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In the face of spiraling sustainment costs, militaries are moving away from traditional “time and materials”
contracts with service providers. Instead, they increasingly specify performance-based contracts that aim to tie
profitability to cost-effective performance. This trend dovetails with a growing desire on the part of OEMs to
capture more of the “spend” on new platforms, of which up to seventy percent is on Through-Life-Support
versus purchase cost.

Performance Based Logistics (PBL) contracts offer service providers a different risk/reward profile than
transaction-based scenarios. Done right, PBL offers the potential for greater profitability. But if it fails to meet
performance targets, the service provider runs the risk of earning little or no profit.

To maximize the profitability of PBL contracts, service providers must decrease the cost to deliver their services
while meeting or exceeding agreed service levels. This requires total visibility into service-related expenses,
along with the ability to optimize key maintenance and inventory processes. PBL service providers also need
flexible financial reporting tools to meet the needs of both their military customers and their parent enterprises.

In production of platforms and systems, OEMs use ERP and legacy applications that meet their manufacturing
needs. As OEMs also become service providers and pursue more of the related sustainment revenue, they find
that ERP tools fail to meet the cost fidelity and logistics flexibility requirements as they manifest in military ‘asset
centric’ environments. Instead, what is required is an enterprise asset management (EAM) solution with
Defense-centric features and capabilities built-in. Ventyx Ellipse is the premier EAM solution available today for
the physical and financial management of complex assets by PBL service providers and their military
customers.

Heightened global focus on national security has brought pressure on Defense budgets and Defense industry
revenue forecasts in two key areas:

. Capital Defense programs have either been cancelled or deferred to cover the cost of an increased
tempo of Operations.
. Equipment in service is being used well outside its original pre “war on terror” design tolerances, thereby

dramatically increasing the need and frequency of planned maintenance, as well as unplanned repairs —
the costs of which were never budgeted.

As this pressure is applied, Defense OEMs are increasingly responsive to the fact that the capital cost of
equipment represents only thirty percent of the total revenue that complex fighting platforms can generate; with
maintenance, repair, and overhaul (MRO) services comprising as much as seventy percent of total expenditures
over the life of the system.

Defense industry business models continue to change in response to these convergent trends. As OEMs work
to capture a higher percentage of MRO-driven revenue, in the face of mounting sustainment expenses militaries
and their acquisition agencies have shifted away from “time and materials” contracts, which simply add margin
on margin. Instead, militaries increasingly specify performance-based contracts. These contracts are designed
to incentivize innovation through continuous improvement in service delivery efficiency and effectiveness.
Realization of these efficiencies will serve to help mitigate current MRO cost overruns.

Performance-based contracts empower the customer to measure the performance of the service provider.
Improved performance — that is, maintaining (or improving) services at agreed levels while decreasing costs —
can mean increased profit derived from the cost savings. This basic strategy has many permutations. In general
though, the approach requires tight linkage of the key elements of enterprise asset management (EAM); these



being the logistics functions of supply and maintenance and management of personnel and other costs, across
all operating environments (land, sea, and air) of the extended military enterprise.

While a key goal of these Performance Based Logistics (PBL) contracts is to increase operational readiness
while streamlining supporting logistics and costs, the bottom line is that militaries now prefer to pay for results as
opposed to individual parts or services. Mature PBL contracts can facilitate continuous improvement in the
combat force capability to cost ratio, by providing the service provider a higher level of autonomy over the
logistics network to capitalize on efficiencies and achieve reward for better performance. As such, Defense
organizations are transitioning support for in-service weapon systems, subsystems, and components to PBL
contracts. Modern militaries now likewise employ some form of PBL metrics in support of most new military
systems. Different levels of performance-based contracts have evolved in response to growing experience
among both service providers and their customers..
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Given that PBL is now the preferred supplier support model for the United States Department of Defense (DoD)
and many other Defense organizations, and that the majority of the “spend” on new platforms goes to Through-
Life-Support versus capital expenses, it is vital that service providers ready themselves to prosper in the PBL
paradigm. Indeed, the increasing level of MRO outsourcing being sought, often at government direction, relies
on Defense industry’s ability to operate profitably within the PBL paradigm.

