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ARMY Wholesale Logistics Modernization Program (WLMP)

Performance Bonus Program

Lessons Learned and Bonus Payment Structure

1. Background Information:  The core services portion of the ten year WLMP contract is made up of two parts:  modernized services to replace the Commodity Command Standard System (CCSS) and the Standard Depot System (SDS) and sustainment services to maintain CCSS and SDS until the modernized services are implemented.  The total firm fixed price amount for the core services and data processing is $166,585,860.  There is an additional $393,272,230 in performance bonus payments available during the ten-year performance period.  Attachment 09 of the contract delineates how and when the performance bonus can be earned.  

2. Incentive Strategy:  The WLMP contract was solicited using the best value contracting method.  As part of their proposals, offerors were required to include a Performance Bonus Plan in addition to firm fixed prices for services described in the Request For Proposal (RFP).  The total of the offeror’s proposed firm fixed prices and the maximum performance bonuses for each contract year were not to exceed the CAIV Limit for the contract year.  The RFP stipulated that the minimum performance bonus, as a percentage of the CAIV Limit, was to be no less than 10% for any contract year.  Because the total evaluated price for the effort was based on the sum of the firm fixed prices and did not include the performance bonus, the contractors had a strong incentive to make their offers attractive by keeping the Firm Fixed Price (FFP) portion low and putting a significant portion of their total price in incentive payments to be earned by demonstrating performance excellence.  As a result of this strategy, the FFP amount for the core services is 30% and the performance bonus is 70% of the total contract price.  

3. Penalties:  In addition to performance bonuses, the contractor can be penalized if acceptable levels of contract performance are not achieved.  For example, if the average score on the customer satisfaction survey for modernized services is between 1.5 and 2.5 (with 1 equivalent to a poor rating, 2 equivalent to a marginal rating, and 3 equivalent to a satisfactory rating), the contractor will not receive a bonus and will incur a penalty of 10% of the performance bonus for this factor.  

4. Customizing the Bonus:  The performance bonus available for each contract year is based on events scheduled to occur during the WLMP for that year.  For example, in the first year of contract performance, a large portion of the performance bonus was based on CONTRACTOR’s success in capturing and retaining displaced Government personnel and their expertise.  Since the transfer of Government employees under the WLMP contract was a one-time event, no other performance bonuses are based on this criterion.  Alternately, customer satisfaction is assessed quarterly for modernization and semi-annually for sustainment services throughout the ten years of contract performance as these performance metrics are significant throughout the term of the contract.  

5. Process Details:  Attachment 09 of the contract provides a general outline of the performance to be measured for bonus payments, the timeframe for measurement, and the level of performance needed to achieve a bonus payment.  In order to implement the requirements of Attachment 09, the Government and CONTRACTOR developed a process to define the details of performance measurement for each quarter of contract performance.  A Performance Measurement Package is jointly developed by the Government and CONTRACTOR to delineate what activities will be measured during the period, how the assessment will be conducted, what surveys will be used, if applicable, how the results will be calculated, and who the respondents will be.  These Performance Measurement Packages are approved by the IPT Leads prior to the distribution of surveys or assessment of data.  After the performance information is collected, it is approved by the WLMP Program Director and CONTRACTOR PM prior to authorizing the bonus payment.  

6. Results and benefits of incentive arrangement:  The intent of the performance bonus is to keep the contractor striving for excellence throughout the term of the ten-year FFP effort.  The cliché “what gets measured gets done” is evident as the WLMP Program has progressed.  Several examples follow:

a. The contract includes a maximum bonus of $22,770,000 if CONTRACTOR employs over 97% of Government employees displaced by the replacement of the legacy systems by modernized services.  By offering comparable salaries and benefits and proactively engaging displaced Government employees, CONTRACTOR was able to attract over 98% of displaced Government employees, thereby achieving the bonus of $22,770,000.  The substantial performance bonus for successful transfer resulted in outstanding efforts by CONTRACTOR for a “soft-landing” for displaced government employees.  It also benefited the Government in that the Government experts that formerly sustained the legacy systems would continue to do so under employment at CONTRACTOR.  

b. Schedule slippages are relatively common in many large, complex programs.  As the delivery date for the one of the first major deliverables on the WLMP Contract approached, it was questionable whether it could be completed on time.  In order not to jeopardize customer relations with a potential negative impact on the customer satisfaction performance bonus, CONTRACTOR mustered its resources to do what was needed to successfully delivery a quality product on time.  

c.   A substantial portion of the performance bonus is related to data processing services, which will be provided by CONTRACTOR when the modernized services are deployed at AMC sites.  Originally, deployments were scheduled incrementally and CONTRACTOR was not scheduled to assume full data processing functions until later in the program.  The availability of a large bonus associated with data processing is one of the primary reasons that CONTRACTOR proposed an accelerated deployment schedule.  The revised schedule provides the Government with fully modernized services earlier than originally proposed and CONTRACTOR has the potential to earn more bonus earlier in the contract, if performance excellence is achieved in the area of data processing.  If CONTRACTOR does not achieve minimum performance levels, they can be penalized in accordance with the terms of the contract.  

d. Beginning the year after the implementation of the modernized solution and throughout the remainder of the contract, CONTRACTOR’s performance will be assessed against ten Logistics Business Process Improvement metrics.  Bonus payments will be based on meeting and achieving performance targets for these metrics, which include Perfect Order Fulfillment, Non Mission Capable Supply Availability, Available to Promise, Inventory Value, and Source Cycle Time metrics.  

