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BBP PROGRAM SUCCESSES

Suyker
The Ammy generated considerable savings in the Stryker
program by combining FY12 buys of 292 Double V-Hulis

and 100 Nuclear BioChemical Reconnaissance vehicles
into a single contract, gaining economies of scale, and is

estimating up to 5 percent savings in its production of » f [ ]
JTRS Handheld radios thi L i to il it
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The F-22 System Program Office realized a 15 percen implement and con

o efficiency during Increment 3.2A negotiations using the challen
Should Cost analysis. The Air Force successfully
identified and implemented specific cost saving
initiatives to address areas in the software tinity in our purposes and obje
development process that were above industry od 1h affordable and well-executed pi
benchmarks. This effort resuited in a 15 percen \
reduction and $32 million savings in cost for Incremen
3.2A.
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« USD(AT&L) launched BBP 1.0in 2010 to

restore affordability and productivity to
Defense spending. e e
BBP 2.0 builds on this beginning to further
instill a culture of cost consciousness and
iIncrease procurement efficiencies.

BBP 3.0 continues that approach with a shift
in emphasis toward achieving dominant
capabilities through innovation and technical
excellence.
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Better Buying Power 1.0

Target Affordability and Control Cost Growth

Promote Real Competition

Mandate affordability as a requirement -
Will Cost / Should Cost

Eliminate redundancy within warfighter portfolios

Achieve Stable and economical production rates

Manage program timelines

Incentivize Productivity & Innovation in Industry

Reward contractors for successful supply chain and indirect
expense management

Increase Use of FPIF contract type

Capitalize on progress payment structures

Institute a superior supplier incentive program

Reinvigorate industry’s independent research and development

Reduce Non-Productive Processes and Bureaucracy

Reduce frequency of OSD level reviews

Work with Congress to eliminate low value added statutory requirements
Reduce the volume and cost of Congressional Reports

Reduce non-value added requirements imposed on industry

Align DCMA and DCAA processes; ensure work complementary

Emphasize competitive strategy at each program milestone
Remove obstacles to competition

. Allow reasonable time to bid
. Require non-certified cost and pricing data on single offers
. Enforce open system architectures and set rules for acquisition of

technical data rights
Increase small business role and opportunities

Improve Tradecraft in Acquisition of Services

Assign senior managers for acquisition of services
Adopt uniform services market segmentation (taxonomy)
Address causes of poor tradecraft

. Define requirements and prevent creep

. Conduct market research
Increase small business participation

Increase use of Forward Pricing Rate Recommendations (FPRRs) to reduce administrative

costs

responsibility

Blue - PM has primary/lead responsibility; Green — PM has shared/partnering responsibility; Purple - Services/OSD have
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Better Buying Power 2.0

Achieve Affordable Programs

Mandate affordability as a requirement

Institute a system of investment planning to derive affordability

Enforce affordability caps

Control Costs Throughout the Product Lifecycle

Incentivize Productivity & Innovation in Industry and Government

Implement “should cost” based management
Eliminate redundancy within warfighter portfolios

Institute a system to measure the cost performance of programs and
institutions and to assess the effectiveness of acquisition policies
Build stronger partnerships with the requirements community to

control costs

Increase the incorporation of defense exportability features in initial

designs

Promote Effective Competition

Emphasize competition strategies and create and
maintain competitive environments

Enforce open system architectures and effectively manage
technical data rights

Increase small business roles and opportunities

Use the Technology Development phase for true risk
reduction

Improve Tradecraft in Acquisition of Services

Align profitability more tightly with Department goals
Employ appropriate contract types

Increase use of Fixed Price Incentive contracts in Low Rate Initial

Production

Better define value in “best value” competitions

When Lowest Price Technically Acceptable is used, define
Technically Acceptable to ensure needed quality

Institute a superior supplier incentive program

Increase effective use of Performance-Based Logistics

Reduce backlog of DCAA Audits without compromising effectiveness

Expand programs to leverage industry’s IR&D

Eliminate Unproductive Processes and Bureaucracy

Reduce frequency of higher headquarters level reviews

Re-emphasize Acquisition Executive, PEO and PM responsibility,

authority, and accountability

Reduce cycle times while ensuring sound investment decisions

Assign senior managers for acquisition of services
Measure productivity using the uniform services market
segmentation

Improve requirements definition/prevent requirements
creep

Increase small business participation, including through
more effective use of market research

Strengthen contract management outside the normal
acquisition chain — installations, etc.

Expand use of requirements review boards and tripwires

Improve the Professionalism of the Total Acquisition Workforce

Establish higher standards for key leadership positions
Establish increased professional qualification
requirements for all acquisition specialties

Increase the recognition and support of excellence in
acquisition management

Continue to increase the cost consciousness of the
acquisition workforce — change the culture

***Green are new in BBPi 2.0***



Better Buying Power 3.0 DRAFT
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Achieve Affordable Programs

Continue to set and enforce affordability caps

Achieve Dominant Capabilities While Controlling Lifecycle Costs

Strengthen and expand “should cost” based cost management

Build stronger partnerships between the acquisition, requirements, and
intelligence communities

Anticipate and plan for responsive and emerging threats
Institutionalize stronger DoD level Long Range R&D Planning

Incentivize Productivity in Industry and Government

Align profitability more tightly with Department goals

Employ appropriate contract types, but increase the use of incentive type
contracts

Expand the superior supplier incentive program across DoD

Increase effective use of Performance-Based Logistics

Remove barriers to commercial technology utilization

Improve the return on investment in DoD laboratories

Increase the productivity of IR&D and CR&D

Incentivize Innovation in Industry and Government

Increase the use of prototyping and experimentation

Emphasize technology insertion and refresh in program planning
Use Modular Open Systems Architecture to stimulate innovation
Increase the return on Small Business Innovation Research (SBIR)

Provide draft technical requirements to industry early and involve industry in

funded concept definition to support requirements definition

Provide clear “best value” definitions so industry can propose and DoD can

choose wisely

Eliminate Unproductive Processes and Bureaucracy

Emphasize Acquisition Executive, Program Executive
Officer, and Program Manager responsibility, authority, and
accountability

Reduce cycle times while ensuring sound investments
Streamline documentation requirements and staff reviews

Promote Effective Competition

Create and maintain competitive environments
Improve technology search and outreach in global markets