The PBL paradigm requires service providers to move from largely risk-free “cost plus” contracts, to contracts
with different risk/reward profiles. In PBL agreements, provided a supplier has done their homework in originally
bidding for the work, if availability targets are met the service provider earns an agreed level of revenue. If not,
the service provider runs the risk of earning lower revenue or even accruing additional cost. Even if the revenue
target is achieved, the trick is to know whether it is profitable revenue.

Old-style transaction-based “time and materials” contracts motivated the supplier to increase the amount of time
spent or the margin on and/or volume of the materials consumed, with the client often assuming one hundred
percent of the risk. Even so, the profit could only ever be built on agreed margins. The opportunity for reward is
greater in PBL agreements. Service providers that enter into PBL contracts with: a) experience and skills, b) the
right information tools, and ¢) a mature repeatable process, may successfully optimize and drive costs out of the
services they perform. By spending less to maintain the agreed performance levels, savvy service providers can
significantly increase profits over the life of what are typically longer-term contracts.
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To maximize the profitability of PBL contracts, the most successful service providers must, over time:

. Reduce the cost of the service they deliver

. Meet or exceed agreed service levels and take increased profits in the form of pre-negotiated bonus
revenue

. Ensure they are eligible, based on good performance, to extend the PBL contract, thus realizing greater
profits for a longer term

. Differentiate themselves from other providers as being more capable in operating under mature PBL

contracting regimes, thereby increasing their likelihood of being awarded additional work



To increase margin under PBL contracts, service providers need to know exactly where costs are being incurred
S0 as to drive costs out of the business. Service providers require information tools that provide cost fidelity of
their operation’s business performance against contracted service level agreements (SLAs) and other key
performance indicators (KPIs). Should it be necessary, this “cost of doing business” fidelity also underpins a
supplier’s ability to successfully renegotiate SLAs that may have appeared sound at contract award, but become
unworkable over time. Success of the contract and the supplier’s ability to win further work are likewise
supported by understanding the ‘true cost’ of performing the service.

Therefore, as Figure 1 illustrates, any software solution(s) employed in support of asset management must
provide absolute fidelity of all expenditures related to executing the contract.

Fidelity : . Optimization I

To increase profits, a primary focus for PBL contractors is to reduce the cost of service delivery by making key
processes, especially those related to maintenance and inventory, more efficient.
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Optimizing MRO cycle times will reduce the cost of the service. In particular, targeted optimization of labor costs
directly relates to reducing servicing costs. Minimizing labor time often brings the added benefit, in a well-
coordinated maintenance regime, of increased system/platform availability.

To fix systems faster, maintenance planners and maintainers must start with a comprehensive view of the
maintenance history of the equipment and its “as—is” configuration. This requires an asset management solution
with an open architecture that can acquire data from Supervisory Control and Data Acquisition (SCADA) and
other systems both within and outside the military extended enterprise. Planners can then optimize maintenance
regimes based on a convergence of information, including how the equipment/component has been operated
and its vital operating statistics, including if and when it was fitted within multiple higher assemblies. MRO
efficiency also demands a history of all work previously performed on equipment/components, including trending
of work costs, so that technical assessors can make well-informed “uneconomical to repair” decisions.



Service providers can further shrink MRO cycle times and costs by providing technicians with as-needed access
to relevant service bulletins and other critical documents. The ability to precisely match the trade skills and
experience of the work team and spares to the task is likewise crucial to maximizing the first-time fix rate,
thereby reducing labor costs.
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Another means to significantly drive down service costs is to optimize inventory levels for parts and other
equipment to support MRO. This said, the reasons for holding particular inventory in asset-intensive industries
like the military are different to those in the manufacturing sector. The physical and financial effort involved in
managing a military’s inventory is significantly more demanding than the typical “just-in-time” inventory holding
model employed in comparatively benign manufacturing environments. Similar to other asset centric
environments like the mining, the military environment requires a “just-in-case” mind set.

