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1 process. And I think for those of you who are familiar whir

2 our process, interviewing key individuals in the acquisition

3 arena is a key part of our data process gathering I would

4 like to give a shorthlicling after that in open session

Shajuut the !ilea that iicquisition is more encompassin g, than

what traditional retorrti aci ivitics have undertaken, and I'll

l o id,;e between what we call big A ,:i,i111:n 11kAi

and little A acquisition Don't put a value J udgment on

that yet. We will gi thimigh it in some detail, because it

10 sets the tone fin the mumr part of our study

1 1	 We will take a break if we're on time .And from

12 then we will start geitan; a viewpoint from industry in this

13 day of open hearings, and when we plan to have next week,

14 working out the derails now, are structured to get the

15 industry associations and the industry leaders themselves

16 involved in our sickl y priiees.

17	 So, Mr, Larry Farrell, president of N DIA, will be

1B corning in at 10:30 this morning to give us his perspective

19 from an industry association, and then we will break for

20 lunch, We will move into the afternoon at I 00 with Mr

21 Hank Lanza, chairman and CEO of L-3 Communications, to

22 us his perspective. And I'm told that ought to he a very

23 interesting talk as well.

24	 will de some me.—stun and ans ., ors followed at

iii a 	 00 with Mr \ lark Ronald horn HAP

6

)r8

9
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2	 (9:1)11 a

3	 MR. PM -11:1Z SON: t hope this will be an infortrially

4 session for you ft it XI 	 cjn ,1W,1 to set some of

5 the ground niles before we nut into the appropriate

6 introductions, there will be a question and answer time on

7 the agenda You also should have cards that have been
8 provided to you to write down a question if you'ict,r, shy

9 to stand up and ask it. But there viii be a time for you to

10 stand up and be recognized and iisk our question. The pant.11.0

will make every attempt to answer it iii a timely manner. If 11

12 not, we will provide you a response later.	 12

13	 What I would like to do at this lime is to
	 13

14 inooduce to you some of our project officers, and our
	 14

15 priij eLt officers are an important aspect 0 r thIs13APA
	

15

16 prej ect team, because in addition to capturing some of the
	

16

17 ofr.ervations that you will hear, they also capture the key
	

17

18 points for us to use as we put together the report. They're
	

18

19 also assisting in conducting of the survey, which is a very
	 19

20 important part of this DAPA project. 	 20

21	 But in addition to that, they represent a very
	 21

22 fine conduit from this project hack to the individual
	

22

23 services, And so what I would like to do is to introduce
	

23

24 those folks to you. And first is the Army. We have Ms. 	 24

25 Nancy Moulton, and Nancy is a deputy for life cycle
	

25

,e 4

of the Air	 at the Acquisition	 , in Ey...:ejjey,,,e

	

I'm Davc Patterson, and I'm ind 	 ior

this project And I would like to	 1, or these

Ci you who we; e not wiih us at the	 ,	 -ssion, to our

pri,e1 Our chairman . Ron Kadish : Is a partner and vice

president of aerospace market group at f3c.oz Allen And in

front cd mu I have Mr. Frank Cappuccri lie is vice

president and general manager of ads:ail:oil development

programs, taickheed Martin Aerodynamics. To his left is

General Richard Hawley, and he is an independent defense

industry con ..;ultant. He is also the former commander of Air

Combat Command. To his left is Mr. Don Kozlowski, an
aerobrai_i: consultant, and also the former president of

VisionA ire Corporation, and the former program manager of

the C 17 program.

With that, 1 want to turn this meeting over to the

chairman, Ron Kadish, and we will go through the agenda.

And hopelidly we will be on time and on cost, and the

performance will be pretty decent as well. So thank you

again for being here.

CHAIRMAN KADISH: Good morning, everyone. I woulc

like to just review the agenda today to make it clear what
	 a

our obj ectives are for a very long day of information

gathering and listening.

The first thing we will do is update our interview

Page 3

1	 integration, assistance to the Assistant Secretary of the
2 Army for Acquisition, Logistics, and Technology.

We also have Mr. Steven Hayes, and Steve is an

4	 aci i mation fellow in the capacity of special assistant arid
5	 1::sistant executive officer to Dean I lopps, who is the

6 primapal lenity to Mr. Holton.

7	 We have with us Commander Dan Seigcnthaler, and

8 Commander Scigenthaler is the deputy acquisition manager

9 (inatiolible), which 5 an LHD-8, and it's the first of --

it's Li gas turbine all-electric class, and he's assigned to

us to help us out.

l'iwn the Navy, Ms, Rose Bartlett, who could not be
13 here, is the sthit' Aker to John 'Young, oho is the Deputy

Assistant Secretary of the Navy fir Acquisition.

Our Air Force contingent is represented by

.6 Lieutenant Colonel Annette Foster, and Annette is serving
full time with the DAPA project. She provides invaluable

service. Major Julie Norris is the Deputy Chief of Space

19 Plans arid Policy, tunl she comes up to us from space.

(Laughter.)

21	 MR. l'AITERSON: Just got hack.

22	 (Laughter.)

23	 MR, PA ITERSON) Anything you Can walk away finer
24 right? And Michael Brown is assigned -- he is not with us

th i s morning — but he is a :signed as an acquisition manager

2 (Pages 2
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1 Systems. Question and answeis after that, and well v,1.1r-i it 1

2 up somewhere around 4 . 00, and then well go into cloiA	 2

3 session to deliberate	 of Mir Hsuei nom an	 3

4 administrative perspective that we have. And next week	 4

5 we'll follow on with more of the same.

6	 And so we look forward to a pretty ambitious

7 agenda, but also an important one from our perspective lo	 7

8 get the people who are in the industry serving the

9 acquisition system of the DOD as the product providers, and 	 9

10 their perspective on what we could do better in these areas. 	 10

11	 So that's the agenda. Are there any questions 	 11

12 from the panel about it, or from the staff, or anybody else

13 in the room?	 13

14	 (No response.)	 14

15	 CHAIRMAN KADISH: Okay. With that, I would like to 15

16 move into an update of the interview process by Mr. Mike 	 16

17 Mulligan.

18	 MR. MULLIGAN: Thank you, General Kadish. My nam

19 is Mike Mulligan. I am program manager of an organization 	 19

20 called the A-Team, which provides contractor technical 	 20

21 analytical support to Air Force acquisition. We have been 	 21

22 asked by the government to put together the interview 	 22

23 process. And what I'm going to give you this morning is	 23

24 about a I0-minute briefing on what the process is, where we	 24

25 are with it, and what we expect to get out of it at the end. 	 25

assocititionS representing the dcmogrylli,-..z i hst 'are shown

the nest bullet. 9 major defense industry fti ins..131kIlIllse

programs, 1.1, unions, md7 trade associations, proreseionai

associations that are.	 elved m the atanreation of

materials and seryiees

All the services, :ill joint programs, comm.:tors

and subcontractors, are the atidiemse of this efloit

Thirty-three	 lust update for this ':lite 33 have

been actually conducted as at close elleisiliess

' he data collection will trend - del I'vc go(

bar chart that will suminareee the tigui cs I just showed -

Ise briefing -- dati eollection

going to try to id:iIit y trend:, in the subjects that are

covered during the course of the interview, that ts, if w

have 93 different opinions on the adequacy of the	 •

requirements tuteagen cot pioctss. Where do the otteiloo!

that subject trend, either by industry, by govertunent

representatives, among the services, and across tht.

demographics that were trying to track? And the theme:,

the open-ended respen, ,es me going to be a little more

difficult, because thfirs where opinions arc coming in lit

we haven't structured, mil basically what the opinion nithe

interviewee is as to areas.

The demographics are eovcred. They include

program managers siglifietunly. The 43 some odd program

12 I believe at the end of t

Page

1	 This briefing is in three sections: the interview,

2 candidates, and data collection, starting right off with the 	 2

3 interview. If I can see the slides, the interview itself is 	 3

4 fairly daunting for the interviewees, It's grasping for 90 	 4

5 minutes of everyone's time. It's split up here as you see, 	 5

6 a team of two people, a lead interviewer, and what we calla 6

3 scribe or note taker, actually conducts the interview

8 working from a 74-question questionnaire, which the	 8

9 interviewees have been provided in advance 67 quese,e't.

10 which are multiple questions, asking the person that i

11 being interviewed to give an opinion on a subject in the

12 defense acquisition process, either strongly supporting or
	 2

13 strongly disagreeing with the positions.
14	 And then seven of the questions are open-ended, or 14

15 what we call essay questions, asking how things could be 15

16 improved in a particular area or from a particular

17 perspective. This is what the interview is really going to	 17

18 be, the exchange is really going to amount to, so respondi
	

8
19 to the essay questions.
20	 When the interview is finished, we have what we 	 20

21_ call a hot wash, where the interviewer and the note taker	 21
22 compare notes to make sure that what they've got down a d22

23 taken down has actually transpired. Ninety-two intervic, s23

24 have bean .;et up to d;ee -- actually 93 confirmed schedule 121
2 5 with industry government Libor representatives, trade 	 2'

that we've specified so far, Iam.. a,. the alms'.vels //f_7

to be bundled in baskets of 12 study area,,

covered in our first opon se .i,-aotit;, and are es

against study areas or what we call foeuscd domain!.

There is a sulienmy ot the hirelings that we have

scheduled to date by , ,,ervice. I hose have heel) caunplenal t

date and the -Am total, agani,	 stitch (in the

demographic ot tire target Ii 	 they include Oft Ii

and associations iii the !_. ctintl to the li n t c.,lenie

The tune line fin'	 effort is as shown

is going to be collected titer each interview.

indicated	 It's	 111.1. 111	 irt:C111: where —

while we ' re ;;etting ri he	 indit now so we C1111

look at Miele the Irendt, arc going at, the data is built,
end of the dataWe're going hi litr,c	 e day!-. n 11

collection ex crei;t:	 report what we've done.

and that close-out 11ni ti::	 ,p)11:..:1,:unc::!. 4, the candithoes

to the questions and flow	 we actually get the data et.

In summary, this is a tinily comprehensive

exercise of a fairly detailed and complex functional area,

defense acquisition. Were interviewing a v,.ry dive,

popuhinf,n,	 reprc . :erriedb	 100 01 ,0utliht

have .4.:11(.;1.JUItc1 !..n tar.	 you 'en scc 11(/111 the

a fairly au, ru'imve intervtew . ,cliedule. Also , the„

inteTvle ....-, are bump. LrAductoi Lfte.t" fdcu 'i t i	 ,on lure
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1 in the Washington area awl across the country. And, of

2 course, aggregating the responses that son get from this kind

3 of a population and this sort of a complUK environment is

4 going to be a challenging aro. egarion risk, oolong the

5 answers into the information or study arcos IhAL were

6 covered at the very beginning.

7	 Could I take questions or comments from the panel?

CHAIRMAN K.ADISI I: Any questions? It's a pretty

9 comprehensive approach. An il. again, this Pita in with the

0 research we 'e been doing, as well as the briefings and

information gatheri rig we ' re doing in !bruins like this. And

12 it puts quite a hit of rigor into the overall data gathering

13 on the field, if you will. And one 61 the unique parts of

14 this is that we go to industry and trade associations iis

15 well as the people in the government doing acquisition.

16	 Any questions from anybody else in the room?

17	 (No response.)

18	 CHAIRMAN KADISI1: Okay. Thank you. What I woul

19 like to do now is step into a discussion of what I alluded

20 to earlier, and that is a discussion of big A, little A.

21 And it might sound like a trivial moniker to put on the

22 acquisition system, bin it's something important, I think,

23 for us to understand in the way ahead that we're using, and

24 the Structure and thought process and philosophy were using

25 in this particular study. It's embedded in Secretary Gordon

refi.sam. It I mi 2	 'a i[h

2	 Goroob i l i ty need. or the reouliell:CF1
3 You add that res, ) urre's V001;

4	 acHukitIon system, ,111,1 the	 this
I	 yuLtvl.:L._'()E. to sustain and retire The inn.'	 '''u r,
6	 that, that is, that this is truelitionalh, 	 has been
7 defined 21,`, the acquisition system,

8	 The contracting, the developing, the acquiring,
9 once	 have the resources and capability defined, ihe),.

10 call go out sort require it -- acquire it as a separate

ii entity. And this here especially is what we've been

12 reforming for year. Anti in fact, Goldwater-Nichols sren,

lot of time here, as well as what we're starting to see

4 some of our literature search and other data-gathering

activities. So this is the little A acquisition in terms of

16 a piece of the overall big A acquisition. That include, „ill

17 of what the Department of Defense does in this process.
18 Next chart, please,

19	 So in order for the little A to be successful, you

20 would probably make these kind of statements. You've got

21 have a stable requirement. That is what you're buying. You

22 have to have the funding available and stable, And, in

23 fact, my experience as a former program manager is that thit

24 is at the top of every briefing you will gel from a program

25 manager, And we'll talk about that, I'm sure, in the coining

Page 1 1

1 England's memo chartering us, but it's important for us to

2 put it in the context for ourselves all the time dial we

3 need.
Now, what I have to': in this ,dnie it, the

S	 fundamental policy deuuu_muuuluum uif . the three DOD maiingemci

6	 systems. And you iattic,' Mitt we depict them :uu; uuuo.piping

7	 And one of the key elements otitis is that :ill of thoi,e

8 management systems, scpara:eus they Truly ho, intei sooting a

9 some points, and lien a praetical standpoint, all have to

.1 0 work together ni pull together a set of decisions

11 surrounding the aequemion of anything iii the Department of

12 Dell:Also.
And you notice that defense acquisition is just

14 one of those circles, one of those proce ,-, cs. You've got

15 the planning, programming, budgeting, tu g ! execution systen

16 die 5-year defense program, if you will, intersecting as

1 7 well as the joint requircalents process, and the requirements

process in general used by the services,

19	 Now, these are s cry important points of

20 intersection in tlr user ill effort, and we have to

21 understand what the effect of' each :111(1 every one of those

22 management processes has on the acquisition system as we

23 know it today. Could I have the next chart, please?

24	 Noss, the proccs3 Ind dot:Motion I want to mal--

25 between hut A and little \ 	 ,are liere we ha , been

Page 13

1 weeks. The technology is mature enough and you can keep

2 uwiet control. And yet the little A acquisition system is

3 not te.sponsible for those things. Okay, next chart.

4	 So, one nut the things you could say is that little

tS A acquisition that we've been ret.rinini t quite well over the

6	 last 30 n;C:11-!i IS still a captive to tiuc big A, which has

	

cminged over the years. So we' ce got to look at this	 a7	 I

total process standpoint, and that is what we are doine and

9 that is what we believe Secretary England's charter to us

10 has been,
Now, that's a short and sweet explanation of the

12 difRrence between what we think our charter IS in the study

13 and what others hoer done in this area. And we intend to

14 follow through on this So us hen you hear us fall into the

15 jargon big A, little A. as we discuss the various issue-,

Aussoeutted with due ;tudy cfluult here, you can undersiand

17 what w e're talking about when we use Mat shorthand. And

19 that's die reason why we wanted to talk 	 :.t it today.

19	 Is there :01,othing the panel 	 I , might want	 to

20
21 we've been discussing it? Dick?

22	 MR. HAWLEY: Well, on your second c'aart, we start

23 out with capabi lity needs. There's ,1 Who lc: front end of

21 that, which is stratego development. donning :he

.25 VIlvimnment.; in which we think ru itt..rce Is going to

add or eorree l '	 I didn't explain it exactly the way
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1 operate,what kind of threats they're going to operate

2 against, and so on and so forth. That kind of precedes that

3 step, is the only addition I would like to make.

4	 CHAIRMAN KADISH: And I would agree. In fact

5 we discuss this, you can add the strategy up front,

6 development that the capability response. And at the other

7 end, we can add the Con g ress and the other processes outiad

8 the Department that also impact it. So there arc sonic --

9 you can make this so big that it encompasses everything the

10 country does. But I think that is an important plank from a

11 strategy standpoint, because that's where capabilities are

12 derived.

13	 Any other comments from the panel?

14	 MR. PATTERSON: Well, you know, we talked abou

15 this early on when we first say the Venn diagram at the

16 beginning. And my notion is that when you see that, you

17 the impression that each of the circles is of equal
18 importance and is equally represented with mass in this

19 whole system. And I think that it. also tends to make peopl

20 think that requirements can be discussed in isolation to the

21 rest of the system, when in fact it appears to me that the

22 way it should be is that the defense acquisition system

23 should consume and have within it the requirements, becaus

24 otherwise you get this notion again that it's somehow

25 separate and can operate on its own.

1 gepend for t hem t o m3ini;l0n	 '1't sn of kfor:r, Anil. ot

,',ItIrsC, ti the ' ' 	 maintain a stable wottifove. then

3 then collect tve	 position hails to he somewhat

4 cloudy.

5	 ClIAMNIAN	 other panel members 0,11111,

add :teething hirtnre we break? 1 think	 h o e tt tinesit„,,

7 over there

t,,t1..1-S I ION. I WO questions.Inst otdi, th,'irley

9 o	 reiees. Inc Department k spendin ir, not mow th;n t St
10 percent(,[ its total :lege i.11111ffi	 set v i ces they're

1 1 rarely categorized as ind i ca	 vsteins •- ;is an essential
	

rt

12 of panel's rev i ew m little A wing A, amt operations and

13 maintenance, evoi rim major ';y stern, 	 pit It outtrale the

1 4 big A, but that is a COnlmlious	 process lin

j major systems life cycle maintemmte, lograms stir/tort

1 6 How is that treated in the big A, Moe A ors es-ii sir?

17	 CHAIRMAN KADLI-hlinay h ive given you the mom:.

1 D impression. It has nor hcen irislisfisf	 Ito' little A for

1 9 long time, either one 01	 irt rot is When you pia it in

20 the big A category, it it demi center when you k n it al just

21 the money aspects of tint. litink 	 t wit make MI

22 assertion —1 don't have the date 	 don't have the data

23 aggregated right now but between the services and the

24 operations and	 and slisrainincin Chiorts that we

25 do on a day-to-day base: in the Depteloicin of !release, it

Page 15

1	 CHAIRMAN KADISH: Are there any questions from

2 floor at this time about these issues?

3	 (No response.)

4	 CHAIRMAN KADISH: Okay. I would like the record

5 reflect we are now one hour ahead of schedule, so we will

6 take a one-hour break, We have Mr. Farrell coming in at

7	 10:30. This is basically what we intended to discuss this

8 morning. We thought we'd probably have a little bit more

9 dialogue on these issues, but I think they're pretty

10 straightforward in the end.

11	 MR. PATTERSON: If we were going to add something,

12 I would like to just -- to go back to what we had for the

13 interview process, and some of the things that make it

14 unique that you don't normally find, at least in my exposure

15 to this. I would like to make a special point of the fact

16 that in all of these studies that I've bumped into where

17 they use surveys as a major portion of their data gathering,

18 few, if any, have talked to organized labor. They seem to

19 be just subsumed under management and that's the end of it.
20	 But in my expenence with this particular survey,

21 what I've found is that they have a unique and important

22 point of view. And when you talk about program stability,

23 they arc extremely interested in program stability, because

24 ifs much more difficult if you have a pro g ram that has
25 instability in budget or requite:mere ., when: :he pr ,.asst in

1 probably is two times what we spend on major systei

2 acquisition ieo dial is pail of the: Lig A in the way w

3 debit. It. and it ti,, ma traditionally beef' loon,

4	 returns autivnies at this level, Is :Ira tau tit say , from

5 the rest of the panel Don?
6	 MR. KOZLOWSKI: just to elaborate and give

little caveat, we haven't quite put .111 thi 10 the oink .) in
8 perspective because the panel meinbue dtc.!	 I

9 through it Here ;kr,:	 of the things 111:11 loin me on OF

10 pique my interest, however you want to condi it. I here b

11 been a great merit! over the last several decades, I gong,

1 2 for service conlrrict-, hal loon up nen i•.•, Ific entire federal

13	 wernioiern.	 lake !hal	 further. 1taunt

14 the ivenemenon of iiiitinnitunc,:, , f ; i slet; yon eimid say,

 giy is ,sort ut grime Out tot seise, t: contracts the:,

da it pacifically in the Lonten ottr charge . rill very

interested to gee where the service moneys are going I hi

are certainly a big part of the economic dollar buy.
19	 Those things are unique to the field in terms nit

20 combat support, are unique and special, and they need to I e

21 called out as just a sort of tier,trate	 But what

22 really intrigues me i the ;act that 	 lot of our

22 acquisition force is now purl or riled by .tervice contracts,

2 4 That's an crosiun cif in-house talent, capability, longevity,

corporate	 all tho . ,e	 of thiree And l don't.

