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I.  Background

The Naval Inventory Control Point (NAVICP) is committed to the transformation of the Navy’s logistics infrastructure into a lean, process-driven system where a single action by the customer activates a global network of sources that delivers best value products and services.  Improved customer support and total life cycle cost management (reliability, maintainability, availability, and affordability) are basic business tenets for accomplishment of this challenge.  NAVICP’s Performance Based Logistics (PBL) program is one of the critical focal points for improving support as well as infrastructure and cost of ownership reduction efforts for Naval weapon systems.  

The PBL program has great potential to reduce costs as well as improve the reliability and availability of the components NAVICP provides to its customers.  When fully implemented, PBL will permit reduction in the Navy's investment in infrastructure and inventory, as well as provide increased component availability.  In addition, PBL will allow NAVICP to live within current resource reductions while continuing to provide the outstanding support our customers expect.

II.  Concept

Under the PBL program, NAVICP awards a contract to a single supplier.  This supplier provides material directly to our customers in time to meet the customer’s requirements.  This is achieved without the intervention of, or need for, government inventory managers or intervening storage and material handling systems while providing increased product reliability and reducing total cost to the Fleet Customer and the Navy. 

Each PBL contract is hand crafted and will vary from other PBL contracts.  PBL suppliers may take on a number of functions normally performed by various Department of Defense (DoD) services or agencies.  These functions may include spare parts requirements determination, physical distribution, warehousing of material, depot level maintenance, and some engineering functions.

A PBL arrangement may take many forms.  Arrangements may be made with industry partners supporting commercially available equipment, with industry partners supporting military unique equipment, government activities supporting military unique equipment or industry partners who have government activities functioning as their sub-vendors.  Section VI contains a listing of the various types of PBL arrangements.

III.  Candidate Selection


A successful Performance Based Logistics (PBL) program starts with identifying sound candidates for PBL arrangements.  Recommendations to pursue a specific weapon system may come from a variety of sources.  They include NAVICP, Hardware Systems Commands (HSC), fleet customers, government engineering activities, government repair activities, or industry partners.  NAVICP has also developed an Opportunity Index to rank Naval systems from most to least attractive candidates for PBL arrangements.  In general, NAVICP feels there are characteristics that comprise the best potential candidates for a PBL arrangement.  Potential candidates can be broken down into two categories.  Category I items are those we should automatically pursue as PBL contracts.  Category II items are those we should consider as PBL candidates.  

Category I Items (automatic PBL candidates):

a. Commercial Items:  These are items/systems that are manufactured and repaired by industry sources that are sold in quantity to commercial customers.

b. Commercial for Life Repair Items:  These are items/systems determined to remain repaired commercially for the remainder of their useful life.  The reasons for being deemed commercial for life are varied, including technological, workload, and system age. 

c. New Items/Systems:  These are items/systems being introduced into the Navy/Marine Corps.  These systems are very early in their life cycle and are at a point where maximum financial benefit can be derived from a PBL.  An early PBL decision can avoid costly investment in test equipment, training, Logistics Support Analysis (LSA) development, wholesale spares investment, etc.

Category II Items (possible PBL candidates):

Items/systems not covered under Category I where we are currently experiencing difficulty providing adequate support to our fleet customers.  These include:

a. High customer cost items

b. Items with high customer backorders

c. Items with low supply material availability

d. Items experiencing low or degrading reliability

e. Items with parts obsolescence issues

IV.  Performance Metrics

PBL contracts will normally require a supplier to ship material directly to an end user.  End users may include naval, foreign, inter-service, or other U.S. Government customers.  PBL contracts may also require suppliers to improve the reliability of the components covered under the contract.  Customer response time and reliability improvement constitute the two main areas where we measure supplier performance.  However, individual contracts may have additional metrics included. 

Customer Response Time: 

There are no set response metrics for PBL contracts.  What is explained here are some of the approaches the integrated product teams (IPTs) have used to quantify customer response times.  Customer requisitions are routed directly to a supplier for action.  Customer response time may be measured in number of hours or days the supplier has to respond to an incoming customer requisition.  What this response constitutes will depend on what degree the supplier is responsible for outbound transportation of ready for issue (RFI) material.  Response metrics may be different depending on whether the supplier must:

· Turn material over to the government who will handle transportation.

-or-

· Ship material directly to a continental United States (CONUS) location.

-or-

· Ship material directly to the end user regardless if they are in the continental United States (CONUS) or outside the continental United States (CONUS).

The following is an example of customer response metrics:

Military Standard (MILS) Requisitioning system will transmit customer requisitions through NAVICP to the supplier.  Upon notification from NAVICP of a fleet requirement, the supplier shall be responsible for delivering all material in response to Navy requirements in accordance with the following:

Delivery Time:

             CONUS     

              OCONUS

IPG I (Reqn Priority 01-03)                2 Working Days 

  7 Working Days

IPG II-III (Reqn Priority 04-15)         5 Working Days 

10 Working Days              

Issue Priority Group I delivery goal is to fill all requirements within the specified delivery days 100% of the time.  IPG II-III delivery goal is to fill all requirements within the specified delivery days at whatever rate is necessary to reach a combined 91% fill rate for all requirements.

