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•  Royal Saudi Air Force

• Advances in Naval Mine Warfare 

• Battlefield Lasers 

• High-End Thermal Imaging

• Internet of Military Things

• CBRN Reconnaissance
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Commercial entities such as airlines and 
various countries’ military organisations 

have employed outcome-based contracting 
(OBC) with varying degrees of success. The 
initial stages of outcome-based contract-
ing have been attributed to the commercial 
aviation industry. The Rolls-Royce company 
pioneered the concept of selling propulsion 
units to aircraft, rather than selling engines, 
spare parts and repairs – known as ‘Power 
by the Hour’ - and has since expanded its 
concept to a number of countries’ military 
forces. Furthermore, other similar arrange-
ments have been concluded between in-
dustry and countries in order to provide 
logistics as an outcome-based service.
Some examples include aerial refuelling in 
the UK, and pilot training in Singapore. In 
both cases, the governments have avoided 
the cost of investing in infrastructure, train-
ing and operations, by having industry pro-
vide the desired outcome (refuelled aircraft 
or trained pilots), at a cost less than the re-
spective governments could have achieved 
organically.

The NATO Industrial  
Advisory Group

The NATO Industrial Advisory Group (NIAG) 
is a high-level consultative and advisory 
body of senior industrialists of NATO Mem-

ber and partner countries, acting under 
NATO’s Conference of National Armaments 
Directors (CNAD). Its aims are:
• To provide a forum for exchange of views 

on industrial, technological, economic, 
management and other relevant aspects 
of research, development and produc-
tion of armaments equipment within the 
Alliance, based on current and updated 
information provided by relevant NATO 
bodies;

• To provide industry advice to the CNAD, 
and other NATO bodies as appropriate, 
on how to foster government-to-indus-
try and industry-to-industry armaments 
co-operation within the Alliance.

One of NIAG’s tasks is to consider and com-
ment on NATO planning and acquisition 
procedures and practices, in so far as they 
affect industry.
In this context, industry has proposed and 
NIAG has initiated, two “High Level Ad-

vice (HLA)” studies, both sponsored by the 
CNAD’s Life Cycle Management Group 
(LCMG):
1.  “Concepts and Rationale for Contracting 

for Logistics Capability on NATO Arma-
ments and Support Programmes” (2017-
2018); 

2.  “Metrics /Metrics data and analytical 
tools in the life cycle of NATO systems 
and in contracting for logistics capability 
in NATO armaments and support pro-
grammes” (2019 -2020). 

Both Study Groups were supported by 
more than 60 experts – some of whom 
participated in both studies – bringing the 

experience gained within 37 companies 
and Ministries of Defence from 12 NATO 
Member and partner countries.

NIAG Study 1: 

“Concepts and Rationale for Con-
tracting for Logistics Capability on 
NATO Armaments and Support Pro-
grammes”

Many nations engage in outcome-based 
contracting for weapon systems support 
and other logistics requirements. Many 
different terms are used to describe these 
arrangements, e.g. the US uses the term 
“Performance-Based Logistics” (PBL).

Background
In traditional procedures, the government 
(‘customer’) would procure the required 
support and services through transactional 

contractual arrangements. In OBC, the gov-
ernment procures an outcome, whereby 
industry takes on the responsibility, and as-
sociated risk, to deliver those required out-
comes. Industry prime contractors include 
original equipment manufacturers (OEM), 
non-OEM competitors, or joint ventures of 
interested parties.
OBC arrangements have common charac-
teristics and generally seek to achieve similar 
results, i.e. optimised performance and cost. 
By moving to OBC arrangements, govern-
ments have recognised that, by shifting the 
responsibility and risk, contractors were in-
centivised to make improvements, thus pro-
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Furthermore, the Study Group was tasked 
to develop a decision tree type of tool that 
can be used by NATO programme managers 
to determine whether, and to what extent, 
outcome-based contracting might be ap-
propriate given the programme parameters.

