1.0 TOC

Department of Defense (DoD) Total Ownership Cost (TOC) is defined to be "the sum of all financial resources necessary to organize, equip, sustain and operate military forces sufficient to meet national goals in compliance with all laws, all policies applicable to DoD, all standards in effect for readiness, safety, and quality of life, and all other official measures of performance for DoD and its Components.  DoD TOC is comprised of costs to research, develop, acquire, own, operate, and dispose of weapon and support systems, other equipment and real property, the costs to recruit, retain, separate and otherwise support military and civilian personnel, and all other costs of business operations of the DoD."  This is sometimes called "Big TOC" and was a new, revised definition put forward in November, 1998, in the TOC Definitions memo.

Defense Systems TOC, which is under the PM's purview, is defined to be Life Cycle Cost (LCC) in accordance with DoD 5000.4-M.  It includes "not only acquisition program direct costs, but also the indirect costs attributable to the acquisition program (i.e., costs that would not occur if the program did not exist).  For example, indirect costs would include the infrastructure that plans, manages, and executes a program over its full life and common support items and systems."  These indirect costs are often referred to as "linked indirects."  Defense Systems TOC is sometimes called "Little TOC," and is an old, revitalized definition.

2.0 R-TOC

R-TOC represents both the initiative at the Department level to promote and incentivize Reduction of TOC, as well as the processes and actions taken by individual programs and support organizations to reduce TOC within their areas of responsibility.

2.1 R-TOC Plans

Plans for addressing total ownership cost and its management throughout the life cycle at the program level

2.2 R-TOC Baselines

Time-phased life cycle cost baselines (actuals + estimates) against which total ownership cost reduction efforts are measured

2.3 R-TOC Metrics

Enterprise and program-level metrics which track progress toward total ownership cost reduction goals over time

2.4 R-TOC Initiatives

Program-level initiatives to reduce total ownership cost by introducing new processes or new technologies, often requiring "outside" funding for initial implementation

2.5 R-TOC Assessment

Techniques for quantifying the total ownership cost impacts of various initiatives and choosing between them (including business case analysis)

2.6 R-TOC Investment

Sources of available funding for initiatives, and the schedule and process for pursuing that funding

2.7 R-TOC Pilots

Thirty pilot programs, ten from each department, established under Section 912 to pioneer best practices in reduction of total ownership cost

3.0 CAIV

Cost As an Independent Variable (CAIV), as an acquisition strategy, focuses on cost-performance trade-offs in setting program goals.  The goal of trade-offs is to achieve an affordable balance among cost, performance, and schedule.  CAIV engages the warfighter, the developer, and the supporter to facilitate meaningful trade-offs.

CAIV is the primary process that complements the overarching Reduction of Total Ownership Cost (R-TOC) process, especially during the earliest stages of system acquisition.

3.1 Cost Targets

Methods for setting and decomposing cost targets in order to drive cost considerations into design

3.2 CAIV Trades

Systems engineering, operations research, and cost estimating process for performing trade-offs in design, taking into account the performance, cost, and schedule impacts of various alternatives

3.3 Target Costing

Commercial best practices discipline started in Japan and now actively employed in industry in Germany and the United States; the commercial analog of CAIV

3.4 Value Engineering

Well-established methodology for balancing cost and performance in design; a useful tool to support both CAIV and Target Costing

3.5 Voice of the Customer

Any of various methods, including Quality Function Deployment (QFD), for incorporating customer/warfighter requirements and preferences into design

4.0 ABC/M

ABC/M is a methodology for understanding the activities, processes, services, and products of business.  It identifies activities that consume resources and the drivers that affect them, and how these are translated into performance or output.  It associates the activities and the drivers to products or services or other cost objects.

Using ABC/M, an organization can maximize the utilization of their limited resources. It provides decision support and information to rapidly question, discover, and learn about resource consumption.

ABC/M consists of two complementary components, Activity-Based Costing (ABC) and Activity-Based Management (ABM). ABC and ABM work together to support decision-making.

4.1 Outsourcing

Process for deciding which products and services should be produced or performed within an organization, and which should be purchased from an outside organization (AKA rightsourcing, A-76)

5.0 EVM

An Earned Value Management (EVM) system is a tool that allows both government and contractor program managers to have visibility into technical, cost, and schedule progress on their contracts.  When properly implemented, EVM enables the integration these three aspects of a program.  This is particularly important given the increased risk entailed in the aggressive cost objectives of both R-TOC and CAIV.  EVM is considered a function of Program Management.

6.0 Cost Management

Strategic Cost Management usually involves commercial best practices and other proven techniques such as Target Costing, Activity Based Costing and Management (ABC/M), Project Management, and Process Management.  It integrates cost considerations with strategy, decision making, metrics, information flows, and other key components of an organization.

7.0 Cost Estimating

Cost Estimating and Analysis is a formal discipline for predicting the cost of systems, subsystems, components, and processes based on historical data.  The R-TOC initiative makes it even more crucial that cost estimating be rigorous and integrated into the program management process.  It is need to "cost out" both cost reduction initiatives for R-TOC and trade alternatives for CAIV.

7.1 Data Collection and Normalization

Process of collecting and normalizing cost, performance, and programmatic data to be using in developing cost estimates

7.2 O&S Cost Estimating

Application of accepted cost analysis techniques to the estimation of operating and support (O&S) costs

8.0 Cost Engineering

Cost Engineering generally refers to cost estimating performed by engineers and others not formally trained in cost analysis.  It takes advantage of automated tools, standard factors, and rules of thumb to enable quicker decisions when only a Rough Order of Magnitude (ROM) judgment is needed.

9.0 Acquisition Logistics

Acquisition Logistics is a set of functions and processes designed to provide the Program Manager and the system end user an adequate and cost-effective system operational support package upon delivery and throughout the system life cycle.  It is composed of Acquisition Logistics Planning, Functional Processes, and Design Interface elements.

9.1 Performance-Based Logistics (PBL)

A support methodology emphasizing a specified logistics readiness level rather than the source of support

10.0 Contracting for R-TOC

Contracting for R-TOC involves planning, implementing, and executing cost avoidance approaches in establishing contracts for products and services in the acquisition of platforms, systems, and equipments.  Key examples of these cost avoidance approaches are incorporating cost goals and incentives in contracts.  This approach to contract management consists of actively managing the relationship between the public authority and the supplier over the term of the contract, focusing on diligently addressing the risks and issues that arise, accommodating change where necessary and actively engaging the supplier to achieve the desired outcome of reduction of Total Ownership Cost.

11.0 Systems Engineering

Systems engineering is an interdisciplinary approach and means to enable the realization of successful systems.  It focuses on defining customer needs and required functionality early in the development cycle, documenting requirements, then proceeding with design synthesis and system validation while considering the concerns of operations, performance, test, manufacturing, cost and schedule, training and support, and disposal.

12.0 Risk Management

Risk Management is a disciplined approach to identifying, quantifying, mitigating, and tracking the risks associated with a project.  It becomes particularly relevant in light of the aggressive cost goals implicit in both R-TOC and CAIV.

13.0 IPPD

A management process that integrates all activities from product concept through production/field support, using a multi-functional team, to simultaneously optimize the product and its manufacturing and sustainment processes to meet cost and performance objectives.

14.0 General Acquisition

General acquisition includes all other TOC-related aspects of acquiring and managing a system that are not more properly a part of one of the other Topic Areas.  You'll find information here on the Acquisition Process; the Programming, Planning, and Budgeting System (PPBS) Process; and the Requirements Generation Process.  Keep in mind that awareness, management, and reduction of Total Ownership Cost are ideally an ingrained part of how we do business day to day.

