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Secretary of Defense Cohen submitted Actions to Accelerate the Movement to the
New Workforce Vision to Congress in April 1998 to identify the actions to imple-
ment a “real revolution in busincss affairs.”’ He documented five initiatives to
develop capabilities in the Department of Defense (DoD) to respond to the dy-
namic and unpredictable military challenges faced today. The second initiative,

Restructure Sustainment, identified the following five necessary actions:

Reengineer the product support process to use best commercial practices
Competitively source product support

Modermize through spares

Establish program manager oversight of life-cycle support (PMOLCS)
5. Greatly expand Prime Vendor and Virtual Prime Vendor arrangements.
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Two teams worked the five actions. The Product Support Reengineering Imple-
mentation Team (PSRIT) developed the strategics to implement actions one, two,
three, and five. The PMOLCS Study Group studied action four. The PSRIT out-
put—action plans to establish a new product support environment—sets the stage
for the PMOLCS Study Group to redefine a program manager’s role through a
system’s life cycle.

Both teams referenced the operational concept of focused logistics in Joint Vision
2010 as the future framework for logistics opcrations.2 Focused logistics will fuse
information, logistics, and transportation technologies “to provide rapid crisis re-
sponse, to track and shift assets even while en route, and to deliver tailored logis-
tics packages and sustainment directly at the strategic, operational, and tactical
level of operations.”3

The PSRIT, in its report, Product Support for the 21st Century', develops strate-
gies for DoD to transform from a “mass losgistics system o a highly agile, reliable
system that delivers logistics on demand.” The PSRIT, after extensive rescarch
into commercial best practices, recommends changing to a product support ori-
entation by shifting organizations, financial processes, and performance standards
from a focus on parts to a weapon system approach. Product managers are critical
to the successful realignment toward a product support orientation.

tus. Department of Defense, Secretary of Defense, Actions to Accelerate the Movement to
the New Workforce Vision, | April 1998.

2ys. Department of Defense, The Joint Staff, Joint Vision 2010, Focused Logistics—A Joint
Logistics Roadmap, 1996.

3 Ibid., p. 24.

* U.S. Department of Defense, Product Support Reengineering Implementation Team,
Product Support for the 21st Century, July 1999.

S Ibid., p. v.
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The commercial sector offers many examples of successful product management.
Product managers inlegrate information across marketing, manufacturing, and lo-
gistics functional structures to coordinate workflow to align with product-oriented
strategic requircments. They also use the cross-functional information to plan
their market strategy to exploit new markets successfully.

For example, the Procter and Gamble Company created the brand manager in the
early 20th century to provide a point of contact to address product management
issues. More recently, Procter and Gamble extended the product manager concepl
to the logistics functions under a product supply manager. Purchasing, engineer-
ing, and manufacturing responsibilities reside under a single authority who reports
directly to the product brand manager. This change pushed the decision-making
closer to operations to provide quicker market entry and quicker respons¢ to mar-

ket threats.

Because of the product manager model’s success in industry, the Department will
test a similar role for its program managers. Program managers will have in-
creased visibility of operating and support COsts and be able to optimize the effec-
tiveness of their weapon systems. The new role for the program manager will
influence responsive, flexible, accurate, and cost-effective focused logistics op-
erations into the 21st century.

This report documents the PMOLCS Study Group's results and prescnts a con-
struct to anticipate changes in policy to promote the program manager as a critical
component of the 21st century product support environment.
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Executive Summary
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(FY) 1998 directed that the Secretary of Defense submit to Congress an imple-
mentation plan to streamline the Department’s acquisition organizations,
workforce, and infrastructure. In his report, the Secretary committed to conduct
several studies with the goal of adopling best commercial practices in
reengineering the Department’s product support processes.
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On 28 August 1998, the Under Sccretary of Defensc (Acquisition and Technol-
ogy), established and chartcred a Program Manager Oversight of Life-Cycle Sup-
port (PMOLCS) Study Group. The charter required the study group to determine
if governing policies are adequate for program cxecutive officers and program
managers (PMs) to control operations and support costs and reduce total owner-
ship cost (TOC). The study group met in plenary and core group scssions from
Scptember 1998 to August 1999. This document reports the cffort of the study
group to establish PM oversight of life-cycle support.

A NEED FOR CHANGE

A substantive change in the role of PMs in the life cyclc of systems requires a
long-term, sustained effort. Substantive changes mean redelining the roles of
multiple, powerful communities within and external to the Department of Defense
that are defined by custom, law, and organizational structures developed over
decades. This challenge of making substantive changes impedes the implementa-
tion of increased PM oversight of life-cycle support.

However, because of the expected advantages of having a product focus on sys-
tem life-cycle management, the Department is pursuing a change in the role of
PMs. As with any challenging task, the initial steps are very important. The first
PMOLCS slcps are to test new ideas, measure the results, develop appropriate
new policy, and change the culture. The vehicle for the tests is a set of 30 pilot
programs that the Military Departments identified during the study group’s work.
Because of the need to identify initial steps that are achievable, the study group
developed two products and three rccommendations.

