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Chapter 9 -- Cost Estimates
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1. -- Background.

This chapter provides a discussion of the Life Cycle Cost Estimate (LCCE) and its related Independent Cost Estimate (ICE).  It will also describe the process which is used by the Program Managers (PMs) and Program Analysis and Evaluation (PAE) Directorate to coordinate the conduct of the estimates within Marine Corps Systems Command (MARCORSYSCOM).

An LCCE is the systematic analysis for determining and listing the total cost of developing, procuring, operating, supporting, and disposing of material or weapon systems.  It is used as a stand-alone document and as an input to the Analysis of Alternatives (AoA).  Reference (a) mandates LCCE performance.

2. -- Discussion.
Life cycle costs are those costs and expenses estimated to accrue based on predicted system effectiveness, operational efficiency, logistics and manpower requirements, the acquisition process, and the effects of reliability, maintainability, obsolescence, wear-out, and loss.  The estimate should be performed as early in the life cycle as possible, as the opportunity to minimize the cost of ownership diminishes rapidly as the design and development of a weapon system proceeds.  LCCEs are generally required as supporting documentation for each milestone decision.

An ICE is an LCCE or verification of a Program Management Office (PMO) LCCE conducted by an activity independent of the PM’s office, yet ultimately under the sponsorship of the PM.

a.  General.  References (a) and (b) require that the PM prepare and approve an LCCE for all Acquisition Category (ACAT) programs prior to each Milestone (MS).  In general, for ACAT III and IV programs, the LCCE development or update should formally be initiated four to five months prior to the milestone, allowing adequate time for the process while maintaining relatively current programmatics and costs.  For ACAT I and II programs, the LCCE development or update should be formally initiated at least one year prior to a milestone allowing for complexity concerns and increased reporting requirements.  Reference (b) further states that the Naval Center for Cost Analysis (NCCA) shall participate in developing LCCEs for ACAT ID, IC and II programs, and that Milestone Decision Authorities (MDAs) may request similar NCCA assistance when developing LCCEs for ACAT III and IV programs.

b.  Independent Cost Estimates (ICEs).  Typically, Commander, Marine Corps Systems Command (COMMARCORSYSCOM) does not require ICEs for ACAT III and IV programs.  Reference (a) tasks the Department of Defense (DoD) Cost Analysis Improvement Group (CAIG) with performing ICEs for the MDA on all ACAT I programs for all milestones subsequent to MS-0.  Reference (b) assigns NCCA as the Department of the Navy’s (DoN) organization responsible for preparing an ICE when the CAIG does not, especially for ACAT IC and II ICEs.

c.  Program Analysis and Evaluation (PAE) Directorate Assistance to PMs.  PAE Directorate has the functional responsibility of assisting PMs with their LCCEs.  They may act as the conduit between PMs and NCCA (or contractors) charged with conducting the ICE.  PAE is responsible to COMMARCORSYSCOM for the review of all cost estimation documentation.  These documents include:

•  Cost Analysis Requirements Descriptions (CARDs)
•  LCCEs for ACAT I, II, III and IV programs
•  ICEs
•  Affordability Assessments (Aas)
•  Analyses of Alternatives (AoAs)

Additionally, PAE reviews all LCCEs for new and ongoing acquisition projects.

3. -- The MARCORSYSCOM LCCE Process.

The LCCE can be prepared by PAE, the PM, a support contractor or, in the case of a joint project, by the cost agency of another service.  Each of these methods will be addressed separately.  PAE will review all LCCEs to ensure that all relevant cost elements are addressed, and to verify the methodologies used.  In addition, PAE will assist the PM in explaining or defending the estimate as necessary.

Every effort differs in scope and complexity.  A major system may take one year or more to complete whereas lesser systems may require only two months.  Generally, ACAT IV program estimates require about 10 weeks to prepare.

a.  LCCE Prepared by PAE.  Prior to each LCCE or ICE, the PM is encouraged to meet with PAE to discuss the framework of the LCCE/ICE.  The estimates are prepared in a standard text format to allow ease of review.  See reference (c) for further details.  In general, a minimum of three months should be allotted for LCCE preparation.  This is an average preparation time for all systems, and, as noted earlier, may be exceeded for complex systems (especially those involving communications/electronics equipment or computers).  As part of the LCCE process, a computer report is generated from the Summary Version Life Cycle Cost Model (SVLCCM) to support the LCCE.  The process is summarized in Figure 9-1.

The most crucial elements in timely LCCE preparation are data/concept availability.  Lack of operational, maintenance and support concepts are frequent hurdles to overcome.  Another common problem is the lack of an Operational Requirements Document (ORD).  The Project Officer (PO) provides unit numbers (e.g., Approved Acquisition Objective (AAO)) and an idea of the operational and support concepts worked out before requesting an estimate.

b.  LCCE Prepared by a PM or Contractor.  These two options are considered identical.  The LCCE should be prepared in similar fashion as those prepared by PAE.  The SVLCCM, with documentation, is available to POs and support contractors upon request.  Sample LCCEs are also available.  The process is summarized in Figure 9-2.

PAE will meet with POs and contractors to discuss upcoming or current efforts.  Frequent questions arise over details of the SVLCCM, which may be answered by PAE.  Early and frequent interaction between the PM and PAE will keep the estimate
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Figure 9-1.  LCCE Process (PAE)
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Figure 9-2 LCCE Process (PO/Contractor)

moving in the right direction and facilitate the review process.  Participants in the LCCE process should note that the review/revise/review cycle may require several iterations.

c.  Other Service LCCE for a Joint Program.  For a Joint Program, the PM is usually the first person in MARCORSYSCOM to become aware of an estimate being prepared by another Lead Service.  PAE should be contacted to provide LCCE functional support to the PM.

PAE will review Joint LCCEs for completeness and applicability of methodology.  The other services do not always include all the costs considered relevant by the Marine Corps, since the other services’ operational, maintenance and support concepts are usually different from Marine Corps practices.  For this reason, a separate Marine Corps specific LCCE may be required to be appended to the Joint LCCE.  If this is the case, the procedures should be the same as described above in paragraphs 3a or 3b.

4. -- The Independent Cost Estimate (ICE) Process.
The ICE for a Marine Corps ACAT level IC program is prepared by the NCCA.  The ICE requires a much longer lead-time than a LCCE.  NCCA usually requires a minimum of one year to produce an ICE.  Reference (d) outlines the requirement and format for the development and submission of a CARD to NCCA along with the PM’s request for the ICE.  Once the ICE is completed, PAE will review and reconcile any differences between the LCCE and the ICE.

PAE will act as liaison between the PM and CAIG/NCCA.  The PM will be included in the reconciliation process to ensure that PM concerns are adequately addressed.  The ICE process is summarized in Figure 9-3.
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Figure 9-3.  ICE Process
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