 PR 05

Cost Instructions for Development of Cost Reduction Initiatives

1.
PURPOSE


This document provides guidance for documenting and presenting Cost Reduction Initiatives cost analyses and estimates to the independent NAVAIR review teams and evaluation board before submission for consideration in the PR-05 review.  The primary objective of the guidance is to help submitters write comprehensive, consistent, well-documented cost estimates that can be replicated and verified by an independent party.  Another goal is to provide sound, executable foundations for identifying cost avoidances associated with the various initiatives.

2. TOTAL OWNERSHIP COST TOOLS

In the past, many initiative submissions encountered problems because the rationale for the initiative was not sound, the costing methodology was not replicable, the costing assumptions were not delineated and substantiated, Return On Investment (ROI) was not correctly calculated, and the “As Is” (the current cost baseline), the “To Be” (cost baseline if initiative is implemented) and the Plan Of Action and Milestones (POA&M) were not consistent. In order to help in the preparation of successful Cost Reduction Initiatives, we have prepared a set of tools, available at the NAVAIR Total Ownership Cost (TOC) web page at http://www.navair.navy.mil/toc/.  

2.1
TOC Site Description

TOC includes all costs associated with the research, development, procurement, operation, logistical support, demilitarization and disposal of an individual weapons system including the total supporting infrastructure that plans, manages and executes that weapon system program over its full life. This site is designed to provide NAVAIR programs with guidance and tools for preparing BASELINE TOC plans and individual TOC INITIATIVES. Also provided are links to important resources for estimating costs and potential returns on investment.

Among the tools especially helpful in the preparation of cost initiatives are the following:

· “Neandertal’s Guide to Cost Estimating” – This is our how-to guide for preparing cost estimates. It was written for those individual with little or no cost experience.
· Inflation Tool - This is a user-friendly tool that enables the analyst to escalate dollars to the desired year   (e.g., from 1999 to 2000) and type (e.g., CY to TY or vice versa). Although the inflation tool is shown in conjunction with the TOC Template, it can be used in a stand-alone mode. This tool can be installed and used on any EXCEL spreadsheet to escalate or de-escalate costs. It is based on  OSD indices and is updated frequently.

· Links to other sites providing guidance and data sources useful in preparing initiatives

You may also want to look at the AIR-4.2 website located at http://www.navair.navy.mil/air40/air42/index.html or the Affordable Readiness website located at https://www.nalda.navy.mil/3.6/coo.  Links to these sites can also be found on the WINGSPAN website.

3.
COST INSTRUCTIONS 
3.1
Cost Estimating Ground Rules
The following ground rules should be adhered to for any/all cost estimating studies performed for CR&EI initiatives:

· Use Constant Year Dollars: FY 2002 dollars (K) shall be used for these studies.  
Guidance on inflation indices used to normalize historical cost data to a FY 2002 constant dollar is provided in Table 1 and is embedded in the Inflation Tool mentioned in section 2.1. 

	Cost Element
	Inflation Index

	Personnel
	MPN Composite

	Petroleum, Oil, & Lubricants (POL)
	Fuel

	O & I Maintenance Consumables
	O&M,N (Purchases)

	Aviation Depot Level Repairables (AVDLRs)
	O&M,N/LF (Composite)

	Training Expendables
	WPN

	Aircraft Overhaul/Support
	O&M,N/LF (Composite)

	Engine Repair/Rework
	O&M,N/LF (Composite)

	Support Equipment Maintenance
	O&M,N/LF (Composite)

	Support Equipment Acquisition
	APN

	Modifications
	APN

	CETS/NETS
	O&M,N/LF (Composite)

	Software Maintenance
	O&M,N/LF (Composite)


Table 1: Inflation Factor Guidance

Note: Current Inflation Tables and Guidance contained in the Naval Center for Cost Analysis Web Site (http://www.ncca.navy.mil/).


