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"Today’s Presentation

» Context

» Need for Real-time Risk

» Business modeling as a solution

» How to do Real-time Risk— propose a dashboard view
» Leading Indicators

» Real world example

» Proper environment

‘unmh [
||||

|| IIIIIII
gk |||||I]||"l

||||L Booz | Allen | Hamilton



Presented at the 2011 ISPA/SCEA Joint Annual Conference and Training Workshop - www.iceaaonline.com

p—

Context

» Managers in the Defense environment, particularly in Operations, focus on what did happen
rather than what will happen; the focus is on daily issues rather than future planning

» Last year Booz Allen present the topic “Business Modeling: Cost Analysis in the Operations
Environment,” developed after several years of work with a particular defense client

— Proposed a new role for Cost Estimators who are not supporting acquisition programs

— Recommended the use of performance metrics to manage cost, measure fiscal
efficiency, and provide a quantitative assessment of Operational health

— Integrate quantitative measures into dashboards that display status

» This year, we propose the same of quantitative dashboards can provide real-time indicators
of risk

— Concepts such as dashboards, metrics and alerts are common in some industries — how
can this be adapted for DoD cost risk?

||[|]||]| |“|||”|L'
Iy

1m “l‘
) |||.||||ir

“Ih. | Booz | Allen | Hamilton



Presented at the 2011 ISPA/SCEA Joint Annual Conference and Training Workshop - www.iceaaonline.com

..-F-"'".‘.

__....--"""Fr_-

'Why IS real-time risk needed — discuss current segmentation

Current state of the segmented approaches to Risk Management

Risk Program

Create/maintain Risk Register

FMFIA Controls

Assess likelihood/impact;
create mitigation plans

Integrate with Cost, Schedule,
other Project plans & processes

Conduct Risk Review Boards

Risk Outputs: Risk Register, Mitigation
Plans, Risk Adjusted Cost estimate

Establish control environment

Create control activities
(SOPs and training guides)

Real-world Operations

Manage workload volume

Perform quarterly risk’ assessment

Manage resources in terms of available
FTEs, overtime, and materials

Risk Outputs: SOPs, metrics, FMFIA quarterly
reports, Annual Statement of Assurance

Outputs: Reports, metric performance
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Business Modeling as a solution

To add value in a timely matter, analysts can apply quantitative skills to generate innovative
models for operations divisions used to monitor leading risk indicators
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Dashboards provide an automated method of aggregating risk
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Inputs

Existing project risk
information such as the
Risk Register to deliver
timely risk statements

FMFIA controls
providing performance
thresholds for
financial systems

Operational reports
|providing the foundation
for current and historical
metric performance

Seasonal & historical
trends annotated with
cyclical risks
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Process Output
1 i
Project Risk documents « Assess Project Risk Docs « Risk Dashboard Report
ETERr | for timeliness - Cost status
« Compare operational - Performance metrics
y performance against - FMFIA control results
thresholds - Historical trends
FMFIA Reports « dentify seasonal - Workload forecasting
e | forecasted issues - Risk info delivered in real-time
» Assess FMFIA reports -
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‘Different processes for different environments

' Acquisition ” "~ Production and
planning Operations

Traditional methods of risk management are Operational data sets and relative lack of
still applicable : Federal mandates allows for more flexibility
* Risk Matrix « Dashboard approach
« Mitigation plans * Near real-time delivery of risk status
o Waterfall/lburndown charts : * Less structure (e.g. no Risk Review Boards)
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How to do Real-time Risk— a proposed dashboard view
Accounts .
Payable .
Invoice .
Processing y
G i e e 1
Metrics
" Air Force 104
Number on Hand ] Army 566 Navy/USMC: Number of Units on Hand is above historical volume levels which may lead to aged
rHav;rflJSM( 3198 deliverables if not proactively addressed. Shift resources to address Navy/USMC workload.
Air Force 16.2%
ge (Late) N AT;}ISM C gi: Air Force: Overage volume for Air Force has exceeded the upper control limit of 30 units and will
<L - result in interest charges if not eliminated by Close of Business.
. Air Force 6.0
Turnaround Time | Army 3.1
HEWUSM( 1. Air Force: Rework for the Air Force team is above internal goals of 3.5% and will result in increased
jlrve 3% Turnaround Time and potential late-delivery interest charges if not addressed.
Efficiency Ratio | Army 99%
b SELE
Air Force 4.6%
Rework Army 0.9% Navy/USMC: Next 200 Invoice day is 03/26/11
% - Navy/USMC  0.1% )
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"Dashboard elements