7. Lessons Learned:  In implementing the bonus provisions of the contract, the following difficulties were encountered:

a. Attachment 09 to the contract states that industry standard surveys should be used, where possible, to make performance bonus assessments.  Because the contract makes the utilization of industry standard surveys optional, the contractor was not motivated to make an extensive search of industry standard surveys to use for the performance bonus assessments.  There are significant benefits for using industry standard surveys.  Standard surveys have been tested to ensure that the wording of the questions is unambiguous and that the survey is actually measuring what it is intended to assess.  Another significant benefit of using standard industry surveys is that it facilitates benchmarking with other companies engaged in similar work and to “best in class” organizations delivering similar services.  Although some aspects of the WLMP are unique to the Government, there are many similarities with commercial services with the potential of successfully utilizing their standard performance assessment instruments and metrics as a basis for comparison.

b. Attachment 09 sets forth the general parameters for bonus payments, but does not include the details on how performance bonus assessments will be conducted.  (It would be impossible to set out every detail in the contract for each of the performance bonus areas for each of the periods of performance.)  In working out the details, there have been differing opinions between the Government and the contractor regarding what constitutes an objective assessment of performance for purposes of bonus payments.  Identifying the activities to be assessed, developing survey questions, selecting respondents for the surveys, and determining how data targets should be chosen and how averages should be calculated have proved to be contentious at times requiring extensive negotiations to reach agreement.  A requirement or strong incentive to utilize industry standard assessment tools and processes would go a long way in minimizing areas of dispute.  

Attachment No. XX

Performance Bonus Plan
The Performance Bonus Plan outlines specific metrics that will be used to measure performance and subsequently apply the Performance Bonus for Transition/Modernization, Data Processing Services, and Time-and-Materiel labor.  This plan is critical for achieving performance that exceeds acceptable levels.  Acceptable performance is defined in accordance with the negotiated Contract Master Schedule and the associated acceptance criteria.  Unpaid Performance Bonus is not rolled into the next year.   A DD250 will be submitted for payment and validated and accepted by the Government as a part of the payment process. 

The following table summarizes the Performance Bonus percentages that are applicable to Modernization and Data Processing Services and T&M Labor.  These performance bonus percentages have been applied to the contract ceilings for Modernization and Data Processing to calculate the Firm Fixed Price and Performance Bonus amounts for each contract month as reflected in the Price Table.

	Contract Year
	Modernization Services  Percentage
	Data Processing Services  Percentage
	T&M Labor Performance Bonus Percentage

	1
	75%
	0%
	10%

	2
	75%
	0%
	10%

	3
	60%
	0%
	10%

	4
	55%
	70%
	10%

	5
	55%
	70%
	10%

	6
	60%
	75%
	10%

	7
	75%
	75%
	10%

	8
	75%
	75%
	10%

	9
	75%
	75%
	10%

	10
	75%
	75%
	10%


The annual Performance Bonus will not exceed dollars allocated above.  Exceeding performance in the categories outlined below can achieve, but not exceed in aggregate more than, 100% of the available performance bonus amount determined by the percentages shown above. 

Our performance bonus metrics will measure and report the business benefits of modernization against the cost savings to be achieved. As reflected in the Balanced Scorecard the Performance Bonus metrics ensure a focus on superior performance across all program areas. An integral part of ensuring a focus on superior performance is to reward for superior performance, not just penalize for not achieving superiority. Consequently, we have structured the Performance Bonus Plan metrics such that if we achieve a high level of performance, we will exceed the value for the metric based on a multiplier against its assigned weight. However, recognizing that there must be a balance between risk and reward, we have also established a Performance Penalty as an integral part of the Performance Bonus Plan. If we fail to achieve even acceptable levels of performance, we will not only forego a bonus, but also incur a financial penalty in the form of a credit against the total Performance Bonus pool. If the sum of the Performance Penalty exceeds the calculated performance bonus earned, we will issue a credit to the Army to apply against future invoices. The maximum performance bonus and penalty for each metric are provided in the summary tables included with the Modernization and Data Processing.  This approach enhances the Performance Bonus Plan and is based on our commercial performance-based contracts. 

This Performance Bonus Plan provides that performance penalties will be assessed if the Contractor fails to achieve a minimum target level for specific metrics.  The performance penalty is designed to focus the Contractor on achieving superior performance across all metrics and is not to be construed as a failure to achieve acceptable levels of performance for any specific CLIN or SLIN (See Attachment 8 of the contract).  If the contractor has incurred a performance penalty in three consecutive monthly measurement period, then the contractor shall submit a Corrective Action Plan within 15 days after the end of the third month.  If the measurement for the metric is made other than monthly, the Contractor shall submit the Corrective Action Plan within 30 days after the end of the first measurement period in which a Performance Penalty is incurred.  The IPT will review and approve the Corrective Action Plan.  If the Corrective Action Plan is approved, the Contractor shall implement the Plan.  

MODERNIZATION SERVICES
The Team CONTRACTOR proposed Performance Bonus is based on three groupings of metrics:  A. Transfer, B. Sustainment/Recurring Services, and C.  Modernization Services. The tables presented below summarize key data related to each metric for each Contract Year.  The percentages shown for each Contract Year that are separated by slashes represent the performance penalty as a percentage of the total performance bonus dollars available, the percentage weight of the metric as a percentage of the total performance bonus dollars available, and the maximum performance bonus which can be earned by achieving superior performance, again stated as a percentage of the total performance bonus dollars available. 

	Modernization 
	Frequency
	CY1
	CY2
	CY3
	CY4
	CY5

	A.  Transfer
	
	 80%
	0%
	0%
	0%
	0%

	    Transfer Rate (weight)
	Jul-00
	-10%/80%/90%
	0
	0
	0
	0

	
	
	
	
	
	
	

	B.  Sustainment
	
	10% 
	20% 
	 20%
	20% 
	20% 

	1.  Customer Satisfaction (weight)
	Q1 and Q3
	-.5%/5%/5.5%
	-1%/10%/11%
	-1%/10%/11%
	-1%/10%/11%
	-1%/10%/11%

	2.  Time to Close SPR (weight)
	Quarterly
	-.5%/5%/5.5%
	-1%/10%/11%
	-1%/10%/11%
	-1%/10%/11%
	-1%/10%/11%

	
	
	
	
	
	
	

	C.  Modernization
	
	10%
	80%
	80%
	80%
	80%

	1.  Modernization Performance – IPT (weight)
	80%
	80%
	80%
	40%
	25%

	     Adjusted Weight to Total 
	-1.6%/8%9.6%
	-6.4%/64%/70.4%
	-6.4%/64%/70.4%
	-3.2%/32%/35.2%
	-2%/20%/22%

	2.  Modernization Performance - User Satisfaction Survey (weight)
	Q2 and Q4
	0
	0
	0%
	40%
	40%

	     Adjusted Weight to Total 
	0
	0
	0
	-6.4%/32%/38.4%
	-6.4%/32%/38.4%

	3.  Business Process Improvement Metrics (weight)
	Contract Year-end
	0
	0
	0
	0
	15%

	     Adjusted Weight to Total 
	0
	0
	0
	0
	-1.2%/12%/13.2%

	4.  Continuous Process Improvement (weight)
	Contract Year-end
	10%
	10%
	10%
	10%
	10%

	     Adjusted Weight to Total 
	0%/1%/1%
	0%/8%/8%
	0%/8%/8%
	0%/8%/8%
	0%/8%/8%

	5.  Training Effectiveness Survey (weight)
	Quarterly
	10%
	10%
	10%
	10%
	10%

	     Adjusted Weight to Total 
	-.2%/1%/1.2%
	-1.6%/8%9.6%
	-1.6%/8%9.6%
	-1.6%/8%9.6%
	-1.6%/8%9.6%

	
	
	
	
	
	
	

	Maximum Performance Penalty
	-12.8%
	-10%
	-10%
	-13.2%
	-13.2%

	Maximum Performance Bonus
	100%
	100%
	100%
	100%
	100%


	Modernization 
	Frequency
	CY6
	CY7
	CY8
	CY9
	CY10

	A.  Transfer
	
	0%
	0%
	0%
	0%
	0%

	    Transfer Rate (weight)
	Jul-00
	0
	0
	0
	0
	0

	
	
	30%
	30%
	30%
	30%
	30%

	B.  Sustainment
	
	 
	 
	 
	 
	 

	1.  Customer Satisfaction (weight)
	Q1 and Q3
	-2%/20%/22%
	-2%/20%/22%
	-2%/20%/22%
	-2%/20%/22%
	-2%/20%/22%

	2.  Time to Close SPR (weight)
	Quarterly
	-1%/10%/11%
	-1%/10%/11%
	-1%/10%/11%
	-1%/10%/11%
	-1%/10%/11%

	
	
	
	
	
	
	

	C.  Modernization
	
	70%
	70%
	70%
	70%
	70%

	1.  Modernization Performance - IPT Satisfaction Survey (weight)
	Quarterly
	10%
	10%
	10%
	10%
	10%

	     Adjusted Weight to Total 
	-.7%/7%/7.7%
	-.7%/7%/7.7%
	-.7%/7%/7.7%
	-.7%/7%/7.7%
	-.7%/7%/7.7%

	2.  Modernization Performance - User Satisfaction Survey (weight)
	Q2 and Q4
	30%
	30%
	30%
	30%
	30%

	     Adjusted Weight to Total 
	-2.1%/21%/23.1%
	-2.1%/21%/23.1%
	-2.1%/21%/23.1%
	-2.1%/21%/23.1%
	-2.1%/21%/23.1%

	3.  Business Process Improvement Metrics (weight)
	Contract Year-end
	40%
	40%
	40%
	40%
	40%

	     Adjusted Weight to Total 
	-2.8%/28%/30.8%
	-2.8%/28%/30.8%
	-2.8%/28%/30.8%
	-2.8%/28%/30.8%
	-2.8%/28%/30.8%

	4.  Continuous Process Improvement (weight)
	Contract Year-end
	10%
	10%
	10%
	10%
	10%

	     Adjusted Weight to Total 
	0%/7%/7%
	0%/7%/7%
	0%/7%/7%
	0%/7%/7%
	0%/7%/7%

	5.  Training Effectiveness Survey (weight)
	Quarterly
	10%
	10%
	10%
	10%
	10%

	     Adjusted Weight to Total 
	-.7%/7%/7.7%
	-.7%/7%/7.7%
	-.7%/7%/7.7%
	-.7%/7%/7.7%
	-.7%/7%/7.7%

	
	
	
	
	
	
	

	Maximum Performance Penalty
	-9.3%
	-9.3%
	-9.3%
	-9.3%
	-9.3%

	Maximum Performance Bonus
	100%
	100%
	100%
	100%
	100%


For example, in Contract Year 1, a performance penalty of 10% of the performance bonus pool can accrue for failing to achieve minimum acceptable performance for the Transfer Rate; the Transfer Rate metric is weighted at 80% of the total performance bonus dollars; and 90% is the maximum performance bonus which can be earned for achieving superior performance.  Continuing the example, if the total performance bonus dollars available in Contract Year 1 was $3,000,000 then the performance penalty for failing to achieve acceptable performance for the Transfer Rate is $300,000 (10% of the total performance bonus pool).  The bonus for the Transfer Rate metric if 100% of the performance bonus is earned is $2,400,000 (80% of $3,000,000).  If superior performance is achieved, then the performance bonus earned is $2,700,000 (90% of the total performance bonus pool of $3,000,000).

The logic for each metric and the performance bonus calculation for each are defined in detail in the narrative that follows.

A.  Transfer 
The Transfer Rate measures the success in capturing and retaining displaced Government personnel and their expertise.  This metric will be applicable only in the first Contract year. The weights and values associated with changes over the contract life and are summarized in the previous tables.