Improve Tradecraft in Acquisition of Services

Increase small business participation, including through
more effective use of market research

Strengthen contract management outside the normal
acquisition chain

Improve requirements definition

Improve the effectiveness and productivity of contracted
engineering and technical services

Improve the Professionalism of the Total Acquisition Workforce

Establish higher standards for key leadership positions
Establish stronger professional qualification requirements
for all acquisition specialties

Strengthen organic engineering capabilities

Ensure the DoD leadership for development programs is
technically qualified to manage R&D activities

Improve our leaders’ ability to understand and mitigate
technical risk

Increase DoD support for Science, Technology,
Engineering, and Mathematics (STEM) education

Continue Strengthening Our Culture of:
Cost Consciousness, Professionalism, and Technical Excellence

‘ Ideas retained from BBP 2.0
@ NewinBBP3.0
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Strengthen and Expand “Should
Cost” Based Cost Management



AIM-9X Block Il Should Cost
Management

CAPT John “Snooze” Martins, USN




» Block Il 85% common parts with baseline missile
~ Initiated as Obsolescence & P3| efforts

« Fuze/Data Link, Electronics Unit, Battery, & Ignition
Safety Device

» 2007 Initial identification of potential Block Il config.
» 2008 Joint N88/ACC Requirements Issued
» 2011 Block Il CPD approved

Block Il = AIM-9X-2 hw w/ v9.3 sw

‘cas ;

Block Il

3 No Change
Bl New
B Obsolescence

Core Capabilities: Not to scale

» Increased Weapon Engagement Zone

» Expanded Target Set
» 360 High Off Bore-sight
» Lock-On After Launch

AIM-9X Block I

AIM-9X Baseline

Improved Performance Dramatically
Expands Employment Options

v _— N__\‘

— il / \

| - Lock -on -After -Launch |

I - Advanced Tracker

I k I S B —
L- 3« Party Targeting | \
Block Il Brings...
) ~ 2x increase in Rmax % | cmMD
~ 2x improvement in Pg / Pwe within WEZ .x._—_;_ -

~ Bx improvement in clouds / mist (aerosols)
~ 3x improvement in Rmin
(rear quarter, compared to AIM-120)



0 AIM-9X Block Il Summary

« AIM-9X Block Il poised to continue the AIM-9X Legacy of Success:

« Consistently delivered on cost and ahead of schedule for nine (9)
straight years

« Exceeds War Fighter Expectations in Every Way (Reliability,
performance, maintainability)

« Software development on schedule, with few problems to date and
seven (9) of (9) successful live fire events

« On Time June 2011 Milestone C, On track for March 2012 OTRR
(ahead of schedule)

« Hardware development complete since 2010 and ready for production

« Active affordability improvements underway since 2009 to drive costs
down

BUT It’s All About Should Cost



‘ Block Il DAB IPR ADM (01 Aug 2011)

“Prior to the Lot 11 LRIP (FY 2011) contract award,
the Navy will submit a detailed Should Cost
estimate for the program for my review.”

=
‘_ﬁf N

“This estimate will be based on implementing a et
cost reduction strategy with the goal of driving
aggressive incremental decreases in the Block
Il missile costs, particularly unit price. The
estimate will include discrete bases for M
reduced missile costs, including component ey _
upgrades, manufacturing process streamlining, e——
plant improvements, second-sourcing of R —

components, test efficiencies, and sustainment
initiatives. Each lower cost basis will be fully
defined with corresponding estimates for

specific cost impact.”

FOR OFFICIAL USE ONLY




O Should-Cost Management Motivation

Source: 01 July 2011 discussion with VADM Skinner

 Problem statement:

« Data from last 30 years show that 80% of programs overrun their
initial 50/50 independent cost estimates

« Approach:

« Manage to and shoot for a cost point below the 50/50 estimate,
ultimately to reduce probability of program cost overrun

« Intent: Change culture, behavior, and approach when dealing with
costs and supporting contractors/suppliers

« Avoid the pat answer: engage all parts of program office on
thinking about “should cost”

« AIM-9X Block [ MS C ADM signed 30 June 2011:

« Detailed Should Cost Management plan required / briefed to USD
(AT&L) via ASN(RDA) as a prerequisite for LRIP | contract award




AIM-9X Should Cost Plan Strategy
Development Process

Step 1: Identify Cost Drivers / Root Cause Analysis Step 2: Identify and Prioritize Opportunities

Invesirment Cos

v
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Step 3: Develop Discrete “Should Cost” PO&AM Step 4: Establish Measurable Targets/
u—— — : : Consolidate Strategy
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Should-Cost Methodology: Step 1

Step 1: ID Cost Drivers: Conduct “root cause” analysis

Disaggregate program by funding type
“‘Fishbone™ analysis: Brainstorm “will-cost” estimate cost drivers and the underlying
requirements: “Follow the money...” — disaggregated by funding type

Drivers not limited to just “technical” solutions: consider manpower, materials, method,
machine, measures, and physical/policy/political/other environment factors

Aligned with NAVAIR 4.2 “Should Cost Management” and JMC best practices

Brainstorm. ..
Step 1: Identify Cost Drivers:
Root Cause Analysis

AAPTRP B T Sape e gt &
FOUD - Lneimentiort - DI TRIUTION STATEMENT € 4




Step 1: Identify Cost Drivers
“Follow the money”...Total Ownership Cost

Toital Cost (TYSM)

$2,500.0

$2,000.0

$1,500.0

$1,000.0

$500.0

AIM-9X Block Il Life Cycle Cost Summary

' __~Development

$156.
2%
AIM-9X Production AIM-9X Operations & Support AIM-9X RDT&E
g
bl
R - i
e ~ ©
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MAMNGcc idas Aummaiziiasgs §68 8§ ¢
= Ry -t
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Focus Initially on Production Dollars & Reducing Unit Cost




Step 1: Identify Cost Drivers

“Follow the money”...Production Dollars Unit Cost

AIM-9X Tactical Missile Unit Cost (USG Only)
(NCCA “Will Cost” Position) propma

| Cost Analysis Drives Technical Focus to DSU-41 (7042 &= &

06 Juty 2011

700 + Block | APUC
— $243,000 (BY '97)
— $306,000 (BY "11)