PMOLCS STtuDY GROUP PRODUCTS

The first product is a rcport known as the “Section 816(a) Rcport.” This report
designates 10 pilot programs (from a total of 30 Scction 912[c] pilots) for report-
ing to Congress. The Section 816(a) Report also outlines the following four



thrusts (that are the bases for the three recommendations) that the Department is
pursuing to improve PM oversight:

e Increase the Department’s visibility of product support costs and PMs’
visibility and appropriate control of product support functions and funding
during the life of systems

¢ Implement formal commitments for product support through agreements
among the warfighters, program managers, and government support ac-
tivities or through competitive awards with private-sector organizations

¢ Examine ways to improve the funding stability of programs to realize the
benefits of public and private long-term capital investments

¢ Manage the cultural change in the public and private sectors effectively to
improve management of product life-cycle support.

The second product is 2 memorandum that provides for testing of new ideas for
PM ove,rsight.1 The memorandum requests that the Military Departments provide
implementation plans for each of the 30 pilot programs (including the 10 pilots
included in the Section 816[a] Report). Each implementation plan is to address
appropriatc management actions, costs, and recommendations for changes to poli-
cies, regulations, organizations, and statutes. The Military Departments will sub-
mit their PMOLCS implecmentation plans to the Reduction in Total Ownership
Cost Working Group as directed by the Under Secretary of Defense (Acquisition
and Technology).

PMOLCS STUDY GROUP RECOMMENDATIONS

Early in the study, participants identified the need to recommend that the TOC of
new weapon systems be a critical parameter. Thus, the study group developed the
following recommendation:

Recommendation 1. The community of acquirers, warfighters, and
supporters should agree on a system TOC that is a critical parameler
in the system operational requirements document.

At the same time, the Requircments Generation and Acquisition Study Group de-
veloped this recommendation in its report. Therefore, the PMOLCS Study Group
affirms the recommendation but does not address it further.

A “PMOLCS construct” provides a basis for the second recommendation. The
construct is a conceptual framework that describes the current product support
environment as a baseline for comparison with desired features in a “to be”

! Gary Christle, Acting Director, Acquisition Program Integration, Memorandum to the Serv-
ice Acquisition Executives, Subject: Request for Pilot Program Implementation Plans for Pro-
gram Manager Oversight of Life-Cycle Support (Section 912[c]), 12 February 1999.
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Executive Summary

support environment. In the “to be” environment, program managers, warfighters,
and the support community (public and private sources) work together to acquire,
use, and support military capabilities.

Recommendation 2. The Military Departments will, as appropriate,
test the concepts and implied policies, practices, and procedures of the
PMOLCS construct in various combinations in their Section 912(c)
pilot programs. The Military Departments will report and assess re-
sults of the pilot program tests by 1 January 2002.

Recommendation 2 parallels the timing of the Product Support Reengineering
Implementation Team’s (PSRIT’s) Phase II, Implement Pilot Integrated Supply
Chains. A timeline for continuing to refine and implement the PMOLCS construct
is the basis for the third recommendation (Figure ES-1).

Figure ES-1. PMOLCS Timeline
1998 1999 2000 2001 2002 2003 2004 2005
Section 912(¢) Report iy April 1998

PMOLCS Study Group A
chartered ‘ ugust 1998

Section 816(a) Report ‘ February 1999

PMOLCS Report A September 1999

30 implementation plans A\ October 1999

PSRIT Phase | ey 2000

Pilot program tests 4 October 2001

Assessment of results A January 2002

PSRIT Phase Il -t 2002

PSRIT Phase Il # 2005

Policy recommendatians
and cultural change Ongoing

A

Note: The three PSRIT phases are |, establish the new product support environment; 11, implement pilat
integrated supply chains; and !, implement full-scale integrated supply chains.

Recommendation 3. The chairperson of the Reduction in Total Owner-
ship Cost Working Group will monitor the Military Departments’ tesls.
As appropriate, the chairperson will review results, develop legislative
proposals and policies, and ensure cultural changes o implement pro-
gram manager oversight of life-cycle support.
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THE 912(C) REPORT

Section 912(c) of the National Defensc Authorization Act for Fiscal Year

(FY) 1998 directed that thc Sccretary of Defense submit to Congress an imple-
mentation plan to strcamline the Department’s acquisition organizations,
workforce, and infrastructure. In his report, the Secretary committed to conduct
several studies with the view towards adopting best commercial practices in
reengincering the Department’s product support processes.l

Onc of the studies was to establish Program Manager Oversight of Life-Cycle

Support (PMOLCS). In his rcport, the Secretary stated:
In today’s environment, most program executive officers (PEOs) and pro-
gram managers (PMs) have direct responsibility and control of funding for
development and fielding weapons systems and equipment. Oncc the system
or equipment is ficlded, the PM retains overall responsibility for the system
or equipment, but loses control of significant portions of the funding required
for support.