Team CONTRACTOR will earn a Transfer Rate Performance Bonus or incur a Transfer Rate Performance Penalty based on the percentage of the potentially displaced Government personnel who transfer to CONTRACTOR on the Transfer Date, currently the later of 90 days after contract award or June 30, 2000. The total number and names of potentially displaced Government personnel will be provided to Team CONTRACTOR within 7 days after contract award.  This is the denominator in the calculation of the Transfer Rate.  The numerator is the number of personnel who have accepted employment offers and join Team CONTRACTOR on the date of transfer.  All former Government employees who have voluntarily left employment with the CDA Organizations within one year of transition (currently 30 June 2000) either to retire or to accept employment with another Government organization, and who are hired by CONTRACTOR and start work on or before the transfer date will be included in the numerator. 

The following example illustrates the calculation of the Transfer Rate.  Assume that 300 people are included in the list of potentially displaced Government personnel provided to CONTRACTOR after contract award, and also assume that CONTRACTOR hires 294 people, 285 names from the list of potentially displaced Government personnel people and another 9 people who had accepted VERA/VSIP.  The Transfer Rate calculated is 98% (294/300).  

The Performance Bonus is earned based on the calculated Transfer Rate as shown below.

· If the Transfer Rate is less than 85%, then a Performance Penalty of 10% of the targeted performance bonus dollars for this factor is incurred.

· If the Transfer Rate is equal to or more than 85% but less than 90%, then no Performance Bonus is earned.
· If the Transfer Rate is equal to or more than 90% but less than 97%, then 100% of the targeted Performance Bonus for this factor is earned, 
· If the Transfer Rate is 97% or more, then an additional 10% Performance Bonus for this factor is earned.
The Transfer Rate will be measured upon completion of the transfer on June 30, 2000 and evidence provided by CONTRACTOR substantiating the number of people hired.   

 B.  Sustainment/Recurring Services 
The metrics comprise the Performance Bonus related to Sustainment/Recurring Services applicable to both the transferred systems and the modernized system are Customer Satisfaction and the Average Time to Close Service Problem Reports. A Service Problem Report includes all functional and technical items reported to the help desk, not just software problems. A Service Problem Report is not considered closed until the caller has been contacted and confirms the resolution is satisfactory.  The Sustainment/Recurring Service Performance Bonus is applicable only after completion of the transfer of systems on June 30, 2000.

B.1  Customer Satisfaction
Customer satisfaction of the recurring services we perform is essential to gaining customer acceptance and support for both the transferred and modernized systems. We will measure customer satisfaction through a user survey conducted in the first and third quarter of each Contract year except Contract Year 1, which will be measured once in the third quarter because the transfer takes place at the end of the second quarter of Contract Year 1.  We intend to address one-half of the user community in each survey. 

The survey and standard scoring ranges for measuring results will be developed in coordination with the IPT.  Where possible and applicable we intend to use an industry standard survey to measure customer satisfaction in meeting the schedule, content, and performance requirements as mutually agreed upon with the Government for functional releases, corrective and adaptive software releases, and emergency problem resolutions which comprise the Recurring Services.   We will use the range of scores established for the standard survey as the measure of acceptable performance, unless through discussions and agreement with the IPT, changes are made to the standard survey content and/or the standard scores used to define acceptable performance and levels of performance above acceptable. In the event that no standard survey is found, a scale like that in C-1 will be used.

The calculation of the Customer Satisfaction metric is defined below.

· If the average customer satisfaction score falls below the range of scores previously established with the IPT for the survey as representing expected satisfaction, then a 10% Performance Penalty is incurred for this factor.

· If the average customer satisfaction score falls within the range of scores previously established with the IPT for the survey as representing expected satisfaction, then no performance bonus is paid.

· If the average customer satisfaction score exceeds the score range previously established with the IPT for the survey as representing expected satisfaction, then 100% of the Performance Bonus for this factor is earned.

· If the average customer satisfaction score falls within the score range previously established with the IPT for the survey as representing superior performance, then an additional 10% of the Performance Bonus target for this factor is earned.

B.2  Average Time to Close Service Problem Reports
We will use existing data where possible to establish the baseline or current level of service provided in terms of the Average Time to Close Service Problem Reports as performed by help desks supporting the CDAs today. If no historical data exists, we will work with the IPT and define the initial target for the metric and update it with new data as it is captured during performance under the contract. We will then measure performance against the target quarterly and earn a performance bonus based on the reduction in Average Time to Close Service Problem Reports as described below. 
· If the Average Time to Close SPRs is more than the target, then a Performance Penalty of 10% of the weight of this metric will be incurred.

· If the Average Time to Close SPRs is the same or less than 20% less than the target, then no Performance Bonus is earned.

· If the Average Time to Close SPRs is 20% less than the target, then 100% of Performance Bonus for this factor is earned.

· If the Average Time to Close SPRs more than 20% less than the target, then an additional Performance Bonus of 10% of the weight of this metric will be earned.

C.   Modernized Services

Modernization Services performance bonus plan is associated with modernization services and continuous improvement of the modernized system.  The recurring and sustainment services for the modernized service are included within the Recurring Services Performance Bonus described in Section B above.  There are five metrics for determining the performance bonus for the modernization services.  They are:  Modernization Performance-IPT, Modernization Performance-Users, Business Process Improvement, Continuous Process Improvement, and Training Effectiveness.  Each metric is described below.  The weights and values associated with each metric change over the contract life and are summarized in the Tables at the beginning of this section.

C.1  Modernization Performance-IPT

Team CONTRACTOR will conduct a quarterly survey of IPT satisfaction with Team CONTRACTOR performance against the milestones and activities planned, completed, and in process for each quarter throughout the life of the contract.   The quarterly survey approach simplifies and standardizes the process, enables views into performance and correction of problems during each phase rather than only at the completion of a phase, and provides a means to view trends.  These benefits would not be achieved if the measurement were made after the completion of each major CLIN/SLIN in the Contract Master Schedule (CMS) since the milestones in the CMS are not evenly spaced over the life of the contract.

The survey of Modernization Performance-IPT will describe the services planned, completed, and in process and provide a means for the IPT membership who were directly involved with Team CONTRACTOR in these activities to evaluate the effectiveness of the effort and the results achieved.  The survey will assess the satisfaction of the Government IPT members with the quality of our efforts, achievement of the Working IPT goals, achievement of the WLMP IPT goals for each major activity, and Contractor’s support and contribution.  The survey instrument including the items to be covered, the scoring scale, and the levels of achievement necessary to achieve superior performance will be developed in conjunction with the IPT.  
The following are examples of the items which can be addressed in a survey to evaluate Team CONTRACTOR modernization performance and IPT satisfaction with migration activities.  

· activities that provide significant value toward achievement of WLMP IPT goals, 

· effectiveness of achieving planned outcomes against schedule/plan for migration activities, 

· the extent that Team CONTRACTOR’s support and contribution to IPT efforts were significant and substantial and kept Government resources to lowest practical level to achieve migration quality, timing of these achievements against the CMS. 

Similar factors will be used to measure IPT satisfaction related to BPR and Analysis and any other events occurring during a quarter.  It is anticipated that the survey will address activities at least at the level of the Catalyst Phase or CMS milestone, e.g. Vision and Strategy Phase, Architecture Phase (BPR and Analysis), Development and Integration Iteration 1, Development and Integration Iteration 2, and Deployment.  

The survey instrument will be prepared and approved by the IPT.  It is assumed that the survey will need to be custom developed for the WLMP and that an industry standard survey is not available for this function.  However, if an industry standard survey is identified, then Team CONTRACTOR will work with the IPT to select and/or tailor the survey, define the score ranges for acceptable performance and each level beyond acceptable to superior performance, and the specific individuals who will participate in each survey.  Therefor the following represents the planned scoring measures for the Modernization Performance-IPT survey results subject to discussions with the IPT.  The survey will include a rating of level of satisfaction or contractor performance on a scale of 1 to 5. A rating of 1 is Poor, 2 is Marginal, 3 is Satisfactory, 4 is Very Good, and 5 is Excellent. This scale is based on similar surveys and performance measurements used in CONTRACTOR’s commercial outsourcing contracts that provide similar services.

· If the average Modernization Performance-IPT evaluation score across all survey forms received is between 4.5 and 5.0 then an additional 20% of the performance bonus amount for this factor will be earned.

· If the average Modernization Performance-IPT evaluation score across all survey forms received is between 3.5 and 4.5 then 100% of the performance bonus amount for this factor will be earned.

· If the average Modernization Performance-IPT evaluation score across all survey forms received is between 2.5 and 3.5 then no performance bonus will be paid for this factor.

· If the average Modernization Performance-IPT evaluation score across all survey forms received is between 1.5 and 2.5 then a Performance Penalty of 10% of the performance bonus amount for this factor will be assessed.

· If the average Modernization Performance-IPT evaluation score across all survey forms received is between 1.0 and 1.5 then a Performance Penalty of 20% of the performance bonus amount for this factor will be assessed.

C.2  Modernization Performance-Users

Team CONTRACTOR will conduct a survey to determine user satisfaction with Team CONTRACTOR performance against the milestones and activities planned, completed, and in process for modernization services conducted during the survey period beginning with the completion of the rollout to CECOM, Lead Command and continuing throughout the life of the contract.   The surveys are assumed to be conducted in the second and fourth quarters of each Contract Year since more frequent surveys may not be as meaningful. 

The survey of Modernization Performance-Users will describe the services planned, completed, and in process and provide a means for the users who were directly involved with Team CONTRACTOR or directly impacted by these activities.  We will use the survey to evaluate the effectiveness of the effort and the results achieved.  The survey will assess the satisfaction of the users with the quality and effectiveness of our efforts, achievement of WLMP modernization goals, and the timeliness of Team CONTRACTOR support and contribution.  The survey instrument including the items to be covered, the scoring scale, and the levels of achievement necessary to achieve superior performance will be developed in conjunction with the IPT.  
The survey instrument will be designed to measure factors related to rollouts, continuous process improvement, and any other events occurring during the survey period.  It is anticipated that the survey will address activities at least at the level of the Catalyst Phase or CMS milestone, e.g. Vision and Strategy Phase, Architecture Phase (BPR and Analysis), Development and Integration Iteration 1, Development and Integration Iteration 2 and Deployment as they relate to user involvement.  

It is assumed that the survey will need to be custom developed for the WLMP and that an industry standard survey is not available for this function.  The survey will include a rating of level of satisfaction or contractor performance on a scale of 1 to 5. A rating of 1 is Poor, 2 is Marginal, 3 is Satisfactory, 4 is Very Good, and 5 is Excellent.  This scale is based on similar surveys and performance measurements used in CONTRACTOR’s commercial outsourcing contracts that provide similar services.  However, if an industry standard survey is identified, then Team CONTRACTOR will work with the IPT to select and/or tailor the survey, define the score ranges for acceptable performance and each level beyond acceptable to superior performance, and the specific individuals who will participate in each survey.  Therefore the following represents the planned scoring measures for the Modernization Performance-User survey results subject to discussions with the IPT.

· If the average Modernization Performance-Users evaluation score across all survey forms received is between 4.5 and 5.0, then an additional 20% of the performance bonus amount for this factor will be earned.

· If the average Modernization Performance-Users evaluation score across all survey forms received is between 3.5 and 4.5, then 100% of the performance bonus amount for this factor will be earned.

· If the average Modernization Performance-Users evaluation score across all survey forms received is between 2.5 and 3.5, then no performance bonus will be paid for this factor.

· If the average Modernization Performance-Users evaluation score across all survey forms received is between 1.5 and 2.5, then a Performance Penalty of 10% of the performance bonus amount for this factor will be assessed.

· If the average Modernization Performance-Users evaluation score across all survey forms received is between 1.0 and 1.5, then a Performance Penalty of 20% of the performance bonus amount for this factor will be assessed.

C.3  Logistics Business Process Improvement 

Our philosophy is to provide the Army with a basis to measure both the business process improvement and the financial benefit of modernization and link our performance bonus to the achievement of these goals. We have defined ten specific business process and financial metrics.  These metrics incorporate “commercial” metrics from sources such as the Supply Chain Council and current Army best practices. We estimate that, based on our ability to deliver and the Army’s ability to implement the modernized system, the savings to the Army could be in the range of $1B to $2B over the life of the contract. 

The ten Logistics Business Process Improvement metrics will apply to the performance bonus calculations beginning in the year after implementation of the modernized solution and continuing through the remaining contract term.  The baseline measurement of each metric will be developed by Team CONTRACTOR and provided to the IPT for review and concurrence during the Vision and Strategy Phase.  The baseline that is established at time of contract award for each metric will be used as the starting point to measure improvement and performance bonus earned. At the end of the Contract year in which the modernized system is fully implemented, we will compare the baseline of the metric to the measurement of the metric in the current Government Fiscal Year.  

We believe that the targets established for each metric are aggressive, but also realistic and achievable.  A target rate that is less than commercial best practice indicates that there are significant differences and constraints in an Army environment which are not comparable to the commercial marketplace.  The Perfect Order Fulfillment, NMCS Supply Availability, Available to Promise, Inventory Value, and Source Cycle Time metrics and goals represent significant improvements over current processes in areas of great value to the Army.  These are “marquee” metrics, the achievement of which will clearly demonstrate the success of the logistics modernization process being undertaken through WLMP.

The ten Logistics Business Process Improvement metrics are defined and described in the following table.  The definitions include the current baseline and the target values for each metric that will be used in the measurement of the performance bonus.

The performance bonus will be earned based on the total number of the identified metrics which meet or exceed the goal established for them.  The metrics measurement calculation will use the current value of the goals, incorporating any changes over the term of the contract due to Continuous Process Improvement.  The following table summarizes the performance bonus.

· If three or fewer of the metrics meet or exceed the established goals, then a 10% Performance Penalty will be assessed.

· If four metrics meet or exceed the established goals, then no performance bonus is paid.

· If five metrics meet or exceed the established goals, then 50% of the performance bonus for this factor is paid.

· If six metrics meet or exceed the established goals, then 75% of the performance bonus for this factor is paid.

· If seven metrics meet or exceed the established goals, then 100% of the performance bonus for this factor is paid.

	Metric
	Comments
	Current Baseline
	Commercial Best Practice
	Proposed Target Level

	1.  Perfect Order Fulfillment
	Includes Army Managed Items for SORTS Plus1 systems.  Goal is stated in terms of reduced imperfect order fulfillment rate
	38% Perfect

62% Imperfect
	90% Perfect

10% Imperfect
	50% relative decrease in imperfect order rate, i.e. to 31%

	2.  Supply Availability
	Includes Army Managed Items for SORTS Plus1 systems.  Must normalize2 to OPTEMPO changes.
	85%
	Order fulfillment of 95-97% 
	6% relative improvement in rate

	3.  NMCS Supply Availability 
	Includes Army Managed Items for SORTS Plus systems
	80.5%
	None, this is Army-specific 
	5% relative improvement in rate

	4. NMCS Backorders
	Includes only Army Managed Items for SORTS Plus systems
	3% of all requisitions
	None, this is Army-specific 
	33% relative reduction in rate

	5.  Logistic Response Time (LRT)


	Includes Army Managed Items for SORTS Plus systems since AMC is responsible for only a portion of total LRT.
	12 days (CONUS)
	24-48 hours
	50%  reduction for AMC portion of total LRT

	6.  Inventory Turns
	Includes Army Managed Items for SORTS Plus systems. Excludes Economic Retention, Contingency Stocks, and War Reserve. Normalize force structure and procurement policy changes. 
	2
	3-8 in similar industries
	100% relative  improvement

	7.  Available To Promise
	Includes only Army Managed Items for SORTS Plus systems
	50%
	88-100%
	15%  relative improvement 

	8.  Inventory Value
	Must normalize sales to force structure and procurement policy changes; excludes Economic Retention, Contingency Stocks, and Funded War Reserve stocks. 
	$7.8 Billion
	20-50%  reduction 
	20% reduction

	9.  AMC Surcharge
	AMC portion of the overall AWCF surcharge 
	10%
	N/A
	15%  relative decrease in percentage

	10. Source Cycle Time


	Aggregate of four elements:  Production Leadtime, Repair Cycle Time, Admin Lead Time-procurement, Procurement Lead Time 
	197 days in materiel maintenance; 350 days in procurement
	70 days in materiel maintenance; 100 days in procurement
	50% relative reduction.  The reduction in Source Cycle Time is measured as an average across a-d below 

	a.   Production Leadtime
	Sub assemblies and components of SORTS - Plus systems/end items
	90 days
	10 days
	45 days

	b.  Repair Cycle Time 


	Sub assemblies and components of SORTS - Plus systems/end items
	107 days
	60 days
	60 days

	c.  Admin Lead time – Procurement 
	Includes Army Managed Items for SORTS Plus systems
	60 days 


	10 days
	30 days

	d.  Procurement Lead time  
	Includes Army Managed Items for SORTS Plus systems
	290 days 
	90 days
	145 days


Note 1:
SORTS Plus systems are those 16 systems reviewed monthly by the CSA for readiness plus additional weapon systems and equipment that are critical to the CINC’s in conducting wartime operations.  We will work with the IPT to identify any additional systems or equipment for inclusion in the SORTS Plus list. 

Note 2:
Normalization addresses the dynamic nature of the metric and its sensitivity to changes in the OPTEMPO, force structure, OTW, or other factors.  Adjustments to baseline or final metrics must be made to account for these impacts.
· If eight or more metrics meet or exceed the established goals, then 110% of the performance bonus for this factor is paid.

C.4  Continuous Process Improvement

Team CONTRACTOR will evaluate the target values for the Business Process Improvement metrics throughout the BPR process.  We will look to provide continuous improvement in the target values by defining and implementing new processes that can achieve better results.  

The performance bonus will be based on two metrics.  The first metric measures the extent to which CONTRACTOR raises the target values or expected outcomes for metrics.  The second metric measures the extent to which CONTRACTOR has implemented measures which exceed the minimum requirements included within the Continuous Improvement Plan.  The first metric, Raising Business Process Improvement Targets, is effective only through Contract Year 4, prior to completion of the rollout of the last command.  The Continuous Improvement Plan metric begins in Contract Year 5 and continues through the end of the contract.  Each metric is discussed below.  

C.4.1  Raising Business Process Improvement Targets  

The Performance Bonus will be awarded based on CONTRACTOR’s willingness to establish new target values or expected outcomes based on the achievements to date that exceed the targets specified in C.3.  Improvement in any metric’s target value accepted by the IPT will earn a 1% Performance Bonus up to a maximum of 10% in any contract year. 

The newly established target values will then be utilized during the performance of modernized services as the minimum target values for improvement as measured in C.3. The new target values will become the basis against which future logistics BPI performance bonus will be awarded.  The specific metric targets in C.3 establish the starting baseline for this bonus award metric

C.4.2  Continuous Improvement Plan

It is the intent of this metric to measure the extent to which Team CONTRACTOR has exceeded the requirements identified within the Continuous Process Improvement Plan as submitted and updated annually.  If CONTRACTOR exceeds the requirements delineated in the Plan then a 10% performance bonus will be earned. The IPT will evaluate performance against the Plan at the end of each Contract Year.  The IPT will determine that CONTRACTOR exceeded the requirements of the approved Continuous Process Improvement Plan, and is therefore due the performance bonus, if the assessment or evaluation conducted by the IPT shows that CONTRACTOR:

· Delivered reports or materials ahead of schedule, or 

· Provided analyses, technical data, materials and information beyond the requirements of the approved Plan, or 

· Evaluated and presented/proposed additional best commercial practices or other process improvements for consideration by the IPT.  

C.5  Training Effectiveness

Training Effectiveness is a Learning and Growth metric within the Balanced Scorecard. The purpose is to measure the effectiveness of the training of end-users in the operation of the modernized system. We propose to measure training effectiveness by compiling the results of course evaluation forms and any follow-up questionnaires that are issued to end-user training course participants during each quarter.  The performance bonus therefore be determined quarterly. The course evaluation forms will include a rating of level of effectiveness on a scale of 1 to 5. A rating of 1 is Poor, 2 is Marginal, 3 is Satisfactory, 4 is Very Good, and 5 is Excellent. 

The course evaluation forms and any follow-up questionnaires have been custom developed by CONTRACTOR.  An industry standard survey is not available for this function.  However, if an industry standard course evaluation is identified, then Team CONTRACTOR will work with the IPT to select and/or tailor the evaluation form and define the score ranges for acceptable performance and each level beyond acceptable to superior performance.  Therefore the following represents the planned scoring measures for the Training Effectiveness course evaluation results subject to discussions with the IPT.  The survey will include a rating of level of training effectiveness on a scale of 1 to 5. A rating of 1 is Poor, 2 is Marginal, 3 is Satisfactory, 4 is Very Good, and 5 is Excellent. This scale is based on similar surveys and performance measurements used in CONTRACTOR’s Training Center of Excellence which provide similar services to both Government and industry.

The calculation of the Training Effectiveness metric is defined below.

· If the average training course effectiveness evaluation score across all training evaluation forms received is between 4.5 and 5.0 then an additional 20% of the performance bonus amount for this factor will be earned.

· If the average training course effectiveness evaluation score across all training evaluation forms received is between 3.5 and 4.5 then 100% of the performance bonus amount for this factor will be earned.

· If the average training course effectiveness evaluation score across all training evaluation forms received is between 2.5 and 3.5 then no performance bonus will be paid for this factor.

· If the training course effectiveness evaluation score across all training evaluation forms received is between 1.5 and 2.5 then a Performance Penalty of 10% of the performance bonus amount for this factor will be assessed.
· If the average training course effectiveness evaluation score across all training evaluation forms received is between 1.0 and 1.5 then a Performance Penalty of 20% of the performance bonus amount for this factor will be assessed.

The Contractor shall include all training courses conducted during the year to calculate the Training Effectiveness performance bonus. One-half of the total Training Effectiveness performance bonus will be earned at the mid-point of the year and the remainder at year-end. 
DATA PROCESSING 

The Team CONTRACTOR proposed  Data Processing Services Performance Bonus is based on three metrics:  1. Availability, 2. Customer Satisfaction, and 3. Disaster Recovery. The tables presented below summarize key data related to each metric for each contract year.  The percentages shown for each contract year that are separated by slashes represent the performance penalty as a percentage of the total performance bonus dollars available, the percentage weight of the metric as a percentage of the total performance bonus dollars available, and the maximum performance bonus which can be earned by achieving superior performance, again stated as a percentage of the total performance bonus dollars available.
	Data Processing 
	Frequency
	CY1
	CY2
	CY3
	CY4
	CY5

	 
	
	
	
	
	
	

	1.  Availability (weight)
	Monthly
	N/A
	N/A
	N/A
	-7%/70%/77%
	-7%/70%/77%

	
	
	
	
	
	
	

	2.  Customer Satisfaction Survey  (weight)
	Q2 and Q4
	N/A
	N/A
	N/A
	-2%/20%/22%
	-2%/20%/22%

	
	
	
	
	
	
	

	3.   Disaster Recovery (weight)
	Contract Year-end
	N/A
	N/A
	N/A
	-1%/10%/11%
	-1%/10%/11%

	
	
	
	
	
	
	

	Maximum Performance Penalty
	N/A
	N/A
	N/A
	-10%
	-10%

	Maximum Performance Bonus
	N/A
	N/A
	N/A
	100%
	100%


	Data Processing 
	Frequency
	CY6
	CY7
	CY8
	CY9
	CY10

	 
	
	
	
	
	
	

	1.  Availability (weight)
	Monthly
	-7%/70%/77%
	-7%/70%/77%
	-7%/70%/77%
	-7%/70%/77%
	-7%/70%/77%

	
	
	
	
	
	
	

	2.  Customer Satisfaction Survey  (weight)
	Q2 and Q4
	-2%/20%/22%
	-2%/20%/22%
	-2%/20%/22%
	-2%/20%/22%
	-2%/20%/22%

	
	
	
	
	
	
	

	3.   Disaster Recovery (weight)
	Contract Year-end
	-1%/10%/11%
	-1%/10%/11%
	-1%/10%/11%
	-1%/10%/11%
	-1%/10%/11%

	
	
	
	
	
	
	

	Maximum Performance Penalty
	-10%
	-10%
	-10%
	-10%
	-10%

	Maximum Performance Bonus
	100%
	100%
	100%
	100%
	100%


The logic for each metric and the performance bonus calculation for each are defined in detail in the narrative that follows.
D.1  Availability
The modernization services be available 24 hours per day, 7 days per week, less 4 hours scheduled down time and no more than 4 hours unplanned down time. Failure to provide this level of service may impact the modernized system’s ability to meet mission requirements. 

System downtime occurs when the cause of the system-wide failure is directly attributable to Team CONTRACTOR provided services.  System downtime excludes unplanned downtime beyond the control or without the fault or negligence of the Contractor.  It also excludes system failures due to actions taken or not taken, systems, software, communications or other services provided by DISA. The performance will be measured monthly.

The calculation of the Availability metric is defined below.

· If the total number of hours of the planned and unplanned system downtime exceeds nine (9) hours in a month, then a 1% Performance Penalty for this factor is incurred for each additional hour of system downtime, up to a maximum of seven (7) hours.  This results in a maximum performance penalty of seven (7) percent.

· If more than seven (7) and less than nine (9) hours of planned and unplanned system downtime are incurred in a month, then no performance bonus is earned and no performance penalty accrues.

· If more than five (5) and less than seven (7) hours of planned and unplanned system downtime are incurred in a month, then 100% of the performance bonus for this factor will be earned.

· If the total number of hours of the planned and unplanned system downtime is less than five (5) hours in a month, then an additional 10% of the performance bonus weight for this metric is earned.  This results in a maximum additional performance bonus of seven (7) percent.

D.2  Customer Satisfaction

We propose to measure customer satisfaction with data processing services through a survey conducted twice per year. We will address one-half of the user community in each survey.  We will conduct customer satisfaction surveys in the second and fourth quarters of each contract year with results reportable by the end of the quarter. In the first contract year in which the contractor provides data processing services, if the data processing services are provided for less than eight months, then only the fourth quarter satisfaction survey will be conducted. The Customer Satisfaction performance bonus will be earned based on the level of customer satisfaction measured in each survey. 
The survey and standard scoring ranges for measuring user satisfaction with data processing services will be developed in coordination with the IPT.  Where possible and applicable we intend to use an industry standard survey to measure customer satisfaction in meeting the schedule, content, and performance requirements as mutually agreed upon with the Government for data processing services.   We will use the range of scores established for the standard survey as the measure of acceptable performance, unless through discussions and agreement with the IPT, changes are made to the standard survey content and/or the standard scores used to define acceptable performance and levels of performance above acceptable. In the event that no standard survey is found, a scale like that in C-1 will be used.

The calculation of the Customer Satisfaction metric is defined below.

· If the average customer satisfaction score falls below the range of scores previously established with the IPT for the survey as representing acceptable performance, then a 10% Performance Penalty for this factor is incurred.

· If the average customer satisfaction score falls within the range of scores previously established with the IPT for the survey as representing acceptable performance, then no performance bonus is paid.

· If the average customer satisfaction score exceeds the score range previously established with the IPT for the survey as representing acceptable performance, then 100% of the Performance Bonus for this factor is earned.

· If the average customer satisfaction score falls within the score range previously established with the IPT for the survey as representing superior performance, then an additional 10% of the Performance Bonus target for this metric is earned.

D.3  Disaster Recovery

The RFP requires the ability to move to a disaster site within 72 hours. The preparation for disaster recovery is important and often overlooked or taken as a cost saving measure. Team CONTRACTOR recognizes that a disaster can and does occur more often than most users expect. We believe that a Disaster Recovery Plan needs to be developed and exercises conducted each year to measure preparedness. We are proposing a Disaster Recovery performance bonus metric weighted at 10% of the Data Processing Services performance bonus. The first part of the metric occurs in Year 1 and is the development, delivery, and acceptance of a Disaster Recovery Plan. In the Contract Year Four thru Contract Year Ten, the Disaster Recovery performance bonus will be measured at the end of each Contract Year by demonstrating the ability to execute the Disaster Recovery Plan. The Disaster Recovery performance bonus will be earned based on the results of the disaster recovery test. For any year in which the test or actual experience shows the ability to recover in less than 60 hours, a performance bonus will be earned. The following summarizes the performance bonus and performance penalties related to the Disaster Recovery metric. 

· If the Disaster Recovery is completed in more than 72 hours then a 10% performance penalty for this factor will accrue.

· If the Disaster Recovery is completed in from 61 to 72 hours then no performance bonus is earned.

· If the Disaster Recovery is completed in 60 hours then 100% of the performance bonus for this factor is earned.

· If the Disaster Recovery is completed in less than 59 hours then an additional 10% performance bonus for this factor is earned.

As shown above, the performance bonus plan focuses on superior performance by requiring the disaster recovery to be completed 12 hours faster than required to earn any level of performance bonus. Performance penalties will accrue for failure to achieve acceptable performance and additional performance bonus will be earned for achieving superior performance as demonstrated by completion of the disaster recovery test or an actual disaster recovery event in less than 60 hours.

1