600 + Block | wiobsolescence ECPs (AIR 4.2 Estimate)
— — $365,000 (BY “11)*
— — —— o
& 500 \i— Warhead (GFE) (n?m;;jg: :r;[:::mem (3 year S90M NRE, + $30,000/unlt)
- W— - - Fuze was GFE under Basaime
E - - - NRE (Recert) - Updated Electronics Unlt (+ $21,000/unit)
= Re-spin 11 of 13 circuk ¢ £ es
g 400 —_— Touch Labor . New Ban:r.y s ESADn(o ss;‘:a‘u::.fl
po SE/PM * Block Il APUC (AIR 4.2 Estimate)
g fe For Ofolal Uce Only AN9X Block It
g L
& 300 . 2o | | Block 1l APUC Breakdown | e
pport Labor Sy 2011
< H B B B =
 AQTD Material
200 o ORI
% Common Material P
0
FYil FY12 FY13 FY14 FY15 FY16
(ECP)
[Unit Cost TYSK FY 11 FYi2 ! FY13 FY14 ! FY15 ! FY16 | % total
mmon ﬂalenai . } b 9% e n
ADTD Material 136 [ 1170 I 1073 | 1223 | 1190 | 1173 00%| p- 10.7%0 | =S T e
Support Labor 504 52.0 885 1034 | 1016 | 10186 BN ) et N
Fee 0.2 775 726 847 84.0 B4 4 15.0% X YL ]
SE/PM 113.7 71.1 54.3 62.2 61.7 63.3 11.4% [.-;::: i ]
Touch Labor 28.1 26.1 252 295 29,1 292 2.1% e S sk
NRE (Raceri) 10.5 10.0 10.1 98 97 10.0 1.6% —
Warhead (GFE) 01 0.1 0.1 0.1 01 0.1 0.0%
Tactical Total 7120 | 6122 5729 632.4 630.5 | 636.8

Largest percentage of overall program-level dollars are in Production;

Production Unit Cost component analysis drives focus to AOTD, Common Material, and Labor




Step 1: Identify Cost Drivers:
Root Cause Analysis

Acquisition Strategy Alternative Design, Material, and Vendor Management

Contract Strategy/Type

= Contract Type: FPIF (entire missile?)
Base year woptions: Lot 11112
True” Multi-year: Lot 14 f—enabler fior im
materials purchass efficiency =.g. high price metals:
Comman contract requirements [ language
Large Lot Procurement (LLP}
Coniract to Price, mot by Element
Consclidate shared support functions across multiple contracts: e.g.
Production, Sustainment, SIP- e.g. government property managemsnt,

ved supplier /
Titanium

W -

Technical Opportunities

Lack Of Competition

Key:

—
Break out GFE versus prime contracior

provided items |

AOTD

encourage competition (Example: CHU-

= Data package ownership and data rights —is

Black = root cause
Blue = Common with JMC
Green = potential solutions

e.g. ADTD - late, FY16)
chain management to

there benefit to USG owning or not owning

Promoate supply
Multiple discrets 5 BORAIE)
. . data package?
Missile

SEPM, etc.

Synchronize contract award timelines across multiple programs for shared
suppliers, e.g. ATK - bundle shared sub-supplier awards for savings for
both programs — assist sequencing of supgplier factories and matenal

Existing Workforce/Overhead
Reducs SEPM | Overhead

Reduce supportfiouch labor ratio — look at trends ower time
Factory modemization: improve test equipment to reduce |aber requirements

Contractor Cost Structure
Policy Issues

Streamline FRP [ Milestione Process
Align TPO and RMS Fridays off to
same Fridays so we don't lose a day
of work svery week

Reducs Fees

Manage Profit
Contractor Rates
FRPA& Process Change

Contract Negotiation Timeline

WECPs | Muliple discrets G

GU
. !.-Egps ! Multiple discrete CHls

Other

Package HW ECFPs in 2 yr centers: Actvely
manage DMS Strategy

Bundle software ECPs in 2-3 centers (OF S 0.4)
Replace IMU io improve reliability

Support Philosophy

Supplier Management

Reduce overhead costs associated with
supplier management
Reducs matenal burdens with suppliers
Re-us=s common parts from old missiles in
new production vice building new
ertically integrate suppliers
USG: Synchronize the CORL [ quality req'ts for
parts across multiple USG customers
Strategize supplier purchase agreements: buy E
for multiple lots of parts when market price is ight
= Rationalize supply chain for major'complex subs
= Random inspections/process QA
Incentives/investment: “shared urgency with suppliers™
and their awareness of Dr. Carter Initiatives

Learning Curve
= Reduce scrap/re-work

Block Il

ECP Management & Control AURC/

TOC

DT/OT Costs

Integrated DTAOT (i
= Maximize use of M
= Shared flight test with other platforms or

cluding future 9.4 5W)

Delivery Schedules

Design for architectural modularity and

Target December Production Contract Award

multiple depot locations

= Improve existing depot leverage

with preduction
= Pursue atternate Wamanty |

programs
Test Data Analysis

Accelerate production deliveries (12 mo.to 8 meo.)

n 2 yr centers: Actively manage DMS Strategy —
e.g. include Life of Type Buys. Reduce rate of
chamge for suppliers to predictable centers
Bundle software ECPs in 2-3 centers (OF5 8.4)3
“Block changes”

IMS '

= Eamed Value Management, schedule
resene

Development Processes

Streamline software development processes

Package HW ECPs (including CRI implementation)

Change CATM
gnore in CAT]
reduce the sustainment costs for CATMs.

warranty amd non-w
same trucks, USN+USAF
Actively manage fieet use of m
Transition to sectionalization
Expand surveillance pregram

C-'lu.enllty.r Control

Break up sustainment monopoly: altemate or

Repair Strategy
Transportation process: allow shipment of
Tanty repairs on the

opportunities ECPs, CRls, DMS,

tailorability — to better support planned
and FMS sirategies

Performance Reqmrements

Root cause
assessed for each

Change reliability requirements
Reduce A

production capabilities
Reduce requirements for

Quality Control

ssiles

OTD performance requirements
Match production spec requirements to curment,

CATM MU

appropriation type
and cost area:

RDT&E
Production

Change software quality requirements targets
manage to requirements, avoid creep) — don't

