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Crafting An 
Offering
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Crafting An Offering

! PBL Is Supported By A Web Of Agreements In Which Risks Are 
Shared�Or Not

! Craft Contractor Performance-Of-Deliverables 

! Craft Government Profile-Of-Operation

! Craft Recurring Processes

! Craft Initialization Processes

! Identify Direct & Indirect Expenditures

! Forecast Direct Expenditures

! Align Processes & Resources Employed

! Forecast Process Activities

! Forecast Resources Employed Per Process Activity Forecast

! Forecast Resources Employed

! Define PBA Lifecycle Pricing Strategy

! The Balanced Scorecard Is Used To Ensure A Systemic 
Approach

! Subjective Probability: Managing For Unfavorable Risks

! Actual Data Input And Metric Variance Analysis

! Populating Indexes With Actual Data
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PBL Is Supported By A Web Of 
Agreements In Which Risks Are 

Shared�Or Not

Program 
Manager/

SPO

Product 
Support 

Integrator 
(PSI)

Product 
Support 

Providers 
(PSPs)

�A Web Of Relationships Of Self-Interests Provides Vigilance Against 
Complacency,� by Ron & John

Agreements

Higher 
Reward/ 
Higher 

Risk

DepotsDLA

PPP

Lower 
Reward/ 

Lower 
Risk

� 3 PL

� Major 
subsystem 
supplier

� Financial 
institute

�Commodity supplier

�Phase-out suppliers

�Low skill labor 
services

Agreements

Agreements Agreements

�Contractor assures the 
Government a specific 
Performance-Of-
Deliverables

�Government assures the 
Contractor a specific Profile-
Of-Operation

�Only after BCA 
completion by 

government of �best� 
support strategy to 

partake indicates PBL 

PBL is 
funded 

from O&M 
$$
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Craft Contractor 
Performance-Of-Deliverables

PBL Contractor Program 
Office

to
Government;

Elements of Deliverables

Demand 
Fulfillment

(i.e. First pass 
95% line item fill 
rate, with receipt 
within 24 clock 

hours of demand)

Reliability
(i.e. 1000 

hours 
MTBF)

Footprint
(i.e. 15 asset 
turns per year 

at field 
locations)

Relationship 
�Leanness�

(i.e. 98% of tech 
inquiries by phone 
responded within 2 

hours) 

Cost 
(i.e. Fixed-Priced-Per-Period-Per-System-Unit-Supported 

of $100 for a specific Contractor Performance-Of-
Deliverables Assured and for a specific Government 

Profile-Of-Operation assured)

The more 
specific, the 

less the 
chance for 

misunderstandi
ngs
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Government
to

PBL Contractor 
Program Office;

Elements of 
Profile-Of-
Operation

Duration of 
Use

(i.e. 20,000 to 
25,000 hours 

per year)

Site 
Environment

(i.e. 60 to 80 THI)

Frequency of 
Use

(i.e. 10,000 to 
12,000 cycles per 

year)

Site Density
(i.e. 20% to 30% 

of sites have only 1 
active system) 

Note: Broken into 4 profiles
1.CONUS Garrison profile
2.OCONUS w/Infrastructure profile (i.e. Japan)
3.OCONUS w/o Infrastructure profile (i.e. 
Afghanistan)
4.OCONUS Combat profile (i.e. Iraq) 

Returns 
Turnover

(i.e. 5 days or 
less for �cores� 
to be returned 

resulting from an 
exchange 

transaction)

Location 
Infrastructure

(i.e. commercial air 
transport service 

available)

# of Overall 
System Units & at 

Each Site
(i.e. 300 to 350 

vehicles)

The more specific, 
the less the 
chance for 

misunderstandings

Craft Government 
Profile-Of-Operation
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Forward/Reverse
Supply Chain 
Management  