Study 1 – Outcome, Findings 
and Recommendations
The evidence observed during the study 
demonstrates that well-structured and 
well-defined OBCs will reduce total cost, 
increase system availability, and optimise 
industry performance (investments and 
costs) to deliver an improved outcome, 
i.e., a real win-win situation for govern-
ment and industry.
The most important finding of the study is 
that OBC processes have the same value 
for NATO as traditional contracting pro-
cesses. The overarching recommendation 
is that NATO should fully adopt and im-
plement OBC processes. From that, more 
detailed recommendations are derived on 
a possible way ahead for such an imple-
mentation by the Alliance.
The final NIAG Study Report also includes 
recommendations on how NATO doctrine 
and policy might be enhanced to encour-
age consideration of outcome-based con-
tracting. Sample language for inclusion in 
NATO documents is included.
Furthermore, the required tool is provided 
in the final Study Report. The tool is de-
signed to support programme managers 
in determining which support solution is 
most favourable. 

NIAG Study 2: 

“Metrics / Metrics data and analytical 
tools in the life cycle of NATO sys-
tems and in contracting for logistics 
capability in NATO armaments and 
support programmes” 

Background
OBC will not work without metrics. It is 
important that they are precisely defined, 
properly established and well used. OBC 
without metrics is highly ineffective.
Metrics are defined as a quantifiable entity 
that allow the measurement of the achieve-
ment of a process goal. Metrics can be 
measured and reported in order to help 
manage a process, service or activity. Met-
rics and metric data form an integral and 
essential part of contracting for systems, 
whether it is OBC-based or traditional. 
In the context of the management of the 
life cycle of systems and of contracting for 
logistics capability, metrics and metric data 
should be identified as early as possible and 
feasible in strategy development and docu-

Aim of Study 1
The study had the objective to provide 
analysis, recommendations, and tools for 
NATO to effectively exploit outcome-based 
contracting.
The Study Group was tasked to analyse ar-
mament programmes that have been con-
ducted using outcome-based contracting 
to achieve logistics or sustainment related 
missions. The evaluation of the respective 
programmes using outcome-based con-
tracting had to include a comparative cost-
benefit analysis between the outcome-
based contracting and results that would 
have been expected using traditional 
contracting methods. The study included 
comparisons of other countries’ efforts 
and results.  Of particular value were the 
results from the US Department of De-
fense’s report on Project Proof Point. This 
project assessed outcome-based support 
programmes, and found that 25 out of 26 
of those realised, improved readiness at the 
same or less cost.
Relevant NATO policy and doctrine had to 
be identified and updated, to include the 
concepts of outcome-based contracting; 
sample language for consideration by the 
document custodian also had to be pro-
vided.

viding better outcomes at lower cost.
Increasingly, national military organisations 
(e.g. from UK, DE, NL, US) are leveraging 
the defence technological and industrial 
base (DTIB) to provide operational support, 
and are contracting for that support, based 
on the delivery of performance outcomes.
Contracting for capability includes bring-
ing outcome-based, commercially-provided 
solutions to logistics and sustainment to 
increase user-defined availability and capa-
bility, for the same or even reduced costs. 
Examples of outcome-based services can 
also be called performance-based logis-
tics, fleet management, turn-key solutions, 
or total life cycle management, and OBC 
has become a method of obtaining an op-
erational armament support that purchases 
“performance” (i.e. outcomes) rather than 
materiel, maintenance and/or repair services 
(i.e. outputs). OBC generally expresses re-
quirements in terms of a desired end-state, 
rather than providing for prescriptive or 
specification-based work statements. Sim-
ply put, OBC is more about the “what”, than 
the “how” in delivering the desired product.
The approach is aimed at decreasing overall 
programme risk, improving reliability and 
maintainability, and driving down life cycle 
costs.
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Figure  3  –  Traditional  vs.  OBC  Support  Strategies  
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3.  The study was to contain a training 
concept related to the outcomes of 
the study, including the use of the de-
cision support tool.