CAN performance reguirements: MTBF trandeoffs
Transition to {zilored CATM maintenance

Change requirements for reliability: CFPD 550,
observed reliablity 1500. Change yield
requirements to yisld mare parts but at reduce
performanceireliability. Reduce TOC for
sustaimment

testing requirements: what can we

testing and what matters to

nves!

n OFS to ignore failed parts that don’t matter

= Sireamline process for contr
response to guality escapes
must maintain a standing SEPM army
to respond)

Schedule
Management

Test
Management

ontracion

Support | Sustainment Strategy

build beyond what meets threshold

Adequately decompose spec detail from source,
requirements. Balance quantitative and

qualitative requirements

Commanilities w/other pgms

=  Bumdle vendors: e.g. datalink, rocket multi-buy
= Synchronize contract award timelines across
multiple programs

Requirements
Management

Sustainment
Other

Major iniiative Cafegories Aligned with
ASN{RDTE&E) "Betfer Buying Power™ Brief: BJ
White-Cizon, 03 FEE 2011 and NAVAIR 4.2
“Showld Cost Management”



Should-Cost Methodology: Step 2A

Step 2A: ID Opportunities: Collect candidate initiatives and opportunities

Purpose: Define/align ideas to largest cost drivers identified in fishbone root causes

|dentify initiatives as Program-Driven, Service-Driven, or Externally Driven

Break down into teams aligned to common root causes / functional areas for initial analysis
Define clear tasking, investment cost (and funding type/source), measurement method, discrete
measurable potential cost avoidance/savings targets (by funding type), implementation schedule /
time to realize savings, potential cost growth and associated risk estimates, and idea “readiness”
for implementation

Quantify investment/effort/time/skill/difficulty vs. return on investment/benefit/impact

Assess risks via risk management process (avoid, control, assume transfer)

Leverage & align with JMC initiatives — how do we compare to other analagous programs?
Populate Data Matrix spreadsheet

Example Spreadsheet

YELLOW - STEP 2A (IDENTIFY DATA MEEDED)

MNeeds a "long” trady study to quantify

Cross-Program Impacts
dea Investment ROl Dollars Measurement 4 B
Dollars Type T Method
o S coTaE | WPN- oM -
Production | Sustainment
EYE - either
BOTLE WEN, What is the Pasitive
Nefine .L-'L"'D"u' = ROTEE discrete method I'\,'-:—'u':""l' © | Positive, Fositive, Implementation |
Wul.ﬂ, itis O \gr;,fé\‘. Qifs EYE Q&MN, or  [that wil be used or U\ eutral, or | Neutral, or Time Needed or |
AV Nial s A0y, G N - 4
o acceptable RO |RIME far measuring o e |Negatig 5
el to call the intermal success? liegative Rating
: 5|Planned. ROl Understood Y
meagsuie a
Q_i"ce”cf ; 4|Tasks understood
S 3| Tasks need defining: <= 2 month trady-study needed
2|Project needs to be broken-down
1
A

'AlDoes not apply: Mo futher funding needed




Should-Cost Methodology: Step 2B

Step 2B: Prioritize Opportunities: Business Case Analysis (BCA)

Via Pareto, and Cost/benefit analysis
Analyze and prioritize/sort list of ideas —
based on analysis of top cost drivers and
assessment of data from Step 2A
Pareto methods include:
— Compare Highest Benefit vs. Short Turnaround
— Compare Highest Benefit by appropriation type
— RDT&E, WPN, O&MN
— Compare Highest Benefit vs. smallest investment

Multiple Cost/Benefit Methods
— Normalized Opportunities vs. Benefit Analysis
— Define of “business rules” for normalizing difficulty
— Investment Cost, Time, Skill Speciality, Risk,
Initiative Readiness Level, Benefit factors

.
-

P il
....
-
-
-
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-
-
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-
-
-
-
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Step 2: Identify and Prioritize Opportunities
(Production Dollars)

Investment Cost Ease Of Implementation
NN T 3
PCOETEN Faas et o Lowest cost: Easiest:
I e - AOQTD Spreader Lens Improvement | ',..m""" a7 AOQTD Spreader Lens Improvement
! ' ,.-"' 2. Improve nLight AOTD Laser Solder i 7 R AOTD Laser Yield / Test Automation
| ! - Fixtures ! Assembly Improvement
i L= 3 nLight AOTD Start Pulse CCA l w 3. nLight AOTD Start Pulse CCA
‘ : Ownership I Ownership
l ™4 AOTD Microchip Laser Crystal STE g AOTD Microchip Laser Crystal STE
: . 5y Automated AUR Test at FACO } i on: AOTD STE/TE: Fiber Cleave Test
! I 6. Accelerate Lot 11 Production f m Equipment
! oYYy - Deliveries ) y , - 6. Accelerate Lot 11 Production Deliveries
e T: Accelerate Lot 12 Production 7 / 7 Lot 11 Contract: FPIF (AOTD)
Deliveries / 7 8. Lot 12 Contract: December Option /
8. Lot 11 Contract: FPIF (AOTD) /7 FPIF (AOTD)
9. Lot 12 Contract: December Option / 9. Reduce SEPM/Overhead
o FPIF (AOTD) - 10.  Automated AUR Test at FACO
**Full-page version of Pareto in Backup 10.  FY14 Multi-Year Contract \  “*Full-page vers Pareto in Backup

R
. Combined Pareto:

Time to Implement / Realize ‘ \4 )
= Overall Effort Required

FDUCTON Povts repwnestaties Rt Ty

! Quickest: 0 Il least offort:
i ‘wm1.  AOTD Spreader Lens Improvement ! ",,.w'"“ - - veraA eTas elof. . g
E T M,..-"‘ 2. AOTD Laser Yield/Test Automation | - 5 nSiglE: ggs‘:’lﬁ;;%"é/\'g‘xs;fsmh;“
‘ = Assembly Improvement { pr ol
[ ' ‘,o"‘ 3 nLight ACy)TDpStart Pulse CCA y ."’ 3. AOTD Microchip Laser Crystal STE
| . - ownership - 4 Accelerate Lot 11 Production Delivery
: 4. AOTD Microchip Laser Crystal STE 2- k‘g% gggﬁ’g;g . glxom )TE
i “"5._  AOTD STE/TE: Fiber Cleave Test , - O Pt b
Sl | 7. Reduce SEPM/Overhead
‘ 6 Accelerate Lot 11 Production | - 8 Supplier Cost Reduction Urgency
| Déllveries : ﬁ 9. Lot 12 Contract: December Option /
a - = : FPIF (AOTD)
7. Lot 11 Contract: FPIF (AOTD) 3 : -
8.  Accelerate Lot 12 Production S Y 19 dupmaedBUR Tesstrano
Deliveries s / Bar Color Key: Major Fishbone Cost Areas
9. Lot 12 Contract: December Option / Iy / n Acquisition Strategy =~ .
W iy Alternative Design, Material, Tech Opportunities
FPIF (AOTD) i 1 1 ; / Vendor Management
10. Reduce SEPM/Overhead / / Test Management
Reguirements Management
**Full-page version of Pareto in Backup “*Full-page version of Pareto in Backup
Black = Program-Driven Initiative
Red = Extemnally-Driven Initiative




Step 2: Identify and Prioritize Opportunities
(Production Dollars)

Unit Cost Benefit

FEOKTN Srmy ot Low bewt

H

aerees oo I
W B

st rre T -t e er) Wogte = S——
-
-
-
-
-
3

**Full-page version of Pareto in Backup

ighest Unit Cost Benefit:
Accelerate Lot 11 Production
Deliveries
Accelerate Lot 12 Production
Deliveries
FY14 Multi-Year Contract
Lot 11 Contract: FPIF (AOTD)
AOTD Laser Yield/Test Assembly-——
Automation
AOTD Spreader Lens Improvement
Lot 13 Contract: FPIF (entire missile)
Mini EU Processor Stack
Replacement CAS

0. Lot 12 Contract: December Option /

FPIF (AOTD)

Step 2: ldentify and Prioritize Opportunities

(Production Dollars)

_Ease O implementation
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Combined Pareto Effort & Benefit
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**Full-page version of Pareto in Backup
ighest Combined Pareto Effort & Benefit

SRS DI () -

©

Accelerate Lot 11 Production Deliveries
Accelerate Lot 12 Production Deliveries

Lot 11 Contract: FPIF (AOTD)

AOTD Spreader Lens Improvement

AOTD Laser Yield/Test Assembly Automation

Lot 12 Contract: December Option / FPIF (AOTD)
FY14 Multi-Year Contract

100 20N

! Moo

* s

20w

nLight Start Pulse CCA
Ownership

AQOTD Microchip Laser
Crystal STE

Reduce SEPM/Overhead

Bar C:
Acquisition

Key: Major Fi
Vendor Management
Test Management

Reguirements Management

Black = m-Driven Initiative
Red = Externally-Driven Initiative

Alternative Design, Material, Tech Opportunities




Step 2: Identify and Prioritize Opportunities
Production Dollars, Technical Initiatives

Incremental Benefit: Estimated Unit Cost ROI $BY11 K

25

20

15

10

4 Assembly

PRODUCTION Opportunities: Benefit vs. Effort

(Technical Investment Initiatives Only)
Increment 1: Lot 11 Increment 2: Lot
Should Cost 12 Should Cost
AOTD Laser Yiela /

] Test Automation

Improvement

( :xO‘TD Spreacer

Affordable CATM 1
Optrmize CATM BIT
@

nLight Stan Pulse (57)
CCA Replace IMU for Retabilty

Reduced Cost NCOC Dome @
X Factory Modemizaton

BAOTD Laser Yield / Test Automation Assembly
Improvent

* AOTD Spreader Lens Material/Shape
improvement

AMini EU Processor Stack

®Replacement CAS

W Affordable CATM 2: Hardware Optimization

AnLight Start Pulse (SP) CCA Ownership

BReplace IMU for Reliabllity

® Affordable CATM 1; Oplimize CATM BIT

B AOTD Data Link Test Equipment Upgrade

 Cryoengine Seal Improvement

Almprove nlight AOTD Laser Factory Reclaim/
Rework

*Readuced Cost NCOC Dome

® AOTD Microchip Laser Crystal Special Test
Equipment

@improve ELCAN AOTD Transceiver Yield

A AOTD Vibe Station Upgrade

® Automated AUR Test at FACO

L AOTD STE/ME: Fiber Cleave Test Equipment

< Automate nLight AOTD Laser Test Station

Bimprove nLight AOTD Laser Solder Fixtures

¢ AOTD Inner Housing Assembly Test

Equipment
X Factory Modernization

™ v

0 1 2 3 & 5 6 7 8

Overall Effort Required (Combined Investment Cost/Time/Difficulty)
Higher = Harder, Longer, Or More Costly




Step 2: Identify and Prioritize Opportunities >
Production Dollars, Non-Technical Initiatives

Incremental Benefit: Estimated Unit Cost ROI $BY11 K

70

60

40

20

10

PRODUCTION Opportunities: Benefit vs. Effort
(Non-Technical Initiatives Only)

Accelerale Producton
Deliveries (Lot 11)

Increment 1: Increment 2:
Lot 11 Should Cost Lot 12 Should Cost

Accelerate Producton
Deliveries (Lot 12)

Synchworize Contract
Awarg Timehnes
A

Pachage W ECPe

Inc. 5: Lot 15+ Should Cost

Common confract
reguirementaanNguage

Increment 3:
Lot 13 Should Cost

) FY-14 Multi-Year Contract

Increment 4:
Lot 14 Should Cost

Suppty Chaun
A Management For
Competiion

Streamine Software
Developrment
Roduce Escapes

®Lot 11 Contract: FPIF (AOTD)

B Accelerate Production Deliveries (Lot 11)

DOFY14 Multi-Year Contract

ASupply Chain Management For Competition

A Match Production Spec Requirements to
Capabilities

*Contract to Price, not by Element

~Streamiine Contractor Response to Quality
Escapes

OReduce AOTD Performance Requirements

© Consoldate Shared Support Functions Across
Contracts

©Package HW ECPs in 2 year centers

®Reduce SEPM/Overhead

BSireamiine Software Development / Reduce
Escapes

* Common contract requirements/language

BLot 13 Contract Type: FPIF (entire missile)