This practice results in much higher life-cycle costs than should be the case
because the PEO and PM have no incentive to take action, during develop-
ment or modification of the systems, to design into the equipment [eatures
that will improve the reliability, availability and maintainability of the fielded
system; and it divides the responsibility important to incentivize proper
tradeoffs during development, acquisition and modification and to contro}
total ownership cost. Funding control improves program stability and allows
PMs to optimize the effectiveness of and support for their weapon system.

The Secretary stated” further that he would direct each Military Department to
designate at least 10 significant’® programs for which the PMs would be made re-
sponsible for ensuring that product support functions are carried out properly
during their life cycles. In response, each Military Department providcd a list of
10 pilot programs and an outline of the management actions for their PMs to
achieve appropriatc oversight. Appendix B lists each Military Dcpartment’s

10 programs and the planned management actions for PMs to achieve appropriate
oversight.

' U.S. Department of Defensc, Sccretary of Defense, Actions to Accelerate the Movement to the
New Workforce Vision, 1 April 1998.

2 Ibid. (Paragraph 2.4 addresses an initiative to establish PMOLCS.)
¥ Programs that have large operations and support cost during their life cycles.
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On 28 August 1998, the Under Secretary of Defensc (Acquisition and Technol-
ogy), USD(A&T), cstablished a study group and charter for PMOLCS.* The study
group was directed to determine if policy changes are necded for PMs to ensure
product support functions are properly carried out throughout the life cycle.

The study group was guided by, but not limited to, the following objectives:

& Identify product support functions for a weapon system or equipment, the
organizations responsible for the costs of the support functions, and policy
documents that authorize the control.

& Dclermine support functions appropriate for PMs to control to reduce
life-cycle costs.

& Determine changes needed to the policy documents, procedures, or prac-
tices that will cnable PMs to control the costs of support functions.

THE SECTION 816(A) REPORT

Pilot Programs

In a separate but related matter, Section 816(a) of the National Defense Authori-
zation Act for FY 1999 states, “The Secretary of Defense, acting through the Sec-
retaries of the Military Departments, shall designate 10 acquisition programs of
the Military Departments as pilot programs on program manager responsibility for
product support.” In response to Section 816(a), the USD(A&T) selected 10 pilot
programs from the set of 30 Section 912(c) programs for reporting to Congress.

In addition to this Section 912(c) Report, the study group prepared the Scc-
tion 816(a) Report (Appendix D).

The Section 816(a) Report describes 10 pilot programs for reporting to Congress.
However, all 30 programs will be Section 912(c) pilots for testing and monitoring
PM oversight of lifc-cycle support in the Department. The requirement for
PMOLCS implementation plans to test oversight is discussed in the following
sections.

* The charter is included as Appendix A. Study group members are listed in Appendix C.

1-2



Introduction

PMOLCS Thrusts

The study group, in its letter of transmittal to Congress as part of the
Section 816(a) Report, outlined the direction, or thrusts, for management
actions to implement PMOLCS. The thrusts are the following:

& First, we intend to increase the Department’s visibility into product sup-
port costs and the Program Manager’s visihility and appropriate control
of product support functions and funding over the life of the system.
Management changes are designed to ensure that warfighting capabilities
can be delivered and sustained at a cost we can afford.

# Second, we are moving toward implementing formal commitments for
product support through agreements among the warfighters, program
tnanagers, and government support activities or through competitive
awards with the private sector.

& Third, we are examining ways to improve program funding stability to
realize the bencfits of public and private long-term capital investments,
which should result in reduced product support costs.

# Finally, we are working to manage cffectively the cultural change in the
public and private sectors that will be nceded as we improve the product
management of life-cycle support for our weapon
systems.

PMOLCS IMPLEMENTATION PLANS

Another study group product is a memorandum that provides for testing new ideas
for PM oversight. This memorandum requests that the Military Departments pro-
vide implementation plans for each of the 30 pilot programs (including the

10 pilots included in the Scction 816(a) Report). Each implementation plan is to
address appropriate management actions, costs, and recommendations for changes
to policies, regulations, organizations, and statutes. As discussed at the
PEO/Systems Command (SYSCOM) Workshop held on 25-26 April 1999, the
pilot strategies should reflect the needs of the program and Service. The Military
Departments will submit their PMOLCS implementation plans to the Reduction in
Total Ownership Cost (RTOC) Working Group as directed by the USD(A&T).
Appendix E is a copy of the memorandum.

PMOILCS CONSTRUCT

The study group developed a “PMOLCS construct.” The construct describes a “to
be” environment in which PMs, warfighters, and the support community (both
public and private sources) work together to acquire, use, and support military
capabilities. The study group found that all support functions are appropriate for
PM visibility, and some may be appropriate for direct PM control.