The evidence observed during the study 
demonstrates that only well-structured 
and well-defined metrics and analyti-
cal data will enable efficient OBC pro- 
cesses. 
OBC arrangements, and the implemen-
tation and use of metrics and analytical 
data are inseparably linked; they will not 
function alone.

Findings and 
Recommendations

The overarching recommendation is that 
NATO should fully adopt and implement 
the concept of using and implementing 
metrics, metrics data, and analytical tools 
throughout the management of the Life 
Cycle of Systems and in contracting for 
logistics capability.

Conclusions

The logistic support for multinational 
defence programmes within the Alliance 
has always been an enormous challenge 
for all nations and industries involved. 
The contracting for their support and the 
relevant services have very often led to 
costly and ineffective solutions. 
OBC processes have the same value for 
NATO as traditional contracting process-
es. The overarching recommendation is 
that NATO fully adopts and implements 
these processes, especially for new pro-
jects such as the Multi-Role Tanker Trans-
port (MRTT), a High Visibility Project (HVP) 
establishing a multinationally owned and 
operated fleet of MRTT aircraft.
In combination with the implementation 
and use of well-structured and well-de-
fined metrics, total costs will be reduced, 
system availability increased, and indus-
try performance (investments and costs) 
- to deliver an improved outcome - will be 
optimised, leading to a real win-win situ-
ation for NATO governments, agencies 
and industries. L

 These four Life Cycle Sustainment Outcome 
Metrics are universal across all programmes 
and are essential to effective sustainment 
and logistics planning.

Aim of Study 2
The aim of the study is to provide analysis, 
recommendations, and requirements for 
tools (e.g. a box of utilities, a set of mech-
anisms, best practices, a decision support 
tool) for the NATO community to effectively 
use metrics and respective data and ana-
lytical tools throughout the management of 
the life cycle of systems and in contracting 
for logistics capability.
This study is the direct follow-up activity to 
Study 1.
This NIAG Study concentrated on three fo-
cus areas:
1.  The study should contain performance 

metrics and metrics data relevant to OBC 
contracting which, if this methodology is 
adopted, could be used and experienced 
in NATO contracting agencies such as the 
NATO Support and Procurement  Agen-
cy (NSPA) and the NATO Eurofighter and 
Tornado Management Agency (NET-
MA), national contracting (e.g. US, DE) 
and industries (best practices); 

2.  The study was to provide a refined deci-
sion support model, which is based on 
the model developed by the previous 
NIAG study; 

mented in the relevant plans and refined as 
the programme progresses towards imple-
mentation of the contracting arrangements. 
A metric normally has a threshold value, rep-
resenting the minimum required value, and 
an objective value, representing the desired 
maximum value. These values, for example, 
can be tied to the incentive strategies in out-
come-based product support arrangements 
and contracts and can serve as a powerful 
way to achieve desired support goals.
One of the most critical elements of any con-
tracting strategy is the tailoring of metrics 
to the operational role of the system and 
ensuring synchronisation of the metrics with 
the scope of responsibility of the support 
provider. The level (system, subsystem or 
component) and specifics of the arrange-
ment will dictate whether to use top-level 
outcome metrics, lower-tier metrics or both.
The US Department of Defense (DoD) for 
example has identified the following four 
so-called Life Cycle Sustainment Outcome 
Metrics:
1.  Availability (Materiel & Operational Avail-

ability) 
A key data element used in maintenance 
and logistics planning.
2.  Materiel Reliability 
Provides a measure of how often the sys-
tem fails/requires maintenance. Another key 
data element in forecasting maintenance/
logistics needs.
3.  Ownership Cost 
They are focused on the sustainment as-
pects of the system and represent an es-
sential metric for sustainment planning and 
execution and are useful for trend analyses. 
Furthermore, they support design improve-
ments/modifications.
4. Plus Mean Downtime
A measure of how long a system will be 
unavailable after a failure. Another key piece 
used in the maintenance and logistics plan-
ning process.
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Figure  7–  MRTT  

  

  

Multi-Role Tanker Transport

Ph
ot

o:
 N

A
TO


