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DMSMS and latest Defense Authorization act 
When we consider the specific legislation regarding counterfeit components in our defense systems, it only re-enforces the critical need for a strategic plan for the life of any program.  .   While the criticality of capturing and prosecuting those individuals who are profiting off counterfeit components is critical – we see the opportunity to avoid being in a situation where the risk of procuring counterfeit components exist.  Most often, this occurs when the program has no strategic budget in place to be prepared for the obsolescence event.   While the program manager is off desperately seeking funding, the clock is ticking and procurement will be doing the level best to locate and located and procure devices.  The longer this process takes, the higher the risk that procurement will have no other option but to look non-franchised suppliers, which will mean increased costs and the risk of counterfeit devices being received.  With the additional increased penalties for procuring counterfeit, albeit unknowingly, now put into the NDAA legislation, it is time to change our approach. 
The following paper was published last year as part of a series on Electronic Systems Obsolescence Management – ESOM SF 2.0
Introduction
We have seen that the methodologies commonly used to deal with obsolescence do not enable companies to avoid programs being affected by component obsolescence. Nor do they adequately deal with the situation once components inevitably become obsolete. It is important to avoid the comfortable position of obsolescence denial; instead, one must accept from the very beginning of a program that obsolescence must be planned for with the same rigor as any key program element.

The strategy described in ESOM SF – 2.0 is to recognize the inevitability of obsolescence and to manage it through the implementation of strategic obsolescence programs. The new approach to obsolescence management takes the view that every program will face the issue of obsolescence, and it provides tools to deal with it. This methodology has the additional benefit of prescribing the structure of the supply chain to best deal with the unplanned event of obsolescence. 
With this integration performed at the outset of a program, obsolescence management becomes less reactionary, and as a result, it delivers the greatest benefit. Specifically, the integrated plan identifies high and low risk components, provides component and system costing that includes all cost elements, and prescribes the mechanisms for dealing with a 
future obsolescence. Through this structure, the integrated obsolescence plan becomes a guiding document for long-term operational and financial decisions.  
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Integrating Obsolescence with Program Goals

Before an integrated obsolescence plan can be developed, it is important to establish a long-term model of the market for a given product. Using a company’s system product plan as a baseline to establish program lifecycle and volume, it is possible to produce pro forma obsolescence costs for the program. In producing a detailed long-term model, one must understand the impact of the cost of obsolescence on the program. This is because market objectives and obsolescence form a feedback relationship: the longer and higher the volume of a product, the higher the obsolescence risks and costs. The integrated obsolescence plan addresses this relationship through an iterative process that uses market assumptions to calculate obsolescence costs and then reexamines the market assumptions, factoring in obsolescence costs and constraints.  
To be viable, a product must be in the market for a long period (fifteen or more years is a common period for avionics, military, and medical systems). Over this long production life cycle, a program should have sufficient volumes and meet customers’ long-term expectations in a way that will justify the significant research and development cost to bring a complex product to market. We know from experience that in a fifteen-year program. Production volumes are likely to peak from years 6 to 11. Years 1-3 are for development. Years 4 and 5 are spent by end customers incorporating the product into new systems and beginning to ramp usage.

In line with these program stages, different factors will dictate the response to component obsolescence. In the early development stages, it may be easier to abandon some of the research and development cost to replace an obsolete component. However, the program reaches a point, the ‘go/no go’ condition, where sunk cost and time to market pressures are so significant that they become the driving factors. From this point forward and well into volume production, the cumulative program costs exceed cumulative revenues, and return on investment has not been achieved. We define the period between the ‘go/no go’ point and achieving return on investment as the ‘obsolescence critical zone.’ Component obsolescence is most likely to occur in this zone. Additionally, when obsolescence occurs in this zone, it has the compounding effect of pushing out the point of return on investment, sometimes indefinitely.
Obsolescence Categorization

In order to plan a response to obsolescence, a company must assess and document the relative risk associated with a component becoming obsolete and having a negative impact on the program. This assessment is achieved by performing obsolescence categorization of each component in the system Bill of Materials (BOM). The procedure used to do this is straightforward, but it requires the discipline to establish guidelines for categorizing electronic components and to include obsolescence costs in the standard costing of individual components. Although it is impossible to predict exactly what components will become obsolete and when, during the life of a program, it is possible to model scenarios that allow identification of the critical components for obsolescence costing.
The methodology for component categorization is performed in stages, starting with the four key component groups as outlined below:
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Categorizing at this level alone will not provide you the opportunity to understand better where your profit opportunities may lie within the project BOM.  The ESOM SF 2.0 framework drills down further into this process that will provide a resulting projected spend on your project electronic components obsolescence investment goals

Historically, obsolete components have been viewed as an out-of- budget, unplanned expense. This viewpoint does not consider that one of the fundamentals of obsolescence investment is that every obsolete component should be purchased with the assurance of generating future profits. The issue is not whether a company should invest in obsolete products but how to invest at the right time, at the right quantity, and in the right parts. This is the challenge of strategic obsolescence investment planning. To maximize returns in the long term, the company needs to understand the nature of the investment. The full cost of obsolete components consists of the cost of the part, the cost of capital, the risk of inventory write-off, and the cost of handling and storage. Currently, because obsolescence costs are not planned, obsolescence investments are made without consideration of the full costs; therefore, it is almost impossible to profit from the investment.  

Conversely, if full obsolescence costs are accounted for, at a minimum, the long-term profitability of the program is assured.  A further business benefit is accrued if the program is proposed and sold to the customer with the value added service of guaranteed long-term production. 
Contractors, both prime and sub, who are able to understand and control the effects of obsolescence, and more importantly sell this strategy effectively to their potential customers, will gain a significant advantage in the marketplace.
Summary

As we continue to design leading edge technology into our systems, we must recognize that this in itself has driven the market for those unscrupulous suppliers to counterfeit these components.  With so much attention on this, our OEMs, distributors, suppliers and test houses have all gone to great lengths and expense to prevent the purchase of materials from a non-certified supplier and or to ensure stringent detection methods in their receiving processes.  
While we are not advocating the elimination of these critical steps, we would have found that the one the roadblocks to a strategic approach when an end of life event occurs is the challenge of funding.  While DMSMS advocates the submission of a budget at time of proposal, the reality has been obtaining the funding.  

In light of the these recent changes in the NDAA, this barrier can be broken to allow for funding to be issued up front to the electronic systems manufacturer, enabling the program  the program manager to execute timely and strategically, mitigating the risk of counterfeit infiltration into the supply chain.   
All material reprinted from ESOM SF-2.0 with the consent of Channel One International.  All references are contained within the ESOM SF-2.0 publication.

Contact Information:

Denise S. Lingenfelter

Channel One International 

400 N. Tampa Street

Suite 2850

Tampa, Florida 33602

813-388-4156

www.ch1group.com

[image: image2.png]



�





January 2012











Now more than ever, you need to protect your program profit plan.   
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As a result, for the first time, managers will have a program that drives obsolescence decisions rather than obsolescence decisions that drive the program”





“It is important to understand the interrelationship between market needs and obsolescence costs and constraints, as they may change the lifecycle of the program.”
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