Processes

5.0
Manage &
Report  
Results

4.0 
Manage Parts 

Storage

3.0 
Manage Part

Acquisition and 
Repair

1.0
Forecast

Part 
Requirements

2.0
Manage

Customer Orders

� Receive
� Maintain
� Status 

response

Use of 
IDEF 

Modeling

� Locate
� Audit
� Move

� Planned/actual financial 
performance

� Planned/actual performance-
of-deliverables

� Planned/actual profile-of-
operation

� Source
� Contract
� Monitor 

� Dependent 
demand

� Independent
� Net 

requirements

Craft Recurring 
Processes
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i.0
Start-Up 
Business 
Processes

i.2
Establish
Staffing

i.3
Establish 
Facilities

i.4 
Establish 

IT 
Infrastructure

i.5
Catalog

Part Numbers

i.7
Rationalize &

Transfer 
Inventory 

Custodianship
(for legacy)

i.1
Establish
Business
Entity

i.6
Develop 
policies 

and procedures
for business 
processes

� Set up accounting 
system

� Develop financial
disclosure statement

� Develop new position 
descriptions

� Set salaries
� Transfer current 

personnel
� Hire new personnel
� Train personnel

� Lease space
� Occupy office
� Occupy warehouse

� Acquire IT system
� Initialize IT system
� Build internal/external 

interfaces
� Populate data base
� Initialized software

� Assign SMR
� Request NSN
� Secure DAAS  and 

source codes

� Conduct joint  inventory
� Reconcile   inventory
� Transfer custodianship

Craft Initialization Processes
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Identify Direct & Indirect 
Expenditures

! Direct

! Non-repairable parts acquisition cost

! Repairable parts repair cost

! Consumable parts acquisition cost

! Indirect

! Personnel and their fringes

! Office facilities

! Warehouse facilities

! Packaging materials

! Transport 

! Administrative supplies

! IT: application system/network software 
and hardware

! Supplier visits

! Customer visits
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Forecast Direct Expenditures

Description 2008 2009 2010 2011 2012 2013 2014 2015 2016 2017

Macro Cost Drivers Index

Inflation 1.000 1.020 1.040 1.061 1.082 1.104 1.126 1.149 1.172 1.195

System aging (increased demand) 1.000 1.020 1.040 1.061 1.082 1.104 1.126 1.149 1.172 1.195

Out-Of-Production/DMS (lot sizing 
cost increase) 1.000 1.020 1.040 1.061 1.082 1.104 1.126 1.149 1.172 1.195

Total Cost increase 1.000 1.061 1.126 1.195 1.268 1.346 1.428 1.516 1.608 1.707

Non-repairable parts, consumable parts + 
LRU repair costs ($M)

$9.05 $9.6 $10.2 $10.8 $11.5 $12.2 $12.9 $13.7 $14.6 $15.4
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Personnel 
And 

Fringes

Office 
Facilities 

Warehouse 
Facilities 

Packaging 
Materials

Inbound 
Direct 
Parts 

Transport

Admin 
Supplies

IT: 
application/ 

system/ 
network 
software 

and 
hardware

Supplier 
Visits

Customer 
Visits

1.0

Forecast Parts 
Demand And  

Supply 
Requirements

2.0
Manage Part 

Acquisition And 
Repair

3.0
Manage 

Customer 
Demands

4.0
Manage Parts 

Storage

5.0
Manage and 

Report Results

Index Process

Indirect Resources

Align Processes & Resources 
Employed
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! # of active Part Numbers: 1,000 

! # of inactive Part Numbers: 1,000 (very low/no activity within last 3 years)

! # of inactive items that will have any activity over 10 years: 5%

! Demand for additional part numbers and increased demand for active part 
numbers will be an estimated 2% per year

! Perform Log Engineering Analysis; Analyze ECP�s For Logistics Impact, Assign 
Source, Maintenance and Recovery (SMR) Codes, Develop Maintenance 
Schema, Develop Changes to Technical/ Part Manuals, Forecast Part usage/ 
Adds And deletes From Inventory, Incorporate Approved Changes Into 
Baseline: .1% of PNs

! Assign/Re-assign Source Of Repair for repairables: .08% of PNs

! Catalog Parts; Assign SMR code For new/changed item, Research Stock Listed 
Items, Secure designator Code for item: 1.0% of PNs

! Catalog Parts; Prepare Technical Data support package When appropriate: 
.3% of PNs

! Catalog Parts; Request NSN For peculiar PN With no tech data, Request NSN 
for Common item: .7% of PNs

! Forecast Parts Demand And Supply Requirements; Collect & Analyze demand 
Data, Balance Forecasted demands with planned/ actual supplies: 200% of 
PNs

! Forecast Parts Demand And Supply Requirements; Analyze in Detail Reliability 
and planned preventive programs: 5% of PNs

! Forecast Parts Demand And Supply Requirements; Analyze installed base and 
changes in operational profiles: 15% of PNs

Forecast Process Activities

�and much more
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! Program Manager: $50/hr

! Professional: $35/hr

! Non-Professional: $25/hr

! Office space allocation per Full Time Equivalent (FTE): 150 square 
feet

! Office space cost per square foot: $25

! Warehouse space per quantity stored: .2 square feet (materials 
stored 6 feet high)

! Warehouse space cost per square foot: $18

! Material asset annual turnover for non-insurance items of: 2 turns

! Packaging cost for outbound shipments: $5/package shipped

! Administrative costs (i.e. communications, supplies, others) per
personnel: 10% of salary 

! Inbound transportation costs, allocated to direct materials: weight 
per piece received of 2.5lbs and $2/piece

Forecast Resources Employed 
Per Process Activity Forecast

�and much more
This is Activity 

Based 
Accounting (ABC)
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2
Full time equivalent 

required (used for org 
structure) 

GC/F

150Man hour monthly capacity 
of an asset plannerFForecast

$15,000
Cost/period (used for 

income statement/cash 
flow)

EC*D

$50Cost/man hourDForecast

300# of man hours 
required/monthCA/B

7
# of parts reviewed per 

man hour (70% 
productivity)

BForecast

2,100
# of part numbers with 
safety stock levels to be 

reviewed per month
AForecast

QuantityDescriptionIndexCalculate

Forecast Resources Employed 
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Define PBA Lifecycle Pricing 
Strategy

DoD�s 
Pricing

Lowest 

Higher  

PBA lifecycle 
duration

Contractor�s 
Productivity

Concept 
As contractor improves its 

productivity in delivering its  
offering to its customer, it will 
share its �savings� with the 

customer; 
this is a basic tenet of capitalism

Highest  

Lower 

" $/yr by 
1%
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�The Balanced Scorecard � Measures that Drive 
Performance,� by Robert Kaplan and David Norton, Harvard 

Business Review, 1992

What 
must we 
excel at 

to 
deliver 
value?

How do we 
meet our 
income 

statement, 
balance sheet 
and cash flow 
requirements?

How do we 
satisfy our 
customers?

How do we 
maintain the 
will, intellect 

and knowledge 
to adapt to 

change over the 
long-term?

The Balanced Scorecard Is Used To 
Ensure A Systemic Approach
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I don�t know 
there is a risk 

and others 
don�t know 

that there is a 
risk..but 

something 
VERY bad 

could happen

I don�t know 
there is a 
risk, but 

others know 
that there is 
a risk and 
know its 

probability

Unknown

I know there is 
a risk, but its 
probability is 
unknown to 

me, but known 
by others

I know there 
is a risk and 
its probability 
is known by 

me and 
others

Known

UnknownKnown

Subjective Probability:
Managing For 

Unfavorable Risks 

Use all the resources available to you to manage 
risks�.population of data sets are often too small 

to apply actuarial science concepts�you need 
�adults� to establish probabilities�and hopefully 

you will have as many right as wrong probabilities
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Actual Data Input And 
Metric Variance Analysis 

! Capture data; from where?

! Store data; in what data sets?

! Validate data; who can provide due diligence? 

! Populate metrics

! Analyze data (an example)

! Findings: safety stocks of part numbers were 
recommended to be changed, through software 
programs, 40% above plan

! Conclusions: lead times for LRU repairs were 
lengthened by 35% due to new vendors. Also 
system hours of operation increased by 18% above 
plan

! Recommendations: Work with new vendors to 
reduce LRU repair/overhaul cycle times. Watch 
hours of operation carefully and be ready to invoke 
higher prices to customer. Increase safety stock 
investment for short-term
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So what is the variance from the 
Profile-Of-Operations assured? 

98.4%Of availabilityMean

98.7%Of completionMedian

98.2%Performance-Of-Deliverables 
assured

80%

75%

83%

100%

94%

70%

90%

Return 
rate

Perform

200

40

30

10

50

30

40

LRUs 
issued

Contractor Data

160

30

25

10

47

21

36

LRUs 
returned 
within 3 

days

Data sets

Customer Data

98.5%

99.0%

96.1%

99.5%

99.1%

98.4%

98.1%

Availability

Perform 

1026

106

405

50

103

152

210

Hours 
lost to 

awaiting 
parts

70,750Totals

10,5009-15

10,2509-1

10,0008-15

10,5008-1

9,5007-15

10,0007-1

Hours 
in 

period
*  

Data sets
Data 

capture 
period

Example

*system-units multiplied 
by hours

Populating Indexes With 
Actual Data