1-3



ORGANIZATION OF THIS REPORT

Chapter 2 answers the tasking in the study group’s charter concerning support
functions appropriate for PM oversight. Chapter 3 answers the tasking concerning
policies and practices that need to be changed for PMs to control the costs of sup-
port functions. Chapter 4 provides the study group’s recommendations.

This report includes eight appendixes. Appendix A is the charter of the PMOLCS
Study Group. Appendix B lists the pilot programs and management actions. Ap-
pendix C lists the POMLCS Study Group members. Appendix D is the Sec-

tion 816(a) Report. Appendix E is the memorandum for Service Acquisition
Executives. Appendix F presents the results of a survey of PEO and PM views on
product support. Appendix G lists abbreviations used in this report.



Chapter 2
PMOLCS Construct: A Total System Approach

OVERVIEW

The first thrust of the PMOLCS Study Group is to increase the Department’s visi-
bility of product support costs and the PM’s visibility and appropriate control of
product support functions and funding during the life of a system. As noted in the
PMOLCS charter, giving the PM responsibility for operations and support
(O&S) costs is important to incentivize tradeoffs during development, acquisition,
and modification and to control total ownership cost (TOC). As a result, the
USD(A&T) directed the study group to “determine which of the support functions
are appropriate for the PM to control in order to reduce life-cycle costs.”

This chapter uses a systems approach to identify product support functions and
cost elements for meeting PM, warfighter, and support community requircments.
This chapter also identifies the process to establish a cost baseline to track
0&S costs.

KEY DEFINITIONS

PMs balance the dynamic interchange between mission capability and TOC to
satisfy focused logistics requirements. PMs also negotiate warfighter and support
community requircments to maintain the balance throughout the weapon system
life cycle. The PMOLCS Study Group defines these two seemingly opposing
requirements as follows:

Mission capability is the ability of supported weapon systems to meet a com-
mander’s mission requirements. It measures readiness across product support in-
cluding supply, maintenance, and transportation.

Total ownership cost is the sum of financial resources to organize, equip, sustain,
and operate military forces to meet national goals, policics, and standards of
readiness, safety, and quality of life concerns. The TOC for Defense systcms con-
sists of the costs to research, develop, acquire, own, operate, and dispose of
weapon and squort systems. It includes direct costs and indirect costs attributable
to the systems.” Product support mainly concerns the portion of TOC that occurs

! USD(A&T) memorandum, Subject: Definition of Total Ownership Cost (TOC), Life Cycle Cost
(LCC), and the Responsibilities of Program Managers, 13 November 1999,
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after the weapon system is fielded (thc O&S phase of a system’s life cycle). An
RTOC group was formed to focus on the reduction of costs in these phases.

PROCESS FOR DEFINING PRODUCT SUPPORT
FUNCTIONS

Although the recurring portions of O&S costs are not incurred until after a system
is deployed, major decisions that determine O&S costs are made long before a
systemn is fielded. The decisions having the most impact on support costs are usu-
ally made before Milestone I. As plans are developed and system designs are fi-
nalized, the opportunities to influence TOC diminish. Decisions about such
aspects as system design, source of support, and funding control influence

O&S costs and need to be addressed early in the acquisition process. To make
proper tradeoff decisions and hold support costs to a minimum, as discussed at the
PEO/SYSCOM Workshop in April 1999, PMs must identify cost factors and ob-
tain accurate estimates of support costs early in the acquisition process. Thus,

PM life-cycle responsibilities also have to be addressed during early phases of
development. PMs, working in the new product support environment, would ex-
ercise PMOLCS using a total system approach to defensc acquisition.

In the total system approach, acquisition programs are managed to optimize sys-
tem performance and minimize TOC. The total system includes not only the
prime mission equipment and its product support items, but the people who oper-
ate and maintain the system. This approach complements the Cost as an Inde-
pendent Variable (CAIV) strategy in DoD Directive 5000.1. CAIV efforts balance
cost, performance, and schedule tradcoffs within a total system framework for
eflficient risk and cost management.

Using the total system approach to definc product support expands the scope of
support beyond the requirements for maintenance, supply, distribution, and trans-
portation of the prime mission equipment. It expands the scope t0 include support
for the people who operate, maintain, and support the system (such as training and
medical support) and support associatcd support cquipment and training systems.
Product support also includes support for mission operations (e.g., command, in-
telligence, photo interpretation, safety, and security); sustaining support (e.g.,
support equipment replacement); and support for continuous technology insertion
(e.g., configuration management and sustaining engineering support).

REQUIRED COST ELEMENTS

In the report on Product Support for the 21st Century, product support is defined
as encompassing “all critical functions related to weapon system readiness, in-
cluding materiel management, distribution, technical data management, mainte-
nance, training, cataloging, configuration management, engincering support,
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PMOLCS Construct: A Total System Approach to Cost Visibility

repair parts management, failure reporting and analysis, and reliability growth.”?
In a compctitive sourcing guide, the Product Support Reengineering Implementa-
tion Team combined these 11 product support {unctions into the following

8 product support components: materiel management, supply, maintenance plan-

ning and execution, technical data management, training, technical support, data

systems, and modification management.

DoD Regulation 5000.2-R defines “program support” as including a broader
range of support categories. Program support in the ORD includes maintenance
support for hardware and software for mission and support cquipment; supply
support (e.g., provisioning strategy, special packaging and handling); manpower,
personnel, and training (e.g., training devices and training logistics); and system
safety and health hazards support. In addition, this definition includes command,
control, communications, computers, and intclligence (C41I) support; transporta-
tion and basing support; standardization, interoperability, and commonality
planning; mapping, charting, and gcodesy support; and environmental support.’

The Office of the Sccretary of Defense (OSD) Cost Analysis Improvement Group
(CAIQG), Operations and Support Cost-Estimating Guide, May 1992, provides
support categories for satisfying the Product Support for the 21st Century report
and ORD requirements. This guide provides standard cost element structures and
definitions for support functions for generic systems and for specific types of
weapon systems, including aircraft, ships, missiles, combat vehicles, and elec-
tronic systems. By primarily relying on the CAIG’s cost clement structure as a
means for identifying and defining product support functions, the PMOLCS Study
Group included all cost areas routinely accepted as necessary for achieving a
comprehensive and complete O&S cost estimalc.

SUPPORT FUNCTIONS APPROPRIATE FOR
PM CONTROL

The seven CAIG cost elements—mission personnel, unit-level consumption, in-
termediate maintenance, depot maintenance, contraclor support, sustaining sup-
port, and indirect support—satisfy a need for a systematic approach to provide
PM cost visibility of support functions. The rationale for PM visibility or control
in each cost element is addressed.

Mission personnel. Operational commanders must have the flexibility to employ
mission personnel as they see fit to accomplish their missions. However, as mis-
sion personnel represents the largest cost element for many weapon systems, PMs

2 U.S. Department of Dcfense, Product Support Reengincering Implementation Team,
Product Support for the 215t Century, July 1999.

? U.S. Department of Defense, Mandatory Procedures for Major Defense Acquisition Programs
and Major Automated Information System (MAIS) Acquisition Programs, DoD Regulation 5000.2,
15 March 1996, Appendix II.
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must have visibility of the costs and cost factors (e.g., operational tempo
maintenance notes).

Unit-level consumption. Unit-level commanders are best qualified to determine
the fuel, reparables, training munitions, and other consumable and repair parts re-
quired for training, readiness, and mission success. However, because unit-level
consumption typically represcnts the second largest element of O&S costs, PMs
must also have visibility of the costs and cost factors to formulate viable plans for
cost reduction.

Intermediate maintenance. Organic intermediate maintenance is generally per-
formed on a short turnaround within or approximate to an operational unit. The
operational commander should control intermediatc maintenance because ithas a
direct bearing on unit readiness. However, because these costs may represent a
significant portion of weapon system O&S costs, the PM should also have visi-
bility of the costs and cost factors to propose cost reduction initiatives.

Depot maintenance. An objective of the PMOLCS pilots is to determine an ap-
propriate degree of PM oversight of life-cycle support. Successful depot mainte-
nance is a function of the degree of the project management skill employed to
meet customer demand. PMs are in the position to evaluatc and, in consultation
with the warfighters, trade ncar-tcrm depot-level repair expenscs with long-term
investments to increasc weapon system rcliability and maintainability and reduce
0&S costs. Savings through these investment tradeoffs and more effective cost,
schedule, and performance management can be used to incentivize additional
savings through win-win agreements between the PM and warfighter. Depot
maintenance costs are appropriate for PM visibility and control, with the degree
of control varying by type of system.

Contractor support. PMs work with functional representatives Lo establish interim
and long-lerm contractor support during initial weapon system acquisition. This
support can include depot maintenance, and in some cases, organizational and in-
termediate activities. It can also include contracts for training and supply. 1f the
contract is system-specific, the PM should oversee the contract, If the contract
supports multiple systems, the PM’s training in and access to contracting for ma-
jor weapon systems also make the PM the logical choice for controlling contractor

support of legacy systems.

Sustaining support. Expenditure decisions for sustaining support resources arc
best made by the warfighters working directly with the PM and in coordination
with the logistics functional representatives. PM control of most sustaining sup-
port resources enables the warfighters to make decisions and adjust priorities
among support equipment, modification kits, sustaining engineering, software
maintenance, and other recurring costs o achieve the required level of availability
and functionality for the weapon system. Because simulator operations immedi-

ately affect unit-level readiness, operational commanders should retain control of



PMOLCS Construct: A Total System Approach to Cost Visibility

this element. However, PMs must have visibility of the costs of simulator opera-
tions to consider them in their cost reduction and improvement plans.

Indirect support. Indirect training and installation support may not be geared to-
ward a weapon system and must be examined on a case-by-case basis for PM
visibility and control. However, even the most indirect of the costs are determined
by the amount of manpower required to operate, maintain, and support the
weapon system. Thus, the PM can influence costs by modifying systems and in-
stituting other business process changes to reduce manpower requirements. To
make appropriate tradeoffs, PMs must have visibility of costs, including the iden-
tification of headquarters and personnel expenses funded by working capital funds
(WCFs) to their weapon systems.

CosT BASELINES

The PEO/SYSCOM survey indicates that approximately 80 percent of the respon-
dents believe that a post-fielding verification of ownership costs should be con-
ducted to verify if the amount approved at Milestone III has remained constant or
increases have occurred (see Appendix F). The survey results also show that

85 percent of the respondents believe that a baseline should be established at
Milestone 111 to measure O&S cost savings. Because the cost-cstimating guide
provides a commonly accepted format for structuring O&S costs for ncw systems,
it can be used to establish a baseline for legacy systems. Using the same format
for new and legacy systems will ensure reporting consistency throughout the ac-
quisition process and allow PMs to verify if product support costs approved at
Milestone III properly account for support costs after the system is fielded.

SUMMARY

Product support includes all the functions to maintain the readiness and opera-
tional capability of the system. The total system includes the equipment (hardware
and software) and people (operators, maintainers, and support personnel) to sup-
port the system or subsystem. The sources of support may be organic, contract, or
a combination. Costs for support functions arc controlled (directly and indirectly)
by organizations throughout the support structure. Because different organizations
are responsible for the organic and contract support costs at different levels in the
support structure (e.g., unit, intermediate, and depot), thc CAIG cost element
structure provides an appropriate framework.

Unless a cost baseline is established, the PM cannot track and control support cost
changes. The cost-estimating guide provides an accepted format for structuring
O&S costs for new systems and can be used to establish a baseline for lcgacy
systems. PMs can use the support cost visibility to isolate and use cost factors 10
reduce TOC.
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Chapter 3

PMOLCS Construct: Program Manager Oversight
and Control

OVERVIEW

The PM decision-making environment is not clearly defined because of the inter-
connectivity between all aspects of weapon system life-cycle costs. For example,
mission personnel are interconnected with unit-level consumption, intermediate
maintenance, depot maintenance, training, safety, and environmental functions.
Making a decision to affect any of these functions has anticipated and unantici-
pated impacts on other functions in the product support elements to the detriment
of responsive, flexible, and accurate logistics requirements.

Reducing costs is also a challenge because cost responsibility resides in functional
organizations. One organization controls depot maintenance; another, acquisition;
another, warfighting; another, personnel; another, transportation; and another,
supply. Each organization has initiatives it seeks to implement and interests it
wants to protect. The warfighters have been caught in this web, trying to mect
mission responsibilities while finding creative ways to cut costs.

To allow the warfighters to focus on warfighting, they need an agent to dcal with
the web of complexity and reduce O&S costs. The PM would act as the agent by
interfacing between the warfighter and support communitics. This interface would
enhance communications and improve cost and rcadiness visibility.

Additionally, product support decisions in one function during the O&S phase can
alfect product support quality and costs in another function. Yet, unlikc the inte-
grated product team (IPT) construct used during the acquisition phase, no unified
organizational structure is responsible for managing Defense products and associ-
ated costs throughout all phases of a product’s life cycle. Frequently, the PM, the
warfighters, and the support community do not establish a coordinated and inte-
grated decision-making forum for managing the cost factors throughout a life
cycle.

Although the PMOLCS construct should apply to all stages of a systems life cy-
cle, this chapter focuses primarily on {ielded systems. It describes the “as is” envi-
ronment and opportunities for improvements. It also presents thc PMOLCS
recommendation for a unified organizational structure responsible for managing
Defense products and associated costs through product life cycles. The IPT is the
appropriate vehicle for the PM to provide lcadership in all stages of a system’s
life cycle.
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The study group found that all support functions are appropriate for PM visi-
bility, as discussed in Chapter 2, and several are appropriate for direct PM
control. Similarly, attendees at the PEO/SYSCOM Workshop in April 1999
suggested pursuing control strategies after achieving cost visibility.

“AS IS” ENVIRONMENT

Figure 3-1 depicts the product acquisition and support decision-making process as
it exists. Generally, the Defense or Component Acquisition Executive (AE) is re-
sponsible for acquisition decisions of a new system, and the Service Chicf is re-
sponsible for the operation and support of the system after it has been ficlded.

Figure 3-1. “As Is” Product Management Decision-Making Environment
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Warfighter, Acquisition, and Product Support Interface

The PMs and warfighters have opportunities to establish goals and constraints for
product support and associated requirements early in the acquisition process.

& They establish support requirements in the ORD. The Service Chicf (or
DoD Component Head) approves the requirements. The Joint Require-
ments Oversight Council validates the requirements.
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¢ They also prepare the acquisition program bascline at program initiation.
The baseline contains cost, schedule, and performance parameters.
Although a parameter for product support may be included in the bascline,
it is not required.

By using the CAIV strategy, cost and requirements tradcoffs arc an intcgral part
of the product acquisition process. However, although the opportunities for estab-
lishing O&S cost baselines early in a product’s life cycle exist, they are not fully
cxploited. For cxample, equipment A has an acquisition cost of $500,000 and rc-
quires 4 weeks of training per operator and maintainer. On the other hand,
equipment B has an acquisition cost of $600,000 but only requires 3 days of
training per operator and maintainer. Barring the formal incorporation of O&S
cost considerations into the acquisition process, we tend to procure equipment A,
although the TOC of equipment B may be substantially less and customer utility
substantially higher.

Product Support and Supplier Interface

Current policies and regulations seriously constrain supplier options for the PM to
satisfy product support requirements. Frequently, only one source of supply,
whether organic or commercial, is available. Support purchases are fragmented
becausc training, sparc parts, support equipment, and repair parts are generally
procured in separate, relatively small-valuc transactions. With these conditions,
the government becomes a “price taker” rather than a “price maker.”

Product Support Business Practices

Current product support business practices fail to tie all elements of weapon sys-
lemn support together to meet changing warfighter demands cfficiently. They con-
strict efficient weapon system response to environmental changes as they attcmpt
to gain scale economies and flexibility among systems. The PM must be able to
respond to emergent customer priorities by realigning resources among product
support functions for a system. To the extent that business practices impede a PM
from responding to customers effectively, the practices and associated systems
should be revised.

Organic organizations and commercial activities are the suppliers. During the
acquisition phase, representatives from the warfighter community and all ap-
propriate functional disciplines participate in PM-led IPT. Functional IPT rep-
resentatives are empowered and authorized, to the maximum possible, to make
commitments for the organizations or functional areas they represent. This man-
agement construct has been very successful for the acquisition phase, but has not
yet been established for the O&S phase because of the lack of visibility and ac-
countability for management of sustainment funds.
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ticd to product support, and more than 875,000 personnel (military and civilian)
were involved in product support.’

After systems are fielded, PMs typically retain overall responsibility for the sys-
tems, but lose control of significant portions of funding required for proper sup-
port. Funding control for product support is typically divided among scveral
functional organizations. For example, one organization is responsible for man-
power, another for training, another for repair parts and spares, and another for

' U.S. Department of Defense, Product Support Reengineering Implcmentation Team,
Product Support for the 215t Century, July 1999, pp. 1-2 and D-1.
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depot repair. Often organizational interests work at cross-purposes and arc not
easily integrated. Data accuracy also affects the effective level of PM funding
control.

The current process is tangled and intertwined. As a result, identifying whom 1s
responsible for costs is difficult. For example, the F-16 System Program Director
maintains visibility of research, development, test, and evaluation; production;
contract services; maintenance sustainment cngineering; and software
maintenance. These cost categories only constitute 14 to 17 percent of product
support costs. An informal survey of the warfighter community indicates thc war-
fighters also believe they control about 16 percent of program costs.

Similarly, the Navy CG-47 Class Ship TOC was $75.8 billion in FY 1998. The
O&S phase included 63.3 percent ($47.98 billion) of the TOC; however, the PM
had no control over 82 percent of the O&S costs and only minimal influence over
18 percent of the remaining O&S cost elements.

Therein lies the problem: Nobody is responsible for 100 percent of the costs. Cost
responsibility should be assigned based on the operational requirements and mis-
sion of each system. In the past, because emphasis has been placed on operating
and maintaining systems, cost responsibility has been clarified. By requiring the
PMs and warfighters to enter into formal commitments, accountability for all
costs is created. Each systcm can be different with unique responsibilities for
costs. The important issue is that each cost element is identified for the PM, war-
fighter, or support community to be responsible and accountable.

Therefore, the study group believes thal PM needs, in order of priority,
¢ cost visibility,
¢ cmphasis on accountability for cost control by the Services, and
# responsibility for the control of the designated costs.
LOST OPPORTUNITIES

If given a choice between funds being spent for spares on a weapon system or a
component that will soon be out of service or a commercial-off-the-shelf technol-
ogy insertion for increased reliability, maintainability, and performance, the cus-
tomer may prefer the latter. However, a PM without direct control of spares or
sustaining engineering funds is unable to offer or act on the customer’s prefer-
ence. Likewise, if the PM applics more modern asset and project management
tools to lower depot maintenance costs for a weapon system, the warfighter may
prefer to apply resources toward an accelcrated buyout of a system modification.
The warfighter believes the redirection will purge a cost factor, yielding an in-
crease in readiness and a decrease in safcty risk. However, the PM, typically
lacking direct control of depot maintenance resources and authority to accelerate a
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modification based on customer priorities, is unlikely to pursue such an initiative.
Effective control is contingent on the availability of accurate cost and usage data.