Relative to manufacturing, military inventory is far more likely to involve stored equipment that requires periodic
inspection and/or refurbishment. Military inventories are deployed and then returned to garrison in support of
equipment often used in a wide range of configurations and global environments. The organization with financial
ownership of the inventory is often different to the business entity or physical custodian managing it and this
ownership often varies from PBL contract to PBL contract. Further, military inventory is not owned by or
“promised to” a “production run;” it is an enterprise asset that can be redirected and consumed as higher
priorities and/or missions are determined.

Visibility of these many cost factors, along with a multitude of other complex and dynamic variables, is essential
in order to optimize the PBL inventory network. For example, a minor configuration change to an aircraft's
operational role can have immediate bearing on the maintenance intervals of its many components and thus on
the supporting supply network and the time that the platform may remain in-theatre before its next deeper-level
maintenance period. Overlay these nested variables with the rigorous NATO Form-Fit-Function (FFF) world of
inventory utilization, and inventory stocking decisions assume a degree of complexity not experienced in the
manufacturing sector.

The ultimate cost of a stock-out in the military enterprise is loss of life. Service providers to the military
enterprise must not only understand this, but also have the right information tools to factor it into their decisions.
The complex task of balancing the cost of holding inventory against the cost of equipment downtime requires
purpose-built tools. Unlike manufacturing resource planning (ERP) tools, asset management tools built for
military service provide both cost fidelity and “best-in-class,” industry-specific processes to enable a service
provider to reduce costs.
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Over the past twenty-plus years, ERP solutions have been honed to support the predictable and precise
process of manufacturing. In manufacturing environments, raw material and sub-components are pre-
positioned, assembled, and then distributed; and then the process is repeated. The military extended enterprise
is far less benign or predictable. As Field-Marshal Count Helmuth von Moltke put it, “No campaign plan survives
first contact with the enemy.” This remains a cornerstone of modern military strategy and encapsulates the
essential differences in the tools and solutions required for the military enterprise versus those used for
manufacturing operations.

This lack of predictability is underscored by the fact that many current equipment use profiles (post 9/11/2000)
bear little relationship to the design tolerances requested at acquisition. Combat or even heightened support to
operations can completely change the use profile of a platform and/or system. Combined with the burden of
continual use, routine maintenance may not be performed, resulting in a significantly modified MRO profile.



Also unlike those of manufacturing operations, the supply networks of the military enterprise must rapidly adapt
as theatre entry and exit points are denied. Mitigation of the inability to supply is supported through use of
military-specific supply visibility applications and inventory management doctrine.

For all these reasons, tools developed and optimized to support predictable manufacturing processes in benign
environments are ill —suited for the military enterprise.
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As outlined above, the profitability of military PBL scenarios hinges on the service provider’s ability to optimize
maintenance and supply logistics while maintaining all-encompassing visibility into related costs. The following
are key attributes of an enterprise asset management (EAM) solution that addresses these requirements:

. Asset-centricity. Mining, Utilities, and Transport are all industries that depend on the availability of their
equipment. If their equipment is unavailable, they do not generate revenue. As “price takers,” the only
way to generate more profit in these businesses is to reduce the cost of asset ownership. In the case of
militaries, war-fighting platforms in combination with preparedness and human resources, provide
capability. In these asset-intensive environments, in contrast to manufacturing, it is availability of
platforms and systems rather than production output that occupies the minds of mission commanders.

. Optimized Processes. Leading EAM solutions must offer the service provider “best-in-class” business
processes that can be leveraged and exploited as experience is gained in executing PBL contracts.
. Ease of implementation. PBL service providers need an off-the-shelf EAM solution that is proven and

can be deployed quickly using outsourced support (e.g., hosted /managed services), thereby expensing
its provision as an operating cost.

. Flexibility. PBL service providers need to serve two customers seamlessly: they must meet and report
against exacting contract KPIs to their client; and often also need to satisfy their parent company’s
corporate financial reporting and management requirements. Only an EAM solution with comprehensive
financial management and Business Intelligence integration can support this dual requirement.

. Openness. The EAM solution must be sufficiently open, in terms of its technology architecture and
standards support, to interact with diverse IT systems across the military enterprise.
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Ventyx is a leading provider of enterprise solutions to militaries and other asset-intensive industries. Ventyx’'s
solutions enable organizations to optimize the performance of their assets and, in turn, their profitability and
capability. The Ventyx Ellipse EAM solution offers an integrated suite of functions specifically engineered to
capture, analyze, and report on cost and performance as Defense service providers execute performance-
based contracts.

