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Foreword....

As we move towards the next century, the increased demand for timely
and qualitative information coupled with diminishing funds places a high value
on our investment decisions. Emphasis on achieving maximum benefit in terms
of cost savings or avoidances, mission effectiveness, and improved productivity
must be cornerstones in our investment decision process. Navy and Marine
Corps managers must have quantified performance goals and objectives that
clearly support Information Technology (IT) investments and their contribution
to the Department of the Navy (DON). To demonstrate success, each program
or project must institutionalize quantitative, outcome-oriented decision criteria
against which performance can be evaluated. Our focus clearly should be on
achieving enterprise-wide solutions, and by identifying and studying possible
alternatives and prioritizing our investments based on benefits and costs, we
will be able to maximize the contribution of IT to the Naval warfighting mission.

This guide outlines the Department the Navy’s (DON’s) Capital Planning
policies and procedures to assist Command level managers in implementing an
effective IT capital investment decision-making process at the organizational
level. Implementing the principles set forth in this guide will result in
investment decisions, which support Departmental strategic objectives and
initiatives as well as organizational business plans. This guide is intended to
provide a flexible framework for development of an IT capital investment
decision process, which can be tailored to meet unique organizational needs.

Just as technology changes rapidly, the Capital Planning Guide must be
responsive to the needs of stakeholders throughout the DON. Accordingly, we
will continue to examine the processes, assess changes and update the
concepts and principles of this guide so that it will continue to be a useful. Any
recommendations or suggestions for augmenting this guide are always welcome
and may be directed to the Office of the DON Chief Information Officer (CIO),
Capital Planning Competency. The DON CIO organization chart and points of
contact (POC) can be found at www.don-imit.navy.mil.

Mr. Daniel E. Porter
Department of the Navy
Chief Information Officer
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Overview

1. Capital Planning Guide Overview

This guide is intended to provide a Capital Planning framework to assist
managers and decision-makers in the effective selection, management and
evaluation of IT investments. The guide describes the capital planning legislative
background and processes and its linkage to the Department’s Planning,
Programming and Budgeting System (PPBS), IT Strategic Planning, Business
Process Reengineering, Performance Metrics, and the Acquisition Management
Process. The guide’s objectives are to help DON managers establish, implement
and execute effective and consistent Department-wide criteria and processes for
selecting, managing and evaluating their IT investments. While this guide
supports DON methods and processes, it does not depend on the adoption of any
specific capital planning structure. This guide provides a flexible framework for
integrating capital planning into existing management and development
processes.

The “DON Information Technology (IT) Capital Planning Guide” can be
used as a central source of information for structuring an organization’s
Capital Planning Process. While organizations are provided flexibility in how
they implement key principles and concepts in the guide, they are expected to
comply with existing PPBS and Acquisition Management process policies.

A brief synopsis of the guide’s chapters follows:

Chapters 1 — 2 provide an overview of Capital Planning and related legislation
and regulations;

Chapter 3 covers processes and topics related to Capital Planning; and,

Chapter 4 describes the selection, management and evaluation phases, which
comprise the Capital Planning Process.

This guide is a living document designed to be easily updated. There will be
further updates to reflect improved business practices and new government
guidelines.
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DON IT CAPITAL PLANNING GUIDE

Chapter 1 - Introduction

1. Information Technology (IT) Capital Planning
Process

Increased public scrutiny, tighter budgets, and legislative mandates all
compel Information Technology (IT) managers to focus their attention on
managing IT investments, rather than focusing too narrowly on IT
acquisitions. The emphasis must be on achieving outcomes that contribute
to mission effectiveness, rather than simply meeting contractual
requirements. To demonstrate success, each program, project, and
acquisition must institutionalize output or outcome-oriented investment
criteria to evaluate performance over time. To achieve success, a systematic
capital planning approach is needed to manage the risks and returns for IT
investments in support of a given mission. Capital Planning provides an
integrated management process for the continuous selection, management
and evaluation of IT investments over their lifecycles and is focused on
achieving desired outcomes.

As depicted below in Figure 1-1, the three phases of the Capital
Planning Process occur in a continuous cycle of selection, management and
evaluation. Information from each phase flows freely among all of the phases
with the exception of evaluation. The flow of information from the evaluation
phase to the selection phase reflects the potential modification of selection
phase funding decision criteria resulting from post-deployment reviews.
Similarly, the interchange between the management and evaluation phases
reflects the exchange of milestone review decision information and the
potential modifications to the approval criteria resulting from post-
deployment reviews.

Capital Planning requires discipline, executive management
involvement, accountability and focus on risks and returns using
quantifiable measures. The outcomes of these quantifiable measures against
established benchmarks are used to define an IT investment’s success. The
overall objective of a structured capital planning process is to deliver
substantial business benefit to DON. More specific objectives are:

+ Facilitate achievement of DON’s mission and business objectives.

Balance potential benefits against costs and risk.

+ Align proposed investments with strategic and tactical goals specified
in the DON IM/IT Strategic Plan and the IM/IT Investment Strategy.

+ Measure performance and net benefit for dollars invested.

4
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+ Provide continuous feedback to help senior managers make decisions
on new or ongoing investments.
+ Ensure that public funds are spent responsibly.

IT CAPITAL PLANNING PROCESS

Select

Manage

IT Investment
Funding
Decisions

Decisions to
continue, modify
or terminate IT
Programs based on
Milestone Reviews

INFORMATION FLOW

Evaluate

Post-deployment
review provides
feedback to
decision-makers on
program success or
failure

PROCESS
DYNAMIC

Figure 1-1

Overall, capital planning uses long range planning and existing,
institutionalized processes for managing the portfolio of capital assets to
achieve performance goals with the lowest total ownership costs and least
risk. These processes should provide management with accurate
information on acquisition and life-cycle costs, schedules and performance of
current and proposed capital assets. This information will help in making
decisions regarding the best use of available funds to achieve strategic goals
and objectives.
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Chapter 2 - Legislative and Regulatory
Background

1. Overview.

Over the last 20 years, Congress has recognized the importance of
Information Technology as a force multiplier. Several recent management
reforms, including revisions to the Paperwork Reduction Act (PRA), Clinger-
Cohen Act, Government Performance and Results Act (GPRA) and the Chief
Financial Officers Act (CFOA), require federal agencies to significantly
improve their management processes including how they select, manage and
evaluate IT investments. The ultimate goal of these various legislative
reforms is for agencies to make better decisions that will measurably
increase the performance of the organization. This legislation has been
followed by Executive Orders and OMB Circulars. The legislation and
associated regulatory requirements, as they relate to capital planning, are
summarized below.

3. Clinger-Cohen Act of 1996

The Clinger-Cohen Act of 1996 (also known as the Federal Acquisition
Reform Act (FARA) (Division D) and the Information Technology Management
Reform Act (ITMRA) (Division E)) was enacted, in part, to address perceived
shortcomings by Congress in federal agencies’ processes for selecting,
managing and evaluating IT investments. A key goal of the Clinger-Cohen
Act is for agencies to establish processes and have information in place to
ensure that IT projects are being implemented at acceptable cost, within
reasonable and expected time-frames, and are contributing to tangible,
observable improvements in mission performance. Sections of the law which
address the capital planning process and related topics are as follows:

» Section 5122 requires the Head of each executive agency to design
and implement a capital planning and investment control process which will
maximize the value and assess and manage the risks of IT acquisitions of the
agency. The Capital Planning Process must: (1) Provide for the selection,
management and evaluation of results of IT investments; (2) Be integrated
with the processes for making budget, financial and program management
decisions; (3) Provide for the funding (i.e., selection) of IT investments based
on specific minimum criteria which quantitatively and qualitatively expresses
the benefits and risks to the mission or business area and which facilitates
comparison and prioritization of competing investment alternatives; (4)
Provide for the identification of investments of potential benefit to other
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Federal, state or local governments; (5) Provide for the identification of net
benefits and risks of the investment; and (6) Provide the means for senior
management to obtain timely information through milestone reviews on the
progress of the investment in terms of cost, schedule, quality and benefits.

» Section 5123 (Performance and Results-based Management) requires
that the Head of each agency: (1) Establish goals for improving agency
operations through the effective use of IT; (2) prepare an annual report, to
be included in the agency’s budget submission to Congress on the progress
in achieving those goals; (3) Ensure that performance measures are
prescribed for IT and that the measures quantify the benefits of IT to the
agency; (4) Quantitatively benchmark agency processes against similar
processes in the public and private sectors in terms of cost, speed,
productivity and quality of outputs and outcome; (5) Analyze and revise the
mission or business processes before making IT investments in support of
those processes; and (6) Ensure that information security policies,
procedures and practices are adequate.

» Section 5125 requires the Agency Chief Information Officer (CIO) (in
this case, applies to OSD CIO) to monitor the performance of IT programs,
evaluate the performance of those programs on the basis of the applicable
performance measurements, and advise the head of the agency regarding
whether to continue, modify, or terminate an IT program or project.
Executive Order 13011 extends this requirement to Military Department
CIOs.

» With respect to National Security Systems (NSS), Clinger-Cohen
provides for relief in the form of allowing such systems to apply the
requirements of the Act only where practicable. Clinger-Cohen expressly
provides this authority to be used at the Secretary’s discretion. Among the
exceptions are Sections 5123 and 5125, discussed above, which must be
fully applied to NSS.

- The Head of the executive agency is also required (Section 5127) to
identify in the agency’s IRM Strategic Plan required under Section 3506 (b)
(2) of Title 44, US Code (Paperwork Reduction Act), any major IT acquisition
program, or any phase or increment of such program, that has deviated
significantly from established cost, schedule or performance goals.

3. Section 381 of the National Defense Authorization Act For
Fiscal Year 1995

Section 381 of the National Defense Authorization Act for Fiscal Year
1995, as it relates to capital planning, requires DoD to ensure that
Automated Information Systems (AISs) contribute to the achievement of DoD
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strategies; that the investment provides benefits or otherwise makes
substantial contribution to the performance of the Defense mission; and that
AISs comply with applicable acquisition policy.

The act also required the Secretary of Defense to report on the
establishment and implementation of the performance measures and
management controls in fiscal years 1995, 1996, and 1997.

4. Federal Acquisition Streamlining Act (FASA) of 1994

Title V of the FASA contains specific requirements for federal agencies
to “define the cost, performance and schedule goals for major acquisition
programs” and to monitor and report annually on the degree to which these
goals are being met. In their annual reports, agencies must assess whether
acquisition programs are achieving 90% of their cost, performance, and
schedule goals. Agency Heads are to determine whether there is a
continuing need for the programs that are significantly behind schedule, over
budget, or not in compliance with the performance or capability
requirements and should identify suitable actions to be taken, including
termination.

5. Government Performance and Results Act (GPRA) of 1993

This legislation requires the establishment of strategic planning and
performance measurement in the federal government. The purposes of the
GPRA are to improve federal management and Congressional decision-
making, service delivery, program effectiveness, public accountability, and
public confidence in government. The GPRA requires agencies to develop
agency strategic plans by September 30, 1997, for implementation in FY
1999. OMB has mandated that the strategic plans cover six years and be
updated at least every three years. Stakeholders and customers will provide
input into the strategic plans.

Starting with FY 1999, agencies are to prepare annual performance
plans covering each program activity displayed in the budget. The
performance plans are to establish performance goals in objective,
quantifiable and measurable form and performance indicators to be used in
measuring relevant outputs, service levels and outcomes.

While the intent of GPRA is to address the need for an overall agency
strategic and performance plan and not for IT per se, the benefits associated
with performance metrics extends to IT investments as well. Performance
information gives decision-makers the following benefits: (1) Quantified
measures which facilitate the prioritization of competing investment
alternatives; (2) Verifiable data on which to base mid-course corrections; and



DON IT CAPITAL PLANNING GUIDE

(3) Information which assists in communicating program value to executives,
Congress, other stakeholders, and the general public.

