C1.3.  Cost as an Independent Variable (CAIV)

C1.3.1.  In establishing realistic objectives, the user shall treat cost as a military requirement.  The acquisition community, including technology and logistics, and the requirements community shall use the CAIV process to develop total ownership cost (TOC), schedule, and performance thresholds and objectives.  They shall address cost in the Operational Requirements Document (ORD), and balance mission needs with projected out-year resources, taking into account anticipated process improvements in both DoD and defense industries (5 U.S.C.306 (reference (d) and Pub.L.104-106 (1996), Section 5123 (reference (e)).  CAIV trades shall consider the cost of delay and the potential for early operational capability.

C1.3.2.  Upon ORD approval (see Chairman of the Joint Chiefs of Joint Chiefs of Staff (CJCS) Instruction 3170.01B (reference (f)), the PM shall formulate a CAIV plan, as part of the acquisition strategy, to achieve program objectives.  Upon program initiation, each ACAT I and ACAT IA PM shall document TOC objectives as part of the APB.  The cost portion of the baseline shall include the complete set of TOC objectives:  research, development, test and evaluation (RDT&E); procurement; military construction; operating and support; and disposal costs; as well as other indirect costs attributable to the system, and infrastructure costs not directly attributable to the system.  The MDA shall re-assess cost objectives, and progress towards achieving them, at each subsequent milestone.

C1.3.3.  Cost/Schedule/Performance Trade-Offs

C1.3.3.1.  The best time to reduce TOC and program schedule is early in the acquisition process.  Continuous cost/schedule/performance trade-off analyses shall accomplish cost and schedule reductions.

C1.3.3.2.  Cost, schedule, and performance may be traded within the “trade space” between the objective and the threshold without obtaining MDA approval.  Trade-offs outside the trade space (i.e., program parameter changes) shall require approval of both the MDA and the ORD approval authority.  Validated key performance parameters (KPPs) may not be traded-off without Requirements Authority approval.  The PM and the operational requirements developer shall jointly coordinate all trade-off decisions.

C1.3.4.  Management Incentives

C1.3.4.1.  Incentives shall apply to both Government and industry, to both individuals and teams, to achieve CAIV and schedule objectives.  Incentives shall stress up-front investments to minimize production cost, operating and support cost, and/or cycle time, where applicable.  Awards programs (both monetary and non-monetary) and “shared savings” programs shall creatively encourage the generation of cost-and schedule-saving ideas throughout all phases of the life cycle.

C1.3.4.2.  The PM, via the Contracting Officer, shall structure Requests for Proposal (RFPs) and resulting contracts to incentivize the contractor to meet or beat program objectives.  Whenever applicable, risk reduction through use of mature processes shall be a significant factor in source selection.  RFPs and resulting contracts shall include a strict minimum number of critical performance criteria (i.e., threshold and objective requirements) to allow industry maximum flexibility in meeting overall program objectives.  The source selection criteria communicated to industry shall reflect the importance of developing a system that can achieve stated production and TOC objectives within schedule and performance objectives.

C1.3.4.3.  For industry, competition to win business, along with attendant business profit, is by far the most powerful incentive.  Therefore, the PM shall maintain competition as long as practicable in all acquisition programs.