These types of decisions would have little or no immediate adverse impact on
readiness, would reduce maintenance hours, perhaps enhance readiness in the near
term, and would eventually free 0&S resources for modernization. If allowed to
occur routinely throughout DoD, such actions would tend to reduce average
cquipment age, reduce the demand on 0&S resources, and enable a more robust
modernization program.

“To BE” ENVIRONMENT

The PEO/SYSCOM survey results indicate that 85 percent of the respondents be-
lieve that the warfighter should establish goals and constraints for O&S costs
early in the acquisition process. In the context of the PMOLCS construct, the PM-
led TPT defines the product. The PM, as product manager, aligns and uses re-
sources as appropriate to deliver the product to the warfighters when they need
them at a cost they can afford. Through this new dynamic, the warfighters can re-
spond far more quickly, efficiently, and decisively to a rapidly changing threat
environment.

A New Work Environment

Figure 3-2 depicts the new product management environment. The product sup-
port community avoids the pitfalls associated with vertical or horizontal “stove
pipes” by using an IPT approach focused on community agreements.

Of central importance in the new product management structurc is the PM’s inter-
face with the warfighters and support community. The warfighters’ role docs not
change in the PMOLCS construct: The warfighters are the tustomers. The war-
fighters have the highest stake in a weapon system’s performance, including its
safety, rcliability, and maintainability. In our model, the warfighters make the fi-
nal decisions among investment and product support alternatives. They will do so
with full awareness of the probable costs, benefits, and timelines.
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Figure 3-2. “To Be” Product Management Decision-Making Environment
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ROLE DEFINITIONS
The “to be” environment includes the following roles and definitions:

PM. A PM is the individual assigned to manage a weapon sysicm during its life
cycle. The role of a PM is to act as the interface between the warfighters and the
support community. Through personal knowledge and experience and as leader of
a team of functional experts, the PM provides the warfighters with the status of
investment plans and presents an analysis of cost-benefit tradeoffs associated with
product support alternatives. The PM is responsible for satisfying warfighter
product support requirements. The PM is the product manager.

IPT. An IPT is the cross-functional logistics organization based on partnerships
among the warfighting, acquisition, product support, and supplier communities.
The IPT ensures that product support strate gies are integrated properly into
weapon system plans.

PEQ. A PEO is the PM’s immediate superior in the acquisition and product man-
agement chain of command. The PEO acts as the interface between the warfight-
ers and the support community for a weapon system and advises and directs the
PMs under his or her cognizance in product management. The PEOQ is the product
type manager (PTM) who is similar to the commercial sector’s category manager.



AE. An AE is the civilian head of the acquisition and product management func-
tion for DoD or a Component. The AE interfaces with the Chairman of the Joint
Chiefs of Staff, Service Chiefs, and supplier executives on matters related to
overarching product management requirements and strategies. The AE also trains,
develops, advises, and directs the PEOs under his or her cognizance in product
management. The AE is the Senior Acquisition/Product Management Execu-

tive (SA/PME).

WARFIGHTER, ACQUISITION, AND PRODUCT SUPPORT INTERFACE

The second thrust of the PMOLCS Study Group is to implement formal commit-
ments for product support through agreements among warfighters, PMs, and the
support community. The following illustration explains how critical interfaces
facilitate commitments.

The warfighters defines, revises, and prioritizes requirements, while the PM acts
as the product support manager and presents investment and support alternatives
and associated costs. Agreements and commitments would be formal and cn-
forceable, thereby avoiding a conflict of interest, closing loopholes so responsi-
bility cannot shift from one party to another, and providing a system of chceks
and balances.

The PM interfaces with the warfighter and support communities through penodic
personal conferences at the warfighter’s location, through the IPT via telephone,
electronic mail, video teleconferencing, and other means in fulfilling his or her
management responsibility. The PEO (or PTM) interfaces with the warfighter
through periodic personal conferences at the warfighter’s location and through
other personal and telecommunications vehicles.

The PM-warfighter interface occurs on several levels. The primary level 1s the
unit. PMs interfaces directly with the commanding officers of ships and ship
squadrons, aircraft squadrons and wings, and ground combat battalions and regi-
ments. The PEO (or PTM) interfaces dircctly with the commanders of air wings,
naval groups, brigades, and divisions. The SA/PME should interface with the
senior Service leaders.

The warfighters should not have to deal with disparate organizations that have
independent interests. Cost decisions may lead to unforeseen cffects that result in
cost increases. Consistent with the PMOLCS construct, the roles, responsibilities,
and operating relationships between the warfighter and the PM (or PTM) are for-
malized by a memorandum of agreement.

PRODUCT SUPPORT AND SUPPLIER INTERFACE
Reducing supplier costs requires policies that enable PMs to choosc frecly among

sources of supply based on best value to the customers, thereby infusing the proc-
css with greater competition. Lower supplier costs also require that PMs, PEOs,
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