30 day forecast of workload volume Auto-generated risk alerts, triggered by metric thresholds
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Payable 3
Invoice 3 i
Quantitative metric data Secessing
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Metrics Risk Alerts
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Volume = . Air Force 1104 ) _ o :
T Mumber on Hand Army (77 Navy/USMC: Number of Units on Hand is above historical volume levels which may lead to aged
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— . Air Force 6.0
Productivity | Turnaround Time | Army 31
PSS NayMUSMC__ 19§ pieForce: Rework fo the Air Force team s above internal goals of 3.5% and will result in increased
 MirForce  93%  § 1ymaround Time and potential late-delivery interest charges if not addressed
Accuracy L : - po y interest charges if not addressed.
a Efficiency Ratio *' Army 900y
_}T N avy/USMC  111%
Air Force 4.6%
Rework Army 0.9% Navy/USMC: Next 200 Invoice day is 03/26/11
Nawy/USMC  0.1%
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Risk matrix to support dashboard on previous slide

The volume of work has significantly exceeded (or
fallen below) historical levels, which is likely to result
Volume of units of Measure of potential revenue; in a mis-alignment between personnel and work on  +/- 2 standard deviations
work on hand guantity impacts variable costs hand. If resources are not shifted to support (or of 60-day historical levels
shifted away from), this team is not likely to meet
performance goals.

The volume of late items is above/below historical
norms. All resources must focus on eliminating Late items / Total > 2%
overage or interest charge will occur.

FMFIA control; Estimates impact of
Overage (late) :

performance on interest charges
Measures the efficiency of
Turnaround Time  resources with direct impact on
variable costs

TAT has exceeded normal thresholds and cost per < 90% of units cleared
unit will increase if not addressed immediately. within 5 days

Measures the efficiency of
Efficiency Ratio resources with direct impact on Efficiency Ratio is below threshold Below 90% for three days
variable costs

Rework has a direct impact on Rework has increased above the 3.5% threshold
Rework variable costs (rework is a and will result in increased unit costs if not Above 3.5%
manpower cost driver) addressed.

Measure of potential revenue;
guantity impacts variable costs

Count of units required per
day

Booz | Allen | Hamilton

Invoice Pipeline Next 500 unit day is 3/31
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Measure potential risk items by identifying Leading Indicators

» Most daily operational data related to volume of the work on hand and the current performance
of the team can serve as a Leading Indicator

» In economics, a Leading Indicator is a measurable factor that changes before the economy
starts to follow a particular pattern or trend.

— Risk managers can examine internal and external operations for indicators of potential risk

— Business Intelligence systems can provide quantitative risk data and measure against defined
criteria automatically

» Production and Operational environments are full of leading indicators.
— Season: year-end results in a volume surge
— Personnel: Low experience levels result in rework
— Volume: quantity on of work units on hand affects entire system
— These indicators are not always accurate, but are useful in predicting changes.
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"'Application: Satellite Operations Example

Qty Intel Analysts today: 22

Index /] Qty Vehicle Techs today: 8

Operating Resources .
' E o~ Terabytes transmitted: 35.4

N ~ N
.~ .

Hﬂ% Uploaded within 24 hours: 99.2%
Ti n

- "‘ -
meliness
-:v::k'_*.m_;x‘j;:l _ /—Qmages processed/AnaIyst: 21
) (

Productivity # of requests backlog: 3568

100%

NESSIEIGCERY If the team does not process 700 units today, the cost per image is likely to be above target of $30.00.
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Real-world example *FoaM$ cart o

» This dashboard measures small team
operations for an invoice certification team

CAPSW=DAME Irvoice Prpebos

» IBM Cognos browser-based software
directly queries the legacy system 4x per
day and displays metric data via an
internal web page

» Supervisors review dashboard status daily
on an internal web page.

— Risk statements appear in an
automated Alert Bar

— Leading indicators help supervisors
identify risk before cost impacts occur

The invoice volume for Defense Agencies has exceeded its Upper Control Limit (UCL) of 1417 and may lead to increased overage.
The next $10 million day for Defense Agencies is 03/31/2011.
The next $10 million day for US Marine Corps is 04/09/2011.

The next 200 invoice day for Defense Agencies/US Marine Corps is 04/08/2011.
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The Right Environment: Where is it applicable?

» Business intelligence software:

— Tech advances present risk managers an
increased ability to identify and quantify risks
to control cost growth

— Enterprise Resource Planning systems and
Business Intelligence tools are risk information
sources, but use is not widespread across
DoD

— Toolsets provide cost and risk analysts with
real-time status of operational processes, and
careful tracking of leading indicators puts the
risk analyst in a data-rich position

— Risk managers should use these tools to
measure and report on the status of leading
indicators that measure cost, timeliness,
workload, quality, and productions levels within
operations
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"Contact Information

» John Teal
— teal_john@bah.com
— 719-661-9541
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