Several years ago, Mr. Walt Zeitfuss from the AAAV Program and several DSMC instructors devised a process for creating a "risk reserve" in lieu of a "management reserve." This process has worked well for the AAAV Program and its essential elements are described below: 

EPMC ISSUE DISCUSSION GROUP - ISSUE #19

CREATE A PROGRAM MANAGERS, RISK RESERVE ACCOUNT
Objective: Create a system/process to allow Program Managers to POM, and retain a risk reserve account. 

Owner: Walt Zeitfuss 

Participants: John Hickok, Bill Bahnmaier, Jack Lynn 

Date/Time/Location: Originally developed: 4 Feb. 1997/0800 - 1000/Bldg. 226, SR-5; System is now being used successfully by Marine Corps AAAV Program. 

Constraints: OSD and Service Comptrollers will view as a ready source for bill paying. - Obligation & Expenditure measures/requirements - Difference in outyear inflation indices - Yearly Comptroller taxes - OSD "CORPORATE" Inertia 

Outcomes: 

1) Process to determine amount 

2) Implication on/of "color of money" 

3) How to defend from the comptroller 

4) Where to hold 

5) How to meet expenditure/obligation requirements 

Discussion: 

After some discussion it was agreed upon that the inertia/mindset of the members of the system will not really be amenable to changing the "System". It would take strong policy direction by SECDEF/DEPSECDEF and support from congress to make such a "radical" change in Defense Department management. Therefore, further discussion was held in order to try to determine a method by which the PM could in fact accomplish the intent of the objective. 

Conclusion/Recommendation:

It was felt that the main intent of this account would be to provide a source of funds to enable the PM to resolve the "Known-Unknowns" and "Unknown-Unknowns". 

It was unanimously felt that anything labeled a management reserve would quickly disappear, first in the POM/Budget process, or at the WIPT/OIPT level under scrutiny by the CAIG and the comptroller, by Congressional committees, and finally during budget year execution by the comptroller. 

Therefore a strategy for developing a cost estimate for the program should address the risk inherent in the execution of the program. Depending on the level of risk in the program, develop an appropriate risk budget. The strategy would be to write a comprehensive Statement of work (SOW) to address the execution of the program, and then to add a priced option for a "Risk Mitigation" effort, that includes all tasks required to resolve/mitigate any risk down to an assessment of "Low". Following this strategy would greatly reduce, but not eliminate, the probability of occurrence of "unknowns" and "unknown-unknowns". It is important that these work packages for risk mitigation be executed, not held in reserve, so that they actually accomplish their intended purpose and keep obligations and expenditure rates where they belong. Periodically, as the program progresses, revised updates to the risk assessment/management plan should be held. These updates could then be used to reallocate resources from those efforts in which a PM felt were lower risk, to those "known-unknowns" and "unknown-unknowns" that have emerged. 

Not only should this strategy be followed for the Prime contractor, but also for any related contracts, as well as for those efforts normally conducted by the program office such as; Development tests, technical support from Government laboratories (and other organizations), and operational tests/evaluations. How to strategize for the fixed and known taxes taken each year by the comptroller is another issue, but might be considered as part of the "government" effort's risk mitigation plan.

