)) as an MDAP, or (2) estimated by the USD(A&T) to require
an eventual total expenditure for research, development, test and evaluation of more
than 355 million in fiscal year (FY) 1996 constant dollars or, for procurement, of
more than 2.135 billion in FY 1996 constant dollars (10 USC 2430°).

8. Major System. A combination of elements that shall function together to produce the
capabilities required to fulfill a mission need, including hardware, equipment,
software, or any combination thereof, but excluding construction or other
improvements to real property. A system shall be considered a major system if it is
estimated by the USD(A&T) to require an eventual total expenditure for RDT&E of
more than 75 million in FY 1980 constant dollars (approximately 140 million in FY
1996 constant dollars), or for procurement of more than 300 million in FY 1980
constant dollars (approximately 645 million in FY 1996 constant dollars) (10 USC
2302(5)").

9. Major Milestone. A major milestone is the decision point that separates the phases
of an acquisition program. MDAP milestones include, for example, the decisions to
authorize entry into the engineering and manufacturing development phase or full
rate production. MAIS milestones may include, for example, the decision to begin
program definition and risk reduction.

10. Milestone Decision Authority (MDA). The individual designated in accordance with
criteria established by the USD(A&T), or by the ASD(C3l) for AlS acquisition
programs, to approve entry of an acquisition program into the next phase.

Additional definitions appear throughout this Regulation, and in a Glossary at
Appendix VII.

D. IMPLEMENTATION

1. This Regulation shall not be supplemented by any DoD Component. Department .
officials shall keep the issuance of any directives, Regulations, policy memoranda,
or regulations necessary to implement the mandatory procedures contained herein




to a minimum. Department officials shall provide copies of all such issuances to the
Under Secretary of Defense (Acquisition and Technology) (A&T)) prior to
publication. Waivers or requests for exceptions to the provisions of this Regulation
shall be submitted to the USD(A&T) via the DoD Component Acquisition Executive
(CAE). Statutory requirements cannot be waived unless the statute specifically
provides for waiver of the stated requirements.

Policy memorandums and proposed changes to individual sections of this
Regulation shall be coordinated with the Director, Acquisition Program Integration
(API) prior to Department-wide staffing of the change. The purpose of this policy is
to maintain administrative control of this Regulation and is not intended to imply any
approval authority on the part of the Director, AP

The policies and procedures described in DoD Directive (DoDD) 5000.1 (reference
(a)) and this Regulation are mandatory. Both DoDD 5000.1 (reference (a)) and this
Regulation are located in the Reference Set of the Defense Acquisition Deskbook.
Discretionary acquisition information, practical advice, and lessons learned are also
located in the Reference Set.

MDAs for other than MDAPs or MAISs shall promulgate mandatory procedures for
those programs unless the Component Acquisition Executive has already
promulgated such procedures. These procedures shall not exceed the requirements
for MDAPs and MAIS Acquisition Programs established in this Regulation (i.e., no
DoD Component shall add mandatory requirements to those specified in this
Regulation).

Unless otherwise directed by the MDA, program documentation prepared in
compliance with the requirements of DoDI 5000.2° or DoDI 8120.2° (both of which
are now being cancelled with this reissuance), as of the date of signature of this
Regulation, shall not be updated solely to satisfy the requirements of this Regulation.
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Part 1
Acquisition Management Process

1.1 Purpose

This Part establishes a general model for managing Major Defense Acquisition
Programs (MDAPs) and Major Automated Information System (MAIS) acquisition programs.
The broad coverage of the general model acknowledges that every acquisition program is
different. Any singutar MDAP or MAIS need not follow the entire process described below.
However, cognizant of this model, the Program Manager (PM) and the Milestone Decision
Authority (MDA) shall structure the MDAP or MAIS to ensure a logical progression through a
series of phases designed to reduce risk, ensure affordability, and provide adequate information
for decision-making that will provide the needed capability to the warfighter in the shortest

practical time.

PMs and MDAs for other than MDAPs or MAISs shall generally adhere to the process
described in this part; however, they shall tailor the process, as appropriate, to best match the
conditions of individual non-major programs.

1.2 Overview of the Acquisition Management Process

The acquisition process shall be structured in logical phases separated by major
decision points called milestones. The process shall begin with the identification of broadly
stated mission needs that cannot be satisfied by nonmateriel solutions. Acquisition program
stakeholders shall consider the full range of alternatives prior to deciding to initiate a new
MDAP or MAIS. Threat projections, system performance, unit production cost estimates, life-
cycle costs, interoperability, cost-performance-schedule trade-offs, acquisition strategy,
affordability constraints, and risk management shall be major considerations at each milestone
decision point, including the decision to start a new program.

At program initiation, and after consideration of the views of the Working-Level
Integrated Product Team (IPT) and Overarching IPT members, the PM shall propose, and the
MDA shall consider for approval, the appropriate milestones, the level of decision for each
milestone, and the documentation needed for each milestone. This proposal shall consider the
size, complexity, and risk of the program. The determinations made at program initiation shall
be reexamined at each milestone in light of then-current program conditions.

1.3 Categories of Acquisition Programs and Milestone Decision Authorities

Upon initiation, size and complexity shall generally categorize acquisition programs.
The categories are:

1. Acquisition Category (ACAT) | (MDAPSs)
2. ACAT IA (MAIS)

3. ACAT Il (major systems)

4. ACAT lll (all other acquisition programs)

A complete description of each ACAT follows.
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1.3.1 ACATI

ACAT | programs are MDAPs. An MDAP is defined as a program estimated by the
Under Secretary of Defense (Acquisition and Technology) (USD(A&T) ) to require eventual
expenditure for research, development, test, and evaluation of more than $355 million (FY 1996
constant dollars) or procurement of more than $2.135 billion (FY 1996 constant dollars), or
those designated by the USD(A&T) to be ACAT | (10 USC §2430').

ACAT | programs have two sub-categories:

1. ACAT ID, for which the MDA is USD(A&T). The “D” refers to the Defense
Acquisition Board (DAB), which advises the USD(A&T) at major decision points.

2. ACAT IC, for which the MDA is the DoD Component Head or, if delegated, the DoD
Component Acquisition Executive (CAE). The “C” refers to Component.

The USD(A&T) designates programs as ACAT ID or ACAT IC.
1.3.2 ACATIA

ACAT |A programs are MAISs. A MAIS is estimated by the Assistant Secretary of
Defense for Command, Control, Communications, and Intelligence (ASD(C3l)) to require
program costs for any single year in excess of $30 million (FY 1996 constant dollars), total
program in excess of $120 million (FY 1996 constant dollars), or total life-cycle costs in excess
of $360 million (FY 1996 constant dollars), or those designated by the ASD(C3l) to be ACAT IA.

ACAT IA programs have two sub-categories:

1. ACAT IAM for which the MDA is the Office of the Secretary of Defense (OSD) Chief
Information Officer (CIO) (formerly the Senior IM Official, the ASD(C3I)). The “M”
refers to Major Automated Information Systems Review Council (MAISRC).

2. ACAT IAC, for which the MDA is the Department of Defense (DoD) Component
Chief Information Officer (ClO) (formerly the Senior IM Official). The “C” refers to
Component.

The ASD(C3I) designates programs as ACAT IAM or ACAT IAC.

The DoD Component is responsible for notifying the USD(A&T) or ASD(C3!) when cost growth
or a change in acquisition strategy results in reclassifying a formerly lower ACAT program as an
ACAT 1 or IA program.

1.3.3 ACATII*

ACAT |l programs are defined as those acquisition programs that do not meet the
criteria for an ACAT | program, but do meet the criteria for a major system. A major system is
defined as a program estimated by the DoD Component Head to require eventual expenditure
for research, development, test, and evaluation of more than $75M in fiscal year (FY) 1980
constant dollars (approximately $140M in FY 1996 constant dollars), or for procurement of
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more than $300M in FY 1980 constant dollars (approximately $645M in FY 1996 constant
dollars) , or those designated by the DoD Component Head to be ACAT II (10 USC §2302(5)%).

The MDA is the DoD CAE.
* Not applicable to ACAT IA.programs.

1.3.4 ACATII

ACAT Il programs are defined as those acquisition programs that do not meet the
criteria for an ACAT |, an ACAT IA, or an ACAT Il. The MDA is designated by the CAE and

shall be at the lowest appropriate level. This category includes less-than-major AlSs.

1.4 Acquisition Phases & Accomplishments

All programs, including highly sensitive classified, cryptologic, and intelligence
programs, shall accomplish certain core activities (described in DoDD 5000.1and in this
Regulation). How these activities are conducted shall be tailored to minimize the time it takes
to satisfy an identified need consistent with common sense and sound business practice.
Some activities apply to ACAT | programs only, not to ACAT IA programs. Other important key
activities for each phase are described in the remainder of this Regulation and will be applied
on a program by program basis through the IPT process.

Tailoring shall give full consideration to applicable statutes. The number of phases and
decision points shall be tailored to meet the specific needs of individual PMs, based on
objective assessments of a program's category status, risks, the adequacy of proposed risk
management plans, and the urgency of the user’s need. Tailored acquisition strategies may
vary the way in which core activities are to be conducted, the formality of reviews and
documentation, and the need for other supporting activities. ACAT Il and Ill program managers
shall work with their decision authorities to tailor any documentation and decision points to the
needs of the individual program.

1.4.1 Determining Mission Needs and ldentifying Deficiencies

All acquisition programs are based on identified, documented, and validated mission
needs. Mission needs result from ongoing assessments of current and projected capability.
Mission needs may seek to establish a new operational capability, to improve an existing
capability, or to exploit an opportunity to reduce costs or enhance performance. DoD
Components shall first try to satisfy mission needs through nonmateriel solutions, such as
changes in doctrine or tactics. If a nonmateriel solution is deemed not feasible, the Component
shall document its considerations and determine whether the potential materiel solution could
result in an ACAT 1 or ACAT IA (see Hierarchy of Materiel alternatives in DoDD 5000.1). If the
potential materiel solution could result in a new ACAT I, the Joint Requirements Oversight
Council (JROC) shall review the documented mission need, determine its validity, and establish
joint potential. If the potential solution could result in a new ACAT IA, the appropriate OSD
Principal Staff Assistant (PSA) or the JROC shall review the documented need, determine its
validity, establish joint potential, and confirm that the requirements defined in DoDD 8000.1°
have been met.
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1.4.2 Phase 0: Concept Exploration

Phase 0 typically consists of competitive, parallel short-term concept studies. The focus
of these efforts is to define and evaluate the feasibility of alternative concepts and to provide a
basis for assessing the relative merits (i. e. advantages and disadvantages, degree of risk) of
these concepts at the next milestone decision point. Analysis of alternatives shall be used as
appropriate to facilitate comparisons of alternative concepts. The most promising system
concepts shall be defined in terms of initial, broad objectives for cost, schedule, performance,
software requirements, opportunities for tradeoffs, overall acquisition strategy, and test and
evaluation strategy.

1.4.3 Phase |: Program Definition and Risk Reduction

During this phase, the program shall become defined as one or more concepts, design
approaches, and/or parallel technologies are pursued as warranted. Assessments of the
advantages and disadvantages of alternative concepts shall be refined. Prototyping,
demonstrations, and early operational assessments shall be considered and included as
necessary to reduce risk so that technology, manufacturing, and support risks are well in hand
before the next decision point. Cost drivers, life-cycle cost estimates, cost-performance trades,
interoperability, and acquisition strategy alternatives shall be considered to include evolutionary
and incremental software development.

1.4.4 Phase ll: Engineering and Manufacturing Development

The primary objectives of this phase are to: translate the most promising design
approach into a stable, interoperable, producible, supportable, and cost-effective design;
validate the manufacturing or production process; and, demonstrate system capabilities through
testing. Low Rate Initial Production (LRIP) occurs while the Engineering and Manufacturing
Development phase is still continuing as test results and design fixes or upgrades are
incorporated.

1.4.4.1 Low Rate Initial Production *

The objective of this activity is to produce the minimum quantity necessary to: provide
production configured or representative articles for operational tests, establish an initial
production base for the system; and permit an orderly increase in the production rate for the
system, sufficient to lead to full-rate production upon successful completion of operational
testing.

LRIP quantities for all ACATs shall be minimized. The MDA shall determine the LRIP
quantity (10 USC §2400") for all ACAT | and Il programs as part of the Engineering and
Manufacturing Development (EMD) approval. The LRIP quantity (with rationale for quantities
exceeding 10% of the total production quantity documented in the acquisition strategy) shall be
included in the first SAR after its determination. The LRIP quantity shall not be less than one
unit and any increase shall be approved by the MDA. When approved LRIP quantities are
expected to be exceeded because the program has not yet demonstrated readiness to proceed
to full-rate production, the MDA shall assess the cost and benefits of a break in production
versus annual buys.
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Note: DOT&E is the decision authority for the number of LRIP articles required for Initial
Operational Test and Evaluation (IOT&E) and for Live Fire Test and Evaluation (LFT&E).

* LRIP is not applicable to ACAT IA programs; however, a limited deployment phase
may be.

1.4.5 Phase lll: Production, Fielding/Deployment, and Operational Support

The objectives of this phase are to achieve an operational capability that satisfies
mission needs. Deficiencies encountered in Developmental Test and Evaluation (DT&E) and
Initial Operational Test and Evaluation (IOT&E) shall be resolved and fixes verified. The
production requirement of this phase does not apply to ACAT IA acquisition programs or
software-intensive systems with no developmental hardware components. During
fielding/deployment and throughout operational support, the potential for modifications to the
fielded/deployed system continues.

1.4.5.1 Operational Support

The objectives of this activity are the execution of a support program that meets the
threshold values of all support performance requirements and sustainment of them in the most
life-cycle cost-effective manner. A follow-on operational testing program that assesses
performance and quality, compatibility, and interoperability, and identifies deficiencies shall be
conducted, as appropriate. This activity shall also include the execution of operational support
plans, to include the transition from contractor to organic support, if appropriate.

1.4.5.2 Modifications

Any modification that is of sufficient cost and complexity that it could itself qualify as an
ACAT | or ACAT IA program shall be considered for management purposes as a separate
acquisition effort. Modifications that do not cross the ACAT 1 or |A threshold shall be
considered part of the program being modified. Modifications may cause a program baseline
deviation. Deviations shall be reported using the procedures in Part 6.

1.4.6 Demilitarization and Disposal

At the end of its useful life, a system must be demilitarized and disposed. During
demilitarization and disposal, the PM shall ensure materiel determined to require
demilitarization is controlled and shall ensure disposal is carried out in a way that minimizes
DoD'’s liability due to environmental, safety, security, and health issues.

1.5 _Milestone Decision Points

The MDA shall establish tailored milestone decision points for each acquisition program
as early as possible in the program life cycle.

1.5.1 Milestone 0: Approval to Conduct Concept Studies

After the JROC validates the mission need for an ACAT | program, the USD(A&T) shall
convene a Milestone 0 DAB to review the mission needs statement (MNS), identify possible
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materiel alternatives, and authorize concept studies, if they are deemed necessary. For ACAT
IA programs, the JROC, or the cognizant OSD PSA, validates the mission need and process
integrity in compliance with DoDD 8000.1°, and the ASD(C3I) convenes a Milestone 0 MAISRC.
A favorable Milestone 0 decision does not yet mean that a new acquisition program has been
initiated.

1.5.2 Milestone I: Approval to Beqgin a New Acquisition Program

The purpose of the Milestone | decision point is to determine if the results of Phase 0
warrant establishing a new acquisition program and to approve entry into Phase |, Program
Definition and Risk Reduction.

At Milestone |, the MDA shall approve the following:

1. Acquisition strategy;

2. Cost as an Independent Variable (CAIV) objectives;

3. Acquisition Program Baseline (APB)(10 USC §2435°, for ACAT 1) and,
4. Phase | exit criteria.

The DOT&E and DTSE&E shall approve the Test and Evaluation Master Plan (TEMP)
(including alternate LFT&E plan, if applicable) for all OSD test and evaluation oversight
programs. If full-up, system-level LFT&E is unreasonably expensive and impractical, a waiver
and a|;cernative LFT&E plan must have been submitted and approved by Milestone Il. (10 USC
§2366°)

1.5.3 Milestone Il: Approval to Enter Engineering and Manufacturing
Development

The purpose of the Milestone Il decision point is to determine if the results of Phase |
warrant continuation of the program and to approve entry into Engineering and Manufacturing
Development (or software engineering and development for a software intensive system). The
LRIP strategy and decision authority shall be considered at this milestone.

At this milestone, the MDA shall approve the following:

Acquisition strategy;

CAIV objectives;

APB (10 USC §2435° for ACAT |);
Phase |l exit criteria; and

LRIP quantities (10 USC §2400°).*

ok wnN=

* Not applicable to ACAT IA programs.

The DOT&E and DTSE&E shall approve the TEMP for all OSD test and evaluation
oversight programs (10 USC §2366'° and §2399").
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1.5.3.1 Approval to Enter LRIP

A favorable LRIP decision authorizes the PM to commence LRIP only. The PM is only
authorized to commence full-rate production with further approval of the MDA. There shall be
normally no more than one decision (i.e. either low-rate or full-rate) at the DAB level.

1.5.4 Milestone lll: Production or Fielding/Deployment Approval

The purpose of the Milestone Ill decision point is to authorize entrance into production
for an ACAT | or into deployment for an ACAT IA program.

At this milestone, the MDA shall approve the following:

1. Acquisition strategy,

2. APB (10 USC §2435'% for ACAT I), and

3. Phase Il exit criteria, if appropriate

Note: The decision to proceed beyond LRIP cannot be finalized until the DOT&E
Beyond LRIP and LFT&E reports are received by the Congressional Defense Committees (10
USC §2399"” & 10 USC §2366').*
* Not applicable to ACAT 1A programs.

1.6 Integrated Product Teams

The Secretary of Defense has directed that the Department perform as many acquisition
functions as possible, including oversight and review, using IPTs. These IPTs shall function in
a spirit of teamwork with participants empowered and authorized, to the maximum extent
possible, to make commitments for the organization or the functional area they represent. IPTs
are composed of representatives from all appropriate functional disciplines working together to
build successful programs and enabling decision-makers to make the right decisions at the right
time. IPTs operate under the following broad principles:

Open discussions with no secrets

Qualified, empowered team members

Consistent, success-oriented, proactive participation
Continuous “up-the-line” communications
Reasoned disagreement

Issues raised and resolved early

OOAWN=

When IPTs include representatives from organizations other than the federal
government, PMs shall comply with the Federal Advisory Committee Act (FACA). In addition,
PMs shall also remember that the participation of a contractor or a prospective contractor on a
IPT should be in accordance with other statutory requirements, such as procurement integrity
rules. Prospective contractor involvement on IPTs shall be reviewed by the Component’s legal
advisor.

! Title 10, United States Code, 2430, Major defense acquisition program defined (these amounts have
been increased pursuant to the statutory notice provided to Congress)
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2 Title 10, United States Code, 2302(5), Definitions

® Department of Defense Directive 8000.1, Defense Information Management (IM) Program, October 27,
1992

4 Title 10, United States Code, 2400, Low-rate initial production of new systems

> Department of Defense Directive 8000.1, Defense Information Management (IM) Program, October 27,
1992

® Title 10, United States Code, 2435, Baseline Description

" Title 10, United States Code, 2366, Major systems and munitions programs: survivability and lethality
testing required before full-scale production

® Title 10, United States Code, 2435, Baseline Description

® Title 10, United States Code, 2400, Low-rate initial production of new systems

'® Title 10, United States Code, 2366, Major systems and munitions programs: survivability and lethality
testing required before full-scale production

" Title 10, United States Code, 2399, Operational test and evaluation of defense acquisition programs
"2 Title 10, United States Code, 2435, Baseline Description

* Title 10, United States Code, 2399, Operational test and evaluation of defense acquisition programs
" Title 10, United States Code, 2366, Major systems and munitions programs: survivability and lethality

testing required before full-scale production
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Part 2
Program Definition

2.1 Purpose

Program definition is the process of translating broadly stated mission needs into a set
of operational requirements from which specific performance specifications are derived. Use of
the mandatory procedures in this part will help ensure that Acquisition Category (ACAT) | and
ACAT IA programs approved to proceed into engineering and manufacturing development, and
ACAT | programs approaching full-rate production, are well-defined and carefully structured to
represent a judicious balance of cost, schedule, and performance; available technology; and
affordability constraints. Not all acquisition programs are initiated in response to a specific
military threat. Economic benefits, new technological opportunities, or other considerations
may cause new programs to be initiated.

2.2 Intelligence Support*

When acquisition programs are initiated in response to a military threat, they shall be
based on authoritative, current, and projected threat information.

1. Threat information, including that contained in program documents, shall be
validated by the Defense Intelligence Agency (DIA) for acquisition programs subject
to review by the Defense Acquisition Board (DAB).

2. Early and continued collaboration among the intelligence, requirements generation,
and acquisition management communities shall be maintained to ensure the timely
availability of validated threat information. This collaboration will include joint
examination of critical threat categories that could significantly influence the effective
operation of the deployed system.

Initial system threat assessments shall be prepared by DoD Components to support
program initiation usually at Milestone |, Approval to Begin a New Acquisition Program, and
maintained in a current and approved or validated status throughout the acquisition process.
These threat projections shall be prepared during each phase for consideration at Milestone
decision points. They shall be system-specific to the degree of system definition at the time the
assessment is made and address the projected threat at IOC and |OC plus ten years.

Minimum elements of the threat assessment are:

1. Key intelligence judgements and significant changes in the threat environment.

2. Operational threat environment, the threat to be countered, the system specific
threat, reactive threat, and technologically feasible threat will form the central body
of the assessment.

3. Fully developed status of the critical intelligence categories. Intelligence production

requirements supporting these categories or the employment of systems shall be
identified early and included in program plans and cost estimates.
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4. Assessment of collection threats to program technologies, impact of technology loss
to programs, and identification of essential technologies critical to program success.

*Normally not applicable to ACAT IA programs.

2.2.1 Evaluation of Command, Control, Communications, Computers,

Intelligence, Surveillance, and Reconnaissance (C4ISR) Support

A C4l support plan shall be prepared for all weapons, systems/programs that interface
with C4l systems. The C4l Support Plan shall include a system description, employment
concept (including targeting, battle damage assessment, and bomb impact assessment
requirements), operational support requirements (including C4l, testing, and training),
interoperability and connectivity characteristics, management, and scheduling concerns. An
evaluation of compatibility, interoperability, integration, and intelligence support for targeting
requirements shall be accomplished for all weapons, systems/programs noted above (see
CJCS MOP 77 and CJCSI 6212.01A). In accordance with CJCS MOP 771, C41SR
requirements shall be reviewed and updated, as necessary, at every milestone decision and
whenever the concept of operations or intelligence requirements change.

2.3 Requirements Evolution

Department of Defense (DoD) Components shall document deficiencies in current
capabilities and opportunities to provide new capabilities in a Mission Need Statement (MNS)
expressed in broad operational terms. The MNS shall identify and describe the mission
deficiency; discuss the results of mission area analysis; describe why non-materiel changes
(i.e., doctrine, tactics, etc.) are not adequate to correct the deficiency; identify potential materiel
alternatives; and describe any key boundary conditions and operational environments that may
impact satisfying the need such as information warfare. The MNS shall be prepared in
accordance with CJCS MOP 77°. System performance objectives and thresholds shall be
developed from, and remain consistent with, the initial broad statements of operational
capability. The requirements shall be refined at successive milestone decision points, as a
consequence of cost-schedule-performance trade-offs during each phase of the acquisition
process.

In the process of refining requirements, key concepts that should be adhered to include:

1. keeping all reasonable options open and facilitating trade-offs throughout the
acquisition process;

2. avoiding early commitments to system-specific solutions, to include avoiding early
commitments to solutions that inhibit future insertion of commercial off-the-shelf
equipment or components;

3. defining requirements in broad operational capability terms; and

4. using minimum acceptable operational performance (thresholds) to establish
operational test criteria.
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At each milestone beginning with program initiation (usually Milestone I), thresholds and
objectives initially expressed as measures of effectiveness or performance and minimum
acceptable requirements for the proposed concept or system shall be documented by the user
or user’s representative in an Operational Requirements Document (ORD) (see Appendix |l).
Thresholds and objectives in the ORD shall consider the results of the analysis of alternatives
and the impact of affordability constraints. Key Performance Parameters (KPPs), validated by
the JROC, shall be included in the appropriate Acquisition Program Baseline (APB) (see 3.2.2).
A KPP is that capability or characteristic so significant that failure to meet the threshold can be
cause for the concept or system selection to be reevaluated or the program to be reassessed or
terminated. KPPs are extracted from the ORD and included in the APB. User or user
representative participation in each acquisition phase is essential.

Thresholds and objectives are defined below. The values for an objective or threshold
and definitions for any specific parameter contained in the ORD, TEMP, and APB shall be
consistent.

1. Threshold. The threshold value is the minimum acceptable value that, in the user’s
judgment, is necessary to satisfy the need. If threshold values are not achieved,
program performance is seriously degraded, the program may be too costly, or the
program may no longer be timely. The spread between objective and threshold
values shall be individually set for each program based on the characteristics of the
program (e.g., maturity, risk, etc.).

2. Objective. The objective value is that desired by the user and which the PM is
attempting to obtain. The objective value could represent an operationally
meaningful, time critical, and cost-effective increment above the threshold for each
program parameter. Program objectives (parameters, and values) may be refined
based on the results of the preceding program phase(s).

2.3.1 Evaluation of Requirements Based on Commercial Market Potential

Researching the potential of the commercial marketplace to meet system performance
requirements is an essential element of building a sound set of requirements. In developing
system performance requirements, DoD Components shall evaluate how the desired
performance requirements could reasonably be modified to facilitate the use of potential
commercial items, components, specifications, standards, processes, technology, and sources.
The results of the evaluation shall be included as part of the initial ORD (10 USC 523773).

2.4 Analysis of Alternatives

An analysis of alternatives shall be prepared and considered at appropriate milestone
decision reviews of ACAT | programs, beginning with program initiation (usually Milestone 1).
For ACAT IA programs, an analysis of alternatives shall be prepared by the PSA for
consideration at Milestone 0. These analyses are intended to:

1. Aid and Document Decisionmaking by illuminating the relative advantages and
disadvantages of the alternatives being considered. Show the sensitivity of each
alternative to possible changes in key assumptions (e.g., threat) or variables (e.g.,
selected performance capabilities). Where appropriate, include discussion of
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interoperability and commonality of components/systems that are similar in function
to other DoD Component programs or Allied programs. The analysis shall aid
decisionmakers in judging whether or not any of the proposed alternatives to an
existing system offer sufficient military and/or economic benefit to be worth the cost.
There shall be a clear linkage between the analysis of alternatives, system
requirements, and system evaluation measures of effectiveness.

Foster Joint Ownership and Afford a Better Understanding of Subsequent Decisions
by early identification and discussion of reasonable alternatives among decision-

makers and staffs at all levels. The analysis is intended to be quantitatively based,
producing discussion on key assumptions and variables.

2.4.1 Preparation Responsibilities

The DoD Component (or PSA for ACAT IA programs) responsible for the mission area
in which a deficiency or opportunity has been identified normally prepares the analysis of
alternatives.

1.

The DoD Component Head (or PSA for ACAT IA programs), or as delegated, but not
the Program Manager (PM), is responsible for determining the mdependent activity
responsible for preparing the analysis.

. The lead DoD Component for a joint program is responsible for ensuring that a

comprehensive analysis is prepared for a joint program. If the single analysis is to
be supplemented by individual DoD Component developed analyses, the lead DoD
Component shall ensure that the assumptions and methodologies used are
consistent across the analyses.

For ACAT ID and ACAT IAM programs, the DoD Component Head or designated
official shall ensure coordination with the Under Secretary of Defense (Acquisition
and Technology) (USD(A&T)) or Assistant Secretary of Defense (Command,
Control, Communications and Intelligence) (ASD(C3l)) staff, the Joint Staff (or PSA)
staff, the DOT&E staff, and the Director, Program Analysis & Evaluation (PA&E)
staff takes place early in the development of the alternatives analysis. The staffs
can make valuable contributions by ensuring that the full range of alternatives is
considered; organizational and operational plans are developed with input from the
Commanders in Chief of the Unified Commands and are consistent with U.S. military
strategy; and joint-service issues, such as interoperability, security, and common
use, are addressed. To form the basis for development of an analysis plan, the
Director, PA&E shall prepare guidance for the analysis of alternatives in coordination
with the offices listed above. This guidance shall be issued by USD(A&T) or
ASD(CI).

2.4.2 Milestone Decision Reviews

Normally, the DoD Component completes the analysis for ACAT | programs and
documents its findings in preparation for a program initiation decision (usually Milestone 1). The
Milestone Decision Authority (MDA) may direct updates to the analysis for subsequent decision
points, if conditions warrant. For example, an analysis of alternatives may be useful in
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examining cost performance trades at Milestone |l. An analysis of alternatives is unlikely to be
required for Milestone lll, unless the program or circumstances (e.g., threat, alliances, operating
areas, technology) have changed significantly. If the MDA determines that an analysis of
alternatives is required for ACAT IA programs after Milestone 0, the PM shall incorporate the
analysis into the cost/benefit element structure and process described in 3.5.1.

2.5 Affordability

These procedures establish the basis for fostering greater program stability through the
assessment of program affordability and determination of affordability constraints.

1. Individual program plans and strategies for new acquisition programs shall be
consistent with overall DoD planning and funding priorities.

2. Affordability shall be assessed at each milestone decision point beginning with
program initiation (usually Milestone I). No acquisition program shall be approved to
proceed beyond program initiation unless sufficient resources, including manpower,
are programmed in the most recently approved Future Years Defense Program
(FYDP), or will be programmed in the next Program Objective Memorandum (POM),
Budget Estimate Submission (BES), or President’s Budget (PB).

3. Cost Analysis Improvement Group (CAIG) reviews shall be used to ensure cost data
of sufficient accuracy is available to support reasonable judgments on affordability
for ACAT | programs. The manpower estimate for the program shall address
manpower affordability in terms of military end-strength and civilian work years. The
Cost/Performance IPT (CPIPT) shall ensure that cost and benefit data of sufficient
accuracy is available to support reasonable affordability judgments for ACAT IA
programs.

4. DoD Component Heads shall consult with the USD(A&T) or the ASD(C3l), as
appropriate, on program objective memoranda (POM) and budget estimate
submissions (BES) that contain a significant change in funding for, or reflect a
significant funding change in, any program subject to review by the DAB or Major
Automated Information Systems Review Council (MAISRC). This consultation shall
be accomplished prior to submission of the POM or BES to the Secretary of
Defense, as specified in the USD(A&T) Charter, DoDD 5134.1*.

2.5.1 Full Funding of Acquisition Programs Reviewed by the DAB or MAISRC

When the DAB or MAISRC reviews a program, the DoD Component Head responsible
for the program shall submit to the USD(A&T) or ASD(C3lI) the funding for that program
contained in the FYDP most recently approved by the Secretary of Defense. The DoD
Component Head shall also provide a description of the best possible acquisition strategy that
could be implemented with the currently approved program funding along with the preferred
DoD component approach if they are different.

If, after the DAB or MAISRC has reviewed the program, the USD(A&T) or ASD(C3I)
conciudes that the FYDP funding for the program will not support the program as presented to
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the DAB or MAISRC, the DoD Component Head shall commit to incorporate appropriate
funding in the next FYDP update.

2.6 Supportability

Supportability factors are integral elements of program performance specifications.
However, support requirements are not to be stated as distinct logistics elements, but instead
as performance requirements that relate to a system’s operational effectiveness, operatlonal
suitability, and life-cycle cost reduction.

2.7 Advanced Concept Technology Demonstrations (ACTDs)

ACTDs are a means of demonstrating the use of mature technology to address urgent
military needs. ACTDs themselves are not acquisition programs, although they are designed to
provide a residual, usable capability upon completion. If the user determines that additional
units are desired beyond the residual capability and that these units can be funded, the
additional buys shall constitute an acquisition program with an acquisition category generally
commensurate with the dollar value and risk of the additional buy. The nature of the acquisition
program will depend on what additional development, if any, is needed upon completion of the
ACTD, (e.g., an ACTD may result in an acquisition program with a short EMD phase or no EMD
phase, depending on the modifications necessary to meet the needs of the user).

' €JCS Memorandum of Procedure (MOP) 77, Requirement Generation System Policies and Procedures
2 cJCS Memorandum of Procedure (MOP) 77, Requirement Generation System Policies and Procedures
% Title 10, United States Code, 2377, Preference for acquisition of commercial items

* Department of Defense Directive 5134.1, “Under Secretary of Defense for Acquisition and Technology,”
June 8, 1994 (Change 1)
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Part 3
Program Structure

3.1 Purpose

The purpose of this part is to identify the elements that are necessary to structure a
successful program. These elements are contained in strategies that are proposed by the
Program Manager (PM) and approved by the Milestone Decision Authority (MDA) or other
appropriate authority. Properly tailored program strategies form the basis for sound
management, and provide an historical record of the program’s maturation and decision
process. Program strategies are based on the exercise of good judgment and common sense,
and include innovative ways to achieve program success.

The elements identified in this part address what the program will achieve (program
goals), how the program will be developed and/or procured (acquisition strategy), how the
program will be evaluated against what was intended (test and evaluation), and what resources
will be needed for the program (life-cycle resource estimates).

3.2 Program Goals

Every acquisition program shall establish program goals for the minimum number of
cost, schedule, and performance parameters that describe the program. These program goals
shall be identified as objectives and thresholds.

3.2.1_Objectives and Thresholds

Each parameter shall include both an objective and a threshold value (see 2.3). If no
objective is specified, the threshold value shall be the objective value. Threshold values shall be
individually set for each program based on the characteristics of the program (e.g., maturity,
risk, etc.). [f the threshold values are not otherwise specified, the threshold value for
performance shall be the same as the objective value, the threshold value for schedule shall be
the objective value plus six months for ACAT | and three months for ACAT IA, and the threshold
value for cost shall be the objective value plus 10 percent. Cost, schedule, and performance
may be traded-off (see 3.3.2.1 for procedures) within the range between the objective and the
threshold (known as the “trade space”) without obtaining MDA approval. Trade-offs outside the
trade space may not be made without the approval of the MDA and ORD approving authority.

In addition, key performance parameters validated by the JROC or by a PSA may not be
traded-off without JROC approval or PSA review.

3.2.2 Acquisition Program Baselines

Every acquisition program shall establish an Acquisition Program Baseline (APB) to
document the cost, schedule, and performance objectives and thresholds of that program
beginning at program initiation. Performance shall include supportability and, as applicable,
environmental requirements. For Acquisition Category (ACAT) | programs, the APB
implements the requirement in 10 USC §2220(a)(1)1 and §2435 beginning at Milestone I. The
format for the APB is included in the Consolidated Acquisition Reporting System (CARS) (see

Appendix |).

Part 3




3.2.2.1 Preparation and Approval

The PM, in coordination with the user, shall prepare the APB at program initiation for
ACAT | and ACAT IA programs, at each subsequent major milestone decision, and following a
program restructure or an unrecoverable program deviation. The Program Executive Officer
(PEO) and the Component Acquisition Executive (CAE), as appropriate, shall concur in the
APB. The MDA shall approve the APB. For ACAT | and ACAT IA programs, the MDA shall not
approve the APB without the coordination of the Under Secretary of Defense (Comptroller) (10
uUscC §2220(a)(2)3) and the Joint Requirements Oversight Council (JROC) or, in the case of
ACAT IA programs, the Principal Staff Assistant (PSA) in place of the JROC (where applicable).

3.2.2.2 APB Content

The APB shall contain only the most important cost, schedule, and performance
parameters. The most important parameters are those that, if the thresholds are not met, the
MDA would require a reevaluation of alternative concepts or design approaches. The total
number of cost, schedule, and performance parameters in an APB shall be limited as described
below. The values of the parameters shall represent the program as it is expected to be
produced or deployed.

1. Performance. The specificity and number of performance parameters evolve as the
program is better defined. At Milestone |, performance parameters shall be defined
in broad terms. Measures of effectiveness or measures of performance shall be
used in describing needed capabilities early in a program. More specific program
parameters shall be added as necessary to the APB as the program requirements
become better defined. The total number of performance parameters shall be the
minimum number needed to characterize the major drivers of operational
effectiveness and suitability, schedule, technical progress, and cost. This minimum
number shall include the key performance parameters described in the ORD and
validated by the JROC for inclusion in the APB (see 2.3). The value of an objective
or threshold in the APB shall not differ from the value for a like objective or threshold
in the ORD. In addition, the definitions for like parameters in the APB and ORD shall
be consistent. These performance parameters may not completely define
operational effectiveness or suitability. Therefore, the MDA may add additional
performance parameters not validated by the JROC. For AlIS programs, an
important performance parameter may involve economic benefit or return on
investment.

2. Schedule. The schedule parameters shall include program initiation, major
milestone decision points, initial operating capability, and any other critical system
events. These specific other critical events shall be proposed by the PM and
approved by the MDA for each program.

3. Cost. The cost parameters shall be limited to Research, Development, Test and
Evaluation (RDT&E) costs; procurement costs; military construction costs; the costs
of acquisition items procured with operations and maintenance funds, if applicable;
total quantity (to include both fully configured development and production units);
average unit procurement cost (defined as the total procurement cost divided by
total procurement quantity); program acquisition unit cost (defined as the total of all
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acquisition related appropriations divided by the total quantity of fully configured end
items); and any other cost objectives designated by the MDA, (e.g., life-cycle cost
objective -- see 3.3.3); all in base year dollars. As the program progresses through
later acquisition phases, procurement costs shall be refined based on contractor
actual (or return) costs from program definition and risk reduction, engineering and
manufacturing development, or from initial production lots. In all cases, the cost
parameters shall reflect the total program and be realistic cost estimates, based on a
careful assessment of risks and realistic appraisals of the level of costs most likely to
be realized. The amount budgeted shall not exceed the total cost threshold
estimated in the APB. For ACAT IA programs, the ACAT | cost parameters apply,
with the addition of military pay and Defense Business Operations Fund (DBOF).

No funds shall be obligated for an ACAT | program after that program enters
engineering and manufacturing development or production and deployment until an APB has
been approved by the MDA, unless the USD(A&T) has specifically approved the obligation, in
accordance with 10 U.S.C. §2435(b)".

3.2.3 Exit Criteria

MDAs shall use exit criteria to establish goals for ACAT | (10 USC §2220(a)(1)) ® and
ACAT IA programs during an acquisition phase. At each milestone review, the PM shall
propose exit criteria appropriate to the next phase of the program. The MDA shall approve the
exit criteria. Exit criteria will normally be selected to track progress in important technical,
schedule, or management risk areas. The exit criteria will serve as gates that, when
successfully passed or exited, demonstrate that the program is on track to achieve its final
program goals and should be allowed to continue with additional activities within an acquisition
phase or be considered for continuation into the next acquisition phase. Exit criteria are not
part of the APB and are not intended to repeat or usurp the minimum required
accomplishments for each phase contained in the APB or this Regulation. They do not cause
program deviations. Exit criteria are some level of demonstrated performance (e.g., a level of
engine thrust), the accomplishment of some process at some level of efficiency (e.g.,
manufacturing yield) or successful accomplishment of some event (e.g., first flight), or some
other criterion (e.g., establishment of a training program or inclusion of a particular clause in the
follow-on contract) that indicates that aspect of the program is progressing satisfactorily. Exit
criteria are documented in the ADM. The Defense Acquisition Executive Summary (DAES)
report shall be the mechanism for status reporting of exit criteria for ACAT | programs. The
MAIS Quarterly Report shall be the mechanism for status reporting of exit criteria for ACAT IA
programs.

3.3 Acquisition Strategy

Each PM shall develop and document an acquisition strategy that shall serve as the
roadmap for program execution from program initiation through post-production support. A
primary goal in developing an acquisition strategy shall be to minimize the time and cost of
satisfying an identified, validated need, consistent with common sense and sound business
practices. The acquisition strategy shall evolve through an iterative process and become
increasingly more definitive in describing the relationship of the essential elements of a
program. Essential elements in this context include, but are not limited to, sources, risk
management, cost as an independent variable, contract approach, management approach,

3
Part 3




environmental considerations, and source of support. The PM shall also address other major
initiatives that are critical to the success of the program.

The acquisition strategy shall include the critical events that shall govern the
management of the program. The event-driven acquisition strategy shall explicitly link program
decisions to demonstrated accomplishments in development, testing, initial production, and life-
cycle support. The events set forth in contracts shall support the appropriate exit criteria for the
phase, or intermediate development events, established for the acquisition strategy.

The acquisition strategy shall be tailored to meet the specific needs of individual
programs, including consideration of incremental (block) development and fielding strategies.
The benefits and risks associated with reducing lead time through concurrency shall be
specifically addressed in tailoring the acquisition strategy. In tailoring an acquisition strategy,
the PM shall address the management requirements imposed on the contractor(s).

The PM shall initially develop the acquisition strategy at program initiation (usually
Milestone I), and shall keep the strategy current by updating it whenever there is a change to
the approved acquisition strategy or as the system approach and program elements are better
defined. The PM shall develop the acquisition strategy in coordination with the Working-level
Integrated Product Team. The PEO and CAE, as appropriate, shall concur in the acquisition
strategy. The MDA shall approve the acquisition strategy prior to release of the formal
solicitation. This approval shall usually precede the milestone review, except at program
initiation when the strategy shall usually be approved as part of the initial milestone decision
review.

3.3.1 Sources

In developing and updating the acquisition strategy, the PM shall consider all
prospective sources of supplies and/or services that can meet the need, both domestic and
foreign. Commercial and non-developmental items shall be considered as the primary source
of supply. The PM, through the use of Integrated Product Teams (IPTs), shall include in the
consideration the national policies on contracting and subcontracting with small business (15
USC §644(a) & (j)s), small and disadvantaged business (15 USC §637(d)(4)-(6)7), women-
owned small business (PL 100-5338), and labor surplus areas (15 §USC 644(d)9). Alternatives
considered to secure participation of these entities as prime contractors in the initial or later
phases of the life cycle will be addressed. In addition, strategies to ensure participation at the
subcontract levels will be developed.

3.3.1.1 Commercial and Non-Developmental ltems

Market research and analysis shall be conducted to determine the availability and
suitability of existing commercial and non-developmental items prior to the commencement of a
development effort, during the development effort, and prior to the preparation of any product
description. The PM shall define requirements (including hardware, software, standards, data,
and automatic test systems) in terms that enable and encourage offerors to supply commercial
and non-developmental items and provide offerors of commercial and non-developmental items
an opportunity to compete in any procurement to fill such requirements. The PM shall require
prime contractors and subcontractors at all levels to incorporate commercial and non-
developmental items as components of items supplied and modify requirements to the
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maximum extent practicable, to ensure that the requirements can be met by commercial and
non-developmental items (10 USC §23771°). For ACAT | and IA programs, while few
commercial items meet requirements at a system level, numerous commercial components,
processes, and practices have application to DoD systems. Commercial items supplied shall be
based on non-government standards and commercial item descriptions to the maximum extent
practicable. Preference shall be given to the use of commercial items first and non-
developmental items second. However, the overriding concern is to use the most cost-effective

source of supply.

A commercial item is defined as any item, other than real property, that is of a type
customarily used for nongovernmental purposes and that: (1) has been sold, leased, or
licensed to the general public; or, (2) has been offered for sale, lease, or license to the general
public; or any item that evolved through advances in technology or performance and that is not
yet available in the commercial marketplace, but will be available in the commercial
marketplace in time to satisfy the delivery requirements under a Government solicitation. Also
included in the definition are services in support of a commercial item, or a type offered and
sold competitively in substantial quantities in the commercial marketplace based on established
catalog or market prices for specific tasks performed under standard commercial terms and
conditions; this does not include services that are sold based on hourly rates without an
established catalog or market price for a specific service performed (FAR 2.101”).

A modified commercial item is any item with modifications of a type customarily
available in the commercial marketplace or minor modifications of a type not customarily
available in the commercial marketplace made to meet Federal Government requirements.
Such modifications are considered minor if the change does not significantly alter the
nongovernmental function or essential physical characteristics of an item or component,
change the purpose of the process. Factors to be considered in determining whether a
modification is minor include the value and size of the modification and the comparative value
and size of the final product. Dollar values and percentages may be used as guideposts, but
are not conclusive evidence that a modification is minor.

A non-developmental item is: (1) any previously developed item of supply used
exclusively for governmental purposes by a Federal Agency, a State or local government, or a
foreign government with which the United States has a mutual defense cooperation agreement;
(2) any item described in (1) that requires only minor modification or modifications of the type
customarily available in the commercial marketplace in order to meet the requirements of the
procuring department or agency; or (3) any item described in (1) or (2) solely because the item
is not yet in use (FAR 2.101"%).

Use of commercial or non-developmental items does not exempt the PM from complying
with environmental requirements, unless exempted by statute.

3.3.1.2 Dual Use Technologies and Use of Commercial Plants

The PM shall develop an acquisition strategy that encourages offerors to employ dual
use technologies or commercial plants and supplies for defense-unique items, to the maximum
extent practicable. Dual use technologies are defined as technologies with both a military and a
civil application. Market research and analysis should be conducted to identify and evaluate
possible dual use technologies and commercial suppliers throughout research and
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development. Contractors should also be encouraged to integrate military production into
commercial production to the maximum extent possible. Finally, system design should facilitate
the incorporation and insertion of leading edge dual use technologies and commercial suppliers
through the system’s life cycle.

3.3.1.3 Industrial Capability

The PM shall structure the acquisition strategy to promote sufficient program stability to
encourage industry to invest, plan and bear risks. Program needs shall be met through reliance
on a national technology and industrial base sustained primarily by commercial demand, and
minimize the need for new defense-unique industrial capabilities. Foreign sources and
international cooperative developments shall be used where advantageous and within
limitations of the law (DFARS Part 225™).

The program acquisition strategy shall analyze the industrial capability to design,
develop, produce, support and, if appropriate, restart the program (10 USC §2440'%). This
analysis shall identify DoD investments needed to create new industrial capabilities, and the
risks of industry being unable to provide program manufacturing capabilities at planned cost
and schedule. Prior to production termination, Components shall take actions to ensure there
will be adequate industrial capabilities and capacity to meet post-production operational needs.
Actions shall address product technology obsolescence, replacement of life limited items, and
regeneration options for unique manufacturing processes.

When there is an indication that industrial capabilities needed by DoD are in danger of
being lost, Components shall perform an analysis to determine whether government action is
required to preserve an industrial capability vital to national security. Additional guidance on
performing this analysis is found in the Acquisition Deskbook.

3.3.2 Cost, Schedule, and Performance Risk Management

The PM shall establish a risk management program for each acquisition program to
identify and control performance, cost, and schedule risks. The risk management program shall
identify and track risk drivers, define risk abatement plans, and provide for continuous risk
assessment throughout each acquisition phase to determine how risks have changed. Risk
reduction measures shall be included in cost-performance trade-offs, where applicable. The
risk management program shall plan for back-ups in risk areas and identify design requirements
where performance increase is small relative to cost, schedule, and performance risk. The
acquisition strategy shall include identification of the risk areas of the program and a discussion
of how the PM intends to manage those risks.

3.3.3 Cost as an Independent Variable (CAIV)

The acquisition strategy shall address methodologies to acquire and operate affordable
DoD systems by setting aggressive, achievable cost objectives and managing achievement of
these objectives. Cost objectives shall be set to balance mission needs with projected out-year
resources, taking into account anticipated process improvements in both DoD and defense

industries.
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3.3.3.1 Cost/Performance Tradeoffs

The best time to reduce life-cycle costs is early in the acquisition process. Cost
reductions shall be accomplished through cost/performance tradeoff analyses, which shall be
conducted before an acquisition approach is finalized. To facilitate that process, the
Overarching IPT (OIPT) for each ACAT | and ACAT IA (as required) program shall establish a
Cost/Performance IPT (CPIPT). The user community shall have representation on the CPIPT.
Industry representation, consistent with statute and at the appropriate time, shall also be
considered.

Upon approval of a MNS (see 2.3), an approach shall be formulated to set and refine
cost objectives. By program initiation (usually Milestone ), each ACAT | and ACAT IA PM shall
have established life-cycle cost objectives for the program through consideration of projected
out-year resources, recent unit costs, parametric estimates, mission effectiveness analysis and
trades, and technology trends. A complete set of life-cycle cost objectives shall include
RDT&E, production, operating and support, and disposal costs. At each subsequent milestone
review, cost objectives and progress towards achieving them shall be reassessed.

Maximizing the PM’s and contractors’ flexibility to make cost/performance tradeoffs
without unnecessary higher-level permission is essential to achieving cost objectives.
Therefore, the number of threshold items in requirements documents and acquisition program
baselines shall be strictly limited, the threshold values shall represent true minimums, and
requirements shall be stated in terms of capabilities, rather than technical solutions and
specifications. RFPs shall include a strict minimum number of critical performance criteria that
will allow industry maximum flexibility to meet overall program objectives. Cost objectives shall
be used as a management tool. The source selection criteria communicated to industry should
reflect the importance of developing a system that can achieve stated production and life-cycle
cost thresholds.

The CPIPT (normally led by the PM or the PM’s representative) shall be empowered to
recommend to the PM performance or engineering and design changes as long as the
threshold values in the Operational Requirements Document (ORD) and APB can be achieved.
If the changes require ORD/APB threshold value changes, the leader of the CPIPT shall notify
the PM and the OIPT leader. The PM shall ensure that the changes are brought before the
ORD and/or APB approval authorities for decision. The CPIPT shall have responsibility for
integrating and evaluating all cost performance trade-offs analyses conducted.

While the approach outlined here applies to ACAT | and ACAT IA programs, the same
principles may be applied to other programs at the discretion of the CAE.

3.3.3.2 Cost Management Incentives

RFPs shall be structured to incentivize the contractor to meet or exceed cost objectives.
Whenever applicable, risk reduction through use of mature processes shall be a significant
factor in source selection. For industry, competition to win business, along with attendant
business profit, is by far the most powerful incentive. Therefore, competition shall be
maintained for as long as practicable in all acquisition programs.
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Incentives shall be applied to both Government and industry to achieve the objectives of
cost as an independent variable. Awards programs (both monetary and non-monetary) and
“shared savings” programs shall be used creatively to encourage the generation of cost-saving
ideas for all phases of life-cycle costs. Incentive programs shall target both individuals and
teams in both government and industry. Incentives shall stress up-front investments to
minimize production and/or operation and support costs, where applicable.

3.3.4 Contract Approach

The acquisition strategy shall discuss the types of contracts contemplated for each
succeeding phase, including considerations of risk assessment, reasonable risk-sharing by
Government and contractor(s), and the incentive structure for contractors to decrease cost.
The strategy shall specify if options are to be used for future requirements. Fixed price
development contracts of $25 million or more or fixed price type contracts for lead ships shall
not be used without the prior approval of the USD(A&T) (DFARS 235.00615). Multiyear
contracting shall be considered for full rate production and implemented when the requirements
of FAR 1 7.1"® are satisfied. Multiyear contracting shall be done in accordance with 10 USC
§2306b .

3.3.4.1 Competition

PMs and contracting officers shall provide for full and open competition, unless one of
the limited statutory exceptions apply (FAR 6.318). PMs and contracting officers shall use
competitive procedures best suited to the circumstances of the acquisition program. The
acquisition strategy for all acquisition programs will describe plans to achieve competition in all
increments and life-cycle phases. Competitive prototyping, competitive alternative sources, and
competition with other systems that may be able to accomplish the mission shall be used where
practicable.

The PM shall consider component breakout. The acquisition strategy shall address
component breakout plans and shall include rationale justifying the component breakout
strategy (DFARS Appendix D19). Component breakout shall be considered on every program
and shall be done when there are significant cost savings (inclusive of Government
administrative costs), when the technical or schedule risk of furnishing government items to the
prime contractor is manageable, and when there are no other overriding Governmental
interests (e.g., industrial capability considerations). Components considered for breakout shall
be listed, and a brief rationale (based on supporting analyses from a detailed component
breakout review (which shall not be provided to the MDA unless specifically requested)) for
those major components where a decision was made not to breakout shall be provided. A
decision not to break out any components shall also require justification.

The Head of each DoD Component with acquisition responsibilities shall designate a
competition advocate for the Component and in each procurement activity as a resource to help
the Component Head to achieve a competitive environment and promote the acquisition of
commercial items (41 USC §41 8%° and 10 USC §231821). The DoD Competition Advocate and
the Competition Advocates in the Military Departments shall be at the general/flag officer rank
or the senior executive service level (10 USC§231822). The advocate for competition for each
procuring activity shall be responsible for promoting full and open competition, promoting the
acquisition of commercial items, and challenging barriers to such acquisition, including such

8
Part 3




barriers as unnecessarily restrictive statements of need, unnecessarily detailed specifications,
and unnecessarily burdensome contract clauses.

3.3.4.2 Best Practices

The PM shall avoid imposing government-unique requirements that significantly
increase industry compliance costs. Examples of practices designed to accomplish this
direction include: IPPD performance-based specifications, management goals, reporting and
incentives; open systems approach (that emphasizes commercially supported practices,
products, specifications, and standards); replacement of government-unique management and
manufacturing systems with common, facility-wide systems; realistic cost estimates and cost
objectives, adequate competition among viable offerors; best value evaluation and award
criteria; use of past performance in source selection, results of software capability evaluations;
government-industry partnerships; and the use of pilot programs to explore innovative
practices. The use of best practices shall be addressed at each milestone review.

3.3.4.3 Cost Performance

The purpose of cost/schedule control systems criteria (C/SCSC) is to provide the
contractor and the Government PMs with accurate data to monitor execution of their program
and to:

1. Preclude the imposition of specific cost and schedule management control systems
by providing uniform evaluation criteria to ensure contractor cost and schedule
management control systems are adequate.

2. Provide an adequate basis for responsible decision making by both contractor
management and DoD Component personne! by requiring that contractors’ internal
management control systems produce data that: (a) indicate work progress; (b)
properly relate cost, schedule, and technical accomplishment; (c) are valid, timely,
and able to be audited; and (d) provide DoD Component managers with information
at a practical level of summarization.

3. Bring to the attention of DoD contractors, and encourage them to accept and install
management control systems and procedures that are most effective in meeting
requirements and controlling contract performance.

When applicable, the contract shall require that any system used by the contractor in
planning and controlling the performance of the contract shall meet the criteria set forth in
Appendix V1. Nothing in these criteria is intended to affect the basis on which costs are
reimbursed and progress payments made, and nothing herein shall be construed as requiring
the use of any single system, or specific method of management control of evaluation of
performance. The government shall not require the contractor’s internal systems to be
changed provided they satisfy these criteria. '

Unless waived by the MDA or a designated representative, compliance with the C/SCSC
shall be required on significant contracts and subcontracts within all acquisition programs,
including highly sensitive classified programs and major construction programs. This also
includes significant contracts executed for foreign governments and for specialized
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organizations such as the Defense Advanced Research Projects Agency, and significant
acquisition effort performed by Government activities. Significant contracts include research,
development, test, and evaluation contracts and subcontracts with a value of $70 million or
more or procurement contracts and subcontracts with a value of $300 million or more (in FY
1996 constant dollars). Compliance with the C/SCSC on contracts and subcontracts below
these thresholds may be required when, in the DoD Component manager’s judgment, the
contract risk or management interest requires assurance that the contractor’s cost and
schedule management control systems are acceptable. On contracts that are determined to be
not significant enough for C/SCSC applicability, the cost/schedule status report (C/SSR) (see
6.4.3) shall be required unless excluded in accordance with the following paragraph.

Compliance with the C/SCSC shall not be required on firm fixed price contracts
(including firm fixed price contracts with economic price adjustment provisions), time and
materials contracts, and contracts which consist mostly of level-of-effort work. Exceptions may
be made by the MDA for individual contracts.

3.3.4.4 Advance Procurement*

In accordance with DoD 7000.14-R23, procurement of end items shall be fully funded,
i.e., the cost of the end items to be bought in any fiscal year shall be completely included in that
year’'s budget request. However, there are occasions when it is appropriate that some
components, parts, material, or effort be procured in advance of the end item buy to preclude
serious and costly fluctuation in program continuity. In these instances, the long lead-time
material or effort may be procured with advance procurement funds but only in sufficient
quantity to support the next fiscal year quantity end-item buy (except for economic order
quantity (EOQ) procurement of material to support a multi-year procurement and only to buy
those long-lead items necessary to maintain critical skills and proficiencies that would otherwise
have to be reconstituted at significantly greater net cost to the Government. Because such use
of advance procurement limits the MDA's flexibility, this acquisition technique shall be used only
when the cost benefits are significant and only with approval of the MDA.

Exit criteria for awarding of the initial long lead-time items contract and/or for awarding
of individual follow-on long lead-time lots shall be established as an integral part of the
milestone approval process. These approved exit criteria shall be satisfied before any advance
procurement funding may be released. The initiation of advance procurement in support of long
lead material shall use a separate contract.

*Not applicable to ACAT IA programs.

Data)

Beginning in FY97, all new contracts shall require on-line access to, or delivery of, their
programmatic and technical data in digital form, unless analysis shows that life-cycle time or
life-cycle costs would be increased by doing so. Preference shall be given to on-line access to
contractor developed data through contractor information services rather than data delivery. No
on-going contract, including negotiated or priced options, shall be renegotiated solely to require
the use of digital data, unless analysis shows that life-cycle costs would be reduced.
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Acquisition strategies and plans shall describe the extent of implementation of these
requirements in accordance with DFARS 207.105%*. Solicitations shall require specific
proposals for an integrated data environment to support systems engineering and logistics
activities. The PM shall ensure compatibility of data deliverables with existing internal
information systems, and augment such systems as required to provide timely data access and
distribution consistent with DFARS 227%° and 252%.

3.3.5 Management Approach

The acquisition strategy shall be developed in sufficient detail to establish the
managerial approach that shall be used to achieve program goals.

3.3.5.1 Streamlining

The PM shall streamline all acquisitions so that the acquisitions contain only those
requirements that are essential and cost-effective. Contract requirements shall be stated in
terms of performance rather than design-specific procedures. Management data requirements
shall be limited to those essential for effective control. Acquisition process requirements shall
be tailored to meet the specific needs of individual programs. Relief or exemption shall be
sought for those requirements that fail to add value, are not essential, or are not cost-effective.
Early industry involvement in the acquisition effort, consistent with the Federal Advisory
Committee Act (FACA?’), shall be encouraged to take advantage of industry expertise to
improve the acquisition strategy.

3.3.5.2 International Considerations*

The acquisition strategy shall discuss the potential for enhancing reciprocal defense
trade and cooperation, including international cooperative research, development, production,
logistic support, and the sale of military equipment, consistent with the maintenance of a strong
national technology and industrial base, and mobilization capability. This discussion shall meet
the requirements specified for the cooperative opportunities reported directed by 10 U.S.C.
§2350a(g)?®. If foreign competition is restricted for industrial base reasons, USD(A&T) prior
approval is required. Prior to entering into a cooperative agreement, the program shall be
reviewed by the MDA and be approved as an international program.

The USD(A&T) shall approve any foreign military sale, commitment to sell, or DoD
agreement for licensing the export of any ACAT | or Il system that has not successfully
completed the Operational Test and Evaluation (OT&E) required prior to approval for full rate
U.S. production. This policy is not intended to interfere with any legitimate government-
sponsored discussions of potential cooperative opportunities for both development and
production programs involving key allies, provided only that such discussion include a clear and
unambiguous articulation of this policy. This policy is also not intended to interfere with any
reasonable advance business planning and marketing discussions with potential foreign
customers by defense contractors, provided that authorizing licenses for these discussions
include a requirement that the contractor notify in writing potential customers of this policy.

*Normally not applicable to ACAT IA programs.
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3.3.5.3 Joint Program Management

Any acquisition system, subsystem, component, or technology program that involves a
strategy that includes funding by more than one DoD Component during any phase of a
system's life cycle shall be defined as a joint program. Joint programs shall be consolidated
and collocated at the location of the lead Component’s program office, to the maximum extent
practicable. This includes systems where one DoD Component may be acting as acquisition
agent for another DoD Component by mutual agreement or where statute, DoD Directive, or the
USD(A&T) or ASD(C3I) has designated a DoD organization to act as the lead (e.g.,
USSOCOM, BMDO, DARO). In the case of a designated organization given acquisition
responsibilities, the CAE of that organization shall utilize the acquisition and test organizations
and facilities of the Military Departments to the maximum extent practicable, rather than create
new, unique organizations and facilities. The relationship between the designated organization
and the Military Departments and Defense Agencies shall be specified in a Memorandum of
Agreement (MOA). Mission needs, operational requirements, and program strategies shall be
structured to encourage and to provide an opportunity for multi-Component participation. The
DoD Components shall periodically review their programs and requirements to determine the
potential for cooperation.

The JROC, or Principal Staff Assistant (PSA) for ACAT IA programs, shall review and
validate ACAT [ or ACAT IA Component MNS and ORDs, as appropriate, and shall
recommend establishment of joint programs based on their joint potential. DoD Component
Heads shall also recommend establishment of joint programs. The decision to establish a joint
program shall be made by the MDA, who shall designate the lead Component as early in the
acquisition process as possible. The decision to establish a joint program shall be based on the
recommendation of the JROC for programs that shall be reviewed by the Defense Acquisition
Board (DAB), the recommendation of the functional PSA and Assistant Secretary of Defense for
Command, Control and Communications (ASD(C3I)) for programs that shall be reviewed by the
Major Automated Information Systems Review Council (MAISRC), or the recommendation of
the DoD Component Head (or a designated representative) for all other programs.

The designated lead DoD Component Head shali select a single qualified program
manager for the designated joint program. The selected joint program manager is fully
responsible and accountable for the cost, schedule, and performance of the system
development. In cases where the joint program is a consolidation of several programs with
multiple Component program managers, the joint program manager retains responsibility for
overall system development and integration.

A designated joint program shall have one quality assurance program, one program
change control program, one integrated test program, and one set of documentation and
reports to include one Joint ORD, one Test and Evaluation Master Plan (TEMP), one APB, one
DAES, one Quarterly Report for ACAT IA programs, and one Selected Acquisition Report
(SAR) for ACAT | programs. The documentation for milestone reviews and periodic reports
shall flow only through the lead DoD Component acquisition chain, and shall be supported by
the participating DoD Components. Unless otherwise directed by the MDA or agreed to
through an Memorandum of Agreement (MOA) signed by all Components, the lead DoD
Component shall budget for and manage the common RDT&E funds for assigned joint
programs. Individual DoD Components shall budget for their unique requirements. Inter-
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Component logistics support shall be utilized to the maximum extent practicable, consistent with
effective support to the operational forces and efficient use of DoD resources.

A lead organization shall be designated to coordinate all operational test and evaluation
involving more than one DoD Component. A single report on operational effectiveness and
suitability will be produced.

DoD Components may not terminate or substantially reduce participation in joint ACAT
ID programs without the approval of the USD(A&T). Before any such termination or substantial
reduction is approved, the proposed termination or substantial reduction shall be reviewed by
the JROC. The USD(A&T) may require a Component to continue to provide some or all of the
funding necessary to allow the joint program to continue in an efficient manner after approval of
a Component request to terminate or substantially reduce that Component’s participation (10
UscC §2311(c)29). Substantial reduction is defined as a funding or quantity decrease of 50% or
more in the total funding or quantities in the latest President’s Budget for that portion of the joint
program funded by the Component seeking to reduce its participation.

3.3.5.4 Assignment of Program Executive Responsibility

Unless a waiver is granted for a particular program by the USD(A&T) or the ASD(C3l),
CAEs shall assign acquisition program responsibilities to a PEO for all ACAT I, ACAT IA, and
sensitive classified programs, or for any other program determined by the CAE to require
dedicated executive management. The CAE shall make this assignment no later than three
months after program initiation; or within three months of total program cost reaching the
appropriate dollar threshold for ACAT | and ACAT IA programs. CAEs may determine that a
specific PM shall report directly, without being assigned to a PEO, whenever such direct
reporting is appropriate. The CAE shall notify the USD(A&T) or the ASD(C3I) of the decision to
have a PM report directly to the CAE. Acquisition program responsibilities for programs not
assigned to a PEO or a direct reporting PM shall be assigned to a commander of a systems,
logistics, or materiel command. In order to transition from a PEO to a commander of a
systems, logistics, or materiel command, a program shall, at a minimum, have passed Initial
Operating Capability (IOC), have achieved full-rate production, and be logistically supportable
as planned.

3.3.5.5 Technical Representatives at Contractor Facilities

PMs shall make maximum use of Defense Contract Management Command (DCMC)
personnel at contractor facilities. PMs and DCMC Contract Administration Offices shall jointly
develop and approve program support plans for all ACAT | program contracts to ensure
agreement on contract oversight needs and perspectives. Assignment of PM technical
representatives in a contractor’s facility shall occur only as necessary, shall be based on the
mutual agreement of the respective PM and the Commander, DCMC, and shall be reflected in a
Memorandum of Agreement that specifies the duties to be performed by the technical
representative. In these cases, technical representatives shall not perform contract
administration duties as outlined in FAR 42.302(a)*°.
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3.3.5.6_Information Sharing and DoD Oversight

DoD oversight activities (i.e., contract administration offices, contracting offices,
technical activities, and program management offices) shall consider all relevant and credible
information that might mitigate risks and the need for DoD oversight before designing and
applying direct DoD oversight of contractor operations. DoD buying and technical activities
shall provide to the Commander, DCMC copies of reviews of contractor operations and other
documents assessing or rating contractor performance or operations. The Commander, DCMC
shall make information relating to audits, reviews, or ratings of contractor operations, systems,
or performance accessible to DoD buying and technical activities.

3.3.6_Environmental, Safety, and Health Considerations

The acquisition strategy shall include a programmatic environmental, safety, and health
(ESH) evaluation. The PM shall initiate the ESH evaluation at the earliest possible time in
support of a program initiation decision (usually Milestone |) and shall maintain an updated
evaluation throughout the life-cycle of the program. The ESH evaluation describes the PM’s
strategy for meeting ESH requirements (see 4.3.7), establishes responsibilities, and identifies
how progress will be tracked.

3.3.7 Source of Support

It is DoD policy to retain limited organic core depot maintenance capability to meet
essential wartime surge demands, promote competition, and sustain institutional expertise.
Support concepts for new and modified systems shall maximize the use of contractor provided,
long-term, total life-cycle logistics support that combines depot-level maintenance along with
wholesale and selected retail materiel management functions. Life-cycle costs and use of
existing capabilities, particularly while the system is in production, shall play a key role in the
overall selection process. Other than stated above, and with an appropriate waiver, DoD
organizations may be used as substitutes for contractor-provided logistics support, such as
when contractors are unwilling to perform support, or where there is a clear, well-documented
cost advantage. The PM shall provide for long-term access to data required for competitive
sourcing of systems support. The waiver to use DoD organizations must be approved by the
MDA.

3.3.8 Warranties*

10 USC 2403*" mandates the use of warranties in weapon system production that apply
to essential performance requirements as well as design and manufacturing, and materials and
workmanship. The PM shall incorporate warranty requirements into program contracts in
accordance with DFARS 246.770%%, unless a waiver is approved consistent with DFARS
246.770-8%,

*Not applicable to ACAT IA programs.
3.4 Test and Evaluation

Test and evaluation programs shall be structured to integrate all developmental test and
evaluation (DT&E), operational test and evaluation (OT&E), live-fire test and evaluation
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(LFT&E), and modeling and simulation activities conducted by different agencies as an efficient
continuum. All such activities shall be part of a strategy to provide information regarding risk
and risk mitigation, to provide empirical data to validate models and simulations, to permit an
assessment of the attainment of technical performance specifications and system maturity, and
to determine whether systems are operationally effective, suitable, and survivable for intended
use.

Test and evaluation objectives for each phase of an ACAT | and ACAT IA program shall
be designed to allow assessment of system performance appropriate to each phase and
milestone. For ACAT | and Il programs for conventional weapons systems designed for use in
combat, a beyond low-rate initial production decision shall be supported by comgleted
independent initial operational test and evaluation as required by 10 USC §2399 * and by
completed live fire test and evaluation as required by 10 USC §2366°°. Operational test and
evaluation does not include an operational assessment based exclusively on computer
modeling, simulation, or an analysis of system requirements, engineering proposals, design
specification, or any other information contained in program documents (10 USC 5239936).

3.4.1 Test and Evaluation Strateqy

Test and evaluation planning shall begin in Phase 0, Concept Exploration. Both
developmental and operational testers shall be involved early to ensure that the test program
for the most promising alternative can support the acquisition strategy and to ensure the
harmonization of objectives, thresholds, and measures of effectiveness (MOEs) in the ORD and
TEMP. Test and evaluation planning shall address MOEs and measures of performance
(MOPs) with appropriate quantitative criteria, test event or scenario description, resource
requirements (e.g., special instrumentation, test articles, validated threat targets, validated
threat simulators and validated threat simulations, actual threat systems or surrogates, and
personnel), and identify test limitations.

1. Test planning, at a minimum, shall address all system components (hardware,
software and human interfaces) that are critical to the achievement and
demonstration of contract technical performance specifications and operational
effectiveness and suitability requirements from the ORD.

2. Quantitative criteria shall be phased so as to provide substantive evidence for
analysis of hardware, software and system maturity and readiness to proceed
through the acquisition process. Linkage shall exist among the various MOEs and
MOPs used in the analysis of alternatives or ORD, and test and evaluation; in
particular, the MOEs, MOPs, and criteria in the ORD, the analysis of alternatives,
the TEMP and the APB shall be consistent.

3. Test and evaluation planning must provide for completion of Initial Operational Test
and Evaluation (IOT&E) and Live Fire Test and Evaluation (LFT&E), as required,
before entering full-rate production.

4. Sufficient testing must be conducted on commercial and non-developmental items to
ensure performance, operational effectiveness, and operational suitability for the
military application. However, the test program shall be tailored to recognize
commercial testing and experience.
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5. Testing shall be planned and conducted to take full advantage of existing investment
in DoD ranges, facilities, and other resources, wherever practical, unless otherwise
justified in the TEMP. DoDD 3200.11% identifies the major ranges and test facilities.
In addition, the potential environmental impacts associated with testing must be
considered (42 USC §4321-4347° and EO 12114%).

6. Early testing of prototypes in Phase |, Program Definition and Risk Reduction, and
early operational assessments shall be emphasized to assist in identifying risks.

7. Modeling and simulation shall be an integral part of test and evaluation planning.

A combined developmental test and operational test (DT/OT) approach is encouraged to
achieve time and cost savings. The combined approach shall not compromise either
developmental or operational test objectives. A final independent phase of operational test and
evaluation shall be required for beyond low-rate initial production (LRIP) decisions.

The Director, Operational Test and Evaluation (DOT&E) and the Director, Test, Systems
Engineering and Evaluation (DTSE&E) shall be granted full and timely access to all available
developmental, operational and live fire test and evaluation information.

3.4.2 Developmental Test and Evaluation

Developmental test and evaluation (DT&E) programs shall:

1. ldentify potential operational and technological capabilities and limitations of the
alternative concepts and design options being pursued,;

2. Support the identification of cost-performance trade-offs by providing analyses of the
capabilities and limitations of alternatives;

3. Support the identification and description of design technical risks;

4. Assess progress toward meeting Critical Operational Issues, mitigation of acquisition
technical risk, achievement of manufacturing process requirements and system
maturity;

5. Assess validity of assumptions and conclusions from the analysis of alternatives;

6. Provide data and analysis in support of the decision to certify the system ready for
operational test and evaluation; and,

7. Inthe case of automated information systems, support an information systems
security certification prior to processing classified or sensitive data and ensure a
standards conformance certification.

The DTSE&E shall: (1) assess compliance with the systems engineering practices and
developmental test and evaluation policies and procedures of this Regulation, and (2) ensure
that threat target and simulator acquisitions meet developmental and operational test and
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evaluation requirements, and perform independent oversight of Component validation
processes.

The Director, DISA, through the use of the Joint Interoperability Test Command (JITC)
shall certify to the developmental and operational testing organizations and to the Chairman of
the Joint Chiefs of Staff that C4l systems and equipment meet the applicable requirements for
compatibility, interoperability, and integration based on certification testing.

3.4.3 Certification of Readiness for Operational Test and Evaluation.

The developing agency shall prepare a DT&E Report, and formally certify that the
system is ready for the next dedicated phase of operational test and evaluation to be conducted
by the DoD Component operational test activity. The developing agency shall also provide
software maturity criteria and performance exit criteria necessary for certification for operational
test. Risk management metrics, measures, indicators, and associated thresholds shall include
cost, schedule, requirements traceability, and fault profile. A mission impact analysis of unmet
metrics shall be completed before certification for operational tests.

3.4.4 Modeling and Simulation

Accredited modeling and simulation shall be applied, as appropriate, throughout the
system life-cycle in support of the various acquisition activities: requirements definition;
program management; design and engineering; efficient test planning; result prediction; and to
supplement actual test and evaluation; manufacturing; and logistics support. PMs shall
integrate the use of modeling and simulation within program planning activities, plan for life-
cycle application, support, and reuse models and simulations, and integrate modeling and
simulation across the functional disciplines.

3.4.5 Operational Test and Evaluation

Operational test and evaluation (OT&E) programs shall be structured to determine the
operational effectiveness and suitability of a system under realistic conditions (e.g., combat)
and to determine if the minimum acceptable operational performance requirements as specmed
in the ORD have been satisfied. The following procedures are mandatory:

1. Threat or threat representative forces, targets, and threat countermeasures,
validated in coordination with DIA, shall be used.*

2. Typical users shall operate and maintain the system or item under conditions
simulating combat stress and peacetime conditions.

3. The independent operational test activities shall use production or production
representative articles for the dedicated phase of OT&E that supports the full-rate
production decision, or for ACAT |A or other acquisition programs, the deployment
decision.

4. The use of modeling and simulation shall be considered during test planning.
Whenever possible, an operational assessment shall draw upon test results with the
actual system, or subsystem, or key components thereof, or with operationally

17
Part 3




meaningful surrogates. When actual testing is not possible to support an operational
assessment, such assessments may rely upon computer modeling, simulations
(preferably with real operators in the loop), or an analysis of information contained in
key program documents. However, as a condition for proceeding beyond LRIP,
initial operational test and evaluation shall not comprise an operational assessment
based exclusively on computer modeling; simulation; or, an analysis of system
requirements, engineering proposals, design specifications, or any other information
contained in program documents (10 USC §23994°). The extent of modeling and
simulation usage in conjunction with operational and test evaluation shall be
explained in the Test and Evaluation Master Plan (see 3.4.8).

. All hardware and software alterations that materially change system performance
(operational effectiveness and suitability) shall be adequately tested and evaluated.
This includes system upgrades as well as changes made to correct deficiencies
identified during test and evaluation.

Naval vessels, the major systems integral to ship construction, and military satellite
programs typically have development and construction phases that extend over long
periods of time and involve small procurement quantities. To facilitate evaluations
and assessments of system performance (operational effectiveness and suitability),
the independent operational test activity shall monitor or participate in all relevant
testing and use these results to make operational assessments.

Conduct an OT&E before full-rate production to evaluate operational effectiveness
and suitability as required by 10 USC §2399*' for ACAT I and Il programs.

. Operational Test Agencies shall participate early in program development to provide
operational insights to the program office and to acquisition decisionmakers.

. Operational testing and evaluation shall be structured to take maximum advantage of
training and exercise activities to increase the realism and scope of operational
testing and to reduce testing costs.

The Director, Operational Test and Evaluation shall: (1), assess the adequacy of OT&E
and LFT&E conducted in support of acquisition program decisions, and (2) evaluate the
operational effectiveness, operational suitability and survivability, as applicable, of systems
under OT&E oversight.

*Normally not applicable to ACAT IA programs.

3.4.6 Operational Test and Evaluation Plans

The DOT&E shall approve, in writing, the adequacy of the OT&E plans (including project
funding) for ali ACAT | and ACAT |A programs and other designated programs prior to the
initiation of operational testing. Plans for all operational assessments of programs on DOT&E's
oversight list being conducted to support acquisition decisions such as LRIP or release of funds
for long lead shall be approved by DOT&E prior to their execution.
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DoD Components shall brief the DOT&E on the concepts for the test and evaluation or
assessment 120 days prior to commencement and submit the test plan to the DOT&E 60 days
prior to commencement. Any major revisions to the operational test shall be reported to the
DOT&E. Testing shall not proceed in accordance with the major revision until approved by the
DOT&E.

These test plans shall include test objectives, measures of effectiveness, planned
operational scenarios, threat simulation, resources, test limitations, and methods of data
gathering, reduction, and analysis. The planned test events shall be described in sufficient
detail to permit an assessment of operational realism.

3.4.7 Use of System Contractors in Support of Operational Test and Evaluation

The use of system contractors in support of the OT&E conducted to support a decision
to proceed beyond low-rate initial production is restricted by 10 USC §2399*2. In ACAT | and I
programs, contractors may participate only to the extent that is planned for them to be involved
in the operation, maintenance, and other support of the system being tested when it is deployed
in combat.

A contractor that has participated (or is participating) in the development, production, or
testing of a system for a DoD Component (or for another contractor of the DoD) may not be
involved in any way in the establishment of criteria for data collection, performance
assessment, or evaluation activities for the operational test and evaluation. These limitations
do not apply to a contractor that has participated in such development production or testing
solely in testing for the federal government.

3.4.8 Production Qualification Test and Evaluation*

Production qualification test and evaluation shall be completed prior to the full rate
production decision.

*Not applicable to ACAT IA programs.

3.4.9. Live Fire Test and Evaluation*

Live Fire Test and Evaluation (LFT&E), as that term is defined in 10 USC §2366*° must
be conducted on a covered system, major munition program, missile program, or product
improvement to a covered system, major munition program, or missile program before it can
proceed beyond low-rate initial production. A covered system is any vehicle, weapon platform,
or conventional weapon system that includes features designed to provide some degree of
protection to users in combat and that is an ACAT | or Il program.

Survivability testing shall begin at the component, subsystem, and subassembly level,
culminating with tests of the complete covered system or program, or covered product
improvement, configured for combat. A covered system, major munitions, a missile program, or
a product improvement to a covered system, major munitions, or missile program may not
proceed beyond low-rate initial production until realistic survivability or lethality testing is
completed and the report reauired by statute is submitted to the prescribed congressional
committees (10 USC 523664 ). Such testing shall be conducted sufficiently early in the
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development phase of the system or program (including a covered product improvement
program) to allow any design deficiency demonstrated by the testing to be corrected in the
design of the system, program, or product improvement before proceeding beyond low-rate
initial production.

As delegated by the Secretary of Defense, the USD(A&T), for ACAT ID programs, or the
CAE, for less than ACAT ID programs, may waive the requirement for realistic survivability (i.e.,
full-up, system-level tests) and lethality tests if the USD(A&T) or the CAE, before the system or
program enters engineering and manufacturing development, certifies to Congress that live fire
testing of such system or program would be unreasonably expensive and impractical.
Alternatively, in the case of a covered system (or covered product improvement program for a
covered system), the USD(A&T) or the CAE may waive the application of the required
survivability and lethality tests and instead allow testing of a system or program by firing
munitions likely to be encountered in combat at components, subsystems, and subassemblies,
together with performing design analyses, modeling and simulation, and analysis of combat
data in lieu of testing the complete system configured for combat. The strategy for such
alternative testing shall be included within the waiver request, jointly reviewed by DOT&E and
DTSE&E, and approved by DOT&E. Such alternative testing may not be carried out unless the
USD(A&T) or the CAE certifies to Congress, before the system or program enters engineering
and manufacturing development, that the survivability and lethality testing of such system or
program otherwise required would be unreasonably expensive and impracticable.

In either case, the USD(A&T) or the CAE shall include, with any such certification, the
DOT&E-approved alternative strategy explaining how the USD(A&T) or the CAE plans to
evaluate the survivability or lethality of the system or program and assessing possible
alternatives to realistic survivability and lethality testing of the system or program. Waiver of the
requirement for realistic survivability testing does not remove the requirement for survivability
testing of components, subsystems, and subassemblies.

Waivers and the use of alternative survivability and lethality testing shall be addressed in
the TEMP for the covered system, program, or covered product improvement program. CAE
certifications and reports required under 10 USC §2366(c)45 shall be submitted to Congress
through the DOT&E and the USD(A&T). Further LFT&E procedures are contained in Appendix
\VA

*Not applicable to ACAT IA programs.

3.4.10 Foreign Comparative Testing (FCT)

FCT is a DoD test and evaluation program that is prescribed by 10 USC §2350a(g)‘“s
and that is centrally managed by the DTSE&E. FCT provides funding for U.S. test and
evaluation of selected equipment items and technologies developed by allied countries when
such items and technologies are identified as having good potential to satisfy valid DoD
requirements.

3.4.11 Test and Evaluation Master Plan

The Test and Evaluation Master Plan (TEMP) shall focus on the overall structure, major
elements, and objectives of the test and evaluation program that is consistent with the
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acquisition strategy. It should include sufficient detail to ensure the timely availability of both
existing and planned test resources required to support the test and evaluation program.

A TEMP shall:

1. be prepared for all ACAT | and ACAT I|A programs and other acquisition programs
designated for DOT&E or Office of the Secretary of Defense test and evaluation
oversight (10 USC §2399*');

2. be approved by the DOT&E and the DTSE&E; and,

3. provide a road map for integrated simulation, test, and evaluation plans, schedules,
and resource requirements necessary to accomplish the test and evaluation
program.

The TEMP format and procedures are provided in Appendix I11. This format may be
used at the discretion of the MDA for other ACAT Il and Ill programs and highly sensitive
classified programs.

3.5 Life-Cycle Resource Estimates

For all ACAT | and IA programs, a life-cycle cost estimate shall be prepared by the
program office in support of program initiation (usually Milestone I) and all subsequent
milestone reviews. For ACAT | programs, a manpower estimate shall be prepared by the
Component’s manpower authority in support of Milestone Il and Milestone Ill. For ACAT |
programs, the MDA may not approve entry into engineering and manufacturing development or ;
production and deployment unless an independent estimate of the full life-cycle cost of the ‘
program and a manpower estimate for the program have been completed and considered by
the MDA (10 USC §243448). For ACAT IA programs, the estimate shall include life-cycle
benefits in addition to life-cycle costs.

3.5.1_Life-Cycle Cost Estimates

The life-cycle cost estimates shall be:

1. Explicitly based on the program objectives, operational requirements, contract
specifications for the system, and, for ACAT | programs, a program DoD work
breakdown structure (WBS) or, for ACAT IA programs, a life-cycle cost and benefit
element structure agreed upon by the IPT;

2. Comprehensive in character, identifying all elements of cost that would be entailed
by a decision to proceed with development, production, and operation of the system
regardless of funding source or management control,

3. For ACAT I programs, consistent with the cost estimates used in the analysis of
alternatives, the manpower estimates behind the operation and support costs shall
be consistent with the manpower estimate; and,
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4. Neither optimistic nor pessimistic, but based on a careful assessment of risks and
reflecting a realistic appraisal of the level of cost most likely to be realized.

For ACAT | programs, the DoD Component sponsoring the acquisition program shall
establish, as a basis for the life-cycle cost estimates, a description of the salient features of the
acquisition program and of the system itself. This description, referred to here as a Cost
Analysis Requirements Description (CARD), shall be given to the teams preparing the program
office life-cycle estimate, component cost analysis, and independent life-cycle cost estimate
180 days in advance of a planned Overarching Integrated Product Team (OIPT) or Component
review, unless another due date is agreed to by the OIPT. The CARD shall be flexible, tailored,
and make reference to information available in other documents available to the cost
estimators. For joint programs, the CARD shall include the common program as agreed to by
all participating DoD Components as well as all unique program requirements of the
participating DoD Components. For ACAT IA programs, the PM shall prepare the CARD in
coordination with the appropriate IPT members.

For all ACAT | programs, the Office of the Secretary of Defense (OSD) CAIG shall
prepare an independent life-cycle cost estimate and a report for the appropriate MDA for all
Milestone reviews, after Milestone 0. For programs with significant cost risk or high visibility, the
CAE may request that a component cost analysis estimate also be prepared in addition to the
program office life-cycle cost estimate.

For all ACAT IA programs, the PSA or sponsoring DoD Component shall ensure that a
Component cost analysis is created for Milestone | and updated for Milestone Il. The MDA may
direct an updated analysis for subsequent decisions points, if conditions warrant. At Milestone
[, the component may conduct a sufficiency review of the PM’s life-cycle cost estimate in lieu of
a full analysis. The IPT shall establish the content for the sufficiency review.

3.5.2_Manpower Estimates

The manpower estimate shall:
1. Outline the DoD Component’s official manpower position;

2. Address whether the program is affordable from a military end strength and civilian
work year perspective;

3. Clearly state the risks associated with achieving manpower numbers reported in the
estimate; and

4. Consider the program objectives, but shall base the estimate on a careful
assessment of the risks and a realistic appraisal of the level of improvements most
likely to be realized.

The manpower estimate shall report the total number of personnel needed to operate,
maintain, support, and provide training for the program upon full operational deployment. It
shall report the number of military (officer, warrant officer, and enlisted), DoD civilian, and
contract manpower requirements for each fiscal year of the program beginning with initial
fielding and ending with full operational deployment. A separate estimate should be provided
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for each Component (for joint programs) and separately for the Active, Reserve, and National
Guard forces.

The estimate shall report manpower requirements and authorizations (as military end-
strengths and civilian work years) for each fiscal year, and shall indicate if there are any
resource shortfalls for any fiscal year covered in the report. The report shall state whether any
increase in military end strengths or civilian work years (beyond what is included in the Future
Years Defense Program) or whether waivers to existing manpower constraints will be required
to support full operational deployment of the system. The report shall also address whether the
manpower requirements represent an increase over what was required for the predecessor
(replaced) system(s), as appropriate, and whether the manpower objectives and thresholds in
the ORD, if established, were met or exceeded. For ACAT ID programs, the office of the Under
Secretary of Defense for Personnel and Readiness shall review the report and provide an
assessment to the OIPT.

3.6 Program Plans

Program plans belong to the PM and are to be used by the PM to manage program
execution throughout the life-cycle of the program. Program plans are a description of the
detailed activities necessary to carry out the strategies addressed above . The PM, in
coordination with the PEO, determines the type and number of program plans. Program plans,
excluding the TEMP, are not required i