14 t 17)
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1 know that any of use really know the total ramifications of 1 lines,
2
3

that in the long haul,
That's all part of a larger context of what is t hi:

2
e3

Any comments?
MR. HAWLEY: Ron, in response to that first

4 available manpower pool in the United States across the 4 question from the floor, I'd just be a little nervous in
5 board doing this kind of work, whether it be developing leaving the impression that we're going to be able to
6 technology, fielding technology, servicing technology, and address in c o, "-,i.lb,Lill[I,C ' ...vay the entire spectrum of those
7 so on. 7 issueo 'ter :, Les, tied'..:. 0 on.	 We can do it for, as you say,
8 One final segregated category of that service 8 over 53 percent 01 our contracted dollars while were still
9 area, which I think is a healthy trend on my own part, and 9 working our way through the big issues that we're going to

10 that is how mueh of the O&M is actually being performed by 10 be able to deal with effectively. I think it would be
11 industry, at least in terms of responsibility. There's some 1 1 misleading to leave the impression that we're going to be
12 health in that, but by the same token, systems are being 12 able to deal with that whole spectrum in the way that some
13 asked to last a lot longer than for which they were 13 of you might like. Maybe our project director or chairman
14 originally intended, in many cases far beyond what 14 would want to talk to that.
15 commercial equivalents would do, And it puts a real strain 15 CHAIRMAN KADISH: Well, I would make a distinctior
16 again on the people pool, the training pool, the spares 16 between a gathering of information and issues and dealing 	 1
17 pool, and all that kind of stuff. 17 with it in a study to whether or not we can deal with it in 	 1
18 So there is a challenge out there of 18 the outcomes. And I think that's what you're saying.
19 availability and manpower, whether you're looking at the 19 One of the things we're struggling with, quite
20 government side, the industry side, whatever. The easy out 20 frankly, is the sheer volume of things that can conic out of
21 would be buy more, buy more frequently, and everybody woull 21 an effort like this, good ideas that ought to be addressed
22 have the latest, and it would be easy to keep up with all 22 in one way, shape, or form, and putting that all in context
23 that stuff.	 It is not.	 It's a heck of a problem. 23 and making it understandable with action plans is going to
24 CHAIRMAN KADISH: I think thoes a reflection of 24 be our major challenge.	 ilt,
25 some of the information we have been getting, and we intend 25 So the expectation that you all ought to have is

Page	 19 Page	 21

1 to pay attention to that in the way we go tihtnit die study. 1 that we will segregate the issues based on where we think w2
2 Along those lines, I've just got another tpleidnin 	 Is there 2 can he into./ effective on the overall system, and that ma, or
3 a discrete plan to solicit the views of small business? 3 may not itteloile some of the things that people would like tot
4 The plan is for us to solicit the views of the 4 to include just because of the information-gathering
S entire public sector in,olve4 ill this, eitlna ilinimi,11 these 5 process.
6 forums or thro	 I	 l	 Iugd .n.eraetions with Me web sites, ,ik n 6 Dave, do you have anything to add?
7 the discrete plan across the. boad. 	 We vt' asked re: tam MR. PAITERliON. No.
El folks to conic to preset 	 It, us out of Industry haseilon 8 CHAIRMAN KADISH: So you're right Idiom the
9 where v. 	 Mink ix e ate neat now. 9 expectation.	 Ile_ expectation is just bi: n .:1Li,e we .,tiler the	 it

I 0 I hellove, howevia , that 	 •e're i.i.ome, to havo a 10 intlinnation and	 listen to the' issue's 31:1 ,.`....:11	 frame the
i1	 :. d:in:site'. based iin wine oldie issues tli e ha'. c ectme up .11 issiii,. doesn't mean that we Will IC( , , Ilil:IL !4,1 thai we address tlE

12 Ritecittlij 	 aliiiiit ii I other to	 aid formally it pi L oaitatives of 12 any particular part when we look at :, J‘s. a total.	 On the	 '.
13 small business,lirolessioutil services organizations, to a 13 other hand, when there's an elephant on die table, you leis e	 1
1.4 mote open forum diseession than we would ordinarily have. 14 to be sure you look at it.
15 And so we tire going to probably -- we will take that under 1 5 Okay, let's see.	 I understand Mr. Farrell has
16 consideration, and WS somewhat a matter of time and 16 arrived, and so how about if we take a 15-minute break,

'7 logistics. 17 let's make it until 10:00, and reconvene at 10:00 and start
But it there are any inputs that are available to 18 with Mr. Farrell. Okay. Thank you.

19 us front small business in particular, I would hope that they 19 (Recess.)
20 would put them in die sy stem that we have designed for us t 70 CHAIRMAN KADISH: Time has arrived. It's almost.
21 review, ninl then we're going to look at more hintnal 21 10:00.	 We'll start early.	 I would like to welcome Mr 	 ti

'-I22 presentations. 22 Larry Farrell from the NDIA, anti his perspectives today. 	 Yx'j"
23 I would also ask for some recommendations on how 23 really look forward to hearing what he has to say on these 	 't1

tf21 w e .0	 old go ,bou l sviwo. n(iiv. ow c. ,,,,i i busme, tor 74 issues	 And I thie f  he needs no introduction to the panel 	 tt
25 resew:160os., and V. it,, we v...ailt1:1,amilh.	 in,. itt: along ilies or the audience at lie, but he was not only presolent It 	 t.E.
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1 NDIA, but also former acquisition official in the Air Force

2 is the way I guess I would put it, Larry, retired Lieutenant

3 General.

4	 And so without going into too much preliminary

5 formality, I would ask him to deliver what he has to say.

6 Welcome, Larry,

7	 MR. FARRELL: Thank you, Ron. It's an honor to be

8 here. It's an honor for NDIA to be able to present some

9 thoughts. My thoughts come from not only observing industry 9

10 in my present job and working through some of the issues, 	 10

11 but also my service in the Air Force and the acquisition
	

11

12 logistics field over some 33 years. So I've kind of rolled
	

12

13 it all up.	 13

14	 My first thought to you would be that you've got a
	

14

15 difficult job. I'm not sure you will discover anything
	

15

16 truly new, but you will discover different ways of looking
	

16

7 at it, I'm sure.	 17

18	 As I read the tasking that Mr. England gave you, 	 1E3

19 he put it down to two things, cost and schedule problems. 	 19

20 At least that's kind of the way I read his letter. And he
	

20

21 said take a hard look at requirements, organization, and any 21

22 legal decision process and oversight. And I think that is a
	

22

23 good charge.	 23

24	 To put it into perspective, I've given you a set
	

24

25 of remarks. I think I would say that acquisition is a
	

25

saiii that , I think it is alt,' lint to
observe that our system for iteouisitioo iii OIL"; country is

still the hest in those en Id, fun all of its problems. And

the re:k,oti ti us , is 1:10_1!“,:. we OThttIttle u aital\V.0 it ;411d

assess it :is we see problems. And I think dint is good and

I think thus is a good project that you've got undo way

here.

It's a complex system, but I think it is important

to note th•li ANill,n 11.1011 CApt:11,1\ CC, :old I think this r,

really importumt, is more art than science. I on't think

it is something that is a matter 01 milt:Amu! charts or

education. I think expertise and excellence lmu the

acquisition is gained through training, ;Ind I untein primarily

on-the-job training. U:, having tieing through se \ ;dal t'Os

and gnihcrod lots of sulk(' tissue, I think it's a minuet. eit

practice, and I think it's a minter of appropriate mentorion

by exports.

And if you don't have Mat, !I you don't train

people well, you don't 'let them pract y e, and you don't

mentor them properly, I don't think you're going to have

good acquisition systems.

I notice your charter said that you're going to do

a lot of reviews, and so you pro l-thly looked at (Mid wAttit-

Nichols, the Packard Commission, the 5000 series re- •

JCIDS process, and something called the Beyond ioldwau

.7

3

4

6

7

8
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1 matter not only of execution, and when we talk about 	 1

2 execution, we mean cost and schedule, but it's also a matter	 2

3 of expectations. And so a failure of an acquisition 	 3

4 program, or problems with it, sometimes ifs difficult to 	 4

5 tell what the symptoms are and what are misplaced 	 5

6 expectations and what are real performance. 	 6

7	 So my thought is, if you look at cost, some cost 	 7

is driven by program performance. A lot of problems with

9 cost arc as a result of poor cost estimating to begin with, 	 9

10 and it becomes a self-fulfilling prophecy. But schedule 	 10

11 itself, it seems to me, is a function of program management. 	 11

12 And so what 1 conclude, and I will probably end up on the 	 12

13 back side after I talk about some of the problems I sec, is 	 13

14 that selection of program office talent and leadership plus 	 14

1 5 the proper oversight. I don't mean DABs. And assessing and	 15

16 fixing accountability for program and acquisition

17 performance seem to me to be three important elements. And 17

18 I'm not so sure we do any of those very well. 	 18

19	 So, I believe one of the things you should focus	 19

20 on of those three things is how do we select and train PMs, 	 20

21 and how do we make it a professional clear field. And 	 21

22 number two, how do you oversee and guide programs which ar 22

23 underway'? And number three, how do you fix accountability? 23

24 I think that is probably the poorest -- that last one is
	 24

25 probably the poorest thing we do nght now. 	 ?

Nichols Ph;e:e II. I would commend the Packard COFIIIIIP:S301

you :Ind lie f, mid	 .Nichod:	 II. I think ihry

have !,0111e lood things in thee! I think the Packard

COT,Wd . .sion had some good things we never iitatkincnt,',1

implemented incorrectly And so I think you ought to	 ;4 ;4

hard look at that

So raven all this review, you're going to le hello

a lot of things that we used to know, we mud to do right,

and that we've walked a eay holm As you look al all ,of the

structure and puidan,e act dna e, there is 	 it.Ji ot

conflicting guidanae	 here' . . a lot Ol 111!Iltri added, vie

continue to add thinr, !tai we horn itlways take things

away. There', lot4 , 1 - process arid we have a pretty top-heave

Inn eattetacy today.

And I believe that you have very poor oversight

for the at ounatiiiru process, and I'm not talking about DABs,

but I'm talking about true 	 wilt and e	 w at several

levels And I believe the aLePuniAbdity al Me top is not

well fixed. You have ion. of people . 111 the pmcet, who are

willing and able to i.se 	 t hut ye ' ; ilon't have any one

person who 1`; designated to ',ay yes and be held accountable

for the pulturmion.c it ' rhat hong he or she said you. to

Arid	 in the pa	 the Air Force a torli,

are ,e had a	 acne. command, we had program .......1 the

 ,:Jour	 prolashi./ P. ,m fir liii re' ee.

_	 -
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1 product center. We had at least two review:. at the major

2 command, and then we had a review at the acquisition staff,

3 at the air stuff, and then we had a review at the council

4	 level at the air staff,

5	 And 'sled the system did was it Lad< a ha 1f the

6 rough edge:, off of the program before it got to a final

7 level review so that they were doing with just a few issues,

8 and yet you had a much more excellent program) when it got

9 the top. We don't have those kind of rL ,. icws now. And we

10 have a system where requirements and system acquisition ar

in two separate domains. The service acquisition, executive

2 acquisition, where the chief of the service owns the

3 requirements process, and I don't know that you can fix

14 accountability when those two things are split

15	 So we've over the years piled our process, we've

16 scattered acquisition centers around, we've diluted program

management, and I believe in some cases we've confused

training with education. And in the process we've diluted

19 the importance of the aeCILlisition career field as a career

20 field.

21	 So I think a series of solutions, and these are

22 something that I would recommend you take a look at, if

23 you're going to align authority for requirements with the

24 system delivery to make one person accountable, I think you

25 can look to the service chiefs to do this. That doesn't

Pag

1 that before. It was a thing called the Brooks Act where we

2 singled up information technolc p..y in GSA : and remember th

3 failed and we went away from it. So rl-es 802, 'Ahgch

4 trying to single up service acquii g ien in one place, WO in
5 industry think is a bad way to g' .c

 So going on to other elements here, I just would

7 mention that I think there's insufficient appreciation for

8 the role of profit arid risk in the contractors and contrc

9 performance. If you want to get into that in the Q&A

10 happy to.

11	 I see some contracts out there that place

12 arbitrary limits on profit, efficiency, and pass through.

13 These are limits in addition to those limits which were

14 already placed as statutory. I think we just add too mtich

15 free-wheeling going on out there. If you want a good

16 contract, 1 think competition is the answer. Good

17 competition will get you good contracts and good costs, sod

18 not putting arbitrary limits on profit. Keep in mind ws've

19 got weighty guidelines out there, but they're not always

20 followed.

21	 I think if we continue down the path of putting

22 arbitrary limits on doing things, like there's a process out

23 there called cascading small business, where you ask

24 industry to bid on a contract and then at the end you decide

25 that you're going to set it aside for small business, but

1
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1 mean you take the service acquisition executive out of his

2 authority and responsibility, but you put the finger on

3 somebody who's got requirements and a system development it

4 one place so that you can hold him iwcomuabie r,tt- that.

5 And I think at Ilie	 time you need to take a leach1oek at

6 improving the training and selection ci the magiument

7	 within the, 1::nver

13	 And em you look around too, I see II lotot

9 scattered acquisition authorities. You have some
1.0 acquisition authorities. in the PrOs and the t'M in the

11 field, You have some in the Pentagon and the shift There

12 is no one person I see that is accountable in managing the

13 whole process. And so I'd put all the acquisition authority

14 in onc place, and I would recommend that be the acquisition

15 command.

6	 The other Ming I see is that program managers

17 have responsibility to deliver a program and they lime i,orne

18 FCSOUrCeS, but they don't hive :ill resouri	 Inn some cases

1 9 their ability to contract IOr their own einjiworing serviees

20 and their assistants and advisory	 it's reside someg, here

31 else, and we've seen a proposal in the current authongation

22 act on the Hill that would create service acquisition

23 centers within each service, where you would center all of

24 that up.

35	 I vould 11:MMO vou that	 in.', 	!Lm

Page 2

1 what happens to the P&P that these companies have put up

2 pet into the business. And then their bids are never

3 opened. I think that's a bad process. In the end, they're

4 goin i ; icc,i;et down it, where you're going to be edging out

5 high technology of tunings, the ability to get best value,

6 and this will tend towards a low-cost shootout, and you

7 won't he getting the technology which we really need for ou

8 programs.
9	 Some other issues. 1 noticed that you're looking

10 .it requirement stability. I think if you single up

1 accountability, you will solve much of the problem you has

2 with the requirement stability.

13	 There's also a thing called non-material

14 solutions. I noticed the petese,s geing on within some or

15 the joint commands. They do slut oljoint test and

16 evaluation now. that is, tlic t t o out and do something whir

is like an experiment, but they put the rigor of the test

18 and evaluation process on it, and are coming out with some

19 great ideas.

20	 Let's say for Iraq right now, which involved non-

21 material solutions to the serious problems. I don't think we

22 pay enough attention to that. Another thing I think is !hat

23 we think ihat tine pertcet is the enemy °I : 15c :toot' and w

24 hold t /,%7 n T. po:;A, Ic ,!n • Stelll WC ,:an g•,:!

r'5 realising cs	 lie; to take seine time to get it. If you

0
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joint TSLE and model simulation

Hui in the C1161,	 to tint a way t	 ciree

trade•olls bctwcen the purteet 	 Me p••atile And I

think you do that by allotting the	 ccaint.0:11ily and

authority tor acque.:ition and requirements in the •;,alie

person, and getting operators illVstivot1 up I o Oa in nCr.VIro,

requirements.

If you look at the Air! ackitmition

JPATs, there were a lot kit people who ',all the lir 1.111.CC

would never buy la trainer that \ka . ,n't a id. And we toil ;I

commander in the tramine _.tiniririod at the hive, Gencial

Ashey, who sat down and rolled his sk - eyes up and went

through the requireoicor: iteration Awl la_ a•trd

question, what kind i I airplane do we really need'?

there a lot of pcopic ii i induAry were •aoluiR tei

jets, but there will a ;LI -June plAPHC	 lurbupror.

Arid in the end tha! requilenients nor: l oon Mat

General Ashey went through	 that our ieqffiremenv

permanent trainer could tw stitr.fied pw,i..ibly by a

turboprop, and that is wrira die Air I : .;roe hou At, and

proving to serve well. Bat I don I tlim1	 hayr

arrived at that p.11111 W11110111	 111v,21,',11-1,Hr 011)6C

commander in 01;11 plt./CC . I:	 We r..1.6:1.:-,11,1y	 )11,,,f" ;lie;

today which would p!obakmy I 	 4:iy.

a lot more for ii dim we're	 .r . ing 14,r !f

1
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1 just look at some programs like the F-16, which I think is

2 probably the best program the Department of Drina has ise

3 seen, it was really pretty much an eYolutionary acquisition

4 process, and we had milestone charts for th 	 :u1(.1 we had

5 cut-in areas where we wanted to put technology on the F-I6,

6 But when we got to that point in the program, if the

7 technology was not mature, we bypassed that particular

8 milestone and went on with something else.

9	 One good example of that is OSP1, which we thought

10 we were going to have on the F-I6. We still don't have

11 anythin g like that today, but we still have a pretty good

12 airplane.

13	 1 hope you take a look at tests and system

14 engineering tests, I think, cause a lot of problems with

1 5 schedule, because we put in sufficient resources up front to

16 get test asset. We build in insufficient lead times for the

17 test program, and in the end we end up paying more money o

18 schedule because we always get behind in the test program.

19	 The cost estimating, I think, is a big part of our

20 problems. I don't know how you fix that. But what I've

21 noticed is that CAKE normally is a lot closer to system

22 estimates than the services are. Then I think you ought to

23 take a look at how CAKE does it, and maybe put some

24 structure around cost estimating. I don't know quite how to

25 fix it, but I do know that if you look at parametrics, we
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1 also used to say a fighter would always cost $1,000 a pound.

2 Well, that's always been about right. We didn't need any

3 fancy cost estimate. Of course, that's accelerated now and

4 it's probably $2,000 a pound due to inflation. But

5 nevertheless, if you look at any fighter program, what.

6 going to weigh, and you can estimate the cost yourself. You

7 don't do a very good job of that.

8	 There arc other problems out there that there's no

9 real solution for. It's a lot tougher now because we're

10 doing systems subsistence acquisition versus platform

11 acquisition. And there's a lot more software in our

12 systems, lines of code, and impact and cost schedule, And I
13 think there are some things we can do. Number one, there

14 are some good rules out there that we ought to follow. We

15 have a little bit of chance, we have to do analysis of

16 alternatives for major systems acquisition. Why don't we do

17 that for the tanker?

18	 And we have a lot of ethics rules out there too

19 that we need to follow. Ethics is a big deal for my

20 association. The GAO has done a study, and I've got a copy

21 of it here if you would like it, it came out in March 2005,

22 Major System Acquisition Weapons Programs. And they talks

23 about three things which I think you ought to take note of

24 And one is, is that technology maturity, design stability',

that means 90 percent of design drawings and production

6

7

8

9

10

11

12

1.3

14

15

16

17

18

19

20

21

22

23

24

25

acquisitions, winch o e employed hetore, 	 khdn't	 call

that. I think we iced to ue-cmpinisize that.	 hat IN

way to jet things to the field. And WC C,111 ilps i ndc them

through rnodificaiions	 technology, as ftel i nohy,, , nlaw,

we CI611 make it biller ;is A . ,: ij o i•1‘6v611.61.

There', II 011116; 621111Cd	 COM11.1.110‘6,

pnwl:an. Wu) e in a global :It:Cense industi y now. Thci

lot of got.ni technology tl Lai mu allies produce . It doesn' t

cost us anything to develop it and put It together or set tip

a logistics system that is :ilnaaly there. W e "41111 ICI II1K•

a hard look at somc o filea: tlpogs . And some of nu:

that we have in our system now came i o cis througlt foteign

competitive test prog,rains.

I think we ought to re-emphasize lair 	 ,Cu

policies for industry as well. And I think wc: ought to make

authoitly over Mc contraetingsure that the PMs have tt

and the resources which they neukl to do their jok. A 11,1i

would re-emphisite, again, I would return the acquisition

system to the scrvtue cluck and the acquisition command,

and encouraging at the same time joint experimental ior

maturity , it you Alow those Once	 onye

r 2 underway, you has c a pretty good cliam: c o f Ilic wog]; •

3 stayin close to cost and close	 elied.ulo, I. th i nk	 a

4 great report.

5	 the Di )f) now has a franio‘ ork For its
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think that is good (0

2
	

Anyway, I home hack to hit the progrAM managers

and how we ;rain acT urritkro prob: , ; •.nals. I think chats

4 really a big deal and we need to ear ar t that. If you want

5 to talk to some other people that have good views on this,

6 would suggest you might (:onsider to (icnerai v. on Yates and

7 General Larry Skanee. I.rirry Shatter is really big i)it the

human capital piece of this.

That's all I have. Thanks, Ron,

CHAIRMAN KADIS1F Thanks, Larry, Now we're goin

to subject you to some questions if you don't mind.

MR. FARRELL: Please.

CHAIRMAN KADISH: Let's start with the panel.

14 Anybody like to entertain'? Dick?

15
	

MR. HAWLEY: Larry, I would agree the F-16

16 certainly ranks up there with our model acquisition programs

17 in that it was an evolenonaly development. But it seems

that since that time therrasl,cen a tension developed that

19 makes it harder to Jo taa,ae kind of thinas. And the tension

20 is in the requirement process and the need lip:- a new system

21 to be better than the old one by a ha, whereas the F-16,

22 when it first came out, was eSSernially a day fighter. It

23 couldn't do very much. We accepted the fact that the first

24 block was going to have pretty modest capabilities..

25
	

What are your thoughts on this tension? And are

lot Of F-4a, but my observation svaa that the F-I6 was

2 a much better performer than the F-4 in tsar, aspect, not

3 only bombim;	 hut rel:dbditv. I mcAn we went out

4	 M the	 rpiant, got lr it, It rararked -Ji the radar a a it

w aaati aaabl ea it was an crater 01 magnitude impravernet5

6 o r. er th. F-4 radars, arid those caTha who went from Fads to

7 F If, %sc thought it vas -- you called it a day fighter -- we

thought it	 a pretty sophisticated airplane.

But I think the reasan was, we didn't take too

0 mane chances w i th the thing. ft was a dew	 inert progra i

to begin with, not 'de acquisition progrant. SU Mere

12 a lot of rules you had with the acquisition prv.2r.ltn. it

13 let's just put this thing together and see if it will fly.

14 And it proved to work St_k well, both versions, that we _Ai_

15 hey, let's buy this thing, it's going to work.

16	 And so I think the success of it was because it

17 allowed them to take some chances. I don't think we par a

19 lot of money into the development. It was not as much as

19 some of the things we're putting in today. And we used a

20 lot of proven technology and we didn't try to push something

21 to the market, something that didn't work.

22	 And so I think the lesson you can take away from
23 that is, take a hard look at your technology, just like the

24 GAO said, technology matured is very important, and we d

25 have the discipline right now to do that.
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1 there ways that industry would suggest we deal with it?

2	 MR. FARRELL: Well, we ought to think about how the

3 F-16 came about. You know, there was some new clevelopmen

4 on it, but there were sonic things it put on it that while

5 new to lighters had been developed in previous R&D projects,

6 So arrri lake the engine, It was in engine that wits

esairimally, ii 1 Ire.vtl on the F-I5, so the engine was not a

new thing.

9	 But what was new about it was putting such it

10 powerful engine in a single-engine lighter. Thal was the

11 new thing. We had Some teelint de ity that was available to

12 give us greater atom to wait, Ily• by -woo, while it was

13 new on Emplanes, had been an R&D pro j ect that bud proven

14 that technology at the analog fly-by-wiie centers said that

wasn't new. So it was essentially integrated in an engine,

16 and lly-by-wire, a lot of the componenta on that engine,

17 hydraulic pumps, cant(' otTof the F-11 I. And you look at

18 some of the aetuatm on there, and they were similar to

19 actuators we had on other airplanes.