6. Paperwork Reduction Act (PRA) of 1995

This legislation is intended to minimize the paperwork burden
resulting from the collection of information by or for the Federal Government;
coordinate, integrate, and make uniform Federal information resources
management policies and practices; improve the quality and use of Federal
information to minimize the cost to the Federal Government of the creation,
collection, maintenance, use, dissemination, and disposition of information;
and ensure that Information Technology is acquired, used, and managed to
improve efficiency and effectiveness of Federal agency missions.

The Act requires that each agency:

» Define program information needs and develop strategies, systems and
capabilities to meet those needs.

» Develop and maintain a strategic information resources management
(IRM) plan that describes how IRM activities help accomplish agency
missions. The plan must include plans for reducing information burdens
imposed on the public, for enhancing public access to and dissemination of
government information and for meeting the IT needs of the government.

» Develop and maintain an ongoing process to ensure that IRM
operations and decisions are integrated with organizational planning,
budget, financial management, human resources management, and program
decisions.

» In cooperation with the agency Chief Financial Officer (or comparable
official), develop a full and accurate accounting of Information Technology
expenditures, related expenses, and results.

- Establish goals for improving IRM’s contribution to program
productivity, efficiency, and effectiveness, methods for measuring progress
towards those goals, and clear roles and responsibilities for achieving those
goals.

» Maintain a current and complete inventory of the agency's information
resources.

» Conduct formal training programs to educate agency program and
management officials about IRM.
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The provisions of the PRA were reinforced and expanded by the
Clinger-Cohen Act of 1996.

7. Chief Financial Officers’ Act (CFOA) of 1990

This legislation was enacted to accomplish these objectives:

r Bring more effective general and financial management practices to the
Federal Government through statutory provisions which would establish a
Deputy Director for Management in the Office of Management and Budget
and an Office of Federal Financial Management headed by a Comptroller and
designate a Chief Financial Officer in each executive department and in each
major executive agency in the Federal Government.

» Provide for improvement, in each agency of the Federal Government, in
accounting and financial management systems and internal controls to
assure the issuance of reliable financial information and to deter fraud,
waste, and abuse of Government resources.

r Provide for the production of complete, reliable, timely, and consistent
financial information for use by the executive branch of the Government and
the Congress in the financing, management, and evaluation of Federal
programs.

The CFO Act requires agencies to include performance measurement
data in their annual financial statements.

8. OMB Circular A-11, Part 2: Preparation and Submission of
Strategic Plans

This section of OMB Circular A-11 provides guidance for preparing and
submitting the overall Agency (non-IT) strategic and performance plans
required by the GPRA. Agency strategic plans provide the framework for
implementing all other parts of GPRA and are a key component of the effort
to improve performance of government programs and operations.
Complementing the strategic plans are annual performance plans that set
annual goals with measurable target levels of performance and annual
performance reports that compare actual performance to the annual goals.
Together, these two reports provide the means for the federal government to
“manage for results”.

9. OMB Circular A-11, Part 3: Planning, Budgeting, and
Acquisition of Fixed Assets
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This section of OMB Circular A-11 provides guidance on planning,
budgeting, and acquisition management of fixed assets, which include
Information Technology capital assets (business and NSS applications);
requires agencies to provide information on these assets in their budget
submissions to OMB; and includes guidelines for planning. Part 3 also
provides unified guidance designed to coordinate the collection of agency
information for OMB reports to Congress for the FASA of 1994 (Title V) and
the Clinger-Cohen Act of 1996 and to ensure that acquisition plans support
mission statements, long-term goals and objectives, and annual performance
plans developed pursuant to the GPRA of 1993. Under FASA, OMB is
required to report on the cost, schedule and performance goals for asset
acquisitions and how well agencies are meeting those goals. Clinger-Cohen
requires that OMB report on program performance in information systems
and how benefits relate to accomplishing the goals of the executive agency.
GPRA requires agencies to develop mission statements, long-range strategic
goals and objectives and annual performance plans. Agency submissions
under Part 3 of OMB Circular A-11 allow OMB to fulfill its reporting
responsibilities under FASA and Clinger-Cohen.

10. OMB Circular A-130: Management of Federal Information
Resources

This circular provides uniform government-wide information resources
management policies on Federal Information Management/Information
Technology (IM/IT) resources as required by the PRA of 1980 and amended
by the PRA of 1995. Specific requirements of A-130 include:

» Agencies are to promote the appropriate application of IT resources by
(1) seeking opportunities to improve the effectiveness and efficiency of
government programs through work process redesign; (2) preparing and
updating a cost-benefit analysis for each information system as necessary
throughout its life-cycle; (3) conducting cost-benefit analyses to support on-
going management oversight processes; and (4) conducting post-
implementation reviews of information systems to validate estimated benefits
and document effective management practices.

» Agencies are to establish and maintain (1) Strategic IRM planning that
addresses how management of IT resources promotes the fulfillment of the
agency’s mission; (2) Information planning that promotes the use of
information throughout its life-cycle to maximize the usefulness of the
information, minimize the burden on the public, and preserve the
appropriate integrity, availability, and confidentiality of the information; (3)
Operational strategic IM/IT planning that links IT to anticipated program
and mission needs, reflects budget constraints, and forms the basis for
budget requests.
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» Agencies are to establish information system management oversight
mechanisms which (1) Ensure that each information system meets agency
mission requirements; (2) Provide for periodic review of information systems;
(3) Ensure the official who administers a program supported by an
information system is responsible and accountable for the management of
the information system throughout its life-cycle; (4) Provide for appropriate
training for IT users; (5) Ensure that federal information system
requirements do not unduly restrict prerogatives of state or local
governments; (6) Ensure that major information systems proceed in a timely
fashion toward agreed-upon milestones, meet user requirements, and deliver
intended benefits; and (7) Ensure financial management systems conform to
the requirements of OMB Circular A-127 (i.e., policies and standards for
developing, operating, evaluating and reporting on financial systems).

11. OMB Memorandum M-97-02, Funding Information
Systems Investments

This memorandum establishes eight decision criteria (i.e., commonly
referred to as “Raines Rules”) which OMB will use, starting with the FY 1998
budget request, to evaluate major information system investments proposed
for funding in the President’s budget. The first four decision criteria describe
criteria specifically related to capital planning. The fifth criterion establishes
the critical link between planning and implementation, the information
architecture, which aligns technology with mission goals. The last three
criteria establish risk management principles that are intended to help
provide assurance that the proposed investment will achieve the projected
benefits.

12. Executive Order 13011, Federal Information Technology

Executive Order 13011, "Federal Information Technology," highlights
the need for executive agencies to significantly improve the management of
their information systems, including the acquisition of information
technology, by implementing the relevant provisions of PRA, the Clinger-
Cohen Act, and GPRA. Agencies are to refocus their information technology
management to directly support their strategic missions, implement an
investment review process that drives budget formulation and execution for
information systems, and rethink and restructure the way they perform their
functions before investing in information technology to support that work.
Agency heads are to strengthen the quality and decisions of employing
information resources to meet mission needs through integrated analysis,
planning, budgeting, and evaluation processes.
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Chapter 3 - Related Processes/Topics

1. DON IM/IT STRATEGIC PLANNING

a) Overview

The purpose of the DON IM/IT Strategic Plan is to provide an
enterprise view of the DON long-term IM/IT vision, goals and objectives and
the role of Information Technology in support of the business and tactical
missions of the DON. Department-wide IM/IT strategic planning is key to
ensuring that decisions on IT investments are effectively targeted to support
the DON mission priorities. To be effective, the IM/IT Strategic Plan must:

» State senior leadership priorities for IM/IT;

- Reflect vertically, the overall non-IM/IT mission priorities of DON and
DOD; and provide a focused framework for linked implementation of all
IM/IT initiatives within DON; and,

» Establish performance measures to determine progress towards
accomplishing objectives.

Strategic planning is a continuous and systematic process where
decisions are made about desired future outcomes, how outcomes are to be
accomplished, and how success is to be measured and evaluated. A
Strategic Plan contains a vision statement, guiding principles, a mission
statement, goals, objectives, planning strategies and performance measures.
A brief description of the core elements of a Strategic Plan follows:

» The Strategic Plan begins with the “vision”. A vision is the total
outcome of all organizational efforts over an established period of time. The
DON IM/IT vision is a description of the role IM/IT will play in the future.
The vision paints a picture of the future direction of IM/IT and its effect on
the warfighter and support functions, both at home and deployed. The
vision is developed by leaders; is shared and supported throughout the
Department; is comprehensive and precise; is positive and inspiring; and, is
substantially different from what we do today.

» The “guiding principles” are statements of values and philosophy of the
organization that guide the behavior and shape the decisions of its members.
They affect the implementation of the planning process, and provide
standards by which people are influenced in choice of actions. Guiding
principles provide an opportunity to identify discrepancies between what
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people want their organization to be and what it is. Guiding principles are a
matter of personal and organizational choice to guide behavior within the
organization.

» The “mission” is an enduring statement of purpose, which describes
“what” the organization does (functions, products, and services), “who” it
supports (the customers and clients), and “how” it is accomplished (the
activities, technology, methods, and processes). The mission reflects the
over-arching critical activities of the organization.

“Goals” and “objectives” describe the general results the organization
intends to achieve. Goals are written statements that describe an intended
outcome. Objectives clearly describe measurable targets of achievement.

» “Planning Strategies” delineate the Department’s approaches for
achieving the stated objectives.

» A “performance measure” is a standard used to measure success in
achieving an objective. The performance measure describes the precise
measurement that will generate a quantitative (or qualitative) indicator that
explicitly or implicitly indicates progress towards achieving the objective.
Because performance measures derive directly from objectives, their
usefulness depends on the quality of the objectives. To the degree that the
objectives describe true outcomes, the related performance measures will
describe effectiveness. To the degree that they describe products, or activity
outputs, the related performance measures will describe efficiency.

A sample model of a Strategic Planning process is contained in
Appendix A.

b) Benefits of Strategic Planning

Strategic planning brings to light the senior leadership IM/IT priorities
of the DON, and provides a focus for all programs, projects, actions, and
initiatives being resourced to further those priorities. The strategic planning
process helps improve both the efficiency and effectiveness of the activity.
The most obvious benefit of the strategic planning process is that it gets the
whole organization moving in the same direction (i.e., with a common vision
or set of goals). Unity of purpose improves the whole organization's
effectiveness. As all the subgroups contribute to others' activities, the
synergy of their efforts will advance the organization much more rapidly
toward its goals. For these reasons, agreement on these directional issues is
critical. Therefore, the most valuable benefit of strategic planning lies in the
process, rather than in the document itself. While the actual product may



DON IT CAPITAL PLANNING GUIDE

be out-of-date soon after publication, the benefits of the process will be more
lasting. The process of strategic planning compels organizations to develop
an agreed-upon vision of the future, and to create realistic, measurable,
results-oriented objectives.

Achieving consensus requires the open and constructive participation
of everyone in the DON IM/IT community. Because it focuses on purpose,
participatory strategic planning improves teamwork. Better teamwork
enhances the synergy effect, and improves effectiveness throughout the
agency's system. Participatory strategic planning also improves participants'
“buy-in” to the plan because people tend to support and defend what they
help create.

Understanding the relationship of the DON IM/IT strategic planning
process to the Capital Planning process is essential for effective IT
investment decision-making.

c) Capital Planning and IT Strategic Planning

IM/IT Strategic Planning is the “foundation” or “first step” of the
capital planning process. It defines the DON IM/IT vision, guiding
principles, mission, goals, objectives and planning strategies and should
provide the basis for the recommended development of annual IM/IT
investment strategies (discussed below) to support the missions and
objectives. The IM/IT Strategic Plan sets broad direction, goals and
objectives for managing information and supporting delivery of IT services to
DON customers and identifies the broad IM/IT initiatives to be undertaken
to accomplish the desired mission and goals.