* Bundle vendors: datalink, rocket motor

+ Synchronize parts quality requirements across

USG customers
® Lot 12 Contract: December Option / FPIF

(AOTD)
B Share Cost Reduction Urgency With Supphers
A Accelerate Production Deliveries (Lot 12)

ASynchronize Contract Award Timelines

2 3 4 5 6
Overall Effort Required (Combined Investment Cost/Time/Difficulty)

Higher = Harder, Longer, Or More Costly

Text Color Key:
Black = Program-Driven

Red = Externally Driven (RMS, JMC, Other)




Step 2: Identify and Prioritize Opportunities
Sample Technical Initiative Project Quad:
AOTD Spreader Lens Improvement

Topic / Benefit Opportunity Management
» Issue: AOTD spreader lens yields are below 61% * Investment: $138K

yield at final assembly and fail to meet print due to » Labor and Material 5
material failures and output shape non-uniformity » Leveraged Mantech B,
(melting polycarbonate / F52R spreader lenses) - Estimated Savings: 2

«Initiative: Design a spreader lens using an improved  Single Unit: $16K/AOTD E 3
plastic material and shape that will not melt, yet . Across 300 AUR Units: a2
provide a signal with enough performance margin and ' 1

~$4.8M

higher yleld at finaL2§sembly = » Across 6000 units: ~$96M ' genefit
_ — s ::‘:‘ L— ' +  Assumptions: Lot 11 Pricing Model, 225/75
Test"‘s';'up i WY » Positive reliability_ Impact: predicted additiqnal
- 0&S Dollars Savings due to reduced repairs
POA&M Measurements / Triggers

« Phase 2: Verify through engineering analysis that spreader lens shape
redesign (using a plastic material) will not melt, yet provide a signal with
enough performance margin

» Compare 2 separate mold-making technigues to get better
optical accuracy: Wire Electrical Discharge Machining and
Diamond Point Tuning

+ Compare 3 sizes: (1) nominal; (2) 2% over, and (3) 2% under
lenslet height scaling

« Phase 3: Optically measure molded parts and output compared to
requirements; using simulation to verify performance; estimate yields

« Phase 4: Verify total amount of light out of the spreader is unchanged,

but is better distributed. Targeted minimum signal for worst-performing

B9 ew spreader than with old spreader

Detailed Quads Generated For Each Technical -and Non-TechnlcaI Cost

PMA CRI ID: #98-99
Reduction Initiative Of Interest RAMe ot 68 80

Version: 02 AUG 2011

« Phase 1: Change drawing to include
improved material

« Phase 2: Design lens and create drawing

« Phase 3A: Order molds and parts

« Phase 3B: Get parts and measure

« Phase 3C: Compare test results to model

« Phase 4: Conduct upper level testing

* Incorporate into production: LOT 11




Step 2: Identify and Prioritize Opportunities
Sample Non-Technical Initiative Project Quad:

Lot 11 Contract (FPIF: AOTD) / Lot 12 December Option (FPIF: AOTD), @

Accelerated Lot 11 & Lot 12 Deliveries

Topic / Benefit
* Optimize RMS production line and reduce SEPM/overhead

by reducing build cycle for LRIP 1 (FY11) to 8 months and
LRIP 2 (FY12) to 8 months

*Execute LRIP 2 (FY12) option NLT Dec 2011 to:
«Optimize manufacturing support
Eliminate production gap at RMS and suppliers
« Avoid Loss of Learning, Restart, and Setup Costs
«Avoid pricing recertification
«Provide USG additional leverage in negotiations

sInclude FPIF for AQTD in Lot 11/ Lot 12

*Negotiate a Variation in Quantity (VIQ) Clause for Potential
FMS Buys and to mitigate potential FY12 CRA

Opportunity Management

Estimated Savings (BY11$):

*Accelerated Lot 11 deliveries: $66.7K/unit
*Accelerated Lot 12 deliveries: $43K/unit
*FPIF for $235.061K AOTD: 10% cost
risk share with RMS (objective) / 5% threshold
*$23 5K / unit (Lot 11)
*$10.1K / unit (Lot 12) {learning curve, threshold)
*Further savings possible through 1
management of fee and reconciliation of rates
(RMS vs. DCAA audit) during negotiations

Likelihood
[\%] [ ] ff =9 o

2 3 4
Benefit

Considerations: Risk of FY12 Continuing Resolution
+Limits authority to buy increased quantities
*Impacts savings achieved by FY11 with FY12 option
*Address via Variation In Quantity (VIQ) clause

POA&M

*Key Milestones/Action Plan
«UUpdate Acg Plan Rev and J&A with ASN(RDA) approval

+Obtain Lot 12 cost and pricing data; Complete Negotiations by Sep 11

+Establish Contingency Plan for FY12 CRA (negotiate VIQ clause)

+Obtain USD{ATEL) concurrence to award LRIP 1; award FY 11 w/FY 12 Option NLT 30 Sep 11
+Execute Lot 12 Option MLT 31 Dec 2011
Production / Lot Phasing Strateg

u'.-ei',-_u,-!nga] ) Lill]
N L T T |

! +7«-1Fw'q'«:-‘-'-§'1 TR T

| T = T L ST
wnay ==
.. b=t [CEE

Detailed Quad snerated Fo q i
= el M - -

Measurements / Triggers
*Trigger: USD(AT&L) concurrence to award Lot 11

*Measure: Verify negotiated prices reflect estimated
savings

Trigger: Successful completion of Variation In Quantity
(VIQ) clause for Lot 12
Allow government to procure remainder of USG
FY12 missiles after budget passes if a CR limits
FY12 authority to FY11 levels

" » L) L - . L]

PMA CRIID: #2, 4,114
RMS Opp#:
Version: 03 AUG 2011



Should-Cost Methodology: Step 3

- Step 3: Develop Discrete “Should Cost” POA&M
— Allocate/time-phase cost reduction initiatives to Lots, based on BCA and difficulty
— Generate Initial POA&M in technical and non-technical subcategories
— Reconcile POA&Ms into a combined, program-level POA&M and should-cost strategy

Step 3: Develop Discrete “Should Cost” POA&M
Production Dollars (TY$, PB12 Quantities)

LAkt LAl L) YIS Notes
e 3ot were ! (9 S
o S S Po | e e —
e e | e | e | e
e f e d ~eed BSAK
|
. -
- N3 W16 - "
o # 1%
= .. -
vt 448 - -~

g Y S b sy | g A

—

s A

—
ad J
o

b s g b b

—4

o e e - B Lwe e e

fon: een b WA e o e Sassvear Latee

- B "

— s b — | — | — | i — ] Y 1 ]
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Step 3: Develop Discrete “Should Cost” POA&M
Production Dollars (TY$, PB12 Quantities)

Costs / Retums in TYS, Quanites bess PB12

JAOTD Vibe Staton Upgrade

JAOTD Inner Housing Assembly Test Eguipment

Lot 13 Contract Type: FPIF (entire missile)

IConsotaats Shared Suppon Funchons Across Contracts
Match Production Spec Reguirements to Capabiities
improve nLight AOTD Laser Factory Reciam/Rework
Improve nLight AOTD Laser Sokier Futures

JAulomate nLight ADTD Laser Test Station

improve ELCAN AOTD Transcoiver Yield

ICryoengne Seal improvernent

14 Muiti-Year Condract
souage HW ECPs in 2 year conters
Synchronize Contract Asard Timetnes
IConrfract 1o Price. not by Element
SYNCIIONan PANE qualty TopAremants SCross USG customans
Streamime Conlractor Response 1o Quality Escopes
ADTD Parformance Requirements

uniie vencors dadalns, rocket mokr

Supply Thaen Management For Compeifior

[Aordable CATM 1: Optimize CATM BIT

|Affordable CATM 2. Mardware Oplimizabon

|\ncrement &

ey EU Processor Stack

IReptace IMU for Retabtity

[Recuced Cost NCOC Dome
lL.ow Cost AOTD

Total Investment and Total Per-Unit Savings)

22

FY11 FYi2 FY13 FYia FY15 FY11-FY15
(120 umits) (788 units) (229 urvis) (242 wty) (247 umits) :
savings
Return Par Return Per Return Per Roturn Par Return Per | (PE12 quantition)
Invest §K Unit ($K) Invest $K Unit ($K) Invest $K Unit ($K) Invest $K Unit ($K) Invest $K Unit {$K) pon
ncrement !
Production Debverles (Lot 11) 80
Lot 11 Contract FPIF (AOTD E 28
Increment 2
JAccaterate Produchion Debverles (Lot 12) » &3
Lot 12 Contract: December Option / FPIF (AOTD) 20
[Recuca SEPMOvamead | 26 = = i
[Total ROI 1208 (FY12) / 185K (FY13) 7 211K (FYtd)/
> 7
[Automated AUR Test at FACO 2 e 223K (FY15)
[Totl RO 481K (FY12) / 741K (FY13) / B42X (FY14) )
JAOTD Dustis Link Test Equpment Upgende 30 (FY15)

Total ROI 381K (FY12) / 856 (FY13) /632K (FY14) )
(FY15)

ot ROI- 60K (FY12) / 93K (FY13) / 108K (FY14) /

112K (FY 15)

JADSGD "COM™ I regutier production contract
hegotaton

Tolsl RO 394K (FY13) / 448K (FY14) / 475K (FY15)
Total ROI. 122 (FY13) / 130 (FY14) / 147K (FY14)
Tolsl ROI. 124K (FY 13} / 141K (FY14) / 146K (FY15)
Totad ROl 185K (FY13) / 211K (FY14) ) 223K (FY15)
[Totsl RO 408K (FY13) / 463K (FY14) / 491K (FY15)
150 sves ~SH00K yoar in ORMN Sustainment Dollan

l-v-rng- Multi-Yoar for Saangs. Leverage JMC?

Laveraga JMC?

jLoverage JMC?

jContractor-managed  Leverages Mult-Year
Aiso saves S0 SMyear m OSMN Sustanment Dollars

Also saves $1.1MYyear m OAMN Sustavwrent Dollars

Realze $12KUnit retum in FY 18 investment cost
Jevaraged wih Biock 1Nl program staning in FY13
[Concurrently addresses obsolescence

JOun 10t 16, IMU 5 hugh faiure rarte tam Repiscing 4
jatso yialds 3 ropar OAMN Sustamment savings
IStart in FY 13, leveraging investment with Block i
program. Cut-in FY 16, savings 1. 7K/GU

Start n FY 13, leveraging Block | progrsm mvestment.

Lot 11 RMS Contractus Pasiion Oftest _L_-(. 0 = -
| "Wili Cost”™ iRI 7120 | 6122 5729 6324 0S5 | | |
1 “Should Cost™ TY§| 6708 | 540.0 528.9 8343 s21s | | |




Should-Cost Methodology: Step 4

- Step 4: Establish Measurable Targets, Consolidate Strateqgy:
— Assign measurable targets using negotiated Lot 11 cost model and SCP as a baseline

— Develop discrete, incremental “should cost” curve(s) from Lot 11 baseline curve,
aligned to Service Cost Position (NCCA)

— Create final briefing for leadership

Step 4: Establish Measurable Targets e ‘Block Il AUR Total Will Cost / Should Cost (Tvso

AR RE VN Cast™ Ve “Bhautl Cont™ | Tatw WIN Pracerseant Cont
Than Yewr UDodars P12 Frogrem Quasties
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wr— e
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Step 4: Establish Measurable Targets
Production Dollars (TY$, PB12 Quantities)

Increment 1 CRis already in FY11 Will-Cost: T e DT e O s
1.AOTD Spreader Lens Improvement g

2.AO0TD Laser Yield/Test Automation B5TK: Contract Negotiations F¥1Ll-FrL3 5avings Includs Program-Driven Initistives only
3.nLight Start Pulse CCA Ownership | Opening Position erogram-driven end Externzlly-driven inmatives included in Frig-sy1s
4.AO0TD Microchip Laser Crystal STE Assumes no breaks in production
5.A0TD STEITE: Fiber Cleave TE

2.0
Increment 1: in FY11 Should Cost ' \
1. Accelerate Production Deliveries (Lot 11)
2. Lot 11 Contract: FPIF (AOTD)

70

Increment 2: In FY12 Should Cost e7e.8

1.Accelerate Production Deliveries (Lot 12)
2.Lot 12 Contract: Dec. Option / FPIF (AOTD) L

3.Reduce SEPM/Overhead (5%)
4.Automated AUR Test at FACO . 1
5.A0TD Data Link Test Equipment Upgrade 650

{WsA L) odny

6.A0TD Vibe Station Upgrade
7.AOTD Inner Housing Assembly TE P 6324 830.5
. H EGP cost affsef b *
Increment 3: in FY13 S!loull:l Cost e Shouk ¥ (ECP) v
1.Lot 13 Contract Type: FPIF |} Gost Management
2.Consolidate Shared Contract Support Fns 6122
J.Match Production Spec to Capabilities i
4. Improve nLight AOTD Laser Reclaim 800

5.Improve nLight AOTD Laser Solder Fixtures
6.Automate nLight AOTD Laser Test Station
7.Improve ELCAN AOTD Transceiver Yield
8.Cryoengine Seal Improvement 1

Increment 4: in FY14 Should Cost:
1.FY-14 Multi-Year Contract H
2.Package HW ECPs in 2 yr centers -
3.Sync Contract Award Timelines
4.Contract to Price, not by Element L
5.8ync Parts quality req’ts across USG cust.
6.Streamline KTR response to quality escapes
7.Reduce AOTD performance requirements
8.Bundle vendors: datalink, rocket motor

Increment 5 in FY15 Should Cost:
1.Supply Chain Management for Competition

Fv 11 F12 F¥13 Fi'14 F15

(RMS. in conjunction with FY14 Multi-Year,

realize savings in FY15) Fiscal Year
1.. Affordable CATM 1: Optimize CATM BIT
2. Affordable CATM 2:CATM H/W Optimization =4=ill Cost (T¥¥) =E=Should Cost (TY)

Red Text = Externally-Oriven Initiative



Block Il AUR Total Will Cost / Should Cost (TY$

150

140

130

120

Total WPN Procurement Cost (TY$M)

—
=
o

100

AIM-9X "Will Cost” Vs. "Should Cost” : Total WPN Procurement Cost
Then-Year Dollars, PB12 Program Quantities

FY11-FY13 Savings include Program-Driven Initiatives Only 145.3
Program-driven and Externally-driven initiatives included in FY14-FY15 143.8
Assumes no break in production ¢

135.9

139,/
133.3

1309 NoMaver .»

T g

—

FY14 Multi-Year Procurement...

120.1 119.9

1 s.a./

10{ Total FY11-FY15 Savings: $81.8M

FY11 FY12 FY13 FY14 FY15
Fiscal Year

wellbe Should Cost (TYS) ==#==\Wil| Cost (TYS) === Should Cost (No Mult-Year) (TY$)

Total WPN Procurement Cost (SM)

$5,000

$4,900

$4,800

$4,700

$4,600

$4,500

$4,400

$4,300

$4,200

$4,100

$4,000

\

Will Cost
(SCP)

\ 2011-2036:

$595.6M
\ Savings

\
\

|

Should
Cost

Savings proposed to be applied for re-investment for continued cost reduction, obsolescence, and increased of program of record production quantities




Independent Cost Estimate (NCCA)
Deltas to Pre-MS C Spruill

(S in Millions / Then Year) ‘ Prior | FY11 | FY12 | FY13 | FY14 | FY15 | FY16 FY12-16 To Comp Prog Total
RDT&E

Current S (PB 12) 57.4 7.0 16.8 13.2 10.5 11.5 13.6 65.6 0.0 130.0

Required SCP § 57.4 24.5 31.0 294 17.7 24.6 7.3 110.0 221 214.0
Delta § (Current - Re quire d) 0.0 (17.5) (14.2) | (16.2) (7.2) (13.1) 6.3 (44.4) (22.1) (84.0)

PROCUREMENT

Current § (PB 12) 30.5 119.7 135.9 139.6 143.8 145.3 146.6 711.2 3.188.3 4.049.7

Required SCP § 30.5 85.5 1151 134.9 148.7 150.9 153.2 702.9 4.067.9 4.886.8
Delta § (Current - Re quired) 0.0 34.2 20.8 4.7 (4.9) (5.6) (6.6) 8.3 (879.6) (837.1)

PROCUREMENT SPARES (Initial and Replen)

Current S (PB 12) 0.0 2.5 2.5 5.8 6.3 6.1 6.4 27.1 53.9 83.5

Required SCP $ 0.0 3.7 6.5 5.2 11.0 10.5 10.6 43.7 269.5 317.0
Delta $ (Current - Re quired) 0.0 (1.2) (4.0) 0.6 (4.7) (4.4) (4.2) (16.6) (215.6) (233.5)

0O&M

Current § (PB 12) 0.0 0.0 0.0 7.2 7.7 8.1 7.8 30.8 1.530.8 1.561.6

Required SCP § 0.0 0.0 0.0 7.1 8.5 10.0 12.4 38.1 1.530.8 1.568.9
Delta $ (Current - Re quired) 0.0 0.0 0.0 0.1 (0.8) (1.9) (4.6) (7.3) 0.0 (7.3)

TOTAL

Current S (PB 12) 87.9 129.2 155.2 165.8 168.3 171.0 174.4 834.7 4.773.0 5.824.8

Required SCP § 87.9 113.7 152.6 176.6 185.9 196.0 183.5 894.6 5.890.4 6.986.6
Delta $ (Current - Re quired) 0.0 15.5 2.6 (10.8) (17.6) (25.0) (9.1) (59.9) (1.117.4) (1,161.8)

QUANTITIES

Current 5 (PB 12) 31 120 186 229 242 247 245 1.149 4,731 6.031

Required Qty 31 120 186 229 242 247 245 1.149 4,731 6.031
Delta Qty (Current - Re quired) 0 0 0 0 0 0 0 0 0 0
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O Summary

« Established a rigorous Should-Cost methodology

* Applied methodology to define Should-Cost Plan for AIM-9X
Block Il

» Aggressively applying Should-Cost Management and effective
contract negotiations yielded $21M savings in Sep 11 for Lot
11 (Purchased 120 units for $21M less than planned)

« $664K Unit price was 43% less than 1 year ago
« 22% less than $857K opening negotiation position

« Savings purchased an additional 28 units, reinvested in
future cost reduction, and paid pop up obsolescence bills

» Should-Cost Plan yields over $595M savings across program
of record




Questions?

George Cash
george.cash@dau.mil
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