Ventyx Ellipse enables service providers to:

. Optimize service sustainability across the full spectrum of the military support echelons,

. Maximize supply network efficiency while meeting mission-critical sparing demands

. Maximize asset availability while optimizing Through-Life-Support costs

. Provide integrated asset visibility transactions to be visualized in LOGC2 Systems

. Provide comprehensive support for the physical and financial management of military assets
. Integrate with Defense and other industry IT applications

. Lower the cost of ownership of weapon systems and other complex assets

. Enable profitable execution of PBL contracts
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Long recognized as an industry-leading EAM platform in efficiency-driven, asset-centric industries like Mining
and Utilities, Ventyx Ellipse has also served Defense customers for twenty years. Ventyx Ellipse now
incorporates the results of extensive joint research and software development undertaken by Ventyx in
partnership with two modern militaries that embrace and exploit defense industry as their extended enterprise:
Australian and Canadian defense forces. Designed by and for the military, these enhanced capabilities
specifically support the needs of PBL service providers and defense forces.

The latest version of Ventyx Ellipse builds on its heritage and more than ever before incorporates functionality
that enables asset management across the military extended enterprise, which increasingly depends on
Defense industry capability.

Ventyx Ellipse has new comprehensive, military-specific capabilities in areas of deployability, equipment
capitalization, mobility, technical substitution, repair-item-management, and in-transit visibility. Close scrutiny will
prove that Ventyx Ellipse now includes unsurpassed capabilities for physical and financial management of
complex assets in line with government, business, and military reporting requirements.




As Figure 2 illustrates, the military extended enterprise comprises multiple critical information and application
components at various states of technical maturity and utility. The open Ventyx Ellipse architecture offers
interoperability not only with other key systems and functions within the secure domain, like SCADA and C4l
applications, but also secure reporting integration with other key elements of the military extended enterprise
and is accessible to the non-secure domain via its e-business infrastructure.
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Designed specifically as a global EAM framework for the Defense enterprise, the Ventyx Defense Solution offers
proven capabilities crucial to servicing performance-based contracts. These capabilities include:

. The ability to deliver accountability from the business unit to the enterprise and from the field to
government

. Proven joint logistics capable

. Integration with existing corporate financial management tools, such as SAP and Oracle

. Fidelity of “cost of operations” necessary to increase profitability
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The Ventyx Defense Solution is designed for use within a multi-application environment. No multinational
Defense industry services company or military currently uses a single EAM or ERP application for its entire
operations. Ventyx recognizes the importance of delivering Ventyx Ellipse in an open architecture and enabling
it with the appropriate web services to improve integration with, for example, corporate financial tools.

This approach enables Defense service providers to optimize their mix of information management tools to best
suit their business. Performance-based inventory and asset management providers can leverage the best-in-
class Ventyx Ellipse solution to maximize profitability, while still meeting corporate reporting responsibilities.
Further, the Ventyx solution provides comprehensive, robust, and auditable financial management features for
the measurement of performance against contract KPIs.

Visibility of Force disposition is critical to any mission commander. As service providers to Defense are pulled
forward and are positioned closer to the tip of the spear, they are obliged to ensure that the functionality and
integration of their information systems does not compromise a military’s ability to meet this need.

Similarly, as demand for force projection outstrips resources, governments are demanding ever-increasing
levels of accountability to mission: “What did we get for the budget?” Such questions are best answered through
the compilation of “bottom-up” cost reporting against performance. With weapon platforms/fleets/systems being
used across multiple missions over time, the requirement to access total cost of ownership information for any
asset over its life is clear. With its Defense-specific focus on inventory and equipment, while providing cost
fidelity across all expenditures related to the execution of a PBL contract, the Ventyx Ellipse EAM solution meets
these military logistics challenges, making it the ideal foundation for effective and profitable Defense
sustainment.
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If your organization is in the business of sustaining a military’s equipment, you should talk to Ventyx about your
information technology needs. Contact us to begin improving the effectiveness and profitability of your
sustainment operations: www.ventyx.com.
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