DEPARTMENT OF THE ARMY

WASHINGTON, D.C. 20310

SEP 3 01933

SAAL-RP

MEMORANDUM FOR SEE DISTRIBUTION

SUBJECT: Army Guidance Regarding Appropriation Source for
Continuous Technology Refreshments Spares Initiatives

This memorandum provides guidance regarding the allowable use
of appropriation sources for the implementation of the Continuous
Technology Refreshment (CTR) spares procurement strategy (formerly
Modernization Through Spares) within Army programs. Its purpose is to
define the extent to which CTR initiatives for sustainment of out of
production systems may be funded with the Operations and Maintenance
appropriations (OMA, OMAR, and OMNG) (O&M)). Ultimately, the
memorandum’s purpose is to provide guidance which will encourage and
accelerate extensive implementation of the CTR strategy defined in
Enclosure 1 and provide O&M funding support for selected initiatives that
will reduce the cost of sustaining legacy systems now and for the
foreseeable future. This memorandum also facilitates implementation of
Army’s Total Ownership Cost Reduction initiative directed by Enclosure 2.

The following guidance shall be used when allocating O&M funds
for CTR projects when those projects meet the maintenance criteria
defined in DoD Financial Management Regulation (FMR), DoD 7000.14-
P, Vol. 2A. That maintenance definition is:

“The routine, recurring effort conducted to maintain an end item of
investment equipment at its intended capability or designed performance
level.”

To the extent the terms “routine” and “recurring” are not clear for a
particular CTR project, this means that activities may use O&M funds

when:

(a) Spares/components must have demonstrated acceptability and
military utility.
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(b) Spares/components are replaced through the normal
maintenance process.

(c) Spares/components are distributed through the normal supply
system.

(d) Spares/components provide two way interchangeability with
the interfacing equipment. Both the CTR spare and the current inventory
spares must be capable of being used interchangeably with the interfacing
components and equipment.

(e) Revisions to field and depot maintenance technical documen-
tation conform to the form, fit, function, and interface requirements defined
by two-way interchangeability.

CTR projects cannot be O&M-funded when:

(a) The end item requiring change has not completed production
and initial fielding.

(b) Spares/components are incorporated as a block modification,
service life extensions or major modifications.

(c) Equipment changes are incorporated where the intent is to
increase the system’s “performance envelope” or mission capability
defined by the Operations Requirements Document.

(d) Developmental testing is required. Source of developmental
testing must be RDA.

(e) System software requires changes beyond the scope of
necessary documentation consistent with two-way hardware
interchangeability noted above.

When implementing this guidance, the intent of the CTR change
must be to maintain the system’s performance at the approved design
baseline. A CTR strategy objective is to restore system performance,
which may deteriorate as the system’s design life is approached. As
examples, CTR changes intended to restore reliability to the initial fielding



level and changes which replace obsolete parts with modern commercial
technology are permitted. While performance improvements intended to
increase the “performance envelope” may not be funded by O&M
appropriations, incidental performance improvements in excess of the
design baseline are permitted as long as the primary purpose is to restore
initial operational capability. Incidental performance improvements at the
spares/component level are permissible. Detailed CTR implementation
guidance will be included in the next update to AR 750-10, Army
Modification Program.

Effective immediately, responsible organizations who manage out
of production systems or items shall implement this guidance in CTR
projects. Points of contact are Deputy Assistant Secretary of the Army
(Budget), 695-3691 and Deputy Assistant Secretary of the Army (Plans,
Programs, and Policy), 697-0387.

Padl-;oeper Helen T. McCoy

Assistant Secretary of the Army Assistant Secretary of the Atmy
(Acquisition, Logistics and Technology) (Financial Management and Comptr
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MEMORANDUM FOR SEE DISTRIBUTION

SUBJECT: Implementation of Army Strategy for Modernization
Through Spares (MTS)

Reference Army Strategy for Modernization Through Spares
{enclosed) .

Declining procurement budgets are a significant challenge to
maintaining a modern warfighting capability., Leveraged use of
spares procurement funds is an important strategy to meet this
challenge. The strategy, MTS, is an element of the Army’s
overall acguisition reform endeavor and focuses on the reduction
of sustainment costs. Implementation and management of MTS is
the responsibility of all managers who develop systems or buy

spares (either as parts, components, subassemblies or assemblies)
for operational systems. .
v 1]

Effective immediately, Program Executive Officers (PEOs),
Major Commands (MACOMs) and the U.S. Army Materiel Command (AMC)
Major Subordinate Commands (MSCs) who manage systems in
development should begin incorporating MTS strategies into their

total life cycle management program activities. S8pecific actions
should be:

a. Post your strategies within 90 days of the date of
this memorandum on your homepage and update it with the status of
strategy accomplishments.

b. Include your MTS strategy for each system in the
Acquisition Strategy Report and reflect it in the Integrated
Logistics Support Plan.

Effective immediately, PEOs, MACOMs, and AMC MSCs who manage
systems or items in production/support should incorporate NMTS
strategies as an element of your spares/sustainment acquisitions,
for selected candidates, This is a sustainment cost reduction
and/or an improved supportability program. Specific actions are:

a. Post your strategy within 90 days of the date
of this memorandum on your homepage and update it with the
status of strategy accomplishments.

b. Determine strategies and select candidates

¢. Apply MTS initiatives to selected candidates.
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An MTS Overarching Integrated Process Team (OIPT) was
chartered by the Office of the Acting Assistant Secretary of the
Army (Research, Development and Acquisition) and is chaired by
the Army Standards Improvement Executive. The MTS OIPT prepared
the enclosed guidance document, “Army Strategy For Modernization
Through spares” to assgist in accomplishing the actions above.

The document’s purpose is to: explain the intent of the MTS
initiative; describe strategy elements; describe Bteps to define
and implement the strategy elements; describe steps to define and
implement the strategy; and define success measures. The
document is available on the Headquarters, AMC Specifications and
Standards Homepage at : it i

You will be asked to set goals and report progress. Specific
guidance and reporting formats will be provided separately and

reporting will begin 90 days after this supplemental guidance is
received.

The point of contact is Mr. Lynn Mohler, AMCRDA-TE,
703) 617-9870, DSN 767-9870, e-mail: lmohler@hgamec.army.mil.

HNNIE E. WILSON KENNETH J. OSCAR

manding General Acting Assistant Secretary of the Army
. Army Materiel (Research, Development and Azquisition)
wmnand
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MEMORANDUM FOR THE ACQUISITION COMMUNITY

SUBJECT: Total Ownership Cost Reduction

Reducing system ownership costs directly contribute to the Army
meeting its modernization objectives. The cost of system ownership includes
costs associated with operating, modifying, maintaining, supplying, and
disposing of weapon/materiel systems. Increasing emphasis at OSD and
Army levels is being placed on reducing Operating and Support (O&8S) costs
and describing program status in terms of system life cycle cost. Your efforts
q in this area continue to make a difference.

The Assistant Secretary of the Army (Research, Development and
Acquisition) (ASA(RDA)) memorandum dated April 29, 1997, subject:
Management of the Total Life Cycle for Acquisition Category (ACAT) Systems,
established O&S cost reduction as an acquisition priority. We have made
significant progress and instituted a number of highly effective initiatives in the
year since the memorandum was published. The purpose of this
memorandum is to clarify the requirements of the April 29, 1997 memorandum
and provide implementation guidance.

The goal of our campaign is unchanged--to place the Program
Managers (PMs) in charge of the total life cycle for assigned systems. This
includes responsibility and authority for planning, programming, budgeting,
and executing sustainment funds associated with their systems. The Under
Secretary of Defense (Acquisition & Technology) actively supports charging
the PMs with sustainment responsibilities and authorities. [t will take time to
completely realize this change. Many organizations and procedures are
affected and concurrence to move sustainment funding responsibility to the
PMs will not be automatic. The senior acquisition leadership will continue to
work with logistics and financial proponents to reform current processes and
to put in place the structures and mechanisms necessary for PMs to perform
‘ expanded sustainment functions.
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2.

In order to accelerate the Total Ownership Cost Reduction momentum
and move us closer to implementing the requirements of the April 29, 1997
ASA(RDA) memorandum, Milestone Decision Authorities (MDAs) and
Program/Project/Product/System Managers will complete the following actions
by September 10, 1998:

a. Exploit opportunities to apply existing O&S cost reduction initiatives
to assigned commodities (e.g. Operating and Support Cost Reduction '
Program (OSCR), Modernization Through Spares (MTS), Prime Vendor
Support (PVS), Fleet Management, Horizontal Technology Integration (HTI),
POM Process Life Cycle Cost Reduction Proposals).

b. Develop Sustainment Cost Management Annexes (SCMAs) to
Acquisition Strategies. | am clarifying the SCMA requirement as detailed in
the April 29, 1997 ASA(RDA) memorandum in recognition of the fact that
present cost accounting systems preclude tracking of all actual O&S cost
elements associated with a system. SCMAs should identify a program’s top
ten O&S cost drivers, detail plans to reduce these costs, and provide metrics
to measure progress. The PM is accountable for reducing only those O&S
cost elements for which he/she has the reasonable ability to manage and
influence. PMs are encouraged to report barriers to TOC reduction and to
provide recommendations for minimizing or eliminating them. SCMAs will be
prepared for all ACAT level |-l programs and may be tailored based on
funding levels, risk, and unique program factors. The O&S cost elements
impacting a system are commodity unique. Therefore, PMs will determine the
top ten O&S cost drivers and the SCMA format appropriate for their programs.
MDAs will review SCMAs on an annual basis.

.c. Include program-related O&S costs in the Acquisition Program
Baseline (APB). The APB should refiect projected reductions, as a dollar
amount or percentage of dollars, to be attained through execution of the PM’s
0&S cost reduction plan, detailed in the SCMA.

d. MDAs will include O&S cost reduction as an element of the
milestone decision review process. O&S costs may be reviewed as a
component of the overall program funding profile, as part of the PM's Cost As
An Independent Variable (CAIV) analysis, as a stand-alone topic, or any
other manner the MDA deems appropriate.

e. MDAs will review O&S cost reduction plans for programs and
systems beyond Milestone il prior to approval of any modification or upgrade.



-3

f. PMs should establish O&S Cost Reduction Integrated Process
Teams to facilitate planning, execution, and measurement of the actions
contained in the SCMA. IPT membership should represent all O&S
process participants. PMs should use the IPT as a tool to optimize
overall program execution by eliminating “stovepipe” practices that
optimize by functional discipline.

Performance evaluation reports for Program/ Product/ Project/ System

Managers will document progress to lower O&S costs for assigned
systems.

Additional implementation guidance will be published as needed to
reflect process improvements facilitating total life cycle management. | know
can count on your full support and aggressive leadership to reduce total
ownership osts for Army systems.

The SARDA POC for this action is LTC Samson, SARD-RP, DSN: 664-

7149, samsonb@sarda.army.mil.

Kenneth J. Oscar
Acting Assistant Secretary of the Army
(Research, Development and Acquisition)
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