Analysts using the Cost Reduction Initiative Template provided on the Affordable Readiness website located at http://www.nalda.navy.mil/3.6/coo, should load in the Inflation Tool described in Paragraph 2.1 (above) in order to have the latest inflation guidance automatically calculated in their spreadsheets.
· Document Aircraft/System/Equipment Usage:  For in-service hardware, aircraft/equipment usage including number of operating units, usage hours and aircraft/engine rework quantity, requirements shall be consistent with the current baseline documents and the AIRRS database.

· Treatment of Sunk Costs:  Sunk costs, or costs already incurred prior to the initiative decision point, should not be included in the analyses.

· Focus toward Billet Cost Avoidance:  Labor cost avoidances are most accurately projected when full billets can be removed from manning structures. 

· Other Man-Hour Labor Cost Avoidance:  For direct military labor hour reductions, the following costs per hour (FY 2002$) shall be used. 
Unburdened Direct Labor Cost per Hour

“O” Level


$22.83


“I” Level


$22.11


In cases where other labor sources are used, the rates should be appropriate for the labor source (i.e. using contractor support or other sources for labor).
· Consistent Time Phasing of Costs:  Cost phasing must be based upon achievable and budget executable forecasts for both investments and avoidance streams.  In the cases of ECPs or LECPs, projections of avoidances cannot begin until executable modification installations or spares demands have occurred that will generate an avoidance compared to the unmodified equipment.  


· Mandatory Use of Templates:  For final transmission of Initiative Cost Avoidances and ROIs, programs must submit the Cost Reduction Initiative Template located on the AR website (http://www.nalda.navy.mil/3.6/coo).  Usage of the template ensures that sums are accumulated accurately, and that Net Present Value (NPV) calculations and ROI Ratios are correct given the inputs provided.

· Automated ROI calculations:  ROI is automatically calculated by the Cost Reduction Initiative Template (using the investments and avoidances that are entered on the template). The analyst does not need to calculate ROI. 


· NPV Determination:  The Cost Reduction Initiative Template will also calculate NPV which is a complex formula derived by adjusting the cash flows by year, times a percentage adjustment that reflects the cost for the United States Treasury to borrow money. The present value formulation leads to a compounding situation wherein future year dollars have significantly less “value” than current dollars.

As indicated in Office of Management and Budget (OMB) guidance, the template uses mid-year discounting formulations and automatically adjusts to the length of the program.  For additional information see OMB Circular No. A-94.
3.2
Cost Structure

When studying an initiative concept’s life cycle cost, the greatest amount of effort should be expended on the cost elements that account for the largest portions of cost and are affected by the initiative’s acceptance. Table 2 provides a recommended Cost Estimating Structure for use in Studies of initiatives that require Operation and Maintenance, Navy (O&M,N) investment funding.  The bold faced cost elements are normally the primary cost drivers in Cost Reduction initiative studies, and will provide the greatest costs or cost avoidance. It should be noted that Acquisition and Acquisition ILS elements are only applicable if an initiative involves new procurement or has logistics support system acquisition impacts. In almost all cases, the identified Operating and Support (O&S) cost drivers will be impacted in any initiative study and must be evaluated.  Those additional Acquisition and O&S Elements that are not bolded should be evaluated for a total cost perspective and may become critical given the scope of the specific initiative being evaluated. The Cost Elements and Cost Drivers are summarized in the matrix provided in Table 2.

	Category Title
	Cost Category Description

	End Item Aqn Costs:

Design

Production

Installation

ILS Costs:

Maintenance Planning

Supply Support

Support Equipment

Tech Data

Training

O&S Costs:


1.0


1.1


1.2

2.0


2.1


2.2


2.3


2.4


2.5


3.0


3.1


3.2

3.3
 

4.0


4.1

4.2


5.0


6.0


6.1


6.2


6.3


6.4


6.5


6.6




	Costs Associated with Design and Production and Acquisition ILS


Non-Recurring Design

Recurring Production of End Item
Installation Costs if APN Funded

LSA and Maintenance Plan Development

Initial Spares and Repair Parts

Peculiar Support Equipment

Technical Publications and Data

Training and Training Devices

Costs Associated with Operating and Maintaining Fielded Equipment

Mission Personnel

   Operations Personnel (Pilots/Aircrew)