The IM/IT Investment Strategy is the “driver” of Capital Planning.
During the Capital Planning process, the specific IM/IT investments that
satisfy the minimum decision criteria for funding (discussed in Chapter 4
and Appendix C) and that support the Investment Strategies should be
approved, funded and managed.

d) IM/IT Investment Strategy

While the DON IM/IT Strategic Plan reflects broad Departmental IM/IT
goals, objectives and supporting planning strategies, the development of a
joint Navy (OPNAV) and Marine Corps (MC) annual IM/IT Investment
Strategy is recommended to assist MC and Navy PPBS decision-makers in
making IT investment funding decisions during Program Objective
Memorandum (POM) and budget development and during budget execution.
Investment strategies will provide the “roadmap” for allocation of resources
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to achieve the goals, objectives and supporting planning strategies contained
in the DON IM/IT Strategic Plan. In the investment strategies step, planners
should identify all the alternative approaches, rate them in terms of their
estimated effectiveness in achieving an objective, and select a strategy or set
of strategies that will best achieve the level of performance specified for that
objective in the Strategic Plan. Navy and MC managers will then be able to
evaluate individual investment alternatives against the strategies to
ascertain if the investments facilitate achievement of those strategies as one
prerequisite for acquisition or funding approval. The following example
illustrates the hierarchical relationship between the Strategic Plan’s “Goal”,
“Objective”, “Planning Strategy” and the supporting “Investment Strategy”:

GOAL:

Ensure DON'’s vital information resources are
secure and protected.

OBJECTIVE:

By the year 20XX, 80% of DON information systems
and networks will be secure and protected.

PLANNING STRATEGY:

Build information assurance (IA) standards,

architectures and tools for Department-wide
implementation.

INVESTMENT STRATEGY:
Procure only software that complies with
Department approved IA standards.

Figure 3-1 below illustrates the inter-relationship between IT Strategic
Planning, Investment Strategy and the Selection phase of the Capital
Planning Process.




DON IT CAPITAL PLANNING GUIDE

Inter-relationship of Strategic Planning
Mo and Capital Planning S|P
P T|L
p R|A
B A|N
S - T|N
Defense Planning DOD DoD E|1
Guidance Strategic Plan ITM Strategic GlN
—> Plan Il a
(o
DON IM/IT
DON Assessment/ Strategic Plan
Planning Process o| (Mission, Goals,
] Objectives,
Planning
Strategies)

POM
Development
(Specific Investments)

/

v

A 4

Budget Annual Navy
Development < (OPNAV)/MC
(Specific Investments) IT Investment

Strategy

Budget Execution /

(Specific Investments)

Figure 3-1
2. BUSINESS PROCESS REENGINEERING

a) Overview

The term “Business Process Reengineering (BPR)” is used to describe a
process, which calls for radical re-thinking of the way business and/or
operational processes are conducted. BPR involves the redesign of entire
processes, including cross-functional, as opposed to automating existing
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functions or automating improvements to existing functions (i.e., business
process improvement (BPI); see footnote! below for definition). BPR requires
a complete analysis and design of workflows and processes within and
between organizations and/or functions. The main objectives are to make
processes effective, efficient and flexible and in alignment with mission
requirements. Reengineering focuses on satisfying end-user/customer
requirements and expectations. A well-designed process adds value to all
stakeholders during each activity in the process; enhances delivery of
products and services; and, facilitates achievement of performance goals.

The key to reengineering lies in the commitment to start afresh with no
preconceived notions as to the best way to do business, the methods
employed, or to the technology used in producing goods or services. Itis a
clean slate approach to problem solving. The approach also emphasizes
customers and stakeholders. The organization must be willing to set aside
old methods, policies and procedures in the interest of making
improvements.

An underlying principle of reengineering is the examination of a
business or functional area from top to bottom and across all related
functions. The purpose of this examination is to identify ways to alter the
manner in which business is conducted to make it more efficient to achieve
improvements in critical measures, such as, quality, speed, service and
usefulness and reliability of information.

Once a process has been redesigned, it should be subject to regular
scrutiny through the application of performance measurements, which
provide the feedback necessary to assess the continued effectiveness of the
process. A sample BPR model/process is contained in Appendix B.

Figure 3-2 below illustrates the BPR Process flow:

Business Process Reengineering Process I

3

1 BPI: The application of a struc ine a function’s or business’ “As-I1s”
environment, its objectives and g those objectives, and a program of
incremental improvements made thH a  vision/Mission , and economic analysis and decision-
maki ng. b) Customers/Stakeholders
c) Goals/Objectives

d) Key Business Processes

1. Develop or Adjust Strategy

5. Impl, t New Pr . 2. Identify Key Process Metrics .

____________________
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Figure 3-2

b) Business Process Reengineering and Capital Planning

The Clinger-Cohen Act views BPR as one of the essential elements in
the investment decision process. Section 5123 (5) states that the Head of
each agency shall analyze the missions of the executive agency and, based
on the analysis, revise the executive agency’s mission-related and
administrative processes as appropriate before making significant
investments in Information Technology which support performance of those
missions. OMB’s “Raines Rules” also requires that major information
systems investments should “ Support work processes that have been
simplified or otherwise redesigned to reduce costs and improve
effectiveness....”. As a precursor to the investment decision, Navy and
Marine Corps managers should evaluate whether their current process(es)
should be reengineered. The outcome of this effort should support
management’s decision on the appropriate IT investment(s) to make or
whether an IT investment is necessary.

The DON CIO is responsible for the enterprise process model and
operational architecture. Most changes to DON’s core processes involve
significant changes in the way the IT operational architecture supports the
enterprise process, and may require additional investment in IT
infrastructure. Therefore, it is crucial that the DON CIO be advised of
significant process reengineering initiatives. This should occur at the
inception of the initiative as well as at the conclusion of the initiative. Any
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potential changes to core processes and architecture, and the results of
reengineering activities should be reported to the DON CIO to ensure that
the changes can be supported.

BPR is used when there is a substantial gap between what customers
and stakeholders expect and actual organizational performance, and where
the potential payoffs outweigh the risks of change. Reengineering can bring
about these expected levels of improvement. Reengineering requires that
organizations recognize problems and dramatically change the way business
is done in order to eliminate these problems. Information Technology is a
key enabler to successful reengineering; it offers information capabilities to a
broad universe of people, giving them powerful tools for streamlining their
work. However, successful reengineering requires changes in the way
business is conducted. Information Technology primarily serves a
supporting role. Department of the Navy managers, the “owners” of these
functional processes, must exercise visible leadership in championing this
form of change.

3. PERFORMANCE MEASURES

a) Overview

Section 5123 (3) of the Clinger-Cohen Act requires the Agency Head to
ensure that performance measurements are prescribed for Information
Technology (IT) used by or to be acquired for the agency and that the
performance measurements measure how well the IT investment supports
programs of the Agency. Clinger-Cohen (Section 5125 (c) (2)) also requires
that the Agency CIO (i.e., OSD CIO) monitor and review the performance of
IT programs on the basis of performance measurements and advise the
Agency Head to continue, modify or terminate programs based on those
reviews. This requirement extends to the DON CIO via Executive Order
13011.

IT performance measurement can be defined as:

The assessment of effectiveness and efficiency of IT in support of the
achievement of an organization’s missions, goals, and quantitative
objectives through the application of output and outcome based,
measurable, and quantifiable criteria, compared against an
established baseline.

One of the decision criteria in OMB Memo 97-07 (i.e., Raines Rules)
poses the question: "What is the value or contribution of IT to the mission of
our organization?". Managers want to know how IT can contribute to
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making the organization’s mission more economical, more efficient and more
effective. Performance measures provide the means to assess effectiveness
and efficiency.

Effectiveness demonstrates that an organization is doing the right
things; efficiency demonstrates that an organization is doing things
optimally.

+ Effectiveness is doing the “RIGHT” things:
@ Achievement of missions and goals
@ Customer satisfaction
@ Quality of work
@ Appropriateness of work

+ Important effectiveness questions are:
@ Has the organization achieved its missions and goals?
@ Are end users of its products and services satisfied customers?
@ Was the work of high quality?

+ Efficiency is doing things by employing the “BEST” use of available
resources.
@ Quantity of work
@ Cost of work
@ Timeliness of delivery (schedule)
@ Responsiveness to changing requirements

+ Typical efficiency measures relate to inputs, outputs, and processes,
and might include the following questions:

Do obligation rates match the annual budget?

Was the IM/IT effort completed on time and on budget?

How much of the product and service was produced?

How many employees or full-time equivalents (FTEs) were

required?

Evaluation of an IT program's effectiveness and efficiency begins with
the establishment of a performance measurement baseline that assesses the
quality of the function supported. Performance measures are developed
based on expected outcomes, assessed against the baseline, and continually
monitored to determine whether they are being achieved. Individual
measures are defined and then quantified with targets and thresholds to
form the performance measurement baseline.

b) Performance Measure Tiers
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There are three tiers or levels of performance measures within DON, as
shown in Figure 3-3:

IM/IT
Strategic
Plan

Performance Measures
defined for Strategic
Plan goals/objectives

oAk e ot
(AIS/NSS) gusiness or functional area
APPLICATIONS supported

Performance Measures
quantified in terms of technical
capabilities

FRASTRUCTURE APPLICATION

Figure 3-3 Levels of Performance Measures

1) Enterprise Level

At the enterprise level, the focus is on performance measures
which relate to the initiatives supporting the objectives defined in the DON IT
Strategic plan. These performance measures are usually defined in terms of
“outcomes” which measure the effectiveness of the initiatives in achieving the
objectives. While broad in scope, these Department-level performance
measures have the degree of specificity needed to measure progress/success.
The more specific the objective, the easier it is to develop performance
measures. Conversely, the less specific the objective, the more difficult it will
be to develop meaningful measures of performance outcomes. Clear
strategic objectives, definitive critical success factors and performance
measures are necessary prerequisites to making wise IT investment selection
decisions which support the annual Investment Strategy and goals and
objectives reflected in the DON IM/IT Strategic Plan.

2) Functional Level

At the functional level, the focus is on developing IT investment
performance measures which quantify benefits to the business area
supported by the AIS. To be relevant, these performance measures must be
defined in terms of outputs or outcomes which are meaningful to the
functional or business area. The functional level is where the interests of the
user community are directly represented. As the AIS is being acquired,
however, the focus is on the metrics that gauge the success of the
acquisition program. Traditionally these take the form of cost, schedule, and
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performance metrics, including earned value and many of the “efficiency”
metrics cited above. As modules are deployed, managers begin to look for
progress in achieving functional performance goals.

3) Infrastructure Level

IT investments which support more than one AIS or functional
area are considered investments in “infrastructure”. Examples of
infrastructure include Local Area Networks/Metropolitan Area
Networks/Wide Area Networks (LANs/MANs/WANs), communication
lines/switches, common or shared hardware, etc. Because infrastructure
investments are shared utilities, it is more difficult to express performance
measures for infrastructure investments in terms of functional or business
area outcomes or outputs. Instead, IT infrastructure performance measures
are normally defined in terms of customer satisfaction or “technical” outputs,
outcomes or improvements (e.g., interoperability, interconnectivity, CPU
cycles, I/O transactions, bandwidth, etc.). This level involves the collection
of information concerning the outcome/result of the IT investment’s
performance in technical terms and the comparison of actual performance
against projected performance for that investment. Furthermore, it calls for
customer-oriented measures that assess the quality of infrastructure
support. Further guidance on IT performance measures can be found in the
IT Standards Guidance (ITSG) document (v 98.1, Chapter 10).

c) Performance Measures and Capital Planning

Section 5122 (b) of the Clinger-Cohen Act requires that the Agency’s
Capital Planning Process “include minimum criteria to be applied in
considering whether to undertake a particular investment including....
specific quantitative and qualitative criteria for comparing and prioritizing
alternative information systems investment projects and .... identifying for a
proposed investment quantifiable measurements for determining the net
benefits and risks of the investment”.

Accordingly, the DON has adopted performance measures (see Chapter
4 and Appendix C) as one of the minimum criteria for IT investment-funding
approval. While it is understood that not all IT investments will result in
performance improvements, performance measures are required whenever
improvements in performance result and for all IT investments which will not
produce savings or cost avoidances. Rationale is that either savings/cost
avoidances or performance improvements must be present to warrant
investments in information technology. During the selection phase of
Capital Planning, performance measures for individual IT investments,
expressed in terms of metrics (i.e., outputs or outcomes) relevant to the
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mission or business area for functional applications or improved technical
capability for infrastructure applications, are one of the minimum criteria to
be considered in deciding whether to fund an investment.

Similarly, performance measures are examined during the
Management and Evaluation phases of the DON Capital Planning Process.
During the acquisition process, performance measures are developed by IT
program managers and monitored routinely during milestone reviews by
milestone decision authorities. If necessary, the measures are adjusted
periodically to reflect realistic targets based on actual experience. During
milestone reviews, metrics are used as one of the critical factors in deciding
whether to continue, modify or terminate a particular program. During the
Post-deployment Review (PDR), which occurs during the Evaluation phase of
the Capital Planning Process, actual performance improvements versus
those that were projected to have occurred are examined as part of the
review. In summary, performance measures are a relevant consideration
during all three phases (i.e., Selection, Management, Evaluation) of the DON
Capital Planning Process.
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Chapter 4 - Information Technology (IT)
Capital Planning Process

1. Introduction

The Clinger-Cohen Act of 1996, Section 5122, requires that the Head
of the Executive Agency implement an IT investment “capital planning
process” which:

+  Provides for the selection, management and evaluation of IT
investments;

+ Is integrated with the processes for making budget, financial and
program management decisions;

+ Bases IT investment-funding decisions on minimum criteria, which
facilitate the comparison and prioritization of competing IT
investment alternatives;

+ Provides for the identification of investments with potential benefits
to other governmental agencies;

*+ Provides for the identification of measurements which quantify the
risks and benefits of the investment to the mission or business
area; and

+ Provides the means for Agency management personnel to obtain
timely information regarding the progress of the IT investment
including the status of meeting specified milestones in terms of
cost, schedule, quality, etc.

Rather than creating a parallel capital planning process for IT
investments, the Office of Secretary of Defense (OSD) and the Military
Departments (MILDEPs) have agreed to use the existing Planning,
Programming and Budgeting System (PPBS) and Acquisition processes to
select, manage and evaluate IT investments over their life-cycles.

Use of the existing, institutionalized Acquisition and PPBS processes
ensures that IT investments are selected for funding based on contribution
to mission accomplishment, incorporated appropriately into the
Department’s overall investment portfolio based on relative benefits, and
monitored and evaluated for outcome/output periodically and routinely over
their life-cycles.

4-1
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The following diagram (Figure 4-1) depicts the relationship between the
three phases of Capital Planning and the PPBS and Acquisition processes:

Acquisition Program Process

Milestone A Milestone B Milestone C

Mission Element
Need (MENS)
determination

Phase B
Systems Integration
and/or Sys Dev and
Demo

Phase C
Production
readiness, LRIP,
I0T&E

Full-Rate
Production and
Deployment

Concept Exploration
and/or Component
Adv Development

AN

VA
/ Planning, Programming, and Budgeting System
PLANNING PROGRAMMING BUDGETING/EXECUTION

¢ Joint Mission Area (JMA)/ * Program Guidance * Program Translated into
e Support Area (SA) Issues « Sponsor Program Proposal + Budget Quality Estimates

Assessments Development * Reviewed for Executability,
¢ Investment Balance Review «IT Investment Funding Proper Balancing & Pricing

Decisions
Figure 4-1

Following is a discussion of the separate selection, management and
evaluation phases of the DON IT capital planning process.

2. CAPITAL PLANNING: “SELECTION” PHASE

a) Overview

During the selection phase of the capital planning process, the
benefits, costs, relevancy to mission and risks of all projects (i.e., both new
development and operational systems) are analyzed and assessed for
purposes of making funding decisions. New projects are supported by a
business case, which at a minimum addresses the minimum selection
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decision criteria discussed below. The business case identifies the
organizational needs that the project is meeting or proposes to meet and
provides information on the benefits, costs, and risks of the project. The
information in the business case is continuously updated to ensure that it
reflects the current situation. For operational systems, the last validated
evaluation report can be used as decision support documentation for
determining continued funding.

After each project's costs, risk, and benefits are examined and
validated, the funding sponsor or claimant compares all of the projects
against common decision criteria in order to weigh the relative merits of the
projects against one another and against other investment alternatives. As
is the case with all investments, the actual decision to fund an IT investment
in the final analysis is a function of affordability and the relative importance
of the IT asset to mission accomplishment when compared to other
investments.

Generally, the selection phase of Capital Planning relative to
operational systems and developmental projects are made at the major
command level as part of its Portfolio planning and validated for funding
during the PPBS process. In the DON, final funding decisions may occur
during the programming or POM development phase of PPBS, when
decisions related to policy implementation, program levels, program direction
and affordability are addressed based on guidance flowing from the planning
phase, or during budget development or execution. The following are
discussions of the Navy and the MC planning and programming phases of
PPBS, with focus on the IT investment funding decision-making process.
Separate discussions for Navy and MC are provided due to differences in the
Services’ planning and programming processes. Also provided is a
discussion of the DON budget process, which is identical for both the Navy
and MC.

b) Planning, Programming and Budgeting Process (PPBS)

Responsibility for planning and programming are delegated to the two
separate Naval services, Navy and MC, with staff offices consolidating a
Departmental product for the Secretary of the Navy (SECNAV) who is the
final decision-maker. In the planning phase of PPBS, the DON Office of
Program Appraisal (OPA) coordinates the work of the two Services’ planning
offices (the two Deputy Chiefs of Naval Operations for Plans, Policy and
Operations (N3/5) and the MC Plans Division (MC-PL)). These offices work
with OSD and Joint Chiefs of Staff (JCS) planning staffs during preparation
and review of draft Defense Planning Guidance. Program planning and
preparation of the two Services’ POMs are conducted separately by the Chief

4-3



DON IT CAPITAL PLANNING GUIDE

of Naval Operations (CNO) General Planning and Programming Division (N8O)
and the MC Deputy Chief of Staff, Programs and Resources (P&R), with a
combined DON POM submitted to OSD by the Department of Navy Program
Information Center (DONPIC). The DON budgeting process commences upon
completion of the POM and is the responsibility of SECNAV.

Figure 4-2 depicts the “Selection Phase” of DON IT Capital Planning
Process.

IT Capital Planning Process

&~ S
/ N
\\E@/_/ \\

Planning, Programming, and Budgeting System

PLANNING PROGRAMMING I ——>| BUDGETING I

o JMA/SA Issues Assessments ¢ Program Guidance e Program Translated into Budget
¢ Investment Balance Review . §P°'lls°1' Pl‘togfam Proposal Quality Estimates
evelopmen! - -1s
e IT Investment Funding Decisions ¢ IIE:Z;ZYeBCIafZ;g};egc;t;Ei?igg’
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1) Navy and Marine Corps Planning

The foundation of DON warfare assessment is the Integrated
Warfare Architecture (IWAR) process, which replaced the Joint Mission
Area/Support Area (JMA/SA) process in the fall of 1998. Multi-disciplinary
Integrated Product Teams (IPTs) composed of members of the Navy, MC and
the Secretariat meet regularly throughout the year independent of the PPBS
process to conduct end-to-end capabilities-based analyses of the Navy's core
investment areas, include Air and Sea Dominance, Power Projection,
Deterrence, Information Superiority, Sustainment, Infrastructure,
Manpower, Readiness, Training and Education, Technology and Force
Structure. The IWARs analyze issues such as relative contribution,
criticality, costs versus benefits, synchronization, and sustainability with
respect to specific capability investments. The analyses are shaped by policy
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and planning guidance, such as the Quadrennial Defense Review, Defense
Planning Guidance, CNO's Long Range Planning Objectives, Congressional
actions, etc., and form the basis for the DONs near, mid and long term
investment strategy.

The principal products of the IWAR process are description
documents that feed the development of the CNO's Program Analysis
Memorandum (CPAM), which replaced the Investment Balance Review (IBR)
beginning with Program Review 2001 (PR 01). The CPAM is a decision
document constructed following detailed analyses of the IWARs and is
intended to produce a balanced investment recommendation to the
Department's senior leadership across all DON warfare capability areas. It
includes not only detailed "health" assessments of the DON's core
warfighting and support capabilities but also specific investment and trade-
off reccommendations. The CPAM also provides the bases for the
programming guidance forwarded to resource sponsors each year early in the
programming cycle. The outcome of the above Departmental planning
process, along with OSD IM/IT Strategic Planning guidance, serves as the
basis for the development of the goals, objectives, strategies and initiatives
reflected in the annual DON IM/IT Strategic Plan.

Summaries of the IWARs and CPAM are briefed to the IR3B and
the DPSB each year. The IR3B is chaired by N8 and Commanding General,
MC Combat Development Command (CDC), and is composed of Navy
representatives of the Resources and Requirements Review Board (R3B), plus
senior MC and DON Secretariat leadership. The R3B is the focal point for
discussion of Navy assessment issues, while the IR3B is the focal point of the
DON assessment process. In the planning phase, it reviews
recommendations of the IWARs/CPAM and makes programmatic
recommendations for POM development. The DPSB, chaired by the
Secretary of the Navy, resolves policy issues and reviews programs at the top
level of DON management during the PPBS process (see Appendix D for R3B,
IR3B and DPSB membership).

2) Navy Programming

The Navy programming cycle commences with issuance of
Preliminary Program Guidance, which documents initial investment
guidance for Navy programs based on results of DON IWARs, the CPAM and
the DON Programming Guidance issued by the SECNAV. Upon receipt of
this guidance, Navy Resource Sponsors adjust their programs to meet fiscal
and programmatic direction. This is also the Sponsor’s opportunity to make
technical corrections, fact-of-life cost adjustments and other zero-sum
changes within the bounds of the fiscal guidance to reflect program changes.
The product of this process is the Sponsor Program Proposal (SPP) which is
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the translation of planning guidance into specific Resource Sponsor
programs and program levels. In the final phases of the POM, the primary
review forum for Navy programs is the R3B which is comprised of Navy
(OPNAV) senior leadership. The R3B reviews SPPs and the proposed Navy
program before final approval by the CNO and SECNAV.

Navy Resource Sponsors should review IT investments under
their cognizance which surface during POM development to ensure that IT
investment funding decisions are consistent with the annual IM/IT
Investment Strategy and are based on measures which quantify the benefits
to their respective mission, business or functional area. Similarly, IT
investments should be reviewed by the MC as a prerequisite for funding
against the annual IM/IT Investment Strategy and against the same
minimum decision criteria. Minimum criteria examined as a prerequisite for
funding approval are: (1) Either quantified savings and/or cost avoidances
(supported by ROI and/or Net Present Value (NPV) computations) or
measures which quantify the performance improvements which will result
from the investment; (2) Relationship to DOD/DON mission or business area
goals and objectives; and (3) Risk. These criteria are discussed in Appendix
C. Current DON policy concerning the application of these minimum criteria
in making IT investment funding decisions is contained in DON CIO
memorandum of 2 February 2001, subj: Minimum Criteria for Funding
Information Technology (IT) Investments.

An example of an investment criteria-ranking scorecard can be
found in the DON IT Investment Portfolio Model, which is available
electronically on the DON CIO web site (www.don-imit.navy.mil) under
“Interest Areas”; “Investment Management” and “Portfolio Management” sub-
interest areas. The IT Investment Portfolio Model is a “tool” which
incorporates the above minimum criteria and other criteria pertinent to the
decision-making process and which can be used at any organizational level
to prioritize competing IT investment alternatives.

The review during the selection phase focuses on savings/cost
avoidances and/or performance improvements resulting from IT
investments. The term “IT investments” is identical to “IT development and
modernization (Dev/Mod) funding” which is synonymous with investment
appropriation funding (including Navy Working Capital Fund (NWCF) capital
budget authority), as described in DON CIO memorandum of 12 May 2000,
subj: Supplemental Guidance for Preparation and Submission of the FY
2002 Information Technology (IT) and National Security Systems (NSS)
Budget Estimates/Exhibits for the Department of the Navy (DON) Budget
Review.
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In reviewing IT investments for potential funding, Navy Resource
Sponsors are able to evaluate the benefits and risk to the mission or
business areas and the relationship of the investment to overall mission
goals/objectives. For this reason and because IT is not a “program” but
rather a support function or utility, a Navy-wide review of IT investments
which would seek to prioritize investments between Sponsors is not
considered appropriate. A particular Resource Sponsor’s overall investment
portfolio will reflect his/her evaluation of the IT investments required to
fulfill his/her mission and business area goals in accordance with direction
from the assessment process, the CPAM and the DON Programming
Guidance.

3) Marine Corps Programming

Programming in the MC differs somewhat from the Navy’s
process. The MC reviews POM proposals concerning operations, personnel,
material and systems by unique Marine Corps mission areas. Coordinated
by the Deputy Chief of Staff (D/CS), Plans and Resources (P&R), the MC
POM submission is developed by the POM Working Group (PWG) and
reviewed by the MC Program Review Group (PRG). The PWG is responsible
for prioritizing and recommending funding profiles for all requested
programs within the MC POM. After review of the PWG recommendations by
the PRG, proposals are forwarded to the Assistant Commandant’s Executive
Steering Committee (ESC) for final program review. Following this review,
the draft MC POM submission is forwarded to the Commandant of the MC
for final approval prior to submission to SECNAV.

All MC IT program requests are centrally managed by
Commander, Marine Corps Systems Command (COMMARCORSYSCOM), as
directed in policy from the Assistant Chief of Staff (AC/S), Command,
Control, Communications, Computers and Intelligence (C4I). Each IT
investment funding request is prioritized on its own merit and benefit to the
Marine Corps and, as is the case with all other investments, forwarded to the
PRG by the PWG and to the Assistant Commandant of the Marine Corps ESC
for endorsement to the Commandant.

At the conclusion of the Navy and MC programming cycles, “TAB
G”, which is the IT extract of the POM submission, is prepared by both the
Navy and MC and is forwarded to Office of the Under-Secretary of Defense
(OUSD) (Comptroller)(Program Analysis & Evaluation (PA&E)) by the DON
Program Information Center (DONPIC). TAB G reflects the approved IT
investment portfolio for both the Navy and MC as of the POM submission,
i.e., reflects the IT investment decisions resulting from the DON assessment
and Navy and MC POM development processes.
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4) DON Budget Formulation/Execution

In the DON, preparation of budget estimates begins after
completion of Navy and MC POM development and submission to OSD. For
the DON, the budget cycle consists of four phases. The first is submission of
budget estimates by budget submitting offices (BSOs) to OASN (FM&C)(FMB).
The BSOs’ budget submissions (including the IT/NSS budget exhibits) to
FMB reflect the IT investment funding decisions made during Portfolio
planning and validated /approved during the POM development. The
transformation of program estimates into budget quality estimates occurs in
the budget submission to FMB and the subsequent DON budget review.

This internal DON budget review is conducted during the OUSD (C)(PA&E)
program review of the Services’ POM submissions. Changes to the program
as promulgated by Program Decision Memorandum (PDM) from OSD are
incorporated into the budget during the DON review. Whereas Navy and MC
POM development focuses on affordability, policy implementation and
program levels, the internal DON budget review focuses on whether
programs, including IT investments, are properly priced, properly balanced
and executable.

The second, third and final phases of the budget process are,
respectively, the submission of budget estimates to OSD and OMB (i.e.,
OSD/OMB submission) for review and final approval by the Secretary of
Defense and the President; the submission of budget estimates from the
President to Congress (i.e., President’s budget submission) for Congress’
review and approval; and the enactment of appropriations and execution of
those appropriations by the DON.

The IT budget exhibits submitted to higher authority with the
Department’s budget submission during each successive phase of the budget
process reflects the DON IT investment portfolio approved by the preceding
phase’s budget reviewing authority. Justification for each of the major IT
investments is documented in Exhibit 300B in accordance with guidance
contained in the DoD Financial Management Regulation.

The requirement to base IT investment-funding decisions on the
specified minimum decision criteria applies not only to budgeted IT
investments but also to those investments which surface during execution.
Decisions to fund these emergent requirements during execution must be
supported by documentation addressing the minimum criteria as the basis
for funding approval.

3. CAPITAL PLANNING: “MANAGEMENT” PHASE
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a) Overview

Achieving maximum benefits from a project while minimizing risks
requires that the project be periodically and consistently monitored and
managed for successful results. During the management phase of the
capital planning process, acquisition management officials are actively
engaged in monitoring all of the projects in the investment portfolio; making
decisions and taking actions to change the course of a project when
necessary; and, providing feedback to PPBS decision-makers (i.e., into the
selection process), if applicable, for purposes of reflecting the appropriate
changes in the funding availability/profile for a particular investment.

The management phase is characterized by decisions to continue,
modify or terminate a program which are based on reviews at key milestones
during the program’s life cycle. The focus of these reviews change and
expand as the investments move from initial concept or design and pilot
through full implementation and as projected investment costs and benefits
change. The reviews do not focus exclusively on cost and schedule concerns
but also on ensuring that projected benefits are being realized, that risks are
being minimized and managed, and that the project continues to meet
strategic needs.

Whereas IT investment funding decisions made annually during the
selection phase tend to occur only during the PPBS “windows” established
for that purpose, information in the management phase is continuously
collected, updated and fed to Departmental decision-makers. Management
phase data consist of such items as comparisons of actual results achieved
versus projections and assessment of actual benefits from project pilots or
prototypes. Cost, benefit, schedule and risk information that was included
in the business case, including the various analyses that were done to justify
the investment, are updated as project implementation continues. Updates
include any revisions to the justification necessitated by adding functional
requirements.

As each project is reviewed at various stages during its life-cycle,
decisions are made regarding the future of the project. These decisions are
unique for each project and are based on the merits of the particular
program. Decisions may be made which call for the suspension of funding
or make future funding releases conditional on corrective actions being
taken. These situations are communicated to appropriate DON PPBS
decision-makers for implementation during POM or budget development or
budget execution.
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A discussion of the DoD/DON acquisition process, as it relates to the
life-cycle management of IT programs, follows.

b) DON Acquisition Process for IT Investments

The existing, institutionalized acquisition program management
process is the process used by the DON to manage IT investments
throughout their life cycles. The DON acquisition process for IT investments
is governed by: (1) DoD Directive 5000.1, “The Defense Acquisition System”
of Oct 00; (2) DoD Instruction 5000.2, “Operation of the Defense Acquisition
System” of Jan 01; (3) DoD Regulation 5000.2-R, “Mandatory Procedures for
Major Defense Acquisition Programs (MDAPs) and Major Automated
Information System (MAIS) Acquisition Programs” of Jan 01; and (4)
SECNAVINST 5000.2B of Dec 96.

The following chart (Figure 4-3) depicts the phases and milestones,
which comprise the DON acquisition process:

Acquisition Program Process
Milestone C

Review

Approval for Firl-
Rate Production
and Deployme

Interim Prograxq

Mission Element Phase A Phase B Phase C Phase C
Need (MENS) Concept Exploration Systems Integration Production Full-Rate
determination and/or Component and/or Sys Dev and readiness, LRIP, Production and

Adv Development Demo IOT&E Deployment

.

—
) | —

/

IT Capital Planning Process |

Figure 4-3

Both DoD 5000 series acquisition policy and SECNAVINST 5000.2B,
“Implementation of Mandatory Procedures for Major and Non-Major Defense
Acquisition Programs (MDAPs) and Major and Non-Major Information
Technology Acquisition Programs (MAIS)”, establish a general model for
managing MDAPs and MAISs but do not require that the entire process
described therein be followed for each program. The model has been
designed to allow flexibility in management in recognition of individual
differences in major acquisition programs, provided fundamental tenets (e.g.,
minimize risk, maximize affordability) are observed. Similarly, program
managers (PMs) and milestone decision authorities (MDAs) for non-major
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acquisition programs are expected to adhere to the process described in DoD
5000 series and SECNAVINST 5000.2B but may tailor the process, as
appropriate, to match the characteristics of the non-major programs.

At IT program initiation, the appropriate milestones, level of decision
and appropriate documentation for each milestone is approved by the MDA
based on recommendations by the PM. The size, complexity and risk of the
IT program are considered in arriving at these decisions. At initiation, the
size and complexity of the IT program are used to determine the “category” of
program acquisition, as follows:

1) Acquisition Categories

- Acquisition Category (ACAT) IA: All MAISs are ACAT IA programs. A
MAIS has estimated annual or total program costs in excess of $32 million or
$126 million, respectively, or total life-cycle (program and operational) costs
in excess of $378 million (expressed in constant FY 2000 dollars). ACAT IA
programs are further sub-divided as follows:

- ACAT IAM: MDA is the DoD CIO; acquisition is subject to DoD CIO
oversight.

- ACAT IAC: MDA is the Component Acquisition Official which for DON
is the ASN (RD&A).

The ASD (C3I) designates IT programs as ACATs IAM or IAC.

» ACAT II: While no IT program is designated as an ACAT II program,
there are NSS (as defined in Section 5141 of the Clinger-Cohen Act (CCA))
which meet the thresholds for ACAT II outlined in DoD Regulation 5000.2-R.

» ACAT III: ACAT III programs are those IT programs which do not meet
ACAT IA thresholds and which have estimated program costs in any single
year equal to or greater than $16 million or total program costs of at least
$32 million (FY 2000 constant dollars), or those NSS which do not meet the
ACAT II thresholds. MDAs for ACAT III IT programs are Program Executive
Officers (PEOs), Systems Command (SYSCOM) Commanders or Direct
Reporting Program Managers (DRPMs), or ASN (RD&A) for ACAT III IT
programs not otherwise assigned.

» ACAT IV: ACAT IV programs are those IT programs or NSS, which are
not otherwise designated as, ACATs IA, II or III and which require
“operational test and evaluation (OT&E)”. All ACAT IV IT programs are
designated ACAT IVT, which indicates that OT&E is required. MDAs for
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ACAT IV IT programs are PEOs, SYSCOM Commanders and DRPMs, or ASN
(RD&A).

» Abbreviated Acquisition Programs (AAPs): Any IT acquisition or
modification below the ACAT III threshold, which does not require OT&E, is
normally designated as an “abbreviated” IT acquisition program. The MDA
determines the documentation and approval requirements for an abbreviated
acquisition program.

In the DON, an MDA conducts milestone reviews for all IT acquisition
programs. For designated ACAT IAM programs (i.e., those under ASD
(C3I)/DoD CIO MDA approval authority), DON program managers brief ASN
(RD&A) to coordinate a DON position and prepare ASN (RD&A) for the OSD
milestone reviews. The Program Decision Meeting (PDM) process is used to
conduct the program briefing. It is done concurrently with the OSD
overarching integrated product team (OIPT) to prepare the program for
presentation to the OSD MDA.

DON ACAT IAC programs each have an established acquisition
coordination team (ACT) co-chaired by the applicable DASN and PM. ACTs
are not required for ACAT IAM programs since the OSD OIPT performs a
similar role for those programs. Likewise, ACTs for ACATs III and IV
programs are not required but are encouraged. An ACT is a team of
stakeholders from the acquisition, requirements generation, test and
evaluation, and PPBS communities who represent the principal advisors to
the MDA. For ACAT IAC programs, the PDM is the ASN (RD&A) milestone
review forum. Programmatic issues and status of the program are fully
addressed and presented at the milestone review via a program decision brief
(PDB). The PDB documents the status of the program at a specific time and
is part of the official program decision record. The topics to be examined in
preparation for a PDM and potentially discussed during a PDB are specified
in SECNAVINST 5420.188E, “ACAT Program Decision Process”, and include
compliance with CCA (DoDI 5000.2, paragraph 4.7.3.2.3.2, “IT-Specific
Considerations”).

The DON CIO participates on the ACTs for ACAT IAC programs and
serves as one of the program decision principal advisors (PDPAs) to ASN
(RD&A) for all ACAT IA programs. In those capacities, the DON CIO attends
all major IT acquisition program briefings and milestone reviews. It is
through the ACT and in the role of PDPA that the DON CIO exercises his/her
responsibility under Section 1 of Executive Order 13011. This responsibility
includes monitoring and evaluating major IT programs based on
performance measurements and recommending the continuation,
modification or termination of those programs based on the reviews.
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For each IT program, the acquisition process is structured in “phases”
separated by major decision points called “milestones”. The MDA establishes
tailored milestone decision points for each IT acquisition program as early as
possible in the program life-cycle based on the size and complexity of the
program and recommendations by the program manager (PM). There is no
set number of milestones that an acquisition program must have. For
example, it is conceivable that a commercial off-the-shelf (COTS) acquisition
strategy could have a combined Milestone I/II/IIl decision. However, there
are certain core activities which are reviewed by the MDA during the
milestone reviews such as:

» Need validation;

» Requirements generation;

» Alternative solutions;

» Acquisition strategy and baseline;

r Affordability;

» Life cycle cost and funding requirements

» Risk management;

» Producibility;

» Supportability;

» Environmental compliance;

» Operational effectiveness and suitability prior to production or
deployment

Also addressed by the PM and examined by the MDA during the
various milestone decisions points are IT-specific investment considerations
(see DoDI 5000.2, paragraph 4.7.3.2.3.2), as follows:

» The MDA shall not approve program initiation or entry into any phase
that requires milestone approval (to include full-rate production) for an
acquisition program (at any level) for a mission-critical or mission-essential
IT system until the Component CIO confirms that the system is being
developed in accordance with the Clinger-Cohen Act (CCA). At a minimum,
the Component CIO’s confirmation shall include a written description of the
following:

» The acquisition supports core, priority functions that need to be
performed by the Federal Government.

r No private sector or government source can better support the
function.
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» The processes that the system supports have been redesigned to
reduce costs, improve effectiveness and maximize the use of COTS
technology.

r An analysis of alternatives has been conducted.

» For AIS, an economic analysis has been conducted that includes a
calculation of the return on investment; or for non-AIS programs, an LCCE
has been conducted.

» There are clearly established measures and accountability for
program progress.

» Mission-related, outcome-based performance measures have been
established and linked to strategic goals.

r The program has an information assurance strategy that is
consistent with DoD policies, standards, and architectures.

» The acquisition is consistent with the Global Information Grid
policies and architecture, to include relevant standards.

» To the maximum extent practicable, (1) modular contracting is
being used, and (2) the program is being implemented in phased, successive
blocks, each of which meets part of the mission need and delivers a
measurable benefit, independent of future blocks.

» The system being acquired is registered with the DoD CIO (see
5000.2-R, Appendix F).

» For MDAP programs (i.e., NSS), the Component CIO’s confirmation
shall be provided to both the DoD CIO and the MDA.

2) Phases/Milestones

The various phases and associated milestone decision points have
been overhauled under the “new acquisition process” put forth in revised
DoD 5000 series acquisition policy. The intent of this more flexible
acquisition process to deliver advanced technology to the warfighter faster
through rapid acquisition of innovative and demonstrated technology,
evolutionary development; and to reduce total ownership costs through
increased competition, focus on total cost (vice acquisition program cost) and
specification of cost as a requirement that drives design, procurement, and
support solutions. This flexible acquisition process provides for multiple
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process paths; evolutionary acquisition; and a minimum number of mission-
oriented Key Performance Parameters (KPPs) to facilitate cost-performance
trade-offs. The goal is to separate technology development from systems
development, i.e., to prove technology before beginning systems-level work at
Milestone (M/S) B; and to complete full-systems demonstration before
committing to low-rate production at M/S C. The three major phases are (1)
technology development; (2) system development; and (3) production.
Successful full-system demonstration (Phase B) is required before
committing to M/S C “Low-Rate Initial Production” (LRIP), or limited
deployment in the case of MAIS. A mandatory “Interim Progress Review” (IPR)
is held to make a decision on “Full-Rate Production”. In addition, IPRs may
occur during each Phase at the discretion of the MDA. DoDI 5000.2 (see
Enclosure 3) identifies information requirements for all milestones, both
statutory and regulatory. The new phases and associated milestones are as
follows:

r Mission Needs/Deficiency Determination-- All IT acquisition
programs are based on identified, documented and validated mission needs.
Mission needs result from on-going assessments of current and projected
capability. Mission needs may seek to establish a new operational
capability, improve an existing capability or exploit an opportunity to reduce
costs or enhance performance. In the DON, if the assessment results in the
need for a new IT investment, the appropriate IT functional area proponent
reviews the document to validate the need, coordinate with the OSD
Principal Staff Assistants or Joint Requirements Oversight Council (JROC) to
assess potential for joint application and determine that the requirements of
DoD Directive 8000.1 are met.

» Milestone (M/S) A: Approval to Conduct Concept Exploration
and/or Concept and Technology Development (formerly M/S O) and/or
Component Advanced Development and/or Program Initiation (formerly
M/S I)-- Following validation of the mission need for the IT program, the
MDA reviews the documentation to authorize concept development,
exploration, component advanced development, and/or program initiation, if
deemed necessary. For ACAT IA programs, ASD (C3I) convenes an
Integrated Product Team (IPT). The MDA determines what activities may be
performed for a favorable Milestone A decision. A favorable decision may
range from approval to conduct concept and technology development to
program initiation; it does not mean that a new IT acquisition program has
been initiated, only that approval to proceed to the next phase (i.e., Phase 0O)
has been granted.

@ Phase A: Concept Exploration—Competitive paper studies of
alternative concepts for meeting a mission; exit criteria: specific
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concept to be pursued and technology exists. Phase A typically
consists of competitive, parallel short-term concept studies. The
focus of these efforts is to define and evaluate the feasibility of
alternative concepts and to provide a basis for assessing the relative
merits of these.

@ Phase A: Concept and Technology Development and/or
Component Advanced Development and/or Program Initiation--
Development of subsystems/components that must be
demonstrated before integration into a system; concept, technology
demonstration of new system concepts; exit criteria: system
architecture and technology maturity.

- Milestone B: Approval for System Integration and/or System
Development and Demonstration and/or Program Initiation (formerly
M/S II) -- The purpose of the Milestone B decision point is to determine
whether the requirement and concept are valid, technology is mature, and
full funding is available. A Milestone B approval normally initiates an
acquisition program, and entry into Phase B, Systems Integration and/or
Systems Development and Demonstration.

@ Phase B: Systems Integration—Demonstrate full system
integration of demonstrated subsystems and components; reduce
integration risk; exit criteria: system demonstration in a relevant
environment.

@ Phase B: System Development and Demonstration-- The
purpose of this phase is to complete development of a system, reduce
program risk, ensure operational supportability, design for
producibility, ensure affordability, and demonstrate system
integration, interoperability, and utility; complete developmental and
operational (DT/OT) testing; exit criteria: system demonstration in an
operational environment.

~ Milestone C: Approval for Production Readiness, Low-Rate Initial
Production (LRIP) and Initial Operational Test and Evaluation (IOT&E)
and/or Program Initiation (formerly M/S II)-- The purpose of the
Milestone C decision point is to determine if the results of Phase B warrant
entry into Production Readiness, LRIP, and IOT&E. LRIP is not applicable to
IT programs or software-intensive systems with no development hardware;
however, a limited deployment phase may be applicable. Approval of M/S C
is dependent on the following criteria being met: technology maturity; system
and relevant mission area (operational) architectures; mature software
capability; demonstrated system integration or demonstrated commercial
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products in a relevant environment; no significant manufactoring risks;
approved ORD; acceptable interoperability, operational supportability;
compliance with DoD Strategic Plan; affordability throughout life-cycle,
including optimal funding, proper phasing for rapid acquisition; acceptable
information assurance, including detection and recovery; and acceptable
anti-tamper provisions.

@ Phase C: Production Readiness, LRIP, and IOT&E —The purpose
of this phase for IT programs is to deploy at limited number of sites
and successfully complete IOT&E. Deficiencies encountered in
Developmental Test and Evaluation (DT&E) and Initial Operational
Test and Evaluation (IOT&E) are resolved and fixes verified. The
production requirement of this phase does not apply to IT acquisition
programs or software-intensive systems with no developmental
hardware components.

» Interim Progress Review (IPR): Full-Rate Production and
Deployment--Following IOT&E, the submission of the Beyond LRIP and
LFT&E Reports (where applicable) to Congress, the Secretary of Defense, and
USD (AT&L), and the completion of a Full-Rate Production Decision Review
by the MDA, the program shall enter Full-Rate Production and Deployment.

@ Phase Full-Rate Production and Deployment—Complete
deployment of the IT program to achieve Initial Operational Capability
(IOC) and Full Operational Capability (FOC), including sustainment
activities (i.e., supply, maintenance, transportation, sustaining
engineering, data management, configuration management,
manpower, personnel, training, habitability, survivability, safety,
occupational health, IT supportability and interoperability, and
environmental management. During fielding/deployment and
throughout operational support, the potential for modifications to the
fielded /deployed system continues. Any modification that is of
sufficient cost and complexity that it could itself qualify as an IT
acquisition program is considered, for management purposes, to be a
separate acquisition program. Follow-on IOT&E that evaluates
operational effectiveness, survivability, suitability, and interoperability,
and that identifies deficiencies shall be conducted, as appropriate.

3) Software Management

Acquisition policy requires that the MAIS acquisition strategy describe
the planned use of independent expert reviews for all ACAT I through III
software-intensive programs.
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Program managers for software-intensive (MAIS) programs must: (1)
use best processes and practices known to reduce cost, schedule and
performance risks; (2) plan a spiral development process for both
evolutionary and single-step-to-full-capability acquisition strategies; and (3)
consider software security (see paragraphs 2.6.8 and 5.2.6 of DoD 5000.2-R).

4) COTS Considerations

Acquisition policy requires that the PM shall apply commercial item
best practices and ensure that the MAIS co-evolves with reengineered
business processes (see paragraph 5.2.7 of DoD Regulation 5000.2-R).

4. CAPITAL PLANNING: “EVALUATION” PHASE

a) Overview

The evaluation phase is the final step in the Capital planning process.
It "closes the loop" between the Selection and Management phases by
assessing actual system and management performance. It provides valued
feedback to senior decision officials on all aspects of IT investments
encompassing both new development and operational systems. The
evaluation phase of Capital Planning assesses the technical and functional
performance of an investment; its cost effectiveness and contribution to
mission; and, how well the investment was managed to delivery.

For newly installed operational systems, a Post Deployment Evaluation
(PDR) review takes place not later than 12 months after Initial Operating
Capability (IOC). For systems being developed and installed on an
incremental basis, an abbreviated evaluation should be conducted after each
incremental phase is delivered with a full evaluation conducted after the
system reaches Full Operational Capability (FOC). Evaluation of ongoing
operational systems should be conducted every three years. Management
may opt to conduct out-of -cycle reviews of operational systems if special
circumstances warrant a review. The DON Information Technology
Evaluation Handbook provides criteria that may warrant an out-of-cycle
review of operational systems. The handbook also provides detailed
guidance on the conduct of evaluation reviews (i.e., “how to perform an
evaluation review”). A copy of the handbook can be obtained at www.don-
imit.navy.mil.

The information gained from an evaluation review is critical for
improving how the organization selects, manages, and uses its IT resources.
Each evaluation has a multi-purpose: (1) it provides an assessment of the
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implemented project, including an evaluation of the development and
management processes, and (2) it indicates the extent to which the
Department's investment decision-making processes sustain or improve the
success rate of IT projects.

b) Evaluation Review Areas

Evaluation reviews should concentrate on the following five key focus

areas of:

+ Mission

+ Performance

+ Management
Financial
Technical

Figure 4-4 below illustrates the five focus areas and examples of specific
review items, such as mission impact, functional measures, management
processes, cost benefits etc.

IT Capital Planning

Select

>

I Post Deployment Review

Manage Evaluate

>

Key Areas of Review

«

Operational Review

|
L 2

Mission Performance Management I Financial Technical I
» Mission Ohbjectives » Technical Measures + Documentation * Cost Benefits * IT Architecture
* Mission Impact » Functional Measures » Tools * Budget * Informsation
+ Strategic Benefit * Cost Measures + Processes Assurance
+ User Needs - Schedule * Operations
ser Ne * Training

h J

Evaluation Report

Provides feedback on Outcomes

Figure 4-4

For each of the focus areas above, management should establish the
review objectives to be accomplished. These objectives will be the cornerstone
for developing the scope of the review, as well as, the development and
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delivery of the final evaluation report. Example objectives for each of the
areas are:

» Mission-determine the project’s contribution, impact and strategic
benefit to mission readiness and performance.

» Performance-assess the success in achieving the predefined
technical and functional metrics of the investment and their effect on
productivity.

» Management-assess the effectiveness of tools, processes and
procedures used to deliver the project on schedule and within costs.

- Financial-assess the success in achieving cost savings/avoidances
and return-on-investment.

r Technical-assess operational performance and compliance with
department standards relative to architecture, software, information
assurance, etc.

While the objectives set scope, the actual review will look at specific factors
under each of the focus areas. Examples of factors examined during an

evaluation review include the following:

- Expected versus actual acquisition costs (i.e., program and
operational).

» Expected versus actual savings or cost avoidances, if applicable,
resulting from the investment.

» Performance measures, including:
- Pre-investment performance measures
- Expected post-investment performance measures
- Actual post-investment performance measures

» Customer satisfaction with the operational system.

» Degree to which operational requirements/mission needs have been
met.

r Actual versus expected implementation schedule.

» Compliance with technical, operational and system architectures
and standards.
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The results of data gathered during the evaluation phase are
aggregated and fed back to management decision-makers, (i.e., CIO, MDA
and Program Manager) in the form of a formal report. In that regard, the
evaluation should provide a wide range of information regarding the project;
the process for development, implementation, operation of the project; and,
lessons learned. The typical information reported back can include:

» An assessment of the project's effectiveness in meeting the original
objectives.

» An identification of benefits that have been achieved, an
assessment of whether they match projected benefits, and a determination of

reasons for any discrepancies.

» An evaluation of whether original business assumptions used to
justify the project were valid.

» A comparison of actual costs incurred against projected costs.

» A determination of how well the project met time schedules and
implementation dates.

» Management and user perspectives on the project.

» Effectiveness of management processes, i.e., tools and procedures
used to mitigate risk, as well as, develop and deliver the project on schedule
and within cost.

» An evaluation of issues that still require attention.

The DON Information Technology Evaluation handbook provides a

recommended report structure for providing review results back to the
management decision-makers.

c) Evaluation Review Process
The evaluation review process encompasses two distinct phases.
The first phase concentrates on the planning aspect of the review, while the
second phase represents the actual execution. The planning phase covers

the following steps:

Step 1: Appointment of a Review Team Leader.
Step 2: Preparation of the Evaluation Review Plan
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Step 3: Selection of Team Members

Step 4: Development of a Plan of Action & Milestone
Step 5: Preparing Review Materials

Step 6: Gathering Program Documentation

The actual performance of the evaluation covers the following steps:

Step 1: Data Gathering
a. User Satisfaction Surveys
b. Team Member interviews and observations for each of the five
focus areas. Includes looking at:
e Performance Metrics
e Management Processes
e Return on Investment
e Total Ownership Costs
e Architectural Standards
e Contribution to Mission
Step 2: Reviewing Program Documentation
Step 3: Data Analysis
Step 4: Report Preparation
Step 5: Briefing the Results

A detailed discussion of the above steps for planning and performance of an
evaluation review are covered in the DON Information Technology Evaluation

Handbook.
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Appendix A
IM/IT Strategic Planning Process
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Appendix B

DoD Business Process Reengineering Model
--Version 3.0

The Department of Defense (DoD) develops and maintains a process model
that describes the activities involved in business process reengineering.
This appendix describes the most recent version of the model.

DoD Context for Business Process Reengineering

DoD business process reengineering comprises a set of activities designed
to improve the performance of DoD functional activities. BPR does not
exist in isolation, but rather is part of a broader context that includes
other DoD management activities.

The higher-level activity within which BPR resides is described as
"Optimize DoD Functions." In this activity, DoD managers identify,
develop, and manage the implementation of improved, integrated
functional activities that achieve strategic objectives and customer-based
performance measures at reduced cost.

It should be noted that this activity does not include the actual doing or
carrying out of DoD functions. Rather, it involves developing both better
ways of accomplishing DoD's functions and the plans essential to putting
those better ways of doing business into effect.

"Optimize DoD Functions" includes the following sub-activities:

e Perform strategic planning

e Develop programs and budgets
e Perform enterprise integration
e Engineer functions

e Manage change

e Evaluate performance.

"Engineer functions" and "manage change" are the two sub-activities that
constitute BPR.

The following sections describe each of the sub-activities in detail.
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Perform Strategic Planning

In performing strategic planning, the senior functional manager uses the
organization's assigned or derived mission as the basis for developing a
vision, goals, and performance targets for the organization, along with the
strategies required to achieve those goals and targets. The manager also
takes action to ensure that the strategic plan is compatible with and
supportive of other strategic plans, and that the plan has the commitment
and support of the individuals and organizations essential to its successful
implementation.

Key elements of the strategic plan are as follows:

e Vision. The vision is a description of a future state or outcome
that will exist when the plan is fully implemented. The vision
describes the state or outcome for all the functional areas
included in a given mission. It also provides sufficient description
of higher-level or related functional areas to provide the guidance
and context for the mission to which the strategic plan pertains.
The typical strategic plan contains a single vision statement that
might include a number of descriptive statements addressing
various aspects of the future state.

e Goals. Goals are further refinements to the vision. Goals usually
are not stated in terms of actions to be taken, but can be easily
related to actions that will create a transition from the current
state to the vision.

e Performance targets. Performance targets provide a means of
quantifying the vision and goals and, more importantly, of
measuring actual accomplishments. A performance target
comprises three elements. The first is a performance indicator,
which is the metric or unit of measure used to gauge progress
toward the goal. The second element is a target, which is the
specific value or quantity of the performance indicator. The final
element is the time by which the target is to be achieved.

o Strategies. Strategies are the actions or approaches that can be
taken in order to achieve the prescribed performance targets.
Strategies provide the direct, critical linkage between strategic
planning and business process reengineering. A business process
reengineering project is undertaken in order to develop and
analyze a specific strategy.
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Develop Programs and Budgets

Developing programs and budgets includes all activities associated with
the development, review, and approval of program objective memorandums
and budget estimates. This activity is essential for obtaining the manpower
and dollar resources required to perform BPR and to implement approved
Nnew processes.

Perform Enterprise Integration

Enterprise Integration (EI) comprises those activities aimed at coordinating
the DoD enterprise through the design and management of processes,
data, and systems. EI involves the following activities.

Analyze integration opportunities and develop integration
alternatives. The Defense Information Systems Agency (DISA) and
functional managers, after assessing cross-functional problems,
issues, and opportunities, identify alternatives to address them.
Functional managers have primary responsibility for identifying
functional alternatives, and DISA has primary responsibility for
identifying technical alternatives. In this initial step in EI, DISA
develops specific actions for review by the Corporate Functional
Integration Board (CFIB).

Approve EI direction. The CFIB develops these proposed
alternatives into recommendations for consideration by the EI
Executive Board and EI Corporate Management Council. The
board and council consider these recommendations and issue
guidance and direction that apply to all of DoD.

Facilitate and support EI activities. After the EI Executive Board

and EI Corporate Management Council issue guidance and

direction, DISA supports and facilitates enterprise integration by

1. assisting functional and technical communities with cross-
functional proofs of concept and prototypes;

2. providing support required to ensure that activities are
engineered with an appropriate cross-functional view, are
related to functional architectures, and are consistent with EI
guidance;

3. providing systems migration strategies and assisting in the
development and implementation of migration plans;

4. developing methodology and tools to support EI activities;

5. developing performance measure criteria and tracking systems
for EI actions; and
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6. tracking overall EI progress and developing additional support
systems based on EI results.

Business Process Reengineering

BPR can be viewed as a two-phased activity. The first phase is engineering,
that is, designing or redesigning a functional area or activity to achieve the
requirements in the strategic plan. The second is change management,
which entails developing strategies and detailed plans to bring about
approved changes within an organization.

While these two phases must be closely linked with one another, there are
also important differences. One of them involves who has primary
responsibility during each phase. In the engineering phase, functional
experts who are representatives of the senior functional manager play the
lead role. The individual responsible for the engineering activity is referred
to as the "process owner," who is supported by a team of functional
experts and other subject matter experts as required. In the change
management phase, individuals from the organizations that will receive
and implement the reengineered process take the lead.

In the model, these two phases are titled "Engineer Functions" and
"Manage Change."

Engineer Functions
"Engineer Functions" includes the following activities:

e Perform business improvement analysis. In this activity, the
process owner and team assess existing business processes to
identify opportunities for improvement, as driven by
requirements in strategic plans. The assessment is used to
develop alternative business processes. Techniques used include
modeling AS-IS and TO-BE business processes and associated
rules, brainstorming and other collaborative approaches, and
benchmarking.

e Develop milestone plan and Functional Economic Analysis (FEA)
document. The process owner and team analyze the alternatives
based on functional, economic, technical, political, and feasibility
criteria. They select an alternative and develop an FEA document
and action plan to support follow-on processes. The process
owner presents the recommended alternative to the senior
functional manager for approval. As part of the approval process,
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existing alternatives may be modified or new alternatives
developed, based on management assessments of feasibility. The
decision authority approves an alternative, as embodied in the
FEA document and its milestone plan.

Determine functional guidance and tools. In this activity,
requirements to support the approved alternative are identified.
These requirements will often include automated information
system support and may also include such requirements as new
or modified facilities, training materials for new operational
procedures, and revised policy and procedure documents.

Manage Change

"Manage Change" consists of the following activities:

Develop change strategies. Based on a comprehensive
understanding of organizational characteristics and capabilities,
managers in the receiving organization analyze the milestone
plan to identify potential barriers to change and develop
approaches for overcoming the barriers. This includes assessing
organizational culture, identifying technical and non-technical
barriers, and identifying resources needed.

This activity produces change management plans and impact
statements. Change management plans adapt the approved milestone
plan to the organizational environment by incorporating strategies to
deal with the barriers to change that have been identified in a given
situation. Impact statements identify possible major impacts that will
result from implementing changes, problems that cannot be overcome,
and barriers that cannot be dealt with. An impact statement can alert
the manager to a possible requirement to reconsider some element of
the milestone plan.

Build project management plan. In this activity, managers use
the change management plans to convert the milestone plan into
a detailed project management plan that identifies specific tasks,
responsibilities, schedules, milestones, resources, etc. This
activity produces a fully coordinated plan. The project
management plan is incremental and dynamic. It is incremental
in the sense that it comprises actions in a number of areas that,
while related to one another, can be developed, coordinated, and
negotiated as individual modules. Its dynamic nature reflects the

B-5



DON IT CAPITAL PLANNING GUIDE

fact that it can and will be changed during implementation in
response to actual events.

Negotiate support for change. In this activity, managers
coordinate with individuals and organizations whose active efforts
or cooperation will be required for the plan to succeed. The
outputs of this activity are concurrence from each of these
individuals or organizations on the portion of the plan that
involves them, representing the support and buy-in essential to
success.

Promote change. In this activity, managers work to further the
adoption of the changes associated with the reengineered
process. This may include removing implementation barriers,
marketing or creating acceptance for the desired change, or
taking other actions to create acceptance of the change by all
appropriate organizations and individuals.

Evaluate Performance

When they evaluate performance, managers compare actual to planned
achievement, identify the reasons for variance, and identify appropriate
corrective actions. Performance evaluation is applied to both the initiatives
taken to improve a functional area and to the actual operation or
performance of the functional area.

Initiatives. Evaluating initiatives involves determining whether
the milestones in the project management plan are on track and,
if not, determining the reason and appropriate corrective actions.
Corrective actions can include modifications to the plan or a
reassessment of the strategies.

Performance. The evaluation of actual performance of the
functional activity, measured against the performance targets
established in the strategic plan, is the bottom line for the
reengineering effort.

This document can be found at http://www.dtic.mil/dodim /bprll_12.html.
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Appendix C

Selection Phase IT Investment Funding Criteria

Minimum Criteria for IT Investment Funding Approval

All IT investment funding decisions must be based on the following
minimum criteria:

1. Savings/Cost Avoidances or Performance Improvements: Not all

investments will produce savings or cost avoidances, nor will all
investments produce performance improvements. However, it is
expected that all IT investments will produce either savings/cost

avoidances or performance improvements and that, as a minimum,
one of the two is required for funding approval.

a.

“Savings” is defined as the reduction in budgeted costs resulting
from the IT investment. Any savings recouped from TOA should
be documented for future reference. “Cost Avoidances” is
defined as a reduction in unbudgeted costs resulting from the
IT development or modernization effort. Although adjustment
to TOA is inappropriate in these cases, cost avoidances can be a
valid basis for undertaking an investment. Savings/cost
avoidances should be identified by fiscal year and as a total for
the life-cycle of the program. Claims of savings/cost avoidances
must be supported by return-on-investment (ROI) or net
present value (NPV) computations. ROI and NPV indices
facilitate the prioritization of multiple investment alternatives,
as follows:

- ROI: Defined as discounted life-cycle benefits (i.e., savings
or cost avoidances stream over the life-cycle), divided by
discounted life-cycle costs. Investments must have an ROI
greater than “1.0” to be considered for funding. Note that in
instances where competing investments have similar or
identical NPVs (defined below), ROI may be used to identify
the investment with the largest relative benefit.

- NPV: Defined as discounted life-cycle benefits, less

discounted life-cycle costs. Investments must have a
positive result to be considered for funding. Note that in
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instances where competing investments have similar or
identical ROIs, NPV may be used to identify the investment
with the largest net benefit.

b. Performance Measures are required for all investments which
will produce performance improvements or for all investments
which do not claim savings or cost avoidances. Performance
measures should be quantified for both the “as is” and “to be”
environments and expressed in terms of metrics relevant to (1)
the mission or business area for functional applications or (2) to
improved technical capability where infrastructure applications
are concerned, as discussed below. The difference between the
quantified “as-is” and “to-be” metrics represents the
performance “improvement” expected to result from the
investment.

“As Is” Environment: Quantitative measures which reflect
performance prior to the gains to be realized as a result of
the investment.

- “To Be” Environment: Quantitative measures which reflect
projected performance after the improvements resulting from
the investment are realized.

2. Relevance to Mission or Business area Goals: Each investment
should directly support the organization’s and the DON mission and
should relate to business area objectives or goals. In this era of
diminishing resources, this factor is critical in deciding whether to
undertake a particular investment.

3. Risk: The Clinger-Cohen Act requires that risk be factored into the
investment decision-making process. The relative risk of an
investment must be considered when prioritizing competing
investment alternatives for potential funding. Every effort should be
made to minimize risk in terms of both the acquisition strategy for a
particular investment and the overall investment portfolio selected for
funding. Following are examples of risk factors which should be
considered in deciding whether to fund a particular investment:

- Minimal ROI (or NPV): An investment with a minimally
acceptable ROI (or NPV) is inherently risky. Unexpected cost
growth could cause the ROI (or NPV) to shift into the
unfavorable range.
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- Project Longevity: Longer duration projects are more risky
than those which adopt a modular approach that combines
controlled system development with rapid prototyping.

- Technical Risk: Investments which involve “cutting edge”
technology or which represent new developmental items are
more risky than those which take advantage of commercially
available or non-developmental items.
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Appendix D

Resources and Requirements Review Board (R3B)/ Integrated
Resources and Requirements Review Board (IR3B) and DON
Program Strategy Board (DPSB) Membership

= R3B: = IR3B:
e N8, Chair e N8 & DC/S(P&R), Co-
e N8B/8T/80/81/82/83/51 chair
e N1/2/3/4/5/6/7
e NO09G/093/095 For IR3B membership, add the
e DC/S(P&R) following to the list of R3B
e NAVAIR members:
e NAVSEA
e MSC e General Counsel
e President of CNA e ASN(M&RA)
e CHINFO e ASN(FM&C)
e OLA e ASN(I&E)
e Naval War College * ASN(RDA)
e OPA
= DPSB: e N84/85/86/87/88/89
¢ SECNAYV, Chair e N091/096
e CNO e DC/S(PP&OQO)
¢ VCNO e Dir, PD
e CMC e Deputy Dir, PD
e ACMC e Dir, PA
e UNSECNAV e ADC/S PP&O
e General Counsel e CG, MCCDC
e ASN(FM&C) e DC/S (AVN)
e ASN(I&E) e AC/S C41
e ASN(M&RA) e DC/S (PP&O)
e ASN(RDA e DC/S (I&L)
¢ DON CIO) e DC/S (M&RA)
e DAC/S (C4])
e IG MC
e COMMARCORSYSCOM
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Appendix E

Other Reference Material:

1. “Capital Programming Guide” Version 1.0 (Supplement to OMB Circular A-
11, Part 3: Planning, Budgeting, and Acquisition of Capital Assets. July

1997

2. “Assessing Risks and Returns: A Guide for Evaluating Federal Agencies’ IT
Investment Decision-making” (GAO/AIMD-10.1.3) February 1997

3. “Department of Defense Guide for Managing Information Technology (IT) as

an Investment and Measuring Performance” Version 1.0 10 February 1997

4. “IT Capital Planning and Investment Guide” Office of the Chief
Information Officer U.S. General Services Administration October 1997

5. “Implementation of Mandatory Procedures for Major and Non-Major
Defense Acquisition Programs and Major and Non-major Information
Technology Acquisition Programs (SECNAVINST 5000.2B) 6 December
1996

6. Mandatory Procedures for Major Defense Acquisition Programs (MDAPs)
and Major Automated information System (MAIS) Acquisition Programs
(DOD Regulation 5000.2R) 1 January 2001

7. “Evaluating Information Technology Investments: A Practical Guide (Office
of Information and Regulatory Affairs, Information Policy and Technology
Branch, OMB) November 1995

8. “Business Process Reengineering Assessment Guide” Version 3
(GAO/AIMD-10.1.15) May 1997
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Appendix F
Glossary of Terms

A

Acquisition Category (ACAT): The program’s size (cost), complexity, and risk
generally determine the category of an acquisition program. Acquisition
programs are divided into different categories to facilitate decentralized
decision-making, execution, and compliance with statutory requirements.

Acquisition Management Process: The DON acquisition process for IT
investments is defined in DoD Regulation 5000.2-R, “Mandatory Procedures for
Major Defense Acquisition Programs (MDAPs) and Major Automated
Information System (MAILS) Acquisition Programs”, and by SECNAVINST
5000.2B, “Implementation of Mandatory Procedures for Major and Non-major
MDAPs and Major and Non-major IT Acquisition Programs”.

B

Business Process Reengineering (BPR): DoD business process reengineering
comprises a set of activities designed to improve the performance of DoD
functional activities by reorganizing the performance of value-added work to
minimize non value-added work.

C

Capital Planning (CP): The process of selecting, managing and evaluating IT
investments over their life-cycles.
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Capital Planning Phases:

Selection: Synonymous with the Planning, Programming and Budgeting
System (PPBS) Process, the Selection phase is the phase of the Capital
Planning Process where IT investment funding decisions are made.

Management: Synonymous with the Acquisition Management Process,
the Management phase is the phase of the Capital Planning Process
where decisions regarding continuation, modification or termination of IT
acquisitions are made during milestone reviews.

Evaluation: The Evaluation phase is characterized by reviews of fully
operational systems by an independent review authority within 3 to 12
months following full deployment and by reviews of operational systems
whenever problems arise at any point during the systems’ life-cycles.

Cost: For appropriated activities, Budget Authority (BA); for Navy Working
Capital Fund (NWCF) activities, cost and/or Capital Purchase Program (CPP)
obligational authority. Cost types are:

Development and Modernization (DEV/MOD): All investment
appropriation funding or Navy Working Capital Fund (NWCF)
capital budget authority.

Operations (a.k.a. Current Services): All expense appropriation
funding and NWCF costs.

Information Technology (IT):

(A)

The term “information technology', with respect to an executive agency
means any equipment or interconnected system or subsystem of
equipment, that is used in the automatic acquisition, storage,
manipulation, management, movement, control, display, switching,
interchange, transmission, or reception of data or information by the
executive agency. For purposes of the preceding sentence, equipment is
used by an executive agency if the equipment is used by the executive
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agency directly or is used by a contractor under a contract with the
executive agency which (i) requires the use of such equipment, or (ii)
requires the use, to a significant extent, of such equipment in the
performance of a service or the furnishing of a product.

(B) The term “information technology' includes computers, ancillary
equipment, software, firmware and similar procedures, services (including
support services), and related resources.

(C) Notwithstanding subparagraph (A) and (B), the term “information
technology' does not include any equipment that is acquired by a Federal
contractor incidental to a Federal contract.

Information System (IS): A discrete set of information technology resources
organized for the collection, processing, maintenance, use, sharing,
dissemination, or disposition of information to support a functional activity or
process.

Input: Information, materials, and resources needed to create products or
services; the starting point of a production process.

IT Acquisition Program: Any IT acquisition; includes both
development/modernization and operations (a.k.a. current services) cost.

IT Investment: Any development/modernization (DEV/MOD) funding for any
IT acquisition.

IT Investment Portfolio: The set of funded IT investments at any particular
point in time, e.g., as reflected in the POM and budget submissions.

IT Investment Strategy: Document which contains Navy (OPNAV) and Marine
Corps jointly-developed strategies for achieving the objectives reflected in the
DON IM/IT Strategic Plan.
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National Security System (NSS): As defined in Section 5142 of the Clinger-
Cohen Act of 1996, the term “NSS” means any telecommunications or
information system.... the function, operation or use of which:

Involves intelligence activities;

Involves cryptologic activities related to national security;

Involves command and control of military forces;

Involves equipment that is an integral part of a weapons system; or

Is critical to the direct fulfillment of military or intelligence missions (does
not include routine administrative and business (e.g., payroll, finance,
logistics, personnel) applications).

nhwh=

(0]

Outcome: The effect, result, or consequence that occurs from the output(s) of
a process. An output goal is the intended result of a process.

Output: The product, information, or service provided to a customer; the end
point or result of a process.

P

Performance Measure (PfM): The assessment of effectiveness and efficiency of
IT in support of the achievement of an organization’s missions, goals, and
quantitative objectives through the application of outcome-based, measurable,
and quantifiable criteria, compared against an established baseline, to
activities, operations, and processes.

Post-deployment Review (PDR): A review of an IT acquisition during the
evaluation phase comparing expected versus actual performance results;
determine actual return-on-investment; and, provide feedback on “lessons
learned” to the Program Manager and Milestone Decision Authority.

Planning, Programming and Budgeting System (PPBS): The DoD resource
allocation system used to identify mission needs, match the needs with
resource requirements and translate the resource requirements into budget
requests.
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Process: A series of value-added tasks that are linked together to turn input
into a product or service output.

R

Raines Rules: Mandatory IT investment criteria. Please see Appendix C.

T

TAB G: IT resources extract of the Program Objectives Memorandum (POM)
submission.
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