Reliability Improvement:

Many PBL contracts require suppliers to improve the reliability of  components covered under the contract.  The ability of a supplier to improve reliability is directly related to the degree of configuration management the supplier is authorized.  If reliability improvement is mandated in the contract, it must be explicitly stated.  

Performance Review Boards:
Since performance metrics are placed in all PBL contracts, it is a good idea to establish a method by which performance is tracked.  One way is through performance review boards.  Performance review boards are normally chaired by the NAVICP Integrated Weapon System Team (IWST).  The boards will normally include the NAVICP contracting officer as well as supplier representatives.  The boards may also include representatives from HSCs (NAVAIR/ NAVSEA/SPAWAR), Navy field engineering activities, fleet customers, local Defense Contract Management Command (DCMC) personnel, or government repair activity personnel (for partnership PBLs).  Performance review boards will meet on a periodic basis to assess supplier performance.  Semi-annual meetings are the norm.  At the review boards, the team analyzes data to determine if the supplier is performing as required.  If so, a determination is then made whether to award any incentive bonus’ mandated under the contract.  

The following is an example of how to track performance through the use of a performance review board:

The Performance Review Board (PRB) will be co-chaired by NAVICP, HSC, Program Manager (PM), Assistant Program Manager for Logistics (APML) and the contractor.  PRB will occur semiannually.  PRB meeting minutes will be prepared by the contractor and released within 30 days of the PRB meeting. A database is to be provided by the contractor and will include at a minimum the following elements:

Equipment serial number


Part number

Stock number




Requisition number

Ship date




Receipt date

Ship-to point




Carcass receipt date

Squadron 




Aircraft bureau number 

Aircraft flight hours



Equipment Operating hours

Scrapped carcasses

V.  Business Approach


For each PBL initiative, NAVICP will conduct a Business Case Analysis (BCA).  This BCA is designed to quantify any cost benefits the Navy will realize through the initiation of a PBL contract.  These cost benefits may take the form of cost savings or cost avoidance.  The savings goal is to break even or better in both the Navy Working Capital Fund (NWCF) and in total cost to the Navy.  The purpose of breaking even or better in the NWCF is to protect our fleet customers’ financial interests.  Once spare parts are purchased by and issued to the fleet customer, the NWCF is used to replenish those stocks (within the wholesale system) under a revolving fund arrangement.  Since PBL arrangements are funded with NWCF, any overall cost increases to that fund are subsequently passed on to the fleet customer.  Some cost areas considered in the BCA are:

Fleet maintenance labor
Spare parts procurement

Warehousing

Transportation


Sustaining engineering

Fleet consumables


Other government labor
Other supply system costs

Depot repair








VI.  PBL Categories

The following categories are used by NAVICP to describe the various types of PBL arrangements: 

· PBL-Mini-Stock Point (PBL-MSP): Navy owns the inventory…contractor receives, stores, issues, and may also repair the material… “MSP-Plus” includes a negotiated level of requirements determination (MIN/MAX).

· PBL-Organic (PBL-O): An arrangement with an organic activity (normally via Memorandum of Agreement) to procure, repair, stock and issue material. 

· PBL-Commercial (PBL-C): An arrangement where commercial items are supplied by the contractor.  Customer requisitions are automatically routed through procurement system (ITIMP) directly to the contractor as a delivery order.  

· PBL-Partnership (PBL-P): An arrangement between a contractor and Navy such that the Navy performs a portion of support required by and for the contractor.  For example, the contractor may sub-contract the Navy to perform maintenance support at an organic depot.  This can be highly beneficial when addressing Core maintenance issues, in that the Navy is able to retain Core capability while acting as a “sub” to the contractor. 

· “Full” PBL: A contractual arrangement where the contractor manages (and may also own) the inventory, determines stockage levels, typically repairs NRFI material, and is required to meet specific performance metrics.  Requisitions still flow through ICP, and ICP pays the contractor for performance but bills customers traditionally. Reliability improvements, technology insertion and reduced obsolescence may be some of the inherent benefits of a Full PBL.  The contractor usually is given Class II ECP authority and in some cases may also have configuration control.  Additionally, Logistics Engineering Change Proposal (LECP) arrangements will be considered a subset of this category if they contain supply support clauses that fall under the definition noted above.  

· Total Logistics Support: A most robust form of PBL (typically referred to as Contractor Logistics Support (CLS)), where the contractor manages most or all facets of logistic support (i.e. ILS elements), including inventory levels, maintenance philosophy, training manuals, PHS&T, full configuration control, support equipment, etc. 

The follow table illustrates the various PBL categories and their associated attributes: 
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		Type of PBL		Warehousing		Packaging		Depot Repair		Provider performs repair rqmt determination		Provider performs portion of engineering services		Provider manages obsolescence		Provider owns wholesale inventory		Provider determines retail reqmts

		Mini-Stock Point (MSP)		X		X

		MSP Plus		X		X				Negotiated								Negotiated

		Organic (PBL-O)		X		X		X				X

		Commercial (PBL-C)		X		X		X						X		X

		Partnership (PBL-P)		X		X		X		X		X		X		Negotiated

		"Full" PBL		X		X		X		X		X		X		Negotiated		Negotiated

		Total Logistics Support		X		X		X		X		X		X		X		X
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