   Maintenance  Personnel (“O” Level Labor)

Unit-Level Consumption

   Pol/Energy Consumption

   Consumable Material/Repair Parts

   Depot Level Repairables (Avdlrs)

   Training Munitions/Expendable Stores

   Other

Intermediate Maintenance

   Maintenance  Personnel (“I” Level Labor)

   Consumable Material/Repair Parts

   Other

Depot

   Overhaul / Rework For Aircraft And Engines

    Emergency Repair

Contractor Support

Sustaining Support

   Support Equipment Replacement

   Modification Kit Procurement / Installation

   Other Recurring Investment

   Sustaining Engineering Support

   Software Maintenance Support

   Simulator Operations


Table 2: Cost Estimating Structure

3.3
Development of POA&M for Execution of an Initiative

All initiatives need to be based upon complete and detailed POA&Ms. To demonstrate and ensure executability of proposed initiatives prepare a summary POA&M that does the following:  (Please note that the forecasts of avoidances should be synchronized with the milestones contained in this POA&M).
· Identifies key tasks associated with implementing the initiative including both actions associated with implementing the initiative and schedules for the implementation actions that lead to the avoidance.

· Identifies by task those tasks done in-house and those done by external contractors or contractor support organizations.

· Identifies task duration against an execution timeline, which should take the initiative out into that future timeframe where the initiative is fully implemented in the fleet.

3.4
Estimating Approach for Maintenance Driven Costs
To evaluate the potential cost avoidance or cost changes associated with a Cost Reduction initiative, a foundation shall be constructed based on the current costs of a fielded system.  Even in the case of an initiative wherein an Engineering Change Proposal (ECP) or Logistics Engineering Change Proposal (LECP) is being proposed, the current system shall be the baseline.  The overall approach to be used in developing the maintenance related O&S costs for a Cost Reduction initiative is as follows:

I. Develop an Cost Reduction cost analysis cost study baseline:

a. Identify an analogous fielded system with recent maintenance history.

b. Identify the level (system, WRA, SRA or lower) that requires data collection based upon the Cost Reduction initiative being proposed.

c. Using VAMOSC AMSD, LMDSS or NALDA data systems, construct a three-year history of expended maintenance costs that address “O” and “I” level labor costs, maintenance consumable materials and component repairs (Aviation Depot Level Repairables) at the level determined above.

d. Report all costs for military organic labor using the Cost Reduction Unburdened Labor rates referenced in Section 2.1 above.  When using LMDSS, VAMOSC, or 3-M data the best approach is to directly extract labor hours reported and multiply them by the Cost Reduction rates.

e. Inflate all historical costs to a constant year dollar base using the current approved inflation guidance referenced in the Inflation Indexing Tool.

f. Convert these costs into an average cost per flying or usage hour that becomes the initiative baseline for making out-year projections.

II. Identify those conditions impacting maintenance that change based upon the recommended Cost Reduction initiative:

a. Identify complexity/cost differences from the new system (if an ECP) that would change costs.

b. Identify any Reliability or Maintainability (R&M) changes that would result from recommended approach.

c. Identify maintenance level changes that result in changes to how maintenance is done, source of maintenance and/or level of maintenance.

d. Identify any other changes that will impact the historical cost baseline.

III.
Using the information provided in steps I and II above, develop a clearly documented and auditable approach showing the track from current system costs to those associated with the proposed change in equipment, processes or labor source that are associated with the specific Cost Reduction initiative.  Quantify those avoidances in each cost category used in the baseline, including the decreases in labor content expressed as dollars.

4.
INITIATIVE DOCUMENTATION REQUIREMENTS

The documentation for an initiative submission shall be limited to no more than eight pages.  This includes the formatted cover page, no more than six pages of narrative (that succinctly and accurately provide the information required), and the Cost Reduction Initiative Template.  All submissions must be provided electronically, via e-mail. No hardcopy submissions will be accepted; no exceptions.

4.1  Initiative Narrative

An Initiative Narrative template in Microsoft Word is provided that outlines the necessary sections/information that must be addressed and/or provided for each submission, including the formatted cover page.  Please note that the amount of space displayed within the Narrative template does not indicate either the amount of text needed for particular sections nor the weight a particular section may have in the review process.  The sections that should be addressed within the narrative include:

4.1.1
Initiative Overview

· Narrative Description of the Initiative:  Provide a descriptive overview of the initiative; explaining the need for the initiative (e.g. Readiness degrader, equipment cost driver, high failure rate, etc.), how the initiative will result in cost avoidances and the results that will be achieved by implementing the initiative.
· Description of Where the Work will be Performed:  Identify the locations/sites/facilities that will be executing the initiative (receiving the investment funds), not where the initiative will be implemented (such as out in the fleet). This can and should include the identification of the portion of the investment that will be “contracted out” (CSS, CLS, etc.).
· Initiative POA&M Timeline:  Provide a high level view of the initiative’s POA&M.  Include the execution of the investments and the major tasks/milestones in the development/execution phases, leading up to implementation.
4.1.2
Cost Methodology Documentation

· Documentation of Assumptions:  All critical assumptions that drive the results of Cost Reduction Initiatives must be documented.  Where critical costs are based on assumptions, identify why the assumptions are reasonable and credible.  The associated assumptions for the planned execution schedule should also be included.


· Documentation of Basis for Investment(s) required: 

· Clearly show the type of investment funds required (e.g., O&M,N, APN, OPN)

· Provide the following for each funding appropriation required:

· Identify funding that has already been provided

· Identify potential funding sources for funding which has not been provided

· Identify current status (have these potential funding sources been approached, e.g., is there a current LECP application) 

· Identify tasks by year that are to be accomplished using the investment funds

· Provide rational used to develop investment costs by appropriation by year, i.e., explain how the investment cost estimate(s) were developed. 

· If a contractor quote is used, please identify the contractor, the year in which the contractor gave the quote, the quantity (if any) for which the quote was given, the number of work hours that will be provided for the quoted amount, and the year(s) for which the contractor will honor the quote. 

·  If an estimate were developed, provide documentation for cost data used to develop investment costs (e.g., provide sources of data used to determine the number of hours required by task by year, identify the sources for labor rates used, identify the quantity and type of material required, identify the sources for the material costs).

· Documentation of “As-Is” (Current) Baseline:  The following information should be provided to document the baseline preparation:
· Identify Cost Elements:  Identify cost elements that would be affected (increased or decreased) if this initiative were implemented.
· Methodology:  Explain how “As-Is” (current costs without implementation of the initiative) costs by year for the next ten years for each of these cost elements were estimated.  Show any models or equations used. Show any analogous systems used.
· Data Sources:  Provide documentation for the cost data used to develop “As-Is” or Current costs (e.g., provide sources of data used to determine the number of labor hours required by cost element by year, identify the sources for labor rates used, identify the quantity and type of material required, identify the sources for the material costs.  Sources can include but are not limited to VAMOSC, NALDA, LMDSS, contractor proposal data, contractor actual data from a similar program, or contractor quotes.).  Explain any adjustments made to the data.

· Inflation Adjustment:  Identify source years of data and how the costs were adjusted to FY2002 constant dollars.

· Usage/Maintenance Requirements:  Identify any critical usage and maintenance related requirements and/or anomalies that will occur during the “As Is” (Current) Baseline Data Years and how these were accounted for in the baseline.

· Tabular Presentation of Results (“As-Is (Current) Cost Summary Table):  Results of the analysis shall be summarized in a table that shows “as-is” cost streams for the affected cost elements projected into the future – these would be the costs if the initiative is not implemented.

· Documentation of “To Be Cost Projection (Costs if initiative is implemented):  The following information should be provided to describe/document the 10 year cost projection estimates:

· Identify Cost Elements:  Identify cost elements that would be affected (increased or decreased) if this initiative were implemented (should be the same as those identified for the “As-Is” baseline).
· Methodology:  Explain how the “To Be” costs by year for each of these cost elements were estimated.  Show any models or equations used.  Show any analogous system used.

· Data Sources:  Provide documentation for the cost data used to develop “To Be” costs (e.g., provide sources of data used to determine the number of labor hours required by cost element by year, identify the sources for labor rates used, identify the quantity and type of material required, identify the sources for the material costs.  Sources can include but are not limited to VAMOSC, NALDA, LMDSS, or contractor proposals, actual data or quotes).  Explain any adjustments made to the data.

· Cost Drivers: Identify the cost information that drove the initiative results and the basis for those projected costs, i.e., R&M improvements, application of RCM logic, reduced repair costs by changing repair source or philosophy, etc.)  Be specific when describing cost drivers.   If the objective of this initiative is to reduce item Mean Flight Hour between Failure (MFHBF) and associated DMMH, AVDLR, AFM and APN spares costs, then all these costs should be addressed.  Describe how each cost element is related to the primary initiative objective, i.e., “increasing the MFHBF from 300 to 1000.”
· Tabular Presentation of Results:  Results of the analysis shall be summarized in a table that shows the “To Be” Cost Streams for the affected cost elements, once the initiative is implemented.  
· Cost Avoidance:  Identify the repair man-hours, spares acquisition, or other units upon which identified avoidances are based.  Convert to cost and display by cost element.  Clearly identify how cost avoidances were derived.  Cost Avoidances are entered on the Cost Reduction Initiative Template.
4.1.3
Risk Identification Requirements

The proposal must contain a narrative that addresses the risk, risk analysis, and risk mitigation associated with the proposed Initiative.  For each of the risk areas include the following:

· Risk Category: {Description}

· Risk Metric: {Low, Medium or High}

· Short Rationale for Risk Level Identified:

The following risk areas must be addressed:

· Risk Summary:  Overview of the risks associated with implementing the initiative.  This includes answering questions such as, “Is there enough service life and overall system population to warrant the change?” or “Will the impacted system(s) be in the inventory for a sufficient time frame for the benefits to be realized?”

· Technical Risk:  Is there technology insertion or maturation effort involved that involves risk or a redesign process with unknown results?  Has this initiative been proven on another program or in the commercial arena?

· Schedule Risk:  Are there scheduling issues or assumptions that make the likelihood of successful execution a higher risk?

· Funding Risk:  Are funds other than those O&M,N dollars requested for this initiative necessary for successful execution?  If so, is there risk in obtaining those funds?  Have LECPs received approval?  Have ECPs been budgeted?  Is funding available from within approved budget(s)?

· Traceability Risk:  Identify how cost avoidances will be tracked to document avoidances realized.

· Other Risk:  Additional risks that may or may not have been addressed.

4.1.4
Tracking Results

A key aspect of any initiative is the ability to track results of the initiative over time – expressed as cost avoidances achieved (compared to projected avoidances).  In order to enable that tracking of the initiative developed, the program team must define, very specifically, the database and detailed information that will be used to track results.  If at all possible, that database should be consistent with the source used to develop the initiative itself.  Just stating that AV-3M data, LMDSS data, or VAMOSC data will be used to track results is not sufficient.  For example, in the case of AVDLR avoidance of a specific part, the tracking could involve usage of the NAMSO 4790.A7142-05 Report, BCM data multiplied by FEDLOG unit repair costs.  A key ingredient of the evaluation score will involve the assessment of the ability of a program to measure and track cost avoidances over time and enter them into the Affordable Readiness Tracking System (ARTS).
· Methodology for Tracking Results:  Describe the specific process and data sources to be used to measure the results of the initiative if it is approved and executed.  This paragraph must be closely linked to the description of cost drivers addressed in the “Documentation of Projected Costs/Cost Aviodances” section.  Statements like “the FST  will monitor NALDA or VAMOSC data” are not of sufficient detail.  This paragraph is your plan of how you will prove that your initiative was or was not successful in achieving the projected return on investment level in the timeframe specified.  Describe data sources (reports, queries, samples, etc.) that you will use as well as the frequency you will use them (weekly, quarterly, etc.).

· Description of Ability to Execute in Various Fiscal Years:  The program team must document how they plan on executing the O&M,N investment, prior to the expiration of funds (e.g., will place funds on contract in 3rd quarter, etc.).  This must be consistent with the initiative POA&M timeline.  If investment resources are not made available until later fiscal years, indicate the continued viability of the initiative in those later fiscal years.  If it would not be cost effective to execute the initiative if investment is delayed, indicate why.

4.2      Cost Reduction Initiative Template (EXCEL Spreadsheet)


The data required for most of the fields (cells) in the Initiative Profile spreadsheet are self-explanatory.  The spreadsheet has three main sections:

· Initiative Description (Program, Code of Submitter, Initiative Title, and Initiative Summary Description);

· Initiative Detail (Initiative Type, Work Unit Codes Effected, Readiness Effect, and Return on Investment [Note: ROI Ratio is calculated by the spreadsheet]); and

· Projected Profile.


The Projected Profile contains the detail investment and cost avoidance data for the initiative displayed by fiscal year.  The investments must be listed by appropriation and must include ALL investments not just the estimate being requested.  Other investments may include, but are not limited to, program specific funding, procurement funding, etc.


The second half of the Projected Profile is the Cost Avoidance that will be achieved by implementing this initiative.  Cost Avoidance must be provided in the following cost categories: Development, Production, O&S, and/or Demilitarization & Disposal costs.  The O&S costs must be aggregated by cost element.  (A description of these cost elements is provided below.)


The spreadsheets addressed in 3.1 Cost Estimating Ground Rules do all the necessary calculations for the summations, aggregations, ROI ratios and NPV.  All costs, both investment and cost avoidance, must be entered in $K.


COST ELEMENTS


The cost elements displayed are those associated with an aircraft platform.  You may utilize major cost elements that are more pertinent to your community (e.g., weapon, support equipment, trainer, etc.), or use the cost structure as displayed and place costs that do not fit into the displayed elements listed in the “Other” category.  Below is a description/definition of each of the cost elements of the displayed cost structure.

· Organizational Personnel:  This element includes the cost of pay and allowances of officer, enlisted, and civilian personnel required to operate, maintain, and support a discrete operational system or deployable unit.  This includes the personnel necessary to meet combat readiness, unit training, and administrative requirements.  For aircraft, this element represents the total organizational level personnel costs associated with Navy and Marine Corps regular fleet aircraft operations and support as well as the fleet readiness squadrons (FRS).  This element also provides the cost of Temporary Additional Duty (travel and per diem) incurred at the organizational level of naval aviation by Navy and Marine Corps military and/or civilian personnel for training and other administrative purposes.  Included in these costs are commercial transportation charges, car rental, mileage allowance and subsistence.
· Intermediate Maintenance:  Intermediate maintenance performed external to a unit includes the cost of labor and materials and other costs expended by designated activities/units (third and fourth echelon) in support of a primary system and associated support equipment.  Intermediate maintenance activities include calibration, repair, and replacement of parts, components, or assemblies, and technical assistance.  For aircraft, this element represents the total of sub-elements reporting personnel costs associated with Navy and Marine Corps aircraft operations and support at the intermediate level.  This includes Intermediate Military Personnel Costs, Intermediate Civilian Personnel Costs and Intermediate Contract Personnel Costs.
· Fuel/POL:  This element provides the cost of aviation propulsion fuel consumed by Navy and Marine Corps regular fleet and FRS aircraft.  These costs do not include the cost of petroleum, oils, and lubricants (POL) used in aircraft maintenance.

· Consumables/AFM:  The costs of material consumed in the operation, maintenance, and support of a primary system and associated support equipment.  This element displays the cost of Navy Stock Account (NSA) aircraft maintenance parts and other materials, including Field Level Repairable (FLR) used for regular and FRS fleet Navy and Marine Corps aircraft.  Support supplies costs includes maintenance materials, flight clothing and safety equipment, but does not include Aviation Depot Level Repairables (AVDLR) costs.
· Aviation Depot Level Repairables (AVDLR):  This element presents the costs incurred against Navy and Marine Corps regular fleet and FRS aircraft, at the retail (fleet) level, for aviation depot level repairables which were incapable of being repaired at the intermediate level. Costs include Core costs and applicable NAVICP surcharges.

· Depot Maintenance:  Depot maintenance includes the cost of labor, material, and overhead incurred in performing major overhauls or maintenance on a defense system, its components, and associated support equipment at centralized repair depots, contractor repair facilities, or on site by depot teams.  For aircraft, this element represents the total of sub-elements that identify the costs of aircraft, engine and miscellaneous depot rework performed for Navy and Marine Corps aircraft.  These costs include: organic and commercial aircraft rework, Depot Maintenance Inter-Service Agreement (DMISA) aircraft rework, organic and commercial engine rework, DMISA engine rework, aircraft support services (Field Modification Teams, Salvage, Preservation, Customer/Fleet Training, Calibration, Acceptance/Transfer, Reclamation, and the Navy Oil Analysis Program), and unanticipated organic/commercial/DMISA depot level aircraft and engine emergency repairs.  Note:  The cost of depot-level reparables (DLRs) or exchangeables acquired should be reported in AVDLRs.
· Modifications:  The costs of procuring and installing modification kits and modification kit initial spares (after production and deployment) required for a defense system and related support and training equipment.

· Sustaining Support:  This element displays the total training costs attributable to Navy and Marine Corps aircraft operations and support.  These costs include maintenance training and operational training conducted with simulators at organic and commercial activities.  This element also includes the costs of non-nuclear conventional ammunition expended by regular fleet and FRS Navy and Marine Corps aircraft.  Included in these costs are sonobouys expended by aircraft operating from shore activities.

· IPT/CSS:  This element is comprised of the cost of Integrated Program Team (IPT) personnel as well as contractor support services (CSS) associated with the operations and support of regular and FRS Navy and Marine Corps Aircraft.
· CLS:  Contractor Logistics Support (CLS) includes the burdened cost of contract labor, material, and assets used in providing support to an aircraft, weapon system, subsystem, and associated support equipment.
· Other:  This element displays the labor costs of U.S. Civil Service technicians who assist fleet activities in the installation, maintenance and operation of aircraft systems and equipment (NETS).  This element displays the labor costs of contractor civilian personnel who assist fleet activities in the installation, maintenance and operation of aircraft systems and equipment (CETS).  This element displays the costs of technical publication updates and distribution funded by O&M,N for in-service Navy and Marine Corps aircraft.
5.
COST ANALYSIS SCORING CRITERIA

Submitters are THE experts for their own initiative.  Their job is to educate, inform and convince the reviewers that their initiative makes sense, that the cost avoidances can be achieved and that the benefits to the TEAM are real.  The people who performed the cost estimate must be clearly identified in the initiative.

AIR-4.2.5 independently assesses the cost merits of each Initiative.  Submitters should be cognizant of the criteria used in the evaluation process to sell a concept.  The more complete the documentation, the better idea the submitter will have of the true cost avoidances.  Better documentation leads to a better chance of initiative approval since the O&M,N Review Board will have a higher degree of confidence that cost avoidance is achievable.  

Documentation of Baselines:                       (10 Points)

· Clearly document the “As Is” (current) baseline costs including how they were derived/calculated. (Identify sources used)

· Use the VAMOSC AMSD (before 1998), LMDSS, or NALDA data systems to construct a three-year history of expended maintenance costs that address “O” and “I” level labor costs, maintenance consumable materials and component repairs AVDLRs appropriate to the levels affected by the Initiative.

· Identify analogous systems, either military or commercial.

· Convert costs into an average cost per flying or usage hour to establish the Initiative baseline.  (Quantity and Flight/Operating hours should be documented on the Current Cost Summary Table contained in the accompanying narrative.)

· Data used will be compared to the ten-year OP-20 Flight Hour projection.

· Address all cost instruction requirements.

· Provide the basis for initiative specific baselines.

Cost Risk Identification:                           (10 Points)

· Identify the requirement for ALL funding types as well as multi-year funding.  Since risk levels increase due to the possibility that many different types of funding or multi-year funding will be unavailable, submitters need to specifically address all assumptions regarding these factors.

· Identify other funding requirements/appropriations in the ROI and explain the assumptions made regarding their use as part of this Initiative.

· Assess any schedule assumptions that relate to timing of funding availability.  Planned Start Date should be clearly identified on the Initiative POA&M Timeline.  Incorporate a realistic execution schedule.

· Identify other initiatives that are affected by or dependent on this Initiative.

Cost Time Phasing:                                  (10 Points)

· Demonstrate the ability to execute the proposed schedule.  (Existing and usable contracts, General Services Administration catalog items, or hardware in the supply system proposed for joint usage would lower risk.) 

· Demonstrate availability of tasking/manpower when the Initiative is based on the use of government activities.

· Identify existing documentation relating to new maintenance procedures or OEM training availability, which would lower, risk associated with a new maintenance technique. 

· Define how the investment will be made and the cost avoidances will accrue.

· Ensure the submitter’s logic, assumptions, and non-technical reviewers can follow conclusions without requiring a “Leap of Faith.”

Methodology Identification:                         (30 Points)

· Provide for traceability when building the methodology.  The reviewer should be able to replicate the estimate given the presented data and assumptions.

· Identify estimating sources and justify why a specific methodology is most appropriate to estimating this Initiative.

· Provide a clear definition of which cost driver, i.e., AVDLR costs, simulator operations, inefficient maintenance procedures, is being addressed in the Initiative. 

· Eliminate any (or as many as possible) “unknowns” that are in a proposal to lower the risk assessment.

· Adjust for inflation in the correct manner using the Inflation Indexing Tool.

· Ensure that all differences between platform baseline and the AR Initiative profile are documented.

Cost Assumptions Documented:                       (10 Points)

· Review assumptions made in the initiative for realism using the “prudent person” guideline.  Furnish realistic cost assumptions.

· Document/justify the reasonableness and appropriateness of the major assumptions. (If the initiative proposes a study, are the cost avoidances based on assumed study outcome?  What happens if the study produces different results?  Is this a good foundation upon which to base investments and avoidance?)

Risk for Achieving ROI:                            (30 Points)

· Assess all of the above areas for problems in achieving the stated ROI.

· Include any missing/overlooked investment elements, errors in accounting/calculation of cost avoidances, or obvious mistakes affecting investments, cost avoidances, or both.  (If an initiative calls for a Depot maintenance task to be performed at Intermediate level, are the increased Intermediate maintenance costs documented, as well as the decreased Depot maintenance costs, and considered when calculating overall Initiative cost avoidances?)

· Include kit installation costs in the Initiative, if an initiative is an ECP.

· The cost avoidance stream must account for out-year requirement changes that are identified in the WSPD.
· When cost avoidances are dependent upon other funded lines, ensure identification of the likelihood/source of that funding.

· Clearly state which dollars are to be funded by O&M,N Board and ensure they are annotated on the Initiative Profile spreadsheet as investment costs.

· Check all arithmetical calculations and assumptions in the analysis that would limit or overstate the cost avoidance.  $5200K is $5.2M, not $520K.

· Make it clear that avoidance is realistic and achievable.
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