20	 What was new was some or the avionics that we had

21 on there, and to everybody's surprise, the avionias worked

22 'ouch better than we ever experued because we had Inude the

23 transition from analog to dtattid ro tonics, and digital

24 performed beitai

2S	 lint I IL 'A /l i e early ITIOdeks	 F-In, alsol
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Also, I think the requirements process, we need to

take a hard look at that, to the F-22. The F-22 has a

maneuverable engine in the back, which add a lot to weight

and cost. If vac need the F-22, it's going to cost as much

as it does and have the problems,	 ''' e elected,

would we have made the Juliee in requiietnents .iensit

those maneuverable enainar i,h:Ik there .! NI:a be that n,

something we should har. a looker: ar a lor harder, becausa

given the missiles and the weapons pc • Flormance we have

today, maybe maneuverability isn't la important for that

particular airplane as all the other tlanaa we've got in it.

I think that if you return the systems performance

to the chief, arid lie's also the guy that's got to answer for

schedule performance and cost of the system, I think you'll

put a lot ,rldiscipline back in the requirements process,

because nght now the duerdoesn't own the acquisition

systems, he don- iii have to answer for its performance. lie

just ruts to say, this is what 1 want. And I think if he was

responsible for bringing that thing to market, he would

approach his requirements definition a lot differently. lie

mi g ht have more operators involved in the requirements
itar . :Lon, like did General Ashey did it, because it was the

right ii: . to do,

But I think you need a s y stem which forces that,

beeause not everybody will ha•e that insight that he had.
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1 Is that responsive? Not quite, huh?

2	 MR. HAWLEYt It is. 1 guess the itch I'm tt sing tai

3 scratch is, we seem to want the first tail number ofa new

4 product today to be at least as good as whatever it's going

5 to replace, if not twice as good, which makes it hard to do

6 true evolutionary acquisition. The F-22 had to be twice a

7 good as the F-15. We had to test to that, which tends to

8 drive you to want to build your ultimate airframe as your

9 first deliverable, and that makes acquisition harder.

10 evolutionary acquisition harder, and we're struggling with

11 that.

12	 MR. FARRELL: It's because -- well, here again,

it's the guys that are setting the requirements. In this

14 case, they're not responsible for the delivery of the

15 system, so you have to put some reality in it. You have to

16 set the accountability at the right level. I think that is

17 what you have to do.

18	 And I think if you do, if you put the

19 accountability in the same guy who's responsible for both

20 things, then he's going to work a lot harder on it, and I

21 think you will get that. I think that's what you will

22 achieve if you get that.

23	 CHAIRMAN KADISH: Larry, let me challenge tha

24 because we've heard it from a number of people. If you g i

2 5 back in time, circa 1985, 1980, in those time frames, we d

And I Was talking t, ' Liencral	 here: Fief

started, and I said , you eouh/ cven kook	 ,atnie ,,t 01,

program	 thouht we Itid problem s with, like tht. It-

4 keep iii lit End too that \kith technology maturit y in dun

progiam v,C }lot Iwo phwes	 dcycloPmcn1wlikit,

technoloev wasn't teady. 	 Just stin t ahead and passed it

se e dClOatrett a SyStelll w hillIS a lot cheaper than

lot of systems we're dulfcciwg today, frail that lirpitow

served us well.

And 1 would say some of the aequismon

that we traditionally hear we need to put iii context,1

like the $300 toilet seat, the $100,000 pulley puller, '11,.,sc

kinds of things, those arc easily explainable, but wt never

explained them very well, It wasn't a whole toilet

was the whole toilet. The $11,000 wits for the talgInCt

6 that went into the first item, So a lot oldie problem:-

that we have are things we didn't explain very well, i

seems to me.

CHAIRMAN KADISH: Anybody eke''

20
	

MR. KOZLOWSKI: One of the thimv, 	 alluded to

21 was putting the requirements ,ind the exc,,unon, putting (het

22 together and holding them accouniable. I he tacit aS3Ilinpli(

,23 in that is they've got the bud g et, they've got the lundinp,

24 profile to go execute. And yet there doesn't :ipptar

d25 even in prior years, any mechanism that literally give them

Page 39

have that across all services, and that's what got us the 	 1

Packard Commission. So what's different today? Or what 	 2

would we have to give the service chiefs and notice we 	 3

4 didn't say Secretaries -- in terms of the incentives to make	 4

5 those trades, other than changing reporting requirements? 	 5

6	 You may not need to respond to that now, but one	 6

of the things we're struggling with, or at least I am, is	 7

what got us the PEO system and Goldwater-Nichols were 	 6

perceived problems with the reporting and owner-less stall	 9

10 of systems command type of activities in the early a...80s.

11 And now we've got the PEO system and the Al &L process. Whit 11

12 now, almost 15 years since Goldwater-Nichols, and we still 	 12

13 have the same problems. So moving it back and we have to do	 1 3

4 something other than just say, you've got the incentive to
	 14

5 do it, chief of staff, so figure out how to do it

MR. FARRELL: Well, I would probably take issue

with some of the unsaid assumptions But, look, when the

18 chiefs were in charge of this, we produced the F-86, the F- 	18
1.9 16, the Abrams tank, still the best tank in the world, F-

20 16s, a wonderful fleet of submarines and carriers. You look	 20

21 at all the services and all the things we produced during 	 21
22 that time, you have the Packard Commission put its finger on	 22
23 some problems. But that didn't mean that the solution was 	 23
24 to split the ss	 to blow the system apart, We had some	 2
25 pretty good performance in the'e days.
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the power to go grab the budget they need. They're still

vulnerable In that.

I come from the whim'	 :.;wy.:; it you want lo

get something done, I cl(n't CalC	 a	 of t ant

Scouts or whether ifs a 'Wit o„ca t ineer, building a

progrun,	 e them %Oro	 need. arse Ilicm Me tiodulity

and respoirthility and :it countiluloy and got die heck OW

of their way. We don't tend to do that. We taut it around

with the budget on a daily, if not annual, hasis, and thing:.

sort of go awry.

How would you cnvit3iou all three dimensions, the

money, the requirement, and the execution coining higethri

that people can literally get on with their job?
MR, FARREI .L : Okay. .1 hat'!; a good question. V.

in mind the problem	 the chief still want.: —

responsible for putting the problem POM together.

problems with the POM, and we've all been Mere ev

year, there's a 52- it; 50 billion hole there, arid every

service problem, arid the question is, how do you close

Why is that?

Well, in the acquisition 	 dof that
- the reason for that is that we've urdev,.. i imated the cF,;t

of our acquisition systems up front, and 	 when dine

lung, go m the POM at a certain doll	 I
progr ' r' the M,.alCy user

1
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1 and III tell you e : ery tinic I'm putting my POM together we

2 walked into the POM meetings and 501m:body was always laying

3 a new bill on the table for a new acquisition syetern, which

4 could have been anticipated.

5	 So I think part of the fix ie	 better cost

estimation up front, and if 11 - ; too eXpt, tr;ive, it doesn't

get in the POM, it doesn't L°' tiovvaid. Arid so you only

budget for what you can triliird. Our problem has been we

9 have been stuffing in there things we couldn't afford.

10	 And the way we fix it is we lake up ow

11 acquisition programs and give theta a 5 or ICI	 uot hit,

12 favor bills tor the bag acquisition nrograiriii,	 ',hot

13 breaking other acquisition progi:iimi We've done	 for

14 years. Why? The reason is that cum up front. And we've

15 been reluctant, I think, to kill 1-mug:mire

16	 You know, ihi s administration has killed some Army

17 programs and I've applauded the Army for some of the things

16 they did. But you've got to have -- and if you ean make a

19 recommendation here for disciplined cost estimating, I think

20 that would be a real step feiward. But the willingness to

21 kill programs that are not performing or we decide we don't

22 need, I think we need more of that too,

23	 MR. CAPPUCCIO: Laity, do you believe it's cost

24 estimating, or it's trying to squeeze a lot of stuff into

25 too small a box? In other words, if you gave them the right

	

Paar..,	1

1 our requirements system, which 'At tvil knew about.

But at the end of the day, what' 	 result of

all that.' I think we need to look at the It. "ateeth.

4	 So let's jut pick a .; .e .tent. Let's say, pick 13-2s or plc:

5 F-22s, which we know a lot about. We vvert going to b

6 13-2s, and I think the original number for the F-22s

7 And that's gone down -- was it 732?

8	 Mk, HAWLEY: It was somewhere in the 750

9	 MR. FAKPELL: 750, and then we went to 648, drid

10 arc trying to dribble down to where we are today. So

11 there's no free lunch here. You're running all this stuff

12 in the beginning and you try to get a perfect airplane and

13 it takes you 25 years to get it. It's going to cost what

14 it's going to cost, and in the end you will get that

15 airplane, but you will get two of them or three of them.

16 It's like the cost of submarines, the cost of carriers, and

17 all that kind of stuff.

18	 So that's why 1 say if you have a professional

19 acquisition corps or professional acquisition system, you

20 have a disciplined cost estimating, which we don't really

21 have that today, you would address a lot of this. But maybe

22 since the CAKE always been pretty close to right, maybe we

23 force the services to use the CAKE number. How do you

24 budget? I don't know.

25	 HAWLEY: Let me pull that thread a little bit,
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1 cost estimate, then a number of iteilis would fall out, and
2 it's a lot easier to POM everything you want regardless o f

3 what the costs are, to put that ,,ysteni up.

4	 My mule' stand iIt 0 hi' flans . is no target number

5	 given to the ehieti; a; the	 :Fs hke ivimut my

6 w i fe a creilit fin!	 inc what you Want to

sliced and cp	 it, 1 het it no top-down direction th,
says if 'lire	 to POIvI over the next three years,

9 service cinch:, here is an allocation of dollars.

1,0	 One of the things we're finding is there is what

11 the estimate would be, and there to what we would -- the

1_2 optimum would hike it to be. And the optimum is degradi
13 what the reality costs on the program from the very very
14 get-go 'are. And once you commit to a dollar figure for th
15 prea.t. ram, replitation, egos, advocacy, all tend to keep the

16 opposites talking. So to what extent should the Under

17 Secretary and Secretary or Defense start putting down and

18 legislating top-down numbers'? If this is what I can afford
19 this is your share, twit plan to it. To what extent do you
20 think that would help the system as opposed to hurting it?
21	 MR. FARRELL: Well, what you say is true. There

22 a process that, okay, we've got an airplane, now we have t

23 start cramming all the capability into it and everybody's

24 running to the table with what they want. There's a lot of

25 that I It goes on,	 d reflects	 of discipline in

Page 45

1 Larry. One of the things that we seem to see as you
2	 research the literature and all the prior w:ttk. !hal ' , been

3 done	 is there are decent estimates out filen:. Wc- just

use them. There seems to be an incentive. But you

are a programmer for the Air Force, SO you ve dealt with

this Firsthand I would he interested in your view as to

7 how,	wv eliarnie it. There seems to be incentives  to

underestimate cost and thereby pack as much programming

9 content as possible into whatever the programming guidam

to

	 s.

11.	 Those incentives obviously must come from a lot :al

2 places. There are political pressures from Congress.

13 Thule's a lot of advoi„acy groups all over the place,

14 something that ineentivizes the system to aceept a lass ball

11, estimate., and thereby allo‘A a lot of content that we
16 wouldn't rilliem 'se put in the program. Any thought. eri hi:

17 to deal with that incentive structure in a better way than

10 we have in the past?
19	 MR. FARRELL: Well, the problem in budgetmg. the

2 0 budgeting process, we deal with it every day because ye,u're

41)1 given a top line by DOD. You're never given the inote,,

22 request. You're always put in a budget and you alwav s get .

23 top line back which is less than you I	 l mt von needed.

24 then the drill is to stuff whatever you've got left into

25 that ttp lute.
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1	 And the way we fund the big programs is we go

2 through and we chop a little. We don't get programs -- when 7

3 I was doing the POM, we didn't get programs with as little

4 as $2 million a year in there to see if we can find the

5 $500,000 to kick over to a program which needed a billion

6 and we find 5500,000 here and S 100,000 there. The

7 programmers, I think, always do a pretty good job because

8 they're honest brokers in the process.

9	 It is difficult. /I is difficult because the

0 acquisition system is so diffuse now, you've got so many

14 didn't know how to do it.

15	 And so to me you need to bnng all the programs

16 back into one place. They're scattered around too much.

17 And I go back to finding a way to make people accountable

1 8 for the performance of that, and the process we have right

19 now doesn't work. 1 mean, you look at some of the space

20 programs which the Air Force has acquired. The problem is

21 some of the clients aren't in the Air Force, so they've got

22 a program they're acquiring that somebody lays a bunch of

23 KPPs or requirements on them, comes back next year and I a

24 more on.

25	 So the way you can make people accountable is to

48

they define the structure of tin I'	 .1111, they	 the

structure of the contra:a. 	 III iheklikeS that go

through the competitive IM,3,..- C.Sti 1.01 hi,Idkilg. Anil unit I•

Is going to di, a hat die ginveniment wants, and it the
government has ,t had alik kl• plan,	 a L i t h )l - tom , tau,
alone with it, fecanae that's. the customer.

And I thlilk ,3 1 0 1 , 10 the problems w '.: sec ii ia

result of die way the than! 	 set up in the heginnim!, . But

we have contract StIsIdure. ne have Ices, we have ;ill kinds

of fee structures. We have firm Ii.xed price. II you Nike(

these appropriate contract vehicles, if the i nivernment does,

there's always a possibility of hold i ng I nd i ra, y accommible

for the pertormance by withholding money, withholding
profit.

And whether its a cost plus ttwaril me or fixed

fee or incentive tee, those things will work. When I sv. •

the Air Force, I used to own the contract to run l'uluhi.,1

which is the Air Force engine testing facility in runoc!,cur.

That's a cost plus WA :11A Ice conlr;nit. ...le toward fee on

that is only 4 percent, which was 1101 'cry much in my day.
I think the whole thing was about S200 million a year, and
the total fee was pretty small.

But those guys were very responsive to inpu t s on

what we wanted to fix and performance, just by w i thin), .

just a little bit of that. We really gut then mention.

9

10

11 centers of power. I would get my POM back sometimes wit all

12 direction from OSD to put X number of million dollars into	 12

it, the cost for a program that I didn't know how to DAB or

7

6

14

15

19

20

21

22

24

25
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1 take the money out of their budget, make them budget for it

2 because if somebody else is paying the bill, there would be

3 no end to the demands for quality in a system.

In some cases, I guess, this is a good point,

5 because in some of the acquisition you've seen it's not good	 5

6 because they're not paying for it,

7	 CHAIRMAN KADISH: Okay. We've talked about 11 -7r
8 accountability, and at least I understand what you're

9 talking about the government level. I'd be interested in 	 9

1 0 your perspective again if you want to come back and answe 10

11 this question. It's okay, but what about industry's 	 Ii

1 2 accountability? We have contracts with industry. How do 6 2_

hold industry accountability for a failed program, because 	 1 3

14 after all, they're the ones that are supposed to produce it?
	

4

15 And when we have major problems with our acquisition

16 programs, some have told me, some would assert that there is 1 6

17 no accountability in industry in terms of the paying of

18 accountability of a particular program other than 	 16

19 potentially cancellation, which is few and far between. 	 1 9

20	 Can you comment, what is industry's accountability 	 20

21 for a failed program?	 21

22	 MR. FARRELL: Okay. I knew that question would 22

23 come up. I've been thinking about that. I go back to the 	 23

24 start-up of the program. The program is defined in the 	 24

25 beginning by the government. They define the requirement!

3

4

So I would say the proper contract fee is the way you do

that. And .;. ornettind: there's a reluct.tinx 1,, hold indush y

responsible tar what they're doing on the part of the

gOy erusnent,	 the government hia; to :AT up in that,

becau!a: intluatry agreed to accept th y : contr .:n..1 lhe

government said, okay, wluil do you want	 h n do if 111 y

not doiry, it? The government has got to hold than

responsible.

MR. CAPPUCCIO: leirly. it's been HI), expend/LT whi

it comes to award fees, very rarely tries the go,connerl

program actually give oat /en, a 'ii' fees for flour

performance, very rarely do they do that. Part of it is tte

humanatie trait of it's a retlecticin 011 fiuumia!.. well. To

what extent do you think gctium ine!w;!ry',; ,tlention with

zero reward fees would change iii	 ,0[; n -:1,,I of industry

executives?

MR, FARitlilak: Most award fees I !tee are in the

neighborhood of .55 to 00 percent	 even on prmtmim,

which are in trouble. So then you ba ..t	 1 7, r, back

well, why is the government program rtm.rimi:r

award fee at 85 percent for aproara 	 Irit w.ift.1 1'. I:: ii..oLdt:'

I don't think you have to po	 I	 1

can go to 50 percent where au can ta.i

atentt	 You ought tO lake ii 10:4. at,	 aatrao

over there at Ff,r1.1;;;),,or In, take ;110i4. rid•.kx
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1 the average award fees are for programs, You might be
	

1

2 surprised at that.

3	 CHAIRMAN RADISH: I would like to make a comment a 3
4 that just from my experience, and others might jump in, But

	
4

I think that's an important l':SLIC in terms of the award Ice.

6 Most convects are structured that 'or_ty T,1.0: : But what I've
	

6

7 found is, hecairsc of the funchrir limitations, that is how

long dollars are available to flied the particular contract,	 S

9 two years and then they expire, and when you get into the
	 9

10 financial manuals it forces award fee, 	 he rut on process

and I na,“1-J,nent interaction, as oppii;eil	 lie delivery of

12 the picalact. 	 12

13	 So you get into a situation wheie your management
	

13

14 interaction in the process meets the criteria fur the award
	

14

fees, but if you're not delivering the product, you still
	

15

16 have to give them the award fee, because that's the way
	 16

structured, and it's a legal activity. And die reason tor

l g that is you cannot pay for product delivery later on with

19 the funding restrictions we have, or at least every

20 financial manager has told me that in the past.

21	 So there are some real structural issues here that

22 we probably need to look into. But this is a key area in

terns23 	 ofucco untehility at all levels.

24	 MR FARRELL: The way you asked the question it was

25 almost like ihete's some real bad things going on in

you would know the XYZ CeTe

[1

g-	

ration

yea wouldn't find that on the it, n !1]

So the gevernment is nor ahss	 ,

r ya actually filling that thirs,

'..L111 use that data ]

past i:rIorman,

MK. PATTLRSON: w o uld Just like to go brie--

question earlier abour moving the acquisitron reason

back to Me service chiefs Irdeed, during the rt. :

the issue wia irand, waste, and abuse, and there was a
wri tten 1,11 it, and a lot of the literature reflects that.

And	 the imswer was to move it, along with other things

mthat sae with Goldwater-Nichols, but an element of thud v as

that at the time, the unified CINCs felt as though the

services	 e rot particularly attentive to their needs.

Arid so a consequence, the current structure w&t

put into place to ensure that the CINCs were adequately. I

guess, catered to, if you don't mind that term. And to take

it back to where it was, how do you ensure that the near-

term requirements of the unified CINCs are accommodated, as

well as the long-term needs, which perhaps don't reflect the

immediate concerns of the CINCs?

MR, FARRELL: Welt, the near-term needs are

satisfied by and large by allocating forces to them, the

kinds of forces they need and the way they want them,

19

20

21

22

23

24

25

prc..blem;,

ne,..d to

reliiig contracts based

6

'13

9

23
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industry. But come back to the point diet industry really

responds to government by mid large, and it's competitive,

etty darn compoltive wit there in order	 get a
4	 contract :mil to keep it, It is imporiant	 most of these
5 guy :; , I mean really important, so	 very sensitive fo
6 implications that they're nut petrol ming.
7	 CHAIRMAN RADISH: Well,	 very sensitive

t in a lot of - respects. But je ,,I as we talk about
9 government accountability, we need to Icok across the chair

of- performance and make sure that the accountabilities are
consistent and coherent in the process.

12	 But we can't deny the fact that industry, we

don't, and the government doesn't produce the products. Bu

if we're a bad customer, it could be a very bad thing for
the industry. On the other hand, I'm not sure we can at
this point distil iss the fact w ithout more discussion that we
do depend on industry to produce the products, and if

they're not producing in partnership with the governm ent,

even at .ant's length, then what's the problem? And is it
2' only on the government side?

MR. FARRELL: Well, you've got some other tools
22 (00. You have the performance assessment you do in contra

23 per	 -lance, which goes into the record. And kind of my

4 view when I g as in the government, when 1 was awimimg.
25	 ould	 t?: C part, and let's sig,
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because there's not much you can do in the near term to fix
it. But the CINC, it seems to me, he's focused on if the

war starts tomorrow, how might I fight the war? So he's

looking at it as today's structure and now he's going to

fight the war if it starts tomorrow or next week_

I or the far term, the CINC doesn't that`; kind

not his focus. He doesn't have the stall to even

entert: u n those kinds of thoughts. So to get him into fat--

term thinking, I think you would really have to radically

change how he's organized and what resources he has to do

13ut it scems to me the services have done a pretty

good job of the far-term thinking, because of the systems

that we have, if you want to link the CINCs' immediate nec,

to some development effort, I think a good way to do that is

AC IDs and experimentation. And I personally like the way

Jiffy COM is set up. I like the experimentation. I think

we need a lot more joint experimentation, and I have

encouraged that in that direction, and ACIDS bane real!)

spun off some things, which have gone on to perform reeily

well in combat, and we 2. . •,t them in a pretty short perio,

time. So I like that process.

CHAIRMAN KADISII: In t the industrial

we've seep some assertions and statisticstatistics Chat say that we

had an Indus:laid base in 1985 of 25 contractors, mart.

1
2

3

12

1.3

14

16
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1 thousands of people, that type 	 n And today we

2 asking the same type of competitive opportunities out of

3 much smaller industrial base, measured in single digns.

4 Certainly two or three major primes, maybe four, can act u
5 to five maybe, and then we have a vertically integrated

6 structure in terms of the consolidation that's happened.
7	 Is it realistic to expect that we could introduce

8 or take advantage of competition the way we have

9 traditionally thought about it, given the industrial base we

10 have today? And what effect on the acquisition system wl
11 it be if we ignore the fact that the industry has

12 structurally and fundamentally changed?
13	 MR. FARRELL: That's a good question. I don't

14 think it has an easy answer. One of the things I kind of

15 glossed over and I didn't really deal with in any detail was

16 pointing competition to a healthy acquisition system. A

17 good competitive system is going to give you, I think, your

18 best cost and your best quality. If you do competition

19 right, and if you have good competition, a lot of the rules

20 and structures we're talking about here aren't as important.

21	 And it is true that we've got a lot lower number

22 of primes, and we need to be very careful about future

23 consolidations in the industry. But right now, I think it

24 is inevitable that some of the competition is going to corns

25 from overseas. 1 mean, we've seen that with the

those contracts, and so you tiYx• in some of these strut ion's

2
	

COMpClilit,11 And so ii . NO01 tint:, open to :ill the

3 pe•pl, in the minket. And we see :0111 • ot"that, espeiaidly

4
	

Yt the .Z.Oltx13I'l • ;Ind	 kinds of things.
Nig , kt ?71 , 0 \VSk I	 be: MA) : fail	 on the sieii,t

6
	

would you It ! II!!!	 •0111e 11111.1VOlIng Of the 1.11efr, O1 mama

treat has Poll,:	 t:tuted	 ,ppOSCd	 tionig

8
	

OITShOi • It! l's ' 	 !“11.	 tittlpogion'

9
	

NM. I - AI:1:111 I.:	 1111, that •	 111V k	 need
110 the Assistant Secretary tor built:Alia! Matteis. It recurs

11 tae they've taken a hard, look at all the met oct s,

12 between Northrop and ktelshced, which watt apprOV•d,

13 Northrop picked up the shipbcililieg ihines, I know tha t

14 looked at very differently. It 'AA: a vily difficult

15 process.

16	 If you want to look al sonualnng that	 shuiyipits

is kind often interesting (Doe We've got Lots ofships,

18 Well, we (loin have a lot nt'slupytn'd g , but we have probably
19 more shipyards than 	  hAve ships to build rirlit now. Any'

20 they're talkinp About huiltlitw a submarine between the rive;
21 shipyards You've ge t A: Shipyard build half rood the oils

22 build half, I mean, you're well aware of that
23	 So our indosirial 'vise tins a lot at' excess
24 capacity in some :neas, both in industry and in the
25 government side. And I think that drives a lot of the
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1 presidential helicopter. We're going to see it again when
2 the next competition for the rescue helicopter comes about.

3 You're going to see a strong bid by the same guys that won

4 the presidential helicopter, and they have a very
5 competitive product.
6	 So I think there are some things that you can do,

7 like take the tanker as an example, you could have said
8 something like, we'll try to buy the airplane on a
9 commercial basis, but the refueling modification we're going

10 to compete out among the U.S. primes. You could probably -
11 there's probably four pnmes that could compete for that or

12 more_ So there was probably a way to structure kind of an

13 innovative competition for the tanker other than the way
14 selected to do it.
15	 It will be interesting to see when the AOA is

16 finished what they recommend and how the competition c
17 out, but there's lot of different ways to get competition.
18 But I would say if you structure an industry and you

19 structure an acquisition system that doesn't have

20 competition, you're in for trouble. One of the most

21 important elements is a competitive environment.
22	 And let me just say that there is a lot of efforts

23 underway to centralize and limit contracting in areas of

24 engineering support and things like that, where you would
25 define the number of contractors eligible to compete for
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1 overhead costs we see in our systems. Now, it you
2 go into the industrial bite a little deeper, you can look ;it

3	 there's a lot of things W c do especially se	 • 1 know
4	 you all ale probably looking at big 11.; ‘ . 1 uvation,	 A, but
5 now I'm talk HT about little A ;ml cum mike :Anal base is

6 probably. don't know, 30 or .10 ,tern':, which see proeur-

the Indus:Jed base, which at,:	 r; n ∎ 111Ce, :I ∎ d !I icy'In

And they're 0'p:1,w:1y unni . el dons, Iraeatea:
9	 can't do •icepii!iitiori witheet them fir the [nth]

10 We have a lot of unused. i n 1 1, ;11111.:	 mom Id 'WC

11 country, underutilized ingarne facilities
12	 Why wouldn't we deveLp a second duce
13 of those single sources :dud	 and do a cost

plus award fee contract, a n d let sm., li busineee: do that 6a

15 an organic fhcility? So there ale I, , we could

do which we're not doing hi shore up the industrial bar..

That's one thought.

CHAIRMAN KADISH: Anybody else?

MR. HAWLEY: I would Follow up on this inditered
2 0 base issue, Larry. You also menti oned that we tend to
21 devolving to cost shoot-out,, at ;he ::,:pro :.e abet value,
22 which seems 113 me to he rts.:1,1h:t!, 	 ViiiCti you iLivc

23 few comp.:weirs, in order to i:ecce. ce.oper it a in up i o die

24 point where you do sour:.; ,elcuti:	 kind ot 16reei1

to dumb down the reÄ/ uireirt f,	 ..11!	 ty.o.an

7
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1 can stay in the game up until the last decision. I don't
2 know whether the data will i.upport that, hut certainly

3 that's one of the observations that some people have made.

4	 Again, any thoughts on that and how we might deal

5 with that problem?
6	 MR. FARRELL: It depends on what part of the

7 industry you're talking about. For big airplane--.,, you know,

8 there is really one producer right now in this country, and

9 it's Boeing. For bombers, you might make the argument the

10 there's re illy one guy that's doing bombers right now. For

11 fighter, we've got two. But when you get down into other

12 parts of the industrial base, like software support,

13 engineer hg services, you've got lots of competition.
14	 And the problem there is that people, because

15 there arc	 many oiler:an, out there, you try lo limit the

16 number of people. I'm hi hog out one of ther,c

17 contracts and you're going to award it to, li_Cs 	 011)

18 people, and then compete out the task. What about those

9 other 1,000 or 2,000 corn ponies that are standing around the
20 could do that that are not on the list?
21	 So in some cases we limit competition. In other

22 cases we don't have enough offerors to do competition. But

23 I think it's a real problem. I don't have a solution for

24 that. What if we needed a new tank? What would we do'? I

25 suppose you could get United Defense into the raiik-buildini

1 do. So one of the issue, and I would like your opinion 3:1

2 this, is how we acquire the strategy for acquisision

2 now it's one procets	 H. What do you think of

I adapting the stratei.:;. id competition, which right now we
5 think is really kind	 laeking
6	 Similar to that is :he in',t on the part of the

7 government to always present -- to always dumb doss fl

8 requirements so that they always bring two people to the

9 final brie. So there's two aspects to Lie problem. 1.'1

interested in your view about :la: sietac e :s or structuni

1 1 competition. And to what extent does that need to be

12 revisited in light of the industrial base?
13	 MR. FARRELL Well, you're talking about best
14 value, right?

15	 MR. CAPPUCCIO: Right,
16	 MR. FARRELL: When it comes to best value, it's
17 been my limited experience that you need a lot of

18 discussions with industry before you finalize your cut and

19 your contract vehicle. And it's not just through the RFP

20 and RFI process, but it's actually face-to-face discussioils.

21 And I don't think we probably do enough of that.
22	 But the problem with face-to-face discussions is

23 it takes a lot of time to do it and a lot ofeffort on the

24 part of government and industry, and time doesn't seem to

25 something we have a lot of right now. Everybody seems to he
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business to eiimpete with GD, but right now they're buildin
2 the combat vancles and future eOrnbat system. But really

3 there's just 1111! tank builder, You just have a few people

4	 that build . ;hip , now .11,1 just a few people that build big
5	 so we don t have very good competition there, 1

6 think it's a real problem. I don't know the solution to it.
7	 And you don't we a real move within the

8 industrial playo s themselves to address it. They're trying

9 to compete Ibr existing contracts to hold on to the
1.0 contracts they	 tO become [mite efficient, to grow the

11 IJusdiess. And right now they've all i i,rowing because there's
12 a lot of money in ilefense.
1 3	 But there's going to come a downturn here, and you

14 may be seeing the budgets start to turn ii , 'cr. It will be
15 interesting to see the President's 2007 budget. I think

1G that's erring to tell a lot about where the whole i ndustry is
going. It seemed to be a tunidois ii in 2006. I could detect

less of an increase from the previous year, and in some

cases the actual aeeounts wore lower. So the 2007 budget is

going to be very Intercsting.
21	 MR. CAPPUCCIO: Larry, when you talk about
22 competition among the big players in terms of the

23 manufacturers of lighters,	 u can :met tire nlompetitions

24 that are not necessarily cost do	 but	 t iodno Maven

25 You	 stablish a eug, et of cost. and	 11 17 I YC1:.:11t

16
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busy. But I think that's the only you can do a best value

2 is to have face-to-face discussions, because it's

3 impossible, I think, to put in your thoughts and your vision

4 ['or your best value on a piece of paper that everybody will

5 understand the same way. So you've got to be able to have

6 Q's and A's in face to face, and all the industry has to be

7 in that room.

Does that make sonic sense'?

9	 MR, CAPPUCCIO' Yes.
10	 CHAIRMAN KADISI I: Anybody else?

1 1 	MR. KOZLOWSKI: This is sort of a global strategy

2 question that probably goes beyond our charter, but I want

3 to ask you for input anyway, And the IA in the past has had

14 some reg ional symposiums and what-not that addressoil leror

15 term strategy, where us; the country going, fairly global

16 pins peels es. I don't even know if you do that the last few

17 years.
18	 But put rhos in context. We have a dwindling

19 science and technology base in this : country. I have a

20 premise, :ind 1 think most people would :oiree, that it s is

21 our aggressive . pursuit of science and tern:1 ° 1o* which pot

22 this country where it is today. And if we don't maintain

23 some degree of science :old technology leadership, someone

'4 going to catch up and eat our lunch, either deliberately or

otherwise. Y, , d k'to	 societal its go issues in t =Is
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1 not doing a \	 d of Is the supporting of the

marnalmturing ithlustrial base. We have the Mante,Th iTT

3
	

in lie servmett. I here	 :13t7 ohnost never tikilliCLI

4 They do ha\	 small amount ot Itindine, but Mei	 6 0 I

5 CoOrdWated manuficturing	 ireate in the,	 er mitt Tit An

6 we're rodb.	 trouble, like Y. c	 ono t laneral Motors or
Chrysler	 amy	 those cur manufacturers, you piobah l x ice

8 a lot of Inpanctc and Gennali machines on the floor. 1 kelcI',

very few places you go iu see theta te.ing all ti.s

10 One of the ewe-pm:ins is the rocket plant that Boe i ng has

11 down in Decatur, Aldhunia. there's a lot of Cincinnigi
12 machines, a let of newttneinnati machines in that plant.

t surprised me to sic that Cli p oinati had the besi machine
for whatever they're Tionig there at the twit'

15
	

But when it Conte:, to advaneed mat.hines, we don't

16 lead the world anymore. So 1 would	 NDIA hae looked at

17 this, and we're going To stand up a manufacturing division

that we're working on right now, We're workilui, with permie

19 up in Pittsburgh, which is kind of a hotbed of mionificturing

20 expertise, to help us do that. I happen to he on ihe hoard

21 of a thing called the National Center for Defense

22 Machinining Manufacturing, which is a not- !or-profit outfit
23 that's doing this. But I believe we need to put a lot more
24 money into advanced machine Technology, not doing the

25 mannfacturing, just the basic manufacturing that anybody
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1 of the long term. We don't have the people. I don't know

2 about the spending. 1 will leave that for another day.
3	 What can NDLA do to assemble the industry and let

4 them address in open forum what should they be doing to

5 foster their own future, rather than waiting for DOD or

somebody else to come along and bail them out? What can

they do to foster competition? What can they do to tosser

science and technology innovation? l love competition for

9 pricing, but I also love competition for innovation, ideas.

That is what drives a lot of our technology revolution

1 today.
12	 And when you get down to minimal sources, you just

13 don't feed that engineering and scientist ego and

14 intellectual drive. But it seems to me the industry could

15 do a lot more. One example would be to sort of segregate o

16 separate the design team, and maybe even have competitive

17 design teams within their own organizational structure.

Competition is healthy. You can create it inside

the corporation or you can create it between corporations ad

20 infinitum. Well, you don't have the answer to this, but I

21 would just invite the industry associations to go out and

22 start tackling some of this, just get the discussion

23 started, because I'm quite frankly worried about where the
24 country will be from an S&T basis 10 or 15 years from now
25	 MR. FARRELL: Those are good points. We need to

3

6

2

3
4
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keep in mind that the money for industry to do this comes
from government ultimately. And so industry does do its ow

R&D, we know that. And it's allowable cost, probably not

enough of that, but you raise some good points.

Let's just talk about that right now. Even though

6 there's the 6.1, 6.2, and 6.3 moneys are probably higher

7 than they've ever been right now, in absolutely terms 1 kno

8 the Air Force has got about SI billion more than when 1 was

9 a programmer in x88. And I would suspect that maybe in

Army it's probably the same. But the 6.1 portion of that is

smaller, so a lot of the money in the R&D accounts are goin
12 for development, they're not going for science. And so your

3 point is well taken.
4	 I think it is something the country needs to step

up to. It is not the first time I've heard that point. So

the scientific research needs to be pumped up, and I'm go
to take that point home with me and work on it. When it

8 comes to technology, your other point is well taken too,
9 because our engine combat is based on three things. Nu b

2 n one is the quality of the people we bring into the service.

21 Number two is the training we provide, and number three
22 the systems we've got. So technology obviously drives the

23 third piece and part of the second piece too, so that is

4 well taken.

One thing you didn't mention that this o un ry

Pago,

could do in the winlil. But to do rnmadacturing and in
develop okichittysihiii nobody 1'1M' 11,1`, that	 WIIC:i".V..! need

to be putting Tun morev, and we're mit doing it.

So your K am, ,n r, 	 that is one of

ttae thigsn we're we] king on at N1)IA i s, thy miffinktietuing.

CHAIRMAN f::11 dS11. Anybody eirre! Well, anybody

the floor?

(No tesponse.)

CHAIRMAN	 ally, I know we,	 to the

spot a couple 01 rime.,, mostly i litt dor dn. untto

presentut “dt Your permeative r!,trT3

views, as well as the association views, Life V, y find ,tifint

to us. And so we will take these bad:, api if y,:ti don't

mind I think we !night ask you ,;:orne rat i o que.rmar . that

come up with to kind of respond whir than j uo through a

dialogue and just see where we can go. 1!111 it is an

important point of view, and I want to thank you totco nning

and sharing with us today.

MR_ FARRELL: A lot of the	 ed

think you ought to be to you've got twin indut rial

members this afternoon_ I think those would be good

question •. to irk their>

DIA I /CAA t . t KADIS . It will be a very interesting

ahead of sehextute. •.i: we stay that

way for now and	 ne at I :00 1 );ank

22

23
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slides that just .115w 1,-3 and just lay the groundwork, a

tittle	 '-'..'h'ere we have particular interest, ‘which in

n.,onsidred to be self- .serving obviously But

do belies, it affects all 	 pirtleulaily the ,..endur

base, intl. the same problems as we see it

Basically, L-3 'as established in lH7 after

Lockheed and Loral merged their comodnied 1 was with

Loral, of course, as piesident, and we wen 5, Lockheed and

worked with Norm Au	 1_5_, Set up Lorri into Lockheed

integrated. Once thdt	 dom.; I asked N,,r-m if we could

break out the products area that we had sold 5, 1 ,,,_khced,

which didn't really tit because they were 51,5:k box

companies that dieri'l Lave a great deal of empha-ds within

Lockheed.

So Norm agreed why not try it, and we decided we

would break out of that 10 products that Loral had sold to

Lockheed as a p,trt of that merger, And the only request

Norm had is he wanted half the company and we said we'd ei,

him a third, and so he was our partner in this. And we

broke out 10 divisions that were tied to products, the

purpose being that the division we had at that time was that

because of the massive consolidation of the so-called major

companies that occurred in a 10-year period, there was

massive consolidation of the system. The vendor base was

pretty well fragmented with no consolidation. And because

14
5

16
17

19

20

21

22

23

24

25

AFTERNOON SESSION
2	 (100 p.m.)

3	 CHAIRMAN KAD1SII: I would like to call the meeting

4 to order. It's 1,00. And we have the pleasine id' having

5 Mr, Frank I	 from 1,-3 Communications id isitne and speak

6 us about the acquisition issues in the Department and his

7 perspective of that. And we hove been kis 1,,ibe nrward to

hear ing lions you, Prank. I don't think  ru S of an

introduction lies been around the industry adinij time and

is a big contributor to the company he's built, I 3, that's

11 why we're interested in talking to hint.

2	 And let me just kind of set the h'amework. This

3 is an open hearing. Hearing is the wrong word. it's more

14 an open meeting in terms of information gathering And the

15 Secretary has asked us to do these types of things to make

16 sure that people in the public and in general understand

what we're trying to do, as well as try to understand the

problems that we're hieing So it's on the record and we

19 look forward to your comments

20	 MR. PATTERSON: It will be a couple of minutes

21 until we get the machine up. If you would like to have an

overture,

23	 CHAIRMAN RADISH: We're trying to get the slides up
24 on the nrichine

25	 ME 1 ANZA: Vial just r.onn! ti cover td few or thc-
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of the DOD meltdown in the 1995 time frame with the budg- t,

2 it was very difficult for vendor-typc suppliers, emerging

3 suppliers, to survive. You couldn't go public because

4 nolixidy gave a damn about an 1PO of a $50 million company

5 the defense industry. Some of the people were getting to

6 the age whcre you wanted to get some kind olliquidatii:n f.or

themselves.

And we had no place to go. So we said, why don;

9 we, instead of consolidating, like the things that happened

10 with Loud and RCA and TI iind Ford Aerospace, you can go k,,

and on with the corssolidation,	 vonsolidate the vendor

2 bass-rind let's form a company that can be a provider to the

13 emerging suppliers of products and try to become the

14 one so that we had the resources for the small companie-

15 had no R&D to be able to spend the R&D money to build

1 6 product's.
17	 And so we said let's do that, and so we started L-

18 3 and we ‘sent public aheiit a year later. And since that

19 time we've made about 70-plus acquisitions, mainly in

20 product areas, and went public a year later, as I said. And

21 we've grown up until now. A company that started out at

22 $500 million that ended up this year about $8-12., S9

23 billion. And with the ti g htened acquisition next year we'll

4 be about S 12 billion, and so we became a mezzanine company

5 really nicused on -- 70 perecnt of O. hdt we do is we build
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boxes, and we made it in the mezzanine area once TRW left,

2 that group as the potential prime contractor, not for

3 building a platform necessarily, but TRW was a major prim

4 contractor in many Cat areas, If you look at the mezzanine

5 areas, there's not many left that are capable of that, If

6 you look at the niche area, whether it's Rockwell or 11:111-1S

7 or I f I , L-3, there's a lot of IT companies, so there's not a

8 lot in the mezzanine area.

9	 The problem that we have seen over the last three

10 or four years, and we've kind of been on a campaign, is that

11 because of the prime contractors obviously integrating so
12 highly, and several of them have become vertically

13 integrated because of the acquisitions, it was a troubling

14 thing at the start, and what aggregated them even more is

15 when the government decided to go to the TPSR concept,

16 the government decided to call that LSI. That presented a

17 big problem, because as things developed over the last few

18 years, the so-called prime contractors that will get a major

19 LSI program were vertically integrated. And many of the

20 things that used to be competed in the vendor merchant

21 market were no longer competed.
22	 And the problem wasn't that you were afraid to

23 compete against them, The problem was that they weren't

24 competed. So we faced two problems, one of them they w

25 competed, and in many cases the night before the decision
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was made to do it in-house at the competition. And I've got

2 numerous examples of that. Or it just didn't come out

3 through competition, So to me that presented a big problem

4 self-serving to the vendor base and to L-3, but I think an

equal problem to the military and DOD in that they to me

6 would not benefit from best value to the government, not

necessarily on pnce, but recognizing that in my opinion,

8 great products come out of the vendor base and the

9 entrepreneurs who invented many things for the last 40 year

10 that never came out of necessarily large compatun.

I mean, you walk around with a PDA or a Blackberry

or a cell phone or a GPS, these didn't come out o! large --

13 they came out of entrepreneurial scientists who developed
14 companies and did great things. I think that's been the

15 case and I think that if continues the way it is, there's

16 not going to be a vendor base, as the government goes more

and more to LSI, and we allow for the vertically integrated

primes, riot to allow that important subsystems mainly to be

19 competed.

20
	

So we worked out with Secretary Wynn, where about

21 a year ago we issued a memo sponsored by Suzanne Patrick

22 the POs, saying that they must adhere to a policy that there

be fair and open competition when they are a prime

24 contractor. And I don't think that's anything new, because

25 for 25 years, in the old days, we were a prime at Loral, we

had to iii.111.011Strati a make-o f low' Pollt : Y li)

Li-111111	 nvo had, ,m,flihey looked 	 thing 	 TH,1

3"11-'7`111, 
11 we did :;oinething, iii-hew„ we lout to

really shoo, them dell thcp: v.:Is a computito r einir0tvi

that nA 	 that's all ilisappezned Nobody

mentions that m prime rulationsh ips arty lougcr,

So we proposed d i m OM' S,ilution to that w;,.; th;

they put in the RI P the reque , nnent	 t hc pr i ma: ,,,

in this ease to have a mak, ordiu , i ‘,ohey , and itemonso iii
to the government that they w o uld fairly compete and Fag

fire•alls lip 00 major ilisysnans where dici • is a l'cfl,!•,-

I! t here's no \ e l idor base and MMICIIIHWis \

pip prICI.;ry to :1	 tlu:re ;ire canna like that,

but 0131 the:,, , 	compete it, and that the government	 Irlye

oversight, and that oversight be embedded in the POs.

to date they have not eared about it,
We've talked to a lot oh POs, and the comments

that we get back most Inim esu'i'ybody over the last ee

years is, hey, we '05'0 Ilie contract to this prime, he's )!et

responsibility, we can't Lificriere My iiii.,;wer	 Ihum

what are you talking ihorit? It's !Jo-reimbursable

contract. Are you telling me that you can't work wal l /I;

primes and tell them what to do when you're paying thorn ;i1

the money. It's not a fixed-priee contract.

I said, so what's this? You don't have tiny

got hit at very high levels by the way, a the a cCluie' ti

part of the ser.Oces So his memo was done in good faith,

fea r Secretar y vWynn was acting, and maybe people didn't pa

too MUch , n 11,..otion	 .=1, it he did, but he did try to impose

upon it, this is now gtirl;' oi t maybe 8 or 9 months

we've seen nothing happening, atimber one, and

it's gotten worm:.

So I have to he complimentary to the Army lieca

tin FCS they did impose that in the Mt in the emit, acts
where Boeing and ICC, had to compete all the major ..y;Ten

And I think as far as I know the !hate:, were !here. 1111l it

you look at major platforms that :ire on the : erect now 	 I

whether it's MMA or ARIL or 00(X) or LCS
II n cru . 0 nu control over monitoring of that. And a lit

the	 lhat one would have competed in	 -claim 1,x

arc no longer competed, and the goveiranclu

do not seem to have any co..ersight Mit. And I've got to

tell you, everybody we talked to Lay,. yob'r, right, even at

the military level, hut nobody doe,.. iii°,, t uing about a.

We met prior to Wynn with people like

the Air Force and Bolton, the Ann' (.:,,ei.i•Uir•: 40d

Ler!n:ed with what we said. In lac,

memo is regard to that to d: PI 0i. `,1-efutdr :	 f
t o do that for some reason, I dr	 k•g,,,, ••

d0wri ah.•	 tot really the proldrin

1

4

10

11

12

4

6

19

20

21

22

23

4

25
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1 resident into the POs and the program 	 j,ould have.

2 that responsibility. And just like 1 have to fill out a
	 2

3 blank whether I'm compliance, anti-corrupt, we have many
	

3

4 things oil us that we have to comply with past performance, 4

5 this is just another block that says yoollav, r, comply with

6 this and the DOD ih goin g to iiiimitor it, and by the way, if
	

6

7 you screw it ur, you're not going to get contracts in the

future, just like past performance is supposed to be a

9 measure of that,	 9

I don't think it takes a bureaucracy to do this.	 0

11 And number two, I don't think it should be congressionally 11

12 delegated. I don't think this is something that should be
	 12

13 legislated by Congress, I think it is in DOD, and we have
	 13

1 4 stayed away from Congress entirely, which I think is wrong. 14

15 So if you saw the slides -- 	 15

16	 CHAIRMAN KADISH: They ore up.	 6

17	 MR, LANZA: Can 1 just go through a couple of them ." 17

18

20

21 There are a whole bunch of companies that are vendor-basec.21

22 That's consolidation of brand name companies that all of yo 22

23 recognize that have disappeared off the face of the earth 	 23

24 that all used to be qualified to be prime contractors, and
	

24

25 the government treated them as prime, and of course there 	 25

Page

mezzanine, you get to ihe third t2 ,-	 1: 27,' ut

There is no R&D flow-down and products and subsid,e:-
just not competed due to IS! and %ern:Al integration

What we're saying is, what we think we need.
ref.:onliner/dui 2, is R&D 11.13W•c.b:,',', e has t 	 ce)ifi[!iu,..11iti

vendor base, vertical integration used 7.. 	 	 pr

Isaac fu rther amplified :1,, ,t)lidirion	 al

there? We compete	 c,,rnpaniCS	 AR,1	 e
and if you don't like ii 	 tryin g to mal.c a Joint

venture, and you've got :)ne. That is what has happened to
us the last five years. Prune contractors require can

you go back -- a large turnkey program with primes are

essential for vertical integration embedded in the prim to
destroy the vendor .l .5, el cetera.

Here's	 import,trit. Primes have the right

compete on substantive products within the level playing

field. And that's not the issue, If any one of the primes
have a product, whether tt' -• a display of a sonar or a rids,

system, he should have the right to compete on his pliitforrr

All fin saying is if he does, there has to be a firewall up

and the government has to have a recite in my opinion to

make sure that's it done and it is put out. That's the only

thing we're saying.

Secretary Wynn, I mentioned, did say this, but to

date it's been pretty well ignored. Consequences. The

I will skip through.	 That's what Slice,. s what's happened the 18

last 15 years.	 We have this consolidation of what I kindly 19

call the five gorillas, the mezzanine group of companies, 20

Page 7

1 are probably too many of them. IRA now we're down to live

2 here and three over in Elmupc

3	 CHAIRMAN KADISH. Can anybody flip the charts?

4 MR, LANZA: There we go. Interesting, idler Loral

was merged, which was a big steal in those days, even the

CEO, Norm Augustine, who all of you know, said that key

7 products were shut out, second and thud iier suppliers who
8
	

would tend to unfairly favor till largest suppliers with the
9 bomitest component and technology base So here's the CE
0 of it major corporation, and becamic of 111,1t IllaVr is Ith

11 Loral and DOD, and DOJ's conindned shout a hanehise. No
12 made this and articulated this. And when I went to Lockhee
13	 I-tin the elei.:11 . 0111::!;.	 Set up a platform integration
1 4 group totally separated front the products group, so you had
15 electronics group ol S9 billion.
16
	

We set tip an independent sector within Lockheed
17 that would not have anything to do with the products group

so they could he iinn' s length and be able to compete as a

19 platform Lith.:1;1:1101, So this eoes back to Norm Augustine's

20 day, was a pi etty competent industry in those days.

The problem, as we talked about, is that we have

22 tried to he a consolidator, .ind we still continue to do that
23 as a vendor base. We provide a lot of products, but the 10
24 years for this bundling of I SI'Rs	 LSI has canied
25 flow -dowl talon the iiruni -,;. Au,1	 your.  I -!.. ' w the
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vendor base, I think, is in jeopardy, platform superiority,

creative product innovation I tlonkw iLl go commercial. 1

mean, this is kind of like rhetoric, hut there's a lot of

things that go wrong if we destroy the vendor base in the

U.S. in the next 5 or 10 years. 1 think the DOD will be in

deep trouble in my opinion.
Thoughts for consideration by the committee are to

insert make-or-buy language in the request for proposal,

make or buy a discrete DAB item. And the PMs need to

actively monitor Me prime to 1113i111.11i1 tie s p lit ii exerci,;0

disapproval of deinsiuils: to make so- buy and iinpriivc the

exceptions of the forund program make or buy. I don't mink

that v.'s Asking a lot. I don't think it is asking

bureaueroey to be set up within OSD or the military to

monitor tlIVJC things.

This is what was said in Secretary V, ynn'; letter:

When developing acquisition strategies. program managers an,

contracting officers shall establish iii: 'It to enter a

prime contract (inaudible) to deliver the required system

capability and foster these cornpen:ion. We wrote words at

that time a year ago that you could summarize as follows:

NE's should require prime to establish such. Second, the

DAB should review make-or-buy, and third, after award, the

program of tee needs to .ictis et y mennor So these three

sinpic thesis were kah!..,:•mr rieom 1 . ‘ndatich'turn DOD is
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1 form as the requisite to go out for major programs.

2	 My opinion is, if it's done after the contract is

3 awarded, the primes will tell you to stuff it, it's none of

4 your business. If were bidding on a contract that says

5 it's got to be a requirement, you will get the attention of

6 every CEO, because once you lose a contract to C01111)3(1

7 because you weren't compliant, those guys won't be :Atari

8 very long. And you'll get the attention of guys like Bob

9 Stevens, the Swansons, and because they will adhere t,a

1 0 do not think it is a CEO problem.

11	 I know where it happens. I came out of the

12 trenches. 1 ran a division, a growing division. I was

13 responsible. To hell with everybody, I've got to grow the

19 division. So most of it feeds up from below, that if you're

15 a prime on an F-22, and I'm a training company within the

16 company that needs business, I'm going to lobby to keep

17 training in house, and that's just human. I mean, it's just

18 the way it is. And the only way to put discipline in it is

19 to make it part of the process, to go ahead and compete M

20 Trainer. But you'd better be low cost arid you'd better w

21	 And I can cite cases on major programs from LCS

22 DD(X) to F-22 to JSF where majors of systems are not

23 competed, and I'm not talking about little components,

24 talking about big dollar programs over a 10-year period

25 should normally go to the vendor, or at least be competed

1 the y turn ihe	 the proplam 11U111:1e,er, and that's the

ill

3	 So, I think there's	 unteh being, put over to

4 081) side. I think the li ds spend halt theirtime sati

the politieal sense, and probably half their time in
Washing um justie,M i g Thing .; instead of miming the a

7 day operations oldie rogram.

lanes of authority and hanclsom maientem••in

clarified and implemented I leo', ".;oat I iliam by ih

n a company. If everybody was ,nit 	 pelialei111

lobbying at L-3 or inn,. eompany, nobody would he Lime au',

12 operations. The first priority in the compimy of the ('I 0 i•

to run the Opotations, not to ae win new business, Even

Iftlf; serefftted from the military. And so I think those

t Imes fora e to be clardied. More authority has to be put

baeic inlet the military o a st to the user and to the war

17 fi t;htet, and more important, the responsibility of run 11

18 the program.

liven in lie old days when the militaty and Df

0 used the reScareft labs and development labs to motutm-11

2I program to see ii it \v s!, technically on, and you get a PO.

22 And we say we'v,: got a pretty good mousetrap, would you guy

23 take a look at it? And you go into the developing at•nteis,

4 whetherWright-Patterson or Pax River. The answer

25 get is, we	 help you, mete out of the loop, go see the
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1 That's really all I'm saying. This is not things that are
2 down in the bowels,
3	 Now, some people will monitor, hey, look,

4 government, you audited me, and when I built the system, 5

5 percent of it is outsourced. Yeah, they outsourced a lot of

6 things on command and control that are commercial. We di

7 the same thing. We bought processors, we bought routers.

8 Well, that's not -- that's the answer they give DOD, and DOI

9 accepts it, right? Which is a bunch of baloney, because we

10 all subcontract out as much cost as we can, and that's not

11 what I'm talking about.
12	 But when there's a major subsystem, +whether it's a
13 command system or a Ore control system or navigation

19 system, an EW, those are what I'm talking about, that I

a 5 think you have a vendor base that has incredible capability
16	 So lastly, here's a couple of things beyond my

17 self-serving statements that I think are important.

18 Oversight and execution of programs, responsibility, and

accountability should be returned to the service. I think

20 the service has been abdicated of its responsibility to be

21 deeply involved. I think OSD is too much in control of

22 programs. When there is an overrun, the only responsibility
2 1 is held at the OSD level. You never hear about a Seeretary

24 of the service having a problem or the acquisition guy
ha 'ong a problem or even the PO. When it gets bad enou

Page

PO, And I've got to tell you, I ve betted that many, litany

2	 times, where they say, it's just out of one hi:td:. That's

3 also the law, because the skill set to tinemia programs we

4 high technehigy. Yon needed that input ,,nc&' m a while.

An ti finall y ,	 get off the podium. thele'•

question in here, and I ignored everything . but two

in your t haw. But it says, what's Ire single ratia

important thing that is causing die prop,r)lit prtplAttli

with overruns? And I think LSI is bad, the way n 	 heinj

conducted. I do ma think hsving a in tine ildep, t,itot t	blo t

st all. I'm just talking ileioni the I_SI tudlunitiCt;

beyond control.
But the catch-22 that we created in 20 yetus ;

9 that we in industry corriplam to you we nil't take

dinclopnient high-risk prograrree lie vil i slet-. And ,eir

16 turn said finally ; 	ria,111, we've pm to make them cos

17 reimbursable. Weil , 	yee hail,: :a Mat, !leo's	 tmeli-22,

bx.c.ause once you do that, the 	 iplitiC	 cluntti:ileci

9 the buyer and in the seller and iii the bid poicaaa„

20 lilt's cost reimbursable, a	 of sloppy this ;-•. 11,q)iwn

21 You want to change requirements if it's cost reimbursable

22 The military does it freely and industry does it freely,

23 it's a catch-22

24	 1;0 we ea:med luao.e..iae	 try 	.	 oe

fillt basin,.': fiXud h..: .) this terrible problem

21
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1 maybe there's a compromise on big programs , whether they' e 1 years in major platforms that are o‘ierrim. Remember

2 prime or LSI, where you have funding is risk reduction 2 MeNarearo tried to do this back in the F-I I I days and en

3 programs fbr millions of dollars to get die risk out of the 3 Mark-2, arid he wae a complete failure both on the alai( men .

4 program. And I'm talking about the large programs. Why 4 side as well as the military side.	 We tried it.	 It doesn't

5 can't you go to an FBI contract to start for that platform 5 work. Aed this nonsense off_ St and cost reimbursable and n

6 arid any subeyrocin that was in that particular acquisition 6 responsibiliiy or authonp, or overEight by the goverrureed I

7 for risk reduction. And once you go through the ceiling on 7 think ha" gotten us in Iroublt, and I think it's something

8 FBI, pro-rate it and say, guys, the next 20 percent Overrun 0 ;hat I think 1)(11) shook' solve,

9 is going to cost you 20 cents on the dollar, the next 20 9 The other part of it in vertical integration is

10 percent is going to cost you 50 cents on the dollar, Mr. 1L) self-serving to L-3 because I sell product to the prime.

11 Prime, and finally you're going to get to a point where it's 11 I'm a merchant supplier.	 But rm trying to say -- I'm not

12 going to cost you dollar for dollar. 12 trying to stop them from competin g . They should compete.

13 So what you're doing here is making the bid 1 3 Just have siarue oversight. 	 • Shat is all we're really saying

19 process disciplined, and the implementation of the program 14 in regard to ;hat. 	 And that's all I've got to say, General.

15 will be self-auditing, because for me the seller, I'm going 15 Thank you for the opportunity to say it.

16 to be very careful of making changes that cost money and a -16 Cf IMP MAN KADISIL That is why we invited von,

17 not required, and the user's going to be very careful in 17 Frank.

18 making changes also. 18 MR, LANZA: Thank you, sir.

19 So you take a lot p i the risk out of industry, 19 CHAIRMAN KADISH: Any quesnorn, from the panel'

20 because you're saying, bid it CPU-', for example. But when 20 MR. CAPPUCCIO: Frank, you and I have done sonic

21 you get 1.0 zero profit, it's not going to be all your cost. 21 work on 15F. One of the things that -- do you believe that

22 You're going to keep sharing in the cost and pro-rate it 10 22 the supplier base should have a hand in the criteria for

23 percent, 20 percent for the next -- some formula that says 23 making the bioward? And the reason I say that, remember

24 you're going to put skin into it. 	 And I'm talking about not 24 when we went into competition on the training system? One

25 advanced research, I'm not talking about high-risk 25 of the criteria we had in that system was other extenuating

Page	 83 Page	 85

1 de ., clopment,	 I'm talking about where nowadays on any niujor 1 circumstances, which actually swung the competition one or.

2 programs, Me mil:rimy :lad 001) :me:a:Hews a risk reduction 2 or the others

3 v i,, i tiort, and they pay a let ol Ili o [1:-.,'	 1 01	 it end they have 3 One of our concerns is the language in the make-

4 normally twia io	 lie people competing, which says you've 4 buy, the criteria -- the government should agree to the

5 gone ilniaigh the t i A. reduction. 5 criteria by vdneh those decisions are made.	 I would

6 And then the response to the RIO', the segments of 6 your opinion on that.	 But if we leave it to the suppliers.

7 a major suhsystran MA weren't in that risk reduction, the 7 we'll just find ;mother way.	 We'll put a wiiiinz Sic.!o

8 govenimeid call oe.	 ;mine, that can be cial reimbursable. B the imernal company, 	 Do you think the inaieory e:e:Id step

9 And sii I: you're developing a new permaium magnet motor lo 9 up, or the Deportment would step up to help come up with

10 the DD(X). Mat's very melt risk. You can put in Ow 10 criteria, inake-or-buy criteria, or is that a giiod idea'?

11 contract that !regal:au it it's going to be cowmen:LI to the 11 MR. LANZA: I think you can make make-buy criteria

12 prime as opposisi Iii the i eivernment, can he cost rcimbuNable 12 easily, and I think the area of J5F training, 	 hr example,

13 find monitored, 1 , kic.iu,n it's extremely high risk.	 If there's 13 was a program that was truly never competed.

14 a magic weapons system in ;here that is high risk that has 11 MR. CAPRICCIO: You're absolutely rreht.

15 not gone to any red: iciluction, you don I want to hurt I o MR. LANZA: What was done was a sure/..y of Indust:::

16 anybody making them do that set price. It could be 16 and then an announcement by the prime that thi.g.'d made a

17 segmented if this subsystem can he cost rein g airsable up to a 17 selection to do it in - house.	 That was not a competition,

18 certain point.	 When you have a PDR, Iii example, on that, 18 and there are a lot of things.	 I think you could make a

19 or a demo, and then go fixed price, it doesn't have to be 19 criteria that is just easy. 	 You have put down the

20 black and white. 20 requirements of when you want. 	 It goes to the pnme and

21 And I think that wdl be the only way you're going 21 that is what he's obligated to do, and you tell the prime to

22 to e ‘ er soli	 the massive problems we're having today in 22 compete it like the government used to do. The prime ha

23 o ,,	 ,iuns, ,A Inch in turn hurts the militiny and hurts the 23 good division that does it and he competes to it. 	 And

24 imicurement and acquisition account, and it takes away from 24 there's a firewall within the prime contractor that

25 eemoinng g lse.	 And we've 11.1d a bad nvord Ow last 5,6, 8 25 evgbantos i t,	 And osi that evaluation should be the mitrairs

2 2	 P	 8.: toe.
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1 or the PO to make sure that it really is a best value to the	 1

2 government, and the winner takes it.	 2

3	 And the discussion that don't tell rue what to do,	 3

4 I'm the prime and you've given me a contract, I think i;	 4

5 ridiculous because the government's paying everything that 	 5

6 is cost reimbursable, for example, and I don't think a plinth 	 b

7 should go back to the government and say, it was your istult 7

8 you made me pick this company. 1 think the company dial 	 9

9 wins should win on the ments of the case, both price and	 9

10 best value.	 12

11	 But there just ought to be neutrality. I'm saying 	 11

12 I think the COs of the major companies would have no

13 exception to that. In my opinion, I don't think it's being 	 13

14 driven at that level, and this is just my opinion. It 	 14

15 certainly isn't at L-3. If you want to go look at where 	 15

16 we're the prime contractor on Big Safari and places like the 16

EP3 and areas, and you looked in those airplanes and see howl7

1 8 much L-3 product was in there, you would see there was 	 18

19 hardly any, because our division that does integration down 1`?

20 in Waco, Greenville, and Lexington, which is about 52 	 20

21 billion of integration, they really have a firewall, and	 21

22 they really make the L-3's products divisions compete 	 22

23 fairly.	 23

29	 If you see what we did with Titan, I made a	 24

25 consent with the government, who was very worried we wer'e25

means the gm, eminent is giving you 50-year responsil

thr a program womb to tomb.

So I think it can be done easily. Honestly,

think it can I done easily, and I think it would be to
everybody's benefi t. Anil 'when the pi IMO wins, fine,
is not a problem. 1  dun  live that problem at all

MR. CAP•LICC1.0: Just on (SF , sit you le mme	 iii Li'„

competition. We actually did not do a competition Mu Me

record. we did a make -htt analysis. The make-bin runs'

was not scrubbed by industry, and that is the criteria.

Mats is how it happens. And that is really typmal,

MR. LAN/A: Anyway, I think it is a lint button

with me and myself and General Scnsi from 1,3 have tiGai
articulating this for three or four years, It has not 6...et

a big impact to L-3 to this time. lInt it you look at thi:

LSI, the way it is going, duce Os lour tyLlart: front now,

would have a inajoi impact on an 1.•3, 	 Me Inithly

produce wield, it Lhat e. why o's imporime to me, I

think I reme,:talt hOlteltlity other people iliat are vender

based that Li u ta same problem. But you'll lied out ..c;

you talk to people.

CHAIRMAN KADISIA: Don, did you have something

MR. KOZLOWSKI: I actually teal two queenons, one

of which I think you answered, and that was net yin '
to reiterate again, you currently have the system you'ie
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1 going to take Titan's high-level services and have them

2 reform our products group. They said, there's something

3 wrong with that because they may be involved in the

4 government and things that could be proprietary. And I

5 said, that's not going to happen, and you will read, if you

6 see the announcement today, we took all the products out of

7 Titan, transferred it to L-3 management where we have

8 product and established a new Titan, made up of four sectors

9 we're putting to a new COO, who came from Titan by the wa

10 reporting to me.

11	 So we have separated the Titan services completely

12 from the product, and the divisions at L-3 that have to sell

13 have to go sell. I mean, if they want to sell something, a

14 SIGINT system, on Big Safari, for example, and they haven't

15 been very successful, by the way, but they have to break,

16 because they know that the government is paying them to be

17 an honest broker.
18	 In my time, it was when you sign up to be an LSI -

19 - I wish I was an LSI -- the government to me is delegating

20 to you to be the government. I mean, they're kind of

21 telling me, look, I want you to take my role and be the

22 government, because I don't have the resources. I think

23 you're obligated to do what I'm saying because DOD and the

24 military is asking you to be the LSI. If you don't want to

25 do that, don't bid the contract, That's what LSI means. It

recommending in place at your level. That is, you do a mid

or buy, and you have had to add tannputit	 iised to lie

historically when you made a make or buy , mid	 [Alm	 !

about it, it was either in-hoivx or d 	 mil house, and

you did not mix. And people tried to %loth imly oppose any

sort of mixing, They're j ust more fearful 31.1n1:1 gettliot

fair shake, and so it's a matter or how do you think the

firewalls are.

MR, 	 I hat's i ight

MR. KOZLOWSKI 1liat is an issue, but certainl y I

think in a dwindling induso y we have to look al more

agatreiaave options, and that's all well.

lhe other question I had though ;vie; OM. Inieirie.

of going cost plus and having the; fixed price ifieuritivi

others to put some discipline or emne constraint both i..

government and in 116n:try. It's an interesting

proposition, bur	 d voadd you go before the i...ontradi,

would ha% e- to :orb I On pement of the cost? l3o you go

from fixed-pr me incentive': star iii out? You don't get in

trouble, you're 1. rig great, flow much growth pet:tentage-

wise would you tolerate before the contractor ha', to ear the

bill?

MR. LANZA: I'm riot sure I would ever reeornmend yr

get to a point where lie Cs!:. the whole thing , hi- 'a 	 my

counter clue ii ii "o that re how lar do you Lave ti go .adrien
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1 DOD bellies up and terminates a program? I haven't seen

2 them terminate anything because	 nias9ve breaking of

3 things

4	 ,1 think the answer is, how fir i-, DOD willing

5 to go before there's an overrun and they say enough is

6 enough, I'm not going to tolerate this anymoie. So I don't

think I would ever put the burden on the contra,: ior that he

has got to pay dollar for dollar.

But I think that when you !,L;rt out with 10 or 15

10 percent and end up v,otli 50 percent, dial is a big number.

11 And I think that is ;in important part of it, and I also

2 think you call C:Onipt31';;III.: the prime contractor when it gets

13 into produciiiin or fix ccl price, allow him a little more

14 profit, give him aliother 100, 20c) basis points of profit in

15 the guidelines so that there is anincentive out there, if I

16 perform I'm allowed to get more profit, and don't beat him

to death that it's got to be 11.5 or 12 or 9.5, if you know

what I mean. I'm not saying we don't make enough money

19 we don't get great cash flow. I'm not on that kick. The

20 government business is the best in the world, but you can

21 add a few if you look at the overrun of billions of dollars

22 versus another 100 basis points. My God, it is really a

23 good trade-off,
24	 There's ways you can compensate industry, but it's

25 self-healing, We're all going to be disciplined at the top

Page

(Lau Ater)

2
	

CHAIRMAN K.ADISH: We all get in trouble once in a

while I take a little bit different line in terms of the

4 accountability iJsuo 1here have been people who as -

that the industry bears a lot of the problems for the

overruns so they should be more accountable for the m

7 performance. Would you comment on the idea that indus'--

hear: a revonstbdit:, for the current situation we're in?
9 And if not, why not?

10
	

LA N/A: I have to tell you, it's not all the
11 industry's fault. 'i l here are a lot of programs where there
12 are indeed over-requiremems There indeed is crap within

13 the centract. And I think its a joint problem. I think

14 that industry has more accountability and responsibifio,

15 over it for execution and management, because there's no

16 question that a lot of the overruns and problems we've 5,143

17 when you just read the press and see how programs are bein;

r18 organized after the fact, because they were not perform .15

19 There must have been something on it in the first place.
20
	

I've had that problem too with a program that gets

21 a problem. We have to restructure because we've screwed

22 we've put the wrong people on the wrong managemer t. So

23 think we're totally responsible for execution and

24 management, which is certainly half the problem. But the

25 military and DOD has some responsibility in defining the

Page 9

level of CEOs and below, that when I start putting money in
it gets my attention. And I want to see what the hell's

going on. I'm not going to allow Mew to be and webe 	 3

talking billions ofdollars of overrun -- I think it l'iows	 4

down to the ii	 him base. lIve got a proLluct th.ii has

been through risk rialuchou or it's off tile shelf, I should

take a fixed pi ?Cl:	 it s in R&D, that is slim:•il-Me

art, mkt; it c,i91	 sable Ior a period oftiniv until I

demonstrate something. , and then termiinire me tidon't

demonstrate what you want fixed price, tenniwar 	 10

But today's world, what happens i I wish I was in	 11

that position. Overrun is teat for ornanie growdi, It's 	 12

great. What a vehicle. I Mean, WOW, I	 ,t call them, I

get beat up, and l got a check written by 1)01) and they go ts 14

Congress, and Col-hires ,: goes to Mississippi and they say w t. 15

need that program or Wh;t1.CV1.3" the he I it is, and we become 16

more politically ortemed now with all the politicians who 	 L 7

are experts in defense, I mean, you guys aren't experts	 18

anymore. Go see the politicians. They're going to tell you	 19

that if you don't buy one more airplane, we're 	 illy: to lose 20

the next rear. 11 gels to be nonsense. That's not for me to 	 21

say, right?	 22

(Laughter.)	 23

MR, LANZA: An Y waYi I ' ll he in trouble were	 24

Page 93

requirements, which in sonic cases are out of sight, things 9,
that are really high risk,

It's very similar to a -- I don't want to pick on

this, but they wanted ;in all-electric next boat. It was

going to be permanent magnet, which is very big technolog,

and now list minute they have to change it and go to an

induction motor Mier, what five years, There is an example

of the Navy decided it was ready to go, put a permanent

magnet in, this was going to be half the weight and

efficiency, and people it: the military and DOD labs, they

know technology, they know w hat's risk. They knew that y

weren't going to get to this thing in the year x07 or te08 to

launch the first boat. And I think there are a lot of
examples of that, that this is not being effective. I think

industry has to show revonsibility hriixccution and

management because thin is a :iignifc.int thing that is going

bad in the last 10 years.
CHAIRMAN KADISH. In terms of the LSI, thJrulsa

reason why the government is doing more LSI. Can you

comment on what your perception of the reason is?

MR. LAN/A. I think it's just resources, and m)

understanding -- there was a lot of engineering expertise.

We had major force reductions, and 1 think it was just a k,

out to say see could ontsouree responsibility and select a

ss, 	 I integrator. I'm not sure 'A . ,: meant a to be as it
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1 turned out. And I think the military, just like I need a

2 system integrator when l have a prime contractor and I have

3 many divisions that provide product into it, me picked

4 lead system, a lead company, at L-3 that is responsible for

5 that program. I think you want him to pick a lead

6 contractor to be the integrator and the responsibility, but

7 [think he went way too far, and you allowed him to be the

8 whole acquisition authority and buy everything.

9	 You could have done what you did and said, but I'm
10 going to compete the radar system and the na y system and

11 these things. You didn't have to tell the prime contractor,

12 you've got everything in the training system by the way, an

13 you told the LSI, and by the way you're going to do the

14 spares, the maintainers, the logistics for the next 50

15 years. I mean, you gave everything to it. And so I'm not

16 sure you wanted to do that.
17	 But as it turned out, you gave the whole womb to

18 tomb responsibility, and I think LSI is good for the

19 military if it's done in the right connotation where you're

20 picking an integrator to help you because he's got the

21 resources, you're paying him for the resources to do that.
22	 But I think you've got to be his partner. But to

23 date you've overshot, and I think you've taken a program

24 management and project people and labs out of the equation

25 where they have little or no oversight until the program
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1 gets in trouble. Then you form a red team and you pick
2 somebody to go evaluate it and then come back and tell you 2
3 give them $2 billion more. And it's too late in my opinion.
4	 CHAIRMAN KADISH: Is there an alternative to the	 4
5 LSI that you see other than to enforce it differently? Is 	 5
6 there something we ought to he thinking about in terms of 	 6
7 restructuring our approach to these problems?
8	 MR. LANZA: Yes. I think you should take a look at	 8
9 I_SI and take a look at whether you want to pot everything	 9

10 under the LSI and not compete some of the minor stilisysten sI 0

11 that you're responsible for independent of the LSI and give

12 him the LSI an associate contract to help you monitor it,
13	 But you can use the LSI to help you compete it,
14 but I think you ought to keep the responsibility for major

15 elements to make a weapons system work. When you tak

16 platform and divide an airplane or a ship or a tank into

17 subsets, you can see there's 7 to 10 critical aspects of

18 everything that I think you might want to go hack and do
19 everything that you did before, and compete those and say, 19

20 prime contractor, these are going to be given to you. 	 20
21	 If you think the prime could tell you, well, don't 	 21

22 tell me, don't criticize me if it doesn't work, fine, tell	 22
23 the prime to hell with you, don't come and ask for money 	 23
24 when you're overrun. I mean, it's a two-way street, and I
25 think you've got to balance the LSI to satisfy your needs

gotten where they're: saying we're not going to let lire 11.S.

police Li:, because Whit( I was selling took iire live morons fk

getii license.

With restrictions -- and I'm not salyilig it wiiki

right to have the retttrietionte don't 111km:del .-amid n,,.

but to have restriction:: on it, and ill were the cuoiteret

in U.K., I might have said iirt_ same thing, why 	 lit
bothered with them. I tan buy one -- in this carte it watt

from Israel - with no restriction:: They gave them all the
I.P. And I know where they're going to sell that 1JAV I Ho

they're using. It's not a U h. IJAV, nothing on it is

They're going to sell it all over the world.

Well, we're down to things that we can't sell, an
I R uncoolcd sensor commercially, bccamic they thiril: it
be used by , _rt.riniii and third-world e«untries to put in
weapons . Well, they can go I() I ranee rerl buy i t and t y i

other plane'.. What Fro ttilying is I [look if:: gore it,'
in Mir( ii defused s profeclifig (Air	 flOiV Jim 11
they wart to [ rut	 indur.trial bir r ,e in jekliardy , it r.,
helping kis selling ilkief Nationally buLair',C lair 1.:1Lr nationA

bu,:ine,..; is ,Thrinking dramatically rather	 ,)zrowito,,

dramatically. And a lot old if, but.;;Iii • x there ;ire
curinirie=, we can't sell it, But that's not the problem.

Brit the licensing , .ituation on thing . . the we

coni,ider to he a commodity ;It ail ol

for resorrivcsr. \Ouch come out of industrv : and ov,,N101

lnd not walk away from it, Unit can be doermineti

tic 1:1 :1 pro, oss, It rsjio ion tha t ,sa ki plox at all in my

opinion

(.11AIR.NIAN 	 Is thrg ) . :11,vittiv wt : 4 ° ,11 ' 1 rlo

terms of the industrial (rise	 Yim Mowed the

consolidation, \\here or are !odii y . Iii'.	 sonic big

iirriplleallolls ut n:am:unlike, that ndioir u 	 base activity

with moor,' o10 how :arum:in:ire and all [Ire	 and
ITAR issues assoc i ated w i th that . k it I nn' Dow le

look at where the indusny is, and see it there is any item

that could be done to solve some of dtcsc igoblcins?

MR. LANZA: I think you have a major problem tied

to, number one, offshore investment it nic 1 S. and how 14

you want it to go, how much or inihisl	 ka. War (Oh('

owned offshore. 	 ask you, tly to bury i corkkkally

France or Gennany and see how tar you t a:t, l ist try. IL,

very difficult.
We are putting danger in Mc !TAR ja Clnin that we

just lost, and I'll just use this as rut r.r.r.rimplv, I'm not

complaining, we just lost a minor program ovirrscari in U

on a major watchkeepet prow alit, where the lechnitell people

selected us at cost, but they went ii an Israeli solution,
because they could go and sell it to second told third - world

companies without U.S. involvement. And that purees:, rats

25 ( Pa / )
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3 we new were repr i manded and forced to ,:tr58

4 it had a chip built in America that is used by every boO,

5 And all .)f a suit en they considered it to be U

6 proprietary, too advanced, and we can't put it in commercial

7 aviation, after selling a fOr 4 or 5 years I'm talking

8 about a chip.

9	 So I think there's a problem that weCe

10 overshooting, and then when where it is important we're

11 forgetting about it. So we're giving technology away, in my

12 opinion, where it is important, because there's a lot of

political people that have a lot strength in major programs

14 and a lot of congressional clout to get things done, But

15 when you get down to the second or third level, it just gets

16 disapproved by the bureaucracy.

17	 MR. KOZLOWSKI: Where are you running into the

18 problem? DOD, Comnieree, Stile, all of the above?

19	 MR, LANZA' It's every place. Sonic of it's DOD. A

20 lot of it is State now, There's an argument between Slate

21 and Commerce in regard to who has the right on these thing

22 It's just gone too far. And when something is sold

23 commercially that you can go to Radio Shack and buy or go

24 over to the grocery store in Germany and buy it, what are wt

25 doing?

Page

consolidated everything below it. So it ,Aa ..in't ju .F..t the

2	 people that are pi...lineally -- in the sh.ebuilding, for 	 C

example.Sri protect having multiple suppliers ao matter

4 what OOIC .sano, They just have the political lout, and

they say vu ' Li game to have twb shipbuilders or two

6 airplane builders, but when you get down to the level below

7 that, nobody gives a darn, either politically or really in

8 DOD at this Tone.

9	 So the consolidation was separated from the

10 standpoint of the live top people because the political

1 constituency protected their constituency, and said you're

12 going to have two shipbuilders. That didn't occur below

13 that, because there was no political constituency below

14 those levels of the big platform people, and you're seeing

15 that today.

16	 And I think we just over consolidated with
7 companies that weren't platform integrators at all. They

didn't build platforms, but they were really quality

19 subsystem and prime contractors, and they're gone. And you

20 can name 40 names. It's what made America great, and

.21 they're gone. They're just no longer available,

22	 CHAIRMAN KADISH: I would like to ask you one incy

23 question, more clarifying, about the idea of the services

takin g more responsibility for the acquisition process. The

25 issue goes, one of the reasons why we went to the PEO

1 national things. We have one chip in commercial altpLiou

2 that we sell to Boeing. It's in commereial airplanes, tib.ti

Page 101

process we have today in OSD was because of perceived

problems hack in ae85 with Goldwater-Nichols, came about anc

put a very strong acquisition executive system in place to

deal with that.

Arc . you saying that appronk:h ought to be abandoned

and we kind of go back io1 e service Innis 	 with the v:'ry

weak OSEaF0 type strauere? Or, I 	 whit I'm askiee,

do you have any specific recommendonoii . a n how that should

be done?

MR. LANZA: Yes. I think that PEO is a good idea

and I think P130 should be barred from going to Washington

and spending half his time with Congress. I think he should

not he double-hatted or double-lined to OSD and to the

services. And I think the lines of authority ought to be

the PEO should he reporting to the acquisition czar and to

the Secretary of the service. And they should be

accountable for the problem. And when the program gees in

trouble, I don't know how I never read about the Secretan

of the service ever got reprimanded or in trouble, and he

should he or ought to be a COO that is responsible for that.

because all you hear about is Secretary Wynn or equivalent

is justifying the ov ,,a-run arid responsibility, because the

PEO is spending his rime between both. So if you went to

hand a P10) a situ:own, hold hint accountable or have hen

report to the appropeie people within :he mmltary branch,

Page 99

1	 This is just a program that's two weeks old. 	 1

2 We've lost a half a dozen important programs just because

3 they said we don't want a:1:y camti.ds And some oldie

controls tire legitimate, don't misunderstand me, But it is

5 a problem.	 5

6	 So I think you've got to watch I lor an investment	 6

in the U.S. and 5a2i: how far you wont to go in corasolidmion

of worldwide single jirocurement agency for all weapon..

s y stem mid the II AR area. You've got to turnumber that.	 9

10 hveiybody	 to boy America. We're the largest ileten

Il market in the world. 5o everybody's going to want to buy	 11

A	 ;intoAm er i ca overseas, to buy i nto th i s ma i )setpl, l ee , 	1 2

And I think the boat ought have ..eled, just like 	 13

14 I think we over consolidated. I mean, I think Bill Perry, 	 14

15 when he had the limit supper for us, said, you're on 	 15 5

16 own. We're going to ro loco the budget. t think he had go

intentions, but I think lien it overboard in onsolidat ion 	 17

of the major people capahle of being 1 , 11111,'	 Actots.
19 just went way too fir,	 19

20	 And I think we still hove a health dee: use budget	 20

21 of $ 150 billion in the investment account and $20- or $30 	 21

22 billion out of the O&M account. So I don't think there's	 22

23 much room for other primes. Thl'T-C Tnay not be room for	 2 3

24 multiple submarine and plat15 on. peuple. lint what happens 24
25 is you ,lejua a i msemda t e l us t IN, ,jam t•m, , you	 s

26	 ( P .t	 ,	 1011

2

3
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1 and make sure the Secretary is hands on or his deputy, 'mid

2 responsible for that program, and measured for that progbial•

3 And if it gets in trouble, he's the guy responsible for it

4	 Right now, there is nobody responsible for a

5 program that gets in trouble to be honest with you. An d I

6 think because all you have to do is look at the industry way

7 it is done in most good companies in America. It is

B resident in the operating people of the company. And

9 think we've lost that in DOD from an administrative

10 standpoint, because, like! say, a PEO spends half his time

11 in Washington briefing people on his program and trying to

12 save it and get it, yet his responsibility was to be a

13 hands-on person who runs those programs who is acotiiitiihl s

14 for it, and if it gets in trouble and he's not good enough,

15 get rid of him and give him the authority to make sure the

16 program comes in on a normal course of schedule and

17 performance.

18	 But I'm not saying abandon the PEO at all. I

19 think that structure is good. Host don't like the

20 reporting of how it's been done and the dilution of the

21 people he has to be responsible for.

22	 CHAIRMAN KADISH: Anybody else?

23	 MR. KOZLOWSKI: How would you address the role

29 the program manager in your organization? What do you

25 expect of them in terms of achieving program success?

1 ii. But it'll() oils a second icaer, he's 	 I mean,.

he's allow ed ono. letter.

3	 But we ILI	 .1moblein in 041 C.1111dr.:11 division on a

4	 major pl g T131:11, 101. evimpic : it's a mem itivisnou, ac sent

25 people in Mem, lei..hineal people, not led mauls md not

6 audit teams,	 sceik with them, tri a l out thc problem lions

7 other dIVI g iOn g But	 plenty oti,:sources in the

B	 giotcoontin Ii iii V:Algoug labs, hot [1,11InalIV ilicv come in

9 an Jodi) lunette:1 o. opposed to let's go solve tilt . problem.

10	 Hot the nro kirani managia lets foul lesponsibility

11 fir P&L :nisi itch •, cry .111dittakirmilailmotis within the

12 oontraci ter the proffams. Ana that gets down to a box

• 13 level, by it' v	 when you're selling product. There is

14 a product inanager that is msponSible lot Thal mousetrap.

15 We review all die pkigiarns on the hip moon :men Oil a iii i

16 basis, and I tie1 reports on a weekly base:, :Ind all maga

17 pnvamslget a letter Irwin every prcsideni. Rennimbei

18 we've got 76 divisions [Hat p ro onnuped	 six COOs,

19	 The way L-3 is organized. which corporate America

20 is starting to go to, I think, is hi I don't believe in

21 one COO. Why? Beeainie if 	 i havc a COO who's responsible

22 how does he work with one COO who's got responsibility)

1'23 can't do it. You can't be ft Bernie Flibers and say, I didn't

24 know, and get away with it, lie's in jail.

25	 And so I've established a rule where we have six
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1
	

MR. LANZA: He's got total accountability for P&L

2 on the program and compliance to the contract, and he is the

3 czar on the program and the organizations within our company

4 work for him, and he speaks for me as division president.

He is responsible to deliver that program to the customer

6 within a reasonable cost, and when it gets in trouble, the

7 buck doesn't get passed beyond him. And he's got a staff

8 that monitors it financially. He's got a staff that

9 monitors it from a technical standpoint He's got the line

10 organization that we assign to him under his direction, so

11 the people actually end up working for him, even though

12 there's oversight from their line managers who sit in on the

13 reviews.

14
	

MR. KOZLOWSKI: So you still use the proj ect

15 organization with the functional line reporting?

16
	

MR. LANZA. You bet

17
	

MR. KOZLOWSKI, Is your program manager given total

18 cognizance over the budget'  Can he move rra ..neys, around in

19 various things as long as he stays within his budget?

20
	

MR. LANZA: He has total responsibility and

21 authority to do that, except when he gets to a red program.

22 When he gets to a red program we pause and we send in a SWAT

23 team, not for audit, to find out what is going wrong, what

24 help does he need, what resources. We don't fire a guy for

making a mistake We fire him for not being able to c

Page 1C

1 COOs and they run about $1 billion or $1- Ii2 billion, and we

2	 Idrive a meeting every Monday. And OW	 illat aren't

3	 there., they're id, the Telephone., i.onvernabon with the

4 people, then we no. new olio t Iii) woh the v edoini cominio

5 too. On the big divodonv, the tai' one!,	 ,IS weeks nod

6	 Oil the smaller $15	 onei„ dhow ever y. iIirI:n: iii

7 So we stay hands On with the

ii the division people, and they report weekly on pif,grane,

9	 two-page letter. And whiai there i a reef Int/p, r1111 ,..a ,1

y e llow starting to tun n	 i2gallipIC,11(.111)111n	 11

11_ immediately and resoolres AP.; 1.)1 , 11) ,, Ilt III is Mit divi%ion

1.2 see where the poor guy wed . . help alai	 lie Is capable

13 of managing it, hot not to bring him no then . 	audit him,

14 because that	 wor1.

1 5	 MR. KOZI.os,,,,K L. Li, you leave any specific training

_ that you put these t" 'r	 intlMW(."1-.: through?

17	 MR. LANZA: We have a INnoing pri.prino within1,-3.

18 All of the divrdons, it's on a C	 In the inier, oropany

19 communication where they're named	 pfN!raill IllarriAC11.1,111

20 Only two yrais ,ino we started ni ';peg.	 and !nought

21 in sortie Oundder.	 around all of our ,h,H,./)s and

22 train program main/ger . : Bat they'rc h,lf.I !:.	 lor too.

23 What I'm toeing ini .;.ny 	 ihni/r elict avy	 15: hire.

24 and that is why you've	 pr,vide	 lie

proorsrn maroota ilocim't 	 rnv
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1 responsibility because I've got a program manager and say,

2	 well, it's his fault. 	 '2

3	 Just like I don't think the Secretary of the Air

4 Force or Navy should get away with abrogating that he had
	

4

5 nothing to do with it. So you've got to provide the
	

5

6 discipline to the program manager arid find out where he
	 6

7 needs help, right. You can't just say because he's a

8 program manager, because some of these programs are very

9 complex, right, and they're very difficult to do, arid you
	

9

10 expect problems. The key is, can he solve them?
	

10

11	 MR. KOZLOWSKI: I have one other sort of a generi 11

12 sort of a question. Do you think in gene ii v,ihether L-3 or
	 12

13 whether Ilte industry as a whole is invcting enough in
	

13

14 manulacturing capability to achieve low - cost production?

15 concern ts, where are we going with die manufacturing tech

16 base in this country?
	

16

17	 MR. LANZA: I think on normal things you don't hay

18 to invest We should invest -- you don't have to make big

19 money in things that arc normally done by a company. I

20 think it's up to the company to provide the capital that
	

2.

21 does that.	 21

22	 Now, having said that, I think there are many
	 22

23 areas -- not many, but there are areas -- that are so highly
	 23

24 technical and so much bought offshore, that is where you've 24

25 got to make the investment. For example, DARPA invested 25

Page

CHAIRMAN KADISH: Anybody else from the larger

'audience''

MR. LANZA: I think they went to sleep

CHAIRMAN KADISH: I don't	 Welt Er,

as usual. pretty provocwi u, and I thirr. it	 u: rime

MDR: Iniorinar2:1, that

MR LA	 :,pp 	 it.

CHAIRMAN K.AD1S1 1-I eriE you for sour tone.

be back to y,,L) with ,:rsit,- :TeLitic quebrioas.

MR. LAN/A:  Any time, you're welcome. I appreciate

the opportunity to he Ilea G. Thank you, sir.

CHAIRMAN KADISH: We'll come back at 2:30.

(Recess.)

CHAIRMAN KAIDfi I Can I have everyone's attention,

please'? We:- a little lw.t: in staring, but Mr. Mark

Ronald is	 • preskieut and CEO of BAE Systems. Again, I

think hen'	 very little inn-eduction in terms of what he

brings to t! ,ble here. And we're asking him not only as

formal Ft:preset-IL:live of BAE, but also an indi vIdual who's

been in tins business a long time, to help us get through

our assessment and some of the recommendations dirt we might

preset)!

So rather than waste more time on the niceties of

things, Mark, welcome, and thanks for your participation.

Just a reminder to everyone, this is an open forum. So as
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1 hundreds of millions of dollars in LCDs to try to find a
2 company in America that could build, and they finally just

3 punted and ,aid it didn't work, let ttic go do OPS or
4 something else I think that s wrong. I think managers is

great example I think i'vlhAl k, in this ottiritry tor example

6 15 11 teehnoloey that can benefit I here is , o ily one MOMS

company almost lull In Aott,:ric.tc:tlitAl lialeywell.

8	 We've It ted It) put a group together so we cart be

9 an alternate, because they told me when I bought the compa

1.0 at 1901) and losnce, that it was if I didn't commit to that,

1 et cetera, et cetera 	 sponsOt it, I couldn't buy the

12 division I was Iniying. So we went out and poured 525

1.3 million inio it I went out and found an independent
14 foundry and bought equity into that foundry that can do

MFMS, But I can get very little government money to help.
16 the tochnology, because DARPA says, hey, we had our shot

17 we're finished with MOMS, end of conversation,
18	 So I think there's niches where your technology
19 and manutacturing, you should put things in. They're going

20 to be vital to our country over the next 10 years, and

21 routine manufacturing, I think no, 1 think we get enough

22 return on i.‘apital, we make enough profitability and for
23 things that :ire normally should be manufactured, I think
24 it's my lesponsibility to pin the capital in, and we do. We

25 don't ask the !. t ovt•rritnent fen- any money.

Page 10)

1 we were just discussing, it will not prevent us from asking

2 the tough questions.

3	 MR. RONALD: Thank you, Ron, very much, and the

4 other distinguished panel members. I very much appreeLite.

5 and our company appt et:efts tile opportunity to share our

6 views on defense ;le:pi:anon. And just by way of
7	 i i eroduc t ion , ti tht..) )0: not familiar with our company, we

8 ore the wird 'c., SiiloLif.ri and aerospace company in the

y9 wal3 t fur I s. OperalloTIS, headquartered operation; that I

10 run, is about $10 billion, and we believe we're the sixth

11 largest supplier to the Department of Defense.

12	 And not only have we grown ;1w/it -ft:Indy by

13 acquisition, but we're probably 'nor,: proud of the fact that

14 we've had better than double digit indigenous growth as well:

ii 13 in each of the last :cveral years, :Ind enjoy, we believe,

cxce1leta I-eh/6,41,16r, with the Department of Defense and

7 our other principal customers. And even for BAE system s. t

1 8 $25 billion company headquartered in the L .K., of tA Inch

19 we're a wholly-owned subsidiary, our largest custonici-	 dn.
20 Department of Defense. And so we t ake this upp,:nwi!%.

21 extremely seriously and welcome it,
22	 In addition to my remarks today, I believe there

23 are three or tour of our program managers who will be
24 presenting inforroltMn to this panel. Arid 'w e have the:1[3

25 pick a variety ordiffercit	 or c in the more

28	 .109)
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1 classified domain, Compass Call, one international prog-.::::

2 as you're probably aware, we're selling the M777 head y, a I id:

3 to the Marine Corps. In the Army we're the prime

4 contractor, albeit close to 90 percent of the work that is

5 being done here in the States, bit it vi as originally

6 developed in the U.K., so it puts a different tilt, And
2 then two programs from our recently acquired UM, the MS

8 and the Bradley Reset Program. And so you'll be hearing a

9 bit more from people who, as I like to say, do the real work

10 in our company.

11	 If you'll pardon me, let's see if this works, a

12 little bit of stage-setting at the beginning. We do

13 understand what you want. You want us to be more llexibl

1 4 You want us to turn on a dime. And, of course, you want it

15 smaller and cheaper. So these are from our recent RtSetirt:

16 projects. The rest of the meeting we'll get down to

17 seriousness, but I just couldn't resist.

CHAIRMAN KADISH: Some people think that last

19 picture is of the acquisition system.

(Laughter.)

21	 MR. RONALD: Let me very quickly, because I think

22 everybody understands the problems, we may have differen

23 views on what the systemic causes of the problems are, but

24 they manifest themselves in these three principal ways: cost

25 growth, schedule delays, and requirements that albeit many

to those :Oiiiltn 	 jid's	 pos:qhk.' points ot comp:

l hat solt. the next six charts • ••	 sorri .. . kis;

one moire \‘' ottt nitroiltualint •- ;In t l the probke l -e even

though as 1 said we do a pretty darn Job, the nithi

that .we fiLl.71. arc getting 11101V difficult. .1 1 Ins challenges,

my viev: zinyway, ate more complex. I he pro lniuus m

infinite wisdom. which frankly . liloula, is well - H med.
have fewcr , •yet ii ci, pfOgrain`l.	 managine, those ft

both sides from the governmenfis perspeenve :mil the

industry's perspeete..e is elkeu ly a much erenter ehallem

1
	

Also, as I'm sure Frank talked	 it 'though

1_2 he's complicit m this crime, there's been .sonic

13 consi.ilidanon w the smuily base, so Ileac have been he

14 yet more politically intluentral suppliers. AnitIlleomi.

15 back to Mal theme in a in:intent. Theleounemenei Ii. ,

16 stable because fth n till sndat ion,

nice stable, relatively preiketable adversary, and it's

constantly changing.

19
	

And so the national scam ity strategy ultimately

20 has a profound impact on the defense strategy. And .31.7CMVA

21 of the pace of change and the duration el our programs,

22 adds a fill (her element of complexity to this already

23 difficult problem . in that iii cour,e we're abut Ii: maybe

24 actually ettMe h: grips with the econinit h.: reality dial we

25 can t ecni 1 Mtn: to ;Lend at these high rate. So,
.	 .	 .	 . 
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1 requirements are exceeded, it is not unusual that some key
2 requirements are not fully met.

3	 And all of this has been amply summarized in

4 various reports, other than to say at the bottom those of us

particularly who work in the industry sometimes lose sight.

6 When you take it as a whole, we do a pretty damn good job

Pag:.

1 personally, I believe we've seen the peak of the defense

2 spending. And weve alleadv got a b i g wedge in t he; e , iomit it

3 is unclear to me 11,)w	 gee :o work ousel 	 wit of

4 that problem.
5	 All Of tin t; Int.ttillt,	 need teally inlento.1 pcuph-

6 and good thought from thn, pane:. and In:Holly die aIntit.,,

7 Most of our equipment works. We make Me best products i 1 to make tins process yet hiller. taii let's tilt: aboin

8 the world. We are very competitive in terms of technology	 8 specific thou	 Ma: I have that I would la:Tie:Ai:illy

9 and 	 9 present to die panel.	 not ii.' to :ice mew u

10	 And if I would maybe make a couple of quick 	 10 original thinking here. tom nit	 !hal L!,

11 comparisons, just by way of making the point, we make veri 11 needed, but even if it is, oave MA. been :lever enough to

1 2 complex, big things that cost multi-billion dollars 	 12 come up with brand new idea.•

13 frequently. And if you compare us with other big projects,	 1 3 	However, I will put a twist on rail r•I these if

14 1 would point to the Denver airport, which was originally 	 14 I'm right. And let's start vii: stabiloed program, and

budgeted at 51.7 billion and ended up costing 5 and was mo -el 5 I've ordered this purp,, ,,ely	 three halkts,

16 than a year late, or the Big Dig in Boston, as you know, we I 6 leaving what eveeybody's panin.ea	 to the

17 have our many facilities around there, so we're painfully	 12 last,	 i:ets mil: the prerogative of

18 aware. That was onginally budgeted at 55,8 billion and	 18 the C(.41gri....,:, 	 :rime!	 to implement.

19 cost 15, and it was supposed to be done about 7 years ago

20 and is now scheduled to be done this year.

21	 And so this industry is not alone in terms of big

22 complicated things and challenges in terms of performance.

23 And we shouldn't lose sight of that when looking for

24 solutions. Sometimes some of our colleagues think these

25 solutions lie in the commercial sector. That's why I point

19	 1510 lei Ili(' :,tai  wilt: two ,th'e', -hdiere I think

2 0 govern:N.:Tit al. f indo .11?	 (1,, a	 Seller job One

21	 starts with Cost r" , 111'	 riP. at the 1 J ,:r j ! m i n i , tee

22 a mixed bag. Some	 ( 01min:rid. (I n Iti(311:1	 Ti ll ': a
23 job of independent ere: i anafp.i: Iona: !Wt..; 	-;,nt:

24 the budget and the ie.sarded	 r(:11(:( tie

25 c(,J P.., do the ioh Bet LertiliMy	 t	 51,1 lit,: •
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1 And, again, the corribinauon of these fewer l'Jr,.! cr programs

2 makes us on the industry !Ade quite aro:IOUS to win, And

3 we're constantly sharpening our pencil, moving to the higher

4 risk end of the spectrum. And, frankly, I think our mends

5 in government who have limited budget are complicit in that

6 crime.

7	 So, I would also make the second observation that

the cost basis has to not only he realistic, but there has

9 to be a factor for risk. We in industry, v,hen we bid a Job,

10 and I'm sure our process is somewhat unique to RAE Systems ,10

11 but I'm sure it's a practice in most large firms, and
	

11

12 probably small as well, to actually try to quantify the risk
	

12

13 and the opportunities, not only during the program but at
	

13

14 the outset, because these arc not necessarily point
	

14

15 solutions when you're bidding the job. It's a range
	

15

16 somewhat determined by probability. 	 16

17	 And so there may be the most likely outcome of the
	

17

18 bid, but there's also, :lone considers the things that
	

18

19 might go wrong, the costs could actually go up. And we try 19

20 to quantify those major outcomes, assign a probability, and
	

20

21 then assign a weighted cost to those Similarly, we try to
	

21

22 quantify the opportunities and obviously challenge the
	

22

23 program manager to develop a plan to realize those
	

23

24 opportunities and to drive the costs down, I don't believe
	

24

25 the government is as rigorous in this area as industry is. 	 25

Page I

requirements,	 realistic:
requirements.	 e	 t: undefined requirements eft
think the ,:n ITG1)11“.:.rn in which we work.. which I believe

Trect, cost-plus environment I think is appropriate for

r!!0:,,t	 r	 s:,,sterris, and award fees certain ly kecps

us on our toe!, and response. e to that, which our customers
want.

That said, it also Lau ,e ,	it, want to do what

you ask us to do. And frequently you ask us to do more tha

the minimum requirement to fulfill the contract, and ti.:
costs ultimately come home to roost. So the envit,rimcni I
think, is conducive to scope creep, or as 1 sometimes like

to say, the scope creep is from the need to have the things

that maybe we should have been clever enough to think abii
but didn't. So you have to have some of that.

And then we have scope jog, due to nice-to-have,

and again, a lot of people are putting that nice-to-have in

there, and I am an engineer and so I like to tinker and I

like the latest and the best and a lot of the rest of us do,

But it clearly is -- managing that process is clearly a

problem.	 come to some of the solutions, but I think

that ultimately gets to the discipline of the people doing

the buying.

I do not believe actually that you can count on us

in industry to manage this process. We will give you what

4
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1 They're not teally seeking to know what those cost risk
LId be,	 manar,emout reserve is not adequately built i

	
2

3	 the outside of a challenging program. 	 3

So if I could drive that point home, I would

5 strongly advocate due there must be suit': iiccootit.	 5

6 Otherwise, those overtion .:, ns you well know, hccoine the fiLI 6

payer::. The next program is vying We hill lor the last	 7

progiari,	 bother dist upooli iiiie funding cycle,
9 and we 	 on whit that	 whether it	 four to one 9

1 0 Or ssortie other !IllIllhei	 And , . ' 'ii l	 'the jiieStii1S that we	 10

11 previoasly asked, I'm	 e, it 1.V01.116 vary with the	 11

17 progaatn,l , H! clearly it doesn't save you money when you	 12
13 disrupt a program iind try to make it a loll payer, 	 1

14	 And then lastly, to the extent there can be more	 14

5 stable funding, and die Congress is willine to give more 	 15

discretion to the Department, so much the better. In Great

Britain, by the way, although there's great difficultly

launching a program, once it is launched, it's fully funded

9 for the' duration of the program, and that does seem to work 1 9
20 better. Therc are clearly in that system other issues, some	 20

of which ;tonally are more intractable than the ones we 	 21

22 face, but nonetheless, thou aspect is better managed in my	 22

23 view.	 23

24	 Second, these are not necessarily in priority 	 4

25 order . because it depends on the r '.:1 1-1m, to in.inage the 2
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you ask for most of the time. I'm not necessarily proud of

that comment, but that's my view of the reality of the

situation. So I think if this one's going to be fixed, this

has to be fixed on the government side.

that said, again, there are some solutions in hand

designed to unit work	 technolo*', developments, and v. a

discipline ouiselves i;tt least complete that which we sina

we were	 to do, and in the nest block we have that,

There's El lot of good history on that, even before the

phrase spiral development Was coined. It works, 1 do

believe it ANCS [1101:Cy.

Unfortunately. us we see today withIEDs, and

there arc many other examples, we can't always afford to

wait, and so we will inevitably have must-to-haves in the

middle of a program, and that it, just the economic reality

of the difficult task at hand in protecting and making the

war fighter effective.

My ivonte one is nest, and there are a lot of

great people in ravemment, and I have the utmost respect

for those ix he a,Tve in government, arid it's becoming

increasolgl y more challenging as I pointed out. That said,

I don't believe that Were makine best use of the talent

that we have, and as a consequence I would recommend that in

some form we consolidati . !he :tio l tilit:on core. I would

leave it to the panel and ot!,..; 	 dc,A,k be'' ioes nut
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20
consolidated frankly, and in most of the companies that have 21

consolidated, at least within common products or 22

capabilities, there is more cross-fertilization. 	 So I would 23

suggest that that could help. 24

The second element of that is what I will call 25

Whert C Illid1101 - 14bk kv, erri n is and sinitticant stiftwulty

minor programs, ivhere today out ma progrkins

all of last VC:tt, and 1110:it ()lour programs :tic re\ ed

although lortunately	 but run net di:mg,: was

Am! " ba, I ,	 ldry on i n oa

And I attribute a lot 01 it to good prop.tam

rnanagernent, good plogitint inanagemem training, an, thiit

independent	 .11 CI itiiil St:IgOs 011the program. And I

think the talent certainly exists in the go valiment to di,

that, or from outside. agialmes. Btu 'you've gO o give 61,11

some 1:24.111. Can I have the Hest

Em i tter W i th	 Agitint I think ri' ti Jo till);
well. 1 think draft Ill's arc a great idea. NI, ist ageneicit

are dolma	lint l would suggest you could extend it one

step further, and that is to share the requirtinient

earlier, and particularly	 Hen it's still a	 or a

need, beton: it is an airpliinti 	 it ship that Nit( 'ohs

whatever tons or has i'Or litany guns find whatever eats,:

betore even the critleal porttancitnee araniCi0i -,	 150,;;1111,,

established,

Earlier in the process I would share two things.

What is the need you're trying to full ill'? So WC Can haVC

more constructive dialogue with you in hopefully a positive

environment, which I dr ink generally exisas. Also, share

the acquisition plan. How do you plan to procure this'? I

Pacli?. 1 I

1 mean just one simple one? I'm not sure, but even i.Sithin the

2 services, as you know, there are a lot ofbn ing commands.
3	 When you couple with the fact that we're buying

4 these yet more complex things and feo. of them, ,t just

5 doesn't make good management sense to have our resources

6 spread so thinly. So you end up with maybe every 5 or 10

7 years a major weapons system being bought by one service,

8 and coupled with the fact that maybe the people don't even

9 stay that long, so we have lack of stability of leadership.

10 But we're certainly not getting the lessons learned across

11 the various people who are gaining this knowledge, because

12 they may not get to use that knowledge for quite a long

13 time. And although strides have been made, clearly we hav i

14 better training, the people in acquisition, the work being

15 done by the various management colleges, I commend the ft

16 that you permit industry to talk to these folks and

17 participate, I also think is great.
18	 But ultimately you've got to take a rare talent

19 that you've got and use it more broadly. And that means

20 some form of consolidation, much the way industry is
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1 here system engineering. Although there's a lot of talent
2 in the acquisition community, these complex systems have

3 some systemic issues. And capabilities, those who are

4 familiar with CMM, CMMI, there are maturity levels, there

5 are people who are quite knowledgeable and able to recogni

6 problems earlier in the process. You have some of them in
7 government, but they're highly dispersed. They're not

grouped together, they don't have real networks. In today's

9 information age I would submit you would he better off
10 having them in one place and available. Give them some

teeth such that in the bid process the REP may be — the

12 PDRs at Val-IOUs times, have them be approval.
1 3	 We've done those within BEA Systems. It's
1 4 something we call phase review where we have independen
1 5 teams from outside of the business so they're not as wedded

16 to doing the best. And they've got maybe the benefit of

17 perspective, being able to see the forest for the trees, if

18 1 can quote the old cliche. And they will come in and the
19 program can't proceed until their recommendations are
20 enacted. And it forces an extra level of discipline, which

21 we have found to really work well, and I would gladly m ak

22 any of that documentation available to the panel. It is

23 quite an interesting process, pretty well described.
24	 And it works, which is one of the reasons that our

21 sock pro:e has tripled in the last three years from a point

Page 121

will come 10 Illat point again i n a moment, because how

procure is ;1 .-; i in i' iliant Is wind v ' in procure and what yo,,

budget And I'm 11,4 'we euoiwii ,r1 , .idenitiun	 givon

government to Me vii 11)11!, ini,-it s 	 4,,,munt Yot

have stalte that yoiik	 1k:idly wcII, and some thal at

likr ytJtir	 ,,I	 .,C.,m•'1,0 5111 kilo Alai

then vi; would iiioi 	 di:Miami, iTuli	 the way we'le Moine,

today.
9	 So the mote you Lim partner. I kni,w sometimes this

0 gets looked at potNibly as the negative as pet i 14 the

11 military industrial coiiplex. tied ultimately w are

12 mei.oicably linked in it i iiumelithip. Arid I Imlimm MOO

13 pettple tin both tides of dial paw1-v.111p lia.oanoio that, ;,;;,1

14 !particularly 1111111.: ,;k7 days of War time., but I think almoiii

15 at till times we ire like-minded in what we me ultimately

16 trying to achieve, and that is provide the best prodirit

"I 7 the most affordable pince r ; Mr the taxpryer. lr.r	 vial-

18 fighter, with a positive outcome

1 9	 Next slide please Perforaltillee•haixil

21 It certainly doesn't apply itt	 type , : it) bids, hat we2

2] to remember thr Ot'sttil bildgcl , 	, 'port and particularly in

22 theote i.onstraincal buttaet nines	 !orwIrd we're still

23 l i kely ni	 very iong hoc ,: lot :•ut equipment And , of

• C, ! nn•	 V.1111	 ::,1	 of

• the war	 the ii“..“.' lhat

1

2

3
4

7
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1 sector, the better. I don't think there's much debate on

2 that. But the way that you :ire buying the services is still

3 very much mixed. And I would strongly urge a much nor

4 rapid movement to performance-based contracting, that is,

5 buying outcomes, be it reliability or a., much by the hour as	 5

opposed to 10 people to maintain ermiething, because we wi I 6

7 clearly be ineentivized to get the cost down.

We do that. Most of the companies that you deal

9 with work in the commercial sector as well. We're well 	 9

10 equipped to do that. We make more money that way and sa

1	 you more money that way. Again, it doesn't apply to all,

but a big part of the budget is very uneven, frifl I see that	 12

3 may be there, but I see no evidence whatsoever, I'm sorry to 1

14 say, that this is actually being pushed top down.

5 So I would commend you, good idea, not mine.

You're doing it. Do more of it, Could I have the next

slide, please'?

1
	

Parallel concept studies followed by demos more

frequently. And I will make this point. A couple of ways, 	 19

20 be it 4-2-1, it's catchy because it's binary, if you have
	

0

21 multiple contractors doing concept studies, you will both

22 get more competition and get more innovative and better 	 22

23 ideas, We saw that in littoral combat ship, I think we saw	 23

24 that on JSF. And by the way, the good ideas, and I will	 24

25 take the example of OA Vs, aren't necessarily limited to the 25

Page 1

the heck
	

How e ae, a rf,p,al nsu hcart who knov. s
notl
	

ra ship Dr an EEW system

actually t	 win 	 isrft that little wary? It

is no me	 a Ls- payer Jii a patriot.

So, again, if I migni have the next -tisk-, I know

there are issues and Sr iv ...ontroversy ar,crld	 n	 be

that it was o‘er , spee yhc,_i rut I believe	 did for.. e

very good ids,	 furced reality at

into the technical feasibility of (he program. And I

ulimmatel, hclic y e it will be a very successful program, It

des sutler trorn some requirements that possibly are still

pushing too roach beyond reality, and certainly we picked a

price point or a cost point that did not adequately consider

risk. And, again, shame on all of us for being complicit in

all of that, but that should not cause us to not consider

that a successful program and a model.

1 would point to the next chart, if you'll pardon

roe for pointing, some examples from the UDI company we pas

bought. Or, of the reasons we bought them is this slide.

They have shown in a number of different instances the

ability to put together some pretty sophisticated vehicles,

all in less than a year, granted not full finished STD-type

quality, but certainly to the point of being able to

convince customers and themselves as to just what was

feasible and what was not feasible.
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1 domain where you think they would come from. If you look at

2 who is providing int)st of the UAVs that arc being bough(

3 today, they'i .e v inlua II y till from non-airerall companies,

4 even blot I Mop Grunlintill, Global Hawk, as you know, cal e ho

5	 dedynt:	 they bought it, albeit it IIi's lie

certainly l ' dive-tech that and made that a very ...ticc.c,siul

pii:giain And so opening the aperture at the non: rust of a

9 mogram I think is a good idea for everybody involved, Sonic

9 might argue it would add time to the prognun

10	 I think when we loi,k at the difficulty in

11 execution and time on progiatim. sOil in OW !Ong run it

1.? will shorten because it (loc. ,: alfect both requirements creep

13 Mat I touched on earlier, m that it forces reality, You

14 have to demonstrate what can and can't he done. And again,

5 you may get solutions that you haven't anticipated

6	 The alinor benefit, however. is less reliance on

1.7 written proposals. I do not believe the government any

113 longer, and maybe never, had the capability ° r evaluating
19 proposals. Arid if I could have the next slide.

20	 And I really do believe this, that proposals have

21 become much like the Wizard of Oz, and I would ask you

22 respectfully, go to the websiic of the proposal consultants

23 imd read what they're saying. They ui e actually at least

24 chinning	 don't know if they're valid enough, but a lot

25 of people ate using. them -- they can help ymi 'Ain And why
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And I think the rest of industry is equally

2 capable of doing quite a number of things in a relatively

3 short period of time to kind of separate reality from

fiction or get us away from this dependence on proposals,

5 and al,,o wean us a bit from this, what we would like to

billey, we can do into what we can :ietually achieYe. So

: 11 fle est that more concept demonstration pnTrams

before S ru would be helpful.

9
	

And the last slide, if l might summarize, and then

10 hopefully allow some time for questions, I don't think I

11 presented anything radically new here or different.

12 I lopefully I put some emplal ;is on some of the things. I do

believe that you need elieo by consolidating some ot

14 people or by policy and possibly by law, y Oki need te depkr.

1) some of this much more breadly, much more consiitentk,

16 with more rigor.

17
	

Again, industry, when they decide they're going to

113 do something and has a policy or a practice, it pretty much

19 gets deployed at least quite broadly within that company. I

20 think that's been the case for most big, successful

21 companies. And yet the government is still, &anything,

2.2 may be giving too much autonomy to the undo :dual rev

23 and individual buying commands. I'm all for dcH,,:red

24 authority, but some practices, I think, have to l2,: elanitecc

25 from the top.

3
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1	 Thank you again for this opportunity. I look

forward to addressing any questions that anyone might have.

3	 CHAIRMAN KADISH: Thanks, Mark. that's \\ hat we

were hoping to hear from you, Are there any gee ., Ions from

5 the panel?

6	 MR. KOZLOWSKI: The demos you de:;, rihca, were the

7 fully funded by the government or was there ...aniptur::

8 investment involved?

9	 MR. RONALD: Almost all of them were at least --

10 some were just funded by the company because we were trying

1	 to convince the customer that we could do something. About

12 half of them were government funded, but in almost every

13 instance we put our money in as well.

19	 MR. KOZLOWSKI: The reason I went along that line,

15 as you tend more toward a commercial environment, you can

16 almost literally see in the Industry developing products,

17 putting them on the shelf, just like General Motors or

18 Chrysler might do, except they've got a billion customers,

19 you've got one. So there is tremendous risk in developing a

20 product on your own funds.

21	 On the other hand, I'm looking for a solution or

22 an avenue that allows us design vitality, and by that I mean

23 keeping a group of people efficient in doing the kind of

24 things that we do. And the state of the art tends to

25 progress, at least in my mind, about how many times you get

with 3-0 V1SUM ARIS,	 c`vc got several of these Muir*.

and I'm sure von's e ill seen them. You put on tin

and it looks like the Ming emst:,.

lmt ztotuctintes thcre's not much behind du

So that's still (lift: t-,,: qt than budding something like a J"-;.1.

that actually line to tly. Ihaes tougher, as I 'snow	 k

rd ollhas	 attest to, So I would ..ailaitit that you'r,

still better oil putting some money out thew.

With regard to the tech bziNc that 00 commented

on, again, fin for multiple studies, I think Mat will

encourage the tech base, ido not believe that you sh.

spend a dune pion:a:m .1g the tech base in its eurient

If you look at where innov.ition comes ham, i tleaza nir

the time it's not from the 	 And to lan

controversia1,1 will just pent ii digital canna rts, whin nn

didn't come from Kodak, although they're now back In

any one of the number you know, the carbon paper nn

not invent the copier. The canna a maker do. ;ICI hive the

light bulb, it just doesn't happen [hat way. I stole that

one from John liarnre, so I'll givc him credit for it.

So you have to put mone y out there and feed

technology and invest in technology, as the government doe'

But it	 necessary, and it isn't	 ",11 necessarily smart

to give it, even thorrdi we re a trarinnanal !miff:flier, it

isn't necessarily Me bend inve: .arnent cci Luittly to

1

2

4

5

6

12

13

14

18

19

20

21

22

23

24

25
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1 to try, and not how much time elapses. If 1 could build

2 somebody's demos, four of them in one year, I guarantee you

3 the last one is going to be a hell of a lot better than the

4	 first one.

5	 The question is, where do you get the resources to

6 do this and all that kind of stuff? But there are

7 accelerated prototyping things you can do, Some things you

o can even do by computer today with simulation, CAD/CAM

9 tools, and things of that sort. But there's nothing like

10 givin g an engineering and a production team, for that

11 matter, a chance to build something.

12	 MR. RONALD: Let me comment on a couple of those

13 comments you made. Generally, I agree with what you're

14 saying, but there are a couple of issues buried in there.

15 First of all, I do not believe that industry can or should

16 or will invest the money to take a product all the way

17 through to production effectively the way the automobile,

18 for just the reasons you said.

19	 That said, you can still demonstrate a lot in a

20 short period of time. JSF is a good example, the example I

21 gave, and there are many others. And I would still submit

22 that that is much better, more efficient, will propel

23 technology and reality a lot faster. I would submit Inrir

24 the CAD/CAM and the other types of demos are p,,tentiatly

25 seductive as the paper proposal. You could do al,,t now

Page 12

1	 exclusively give it to your incumbent ,,npplier or your

2	 traditional supplier

3	 As a rroimoun:. you writ H orwil thii aperture

4	 and spread sonic of it mutt: bluadly,	 the IMIA

5	 tradit i onal ioppher	 :;ornettroc!,,	 t	 I

6	 before iii IJAVs, mmli ,,ornetirlies come rip with a nnolunii.!1 	 I

7 that said, I think you tripe smile 'a:1'',' cogent point:„ I

8 and I generally agree with your Lot/in:cur:

9 CHAIRMAN K/\ 1)1511' c. heard suggestion!, ahnil

10 broadening this up to noir-traditional ..uppliers. And yin

11 example of the 1.IA Vs is a good 	 hut usually we go dow

2 the path of people who have not done Ira ,IIWT4 with da

1 3 Defence I ,1,- 1 ;litmilt before, and how do you bring

14 the fold if you're going to truly get the. kind of innovation

15 you re Latkmp . about?

6
	

Even at the concept Study level, then.. !.cenr. in be

great rt::.u,lar-ua; tor corning forward with these ideas. Arid

18 I've always had a hard time explaining to people why the IT

people are still Lockheed Martin, 1.-3, you guy!. ,	oppr; a21

20 to Microsoft, CSC, Cisco. Do you have any thought:, nu

matter'? Is that a bridge too far, or do we need to rake A

22 different look at the Defense indu trial have from that

23 standpoint?

24
	

1,48. RO.',0,1.1): tiny, a great que ,,tion, and I eeria 116'

have pondered thi .re. 	 probal91	 br:dge

Ti	 ,
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1 much as I hate to adroit that, because there is clearly a

2 vibrant commercial capability. But this is such a radically

different market, and frankly, for some of these companice;,

4 this is a small market. I'm not sure you can tet their

5 attention. Arc they going t& put their best -- let's take

6 Microsoft as a great example. When I sell you effectively a

7 software engirecr, and you get that line of' code buned in a

8 lot of other Iiriu of code arid then a (tisk or whatever form,

9 1 make particularly in development 8 percent, 10 percent if

I've done a great job and I got a good contract time and an

award fee, and my average award fees arc 95 percent as a

2 company. Maybe I'm going to make 13 percent.

Microsoft makes 300 or 400 or 500 percent, because

4 they sell that . oftware to you and then they sell it to me.

15 As a matter of fact, when they sell it to you, they don't

16 send you a disk that you can copy. You pay, you may get a

good deal like we do because we're a big buyer, not as big

18 as you are, but we pay for every single one. And we've got

9 1 think something like 50,000 desktops across our company,

20 so we're paying. And we use Outlook and so we're paying

21 quite a large bill for that.
22	 Until you decide that you want to pay that bill,

23 and sometime ,: you do because you buy commercial, you b
24 what everybody else is buying and appropriately so, I'm no

25 sure the risk reward is going to attract that segment of the
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1 marketplace. However, I do still feel that there is a
2	 vibrant, albeit smaller, there is still a vibrant industry

3 out there, and there are now players coming in and people

4 rolling up and	 larger players, as we have done, as
5 Frank, who spolo . H.2	 done.

6	 Su at leas: A. ttIi t I t LklitILII yam need to open tip the

aperture to ti nil 	 constituency within those who ire
8 Willing to do business with you, anything you can do. And

mayin. you need to talk to those folks is well. I'm not sure

10 if they're silieduled to talk to you or not. But that's

where the ideas, why are they not willing to come in, and

1.2 what would you have to do to change is a customer to make it

13 attractive,.
14	 CHAIRMAN KADISH: LSI, you mentioned it in pass
15 about the acquisition approaches that we use. Imagine LSI

16 is on interesting approach to business that might need some

17 vetting. Can you give us some perspective on this approach,

the government's uscs, why you think v,e're 110 a2 Whites

1 9 wrong with it? Is it going to fulfill its promise, or does

20 it even have a promise?
21	 MR. RONALD: I think there's a combination here
2 2 that you have to consider, One is the structure of the
23 industrial base. And LSI, th'e lend system integrator, might

2 ti make sense if you had conlyantes out (here with a broad

25 systein engine:a-1g lurk' ? ,.rAm imitw. vinenit...malttIttv Ii ii,.'

not vertically integrated, didn't has c a vested interest

elsewhere in the prrigrarn that c..ald really serve 3:: I::

.Acrc.tspace Corporation, althou,;t1 I'm familiar %%it:: them

some of the companies you've picked have an inherent

oultlii.1 of interest : which is jutt:t eot a healthy

environment Sum e of them tire trying to get Inure

not in the current phase, but in future phases of the

program, and that's not good. That is not cued for at:

That may be good for their shareholder, hut it is not

good thing.

And so 1 don't know that there arc enough

companies out there would can actually fulfill tear Se[le

that inherent bias. That's one problem that I see, and

don't know the solution to that, other than to search our

other kinds of companies who would be better structured iii

wouldn't hive this inherent conflict.

A second point is, at some point the elephant

becomes too big to swallow. I mean, all of us who have coo

technical discipline or management discipline understand th

way you tackle a big problem is to break it into kind of its

component parts. And for some reason or another, sorneboc

believes we are going to he able to better tackle a big

problem by lumping it all together under one contract. 1

believe that logic is fundamentally flawed.

Now, can you afford to buy it in 3,000 parts? No.

Page 13 3

1 Should you buy an airplane by buying every single piece?
2 No. You should buy it from somebody who knows how to bud

3 airplanes, and you should probably buy the major weapons

4 systems as a part of the airplane because it's a highly

integrated thing these days. And there's too MUCli

is interaction, I think, for the'	 properly man,:
7I1.1111gs thai AIC not on a single 6001	 power-

Wcight• rcstricicd	 e thing like lin

9 airplane you eau i iii!hThly buy in nit tior chunks.

10	 And certainly things that arc distributed amongst

major platforms, it's nut	 rto Inc wIry you shouldn't buy

12 them individually, because L:VVII though that represents more

13 proem Cilient actions and maybe more work within the

14 goveranient, I'm not sure that the conflicts I referred to
15 earlier, that +.% e can necessarily guarantee that it can be

16 done any better.

17	 But the story is still out. It is too early to

10 form that judgement. I think if sou looked at programs,

19 however, the larger, imohaltly the more di Ificult, the more

20 challenge, that would arctic that it is not the panacea that

21 some people think it is.

22	 MR. KOZLOWSKI: As a follow-up to that, many

23 have talked about systems being more complex ' et you btank it

24 out. One measure of complexity is c,.r.iryilling is done Its.

25 sot t .t\ arc, so instead ot fitivir.6.f, A k's.' k thous.iiidlines of code.
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1 we've got billions, arid probabl y we're going to have

2 gigabillions. How do you feel about that softw are

3 integration problem? Is it something die industr y can

4 handle or are we getting out of control in the software

5 world?

6	 MR. RONALD: No, I think industry can handle it, 1

7 think we're getting a lot better at it, You know, the first

8 version of Bradley had no software. The current version ha

9 three million lines of code. That's approaching what was in

10 the first version of the F-16. And you're right, that

1 1 number is going to keep on going up and up.

12	 But we are, and many companies, while everybody is

13 on the path, not everybody is there, but we're seeing a

14 level 5 for virtually all of our locations where we do

15 software, and we've gotten the costs significantly down, and

16 certainly the work and the challenges is significantly down.

17 I think industry has gotten, and the government for that

18 matter, has gotten a heck of a lot better at software

19 development. And so I'm not sure it's the black art that

20 people once thought it was, or it can't be done in a

21 disciplined manner.

22	 We still have the issues that we talked about

23 earlier of requirements creep and changes, and that

24 ultimately, as more of the solutions in software, that

25 going to affect the pace and the cost of software

know damn o ell that Om • ; probably an optimistic estinum

And Nktte la \‘c•leally get down to never had as nu

reusable in an} thing that Vie eN CV thought in any put

P")b'Ibilkv il•w that's a ha extreme, hut 1 xvoulan t be

surprised if ii WAS, akatttlik" cornet So We should

Merck:re • tm, :•ysiein engineers and :icquisitton

which I k ;Rea, exist in government, mid some in this

doubt -- that k whv 1 wnut lo	 01,•-•.e• imIcpcndeht

reviews, because the smarter peopk, when they hear t.

silly estinitite, will say, atilt a second, what happens

it's not 40 pereent, it's 20 or 60, it's 40. Make your

estimate, tell me the cost, the delta cost for onoth,,,s

percent nea and let's add that into managen.: i eser .

You imiy not budget, that out, but we better have it on

pocket stillewherc.

13u!	 diffeient pmblem I think. We

a :loaf y Arc	 day:, bccati:tc. we have d

for quite a WI	 Row, Most systems have tt, and Wert;

ecnainh• better on1SI : Mon we were unt r -22, because ninJ

o y es hiii‘c taken a few lumps ;roil leanied a lbw things al

the way.

MR. PATTERSC)N. Nfiaa, it not all, Of the Iti•alUt:

you've raised today could be lumped into a category that

says ifonly the relationship between the DOD and industry

4

13

15

16

18

1n

20

21

22

23

24

25
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1 development. But that's not a problem inherent in software.	 1

2 That's a problem we talked about earlier. 	 2

3	 MR. CAPPUCCIO: Mark, do you believe that industry 3

4 and/or the government have a good grip on the cost of	 4

5 software? We talked about cost realism up front. We talked	 S

6 about FCS. There's 32 billion lines of code. Do you think 	 6

7 we have a handle yet on what software should cost? We

8 estimate the reusability and we find out it's not reusable. 	 8

9 How do you feel about that? Is that something you raise as 	 9

10 another effort of how we're costing software? It has to be

11 a primary function on weapons system in the future where

12 functionality is going to be -- 82 percent of the F-22 is	 12

13 functional software_	 1"3

14	 MR. RONALD: In my judgement, the challenge, as you 14

15 correctly pointed out in your question, how much of this is 	 15

16 reusable. But that's not a question of judging what it 	 16

17 costs to develop new software. That gets into this optimism 17
18 trap, this seductive trap that we're both stuck in because	 12

19 we've got limited budgets and we want to win. And so we 	 19

20 start to convince ourselves or you, or you help us convince	 20

21 ourselves that more of it is reusable, a different problem 	 21

2 2 than estimating the cost of new software. Again, that gets	 22

23 back to cost realism, adequate cost for nsk, how much of	 23

24 it. Okay,1160 percent is reusable, maybe we should only 	 24

25 budget for 40 percent, because we're all smart people and we 25

were more cordial, better, mote opal, n inny of thusc Chines

could he solved Wahill the contest ola	 I tow do

get to — what can we do hi irlitc.r.e and better the

relationship so that these kinds of problem; can be

addressed and many solved?

MR. RONALD: Well, I think I certainly you

correctly iissessed that I believe a more open :I nd lionL•

dialog ,e Nould	 I would say a hetai•  application

of the ;Joined reoauee would also help arid ,. 1 11111:. ,r nurri'rcr

of the other •tiggiateins I've made would not nece';',:o sly

implemented sitnply try ut open and 11101t; candid dialogue,

because ultimate the	 wv	 alt: ;,ottor to fixed

an implement, which nicans, .e, I !algae..led before, we ihioy

have a candid dialogue!, soi tware nava:, hut it :tirin:body
doesn't actually budget for a lower number of reuse

therefore a higher number of budge', we're not goi	 to he

well-served.

interpret that as a part of din. open

and hoNn (c) swt 'dyialogue, or I would intuiptct it as you're

going to get that dcgrec ul camlor and highly cOlnpunli

how often do you Ley a comhaiard or a new fighter aim ::[..dt

or a new land e.hicle ..! And	 in that kind of an

efi titratettalertt were Lami,i	 rot he rew.iided

got really. , oeilly good people in governmen t and a

intelligent, di	 and inkle•erirleto

4mir,

Alderson Reporting Company

800-FOR-DEPO1111 14th Street.Suite 400 Washing n DC 20005



M EET G	 August 10, 2005
,VA

1 what they're being told.

2	 I believe that an open dialogue ie ilt eoing to be

3 sufficient. I think a better application of rue; trrees, as I

4 said before, less reliance on paper proposals, Illore any way

5 that one would have to demonstrate that they really have a

6 solution in hand.

7	 CHAIRMAN KIWIS' Let InC put you on the spot in

8 different arena. Are there any implications for this panel

9 on foreign investment in North American type of defense

10 indu•tnes 9 We're kind of in the bull's eye of that. Are

11 there any problems you perceive unique to that class of

2 companies or parts of the industrial base?

13	 Because this seems to be more and more a

14 globalized issue for us in the U.S., because as the industry

15 has consolidated, there are indications that there are some

16 areas that the only way to get competition is to open it up

17 broader than the U.S. And this has huge policy security and

1.8 competitive advantage type issues. Would you care to

1 9 comment?

20	 MR. RONALD: Sure, First of all, I think

21 competition is a good thing, and I think global competition

22 is a good thing. The U.S. is a net exporter, and thereliire,

we are a net creator of jobs. Also, although some of my

colleagues in industry look very American when they sit her

in the United States, when I see them at the Paris air show,
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1 they look much inure international. It's amazing what a

filch( across lie cumn will do. And by the way, timid of

3 Mem have tar, e numbers, as we have a large number. of

4 employee .; hen in in the States, Many of them employ them

5 citizens in the	 K. The U.K. buys alone, ccn,Al ly much

6 more us ,iper,a.altage of their budget holt' the 13.5 than goes

1	 the other way. It • -: arguably the most open ut.irket. lk,cry

13	 country is a little bit diftierem, so one cannot

9 about Foreign ownership or procurement.

10	 We've cella	 v had success iv, 1 tocatiou0d, the

11 777 going till 1110 way hack to the Hanna smiling here, but

1_2 inevitably, we've had to build with a ;sinner. In the case

.3 orate Harriers, you know, with Boeing, and that' ,;` also been

o creator ofjobs.

With regard to the ownership ofcompanies, if

16 anything it has forced us to he, we believe, better, because

17 if we end up on the front page of the Washington Post, were

18 more vulnerable frankly than a wholly-owned U.S. supplier.

19. That said, I would point out that we are a publicly 4:itled

20 company. We're not owned by the British government. And 4

21 percent of our shareholders -- surprise, surmise -- just

22 like 40 percent or our employees and about 40 percent of our

23 business, but 40 percent 0101,11' shareholders are over here

24 in die U.S. these days.

25	 So we respond the :ern:0 way any other public

Pac

Tone ; Li nd :Ihpefulhy any other good supplier

2	 mc o nd .4	 t.7.11aVe much f 13c the r'lcr arise

3	 h.' c- here and provide gehe pr - As and

4	 eerviee,,, end when sse don't, .1 ire '4- ,' !ri t2 to	 '11(811.-

5 business with us. S 11J! business of national boundane .1

6	 think is a bit cryerpl,iy.ed

7	 Certainly the t • K. fium the President on down is

8 our closet ally They tight shoulder-to-shoulder with us

9 and our teen and women 0 uniform, and it is in their best

10 interest that they have the latret and best technology, al I

1 1 compatible technology and equipment and certainly

12 communications with ourselves. And so we don't have to

1 3 always go it alone.

14	 Now, again, it depends. I'm certainly not

15 suggesting we should open our markets to certain other

16 governments, hut I think that's a case by case. I don't

17 know if that answers your question or not.

18	 CHAIRMAN RADISH.: Yes, thank you. Anybody el e

19	 MR. HAWLEY: Yes. Mark, you alluded to the advers

20 incentives that can come with a cost-plus contract. Under

21 what conditions should DOD consider a fixed price wit.;

22 incentive contract'? What kind of criteria do you think we

23 ought to think about?

24	 MR. RONALD: I think these big complex systems has

25 to be cost plus. I like cost plus award fee, because at
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least it gives sonic measure of incentive and some

2 independent evaluation, so we're going to be motivated to de

3 that which you folks are incentivizing us to do. I think

4 you go to fixed price, I think history has shown that at

5 least for thcec really complicated things that are going to

6 change	 here pushing the state of the art probably

7	 clocmi'l wor

And frankly, when those ideas came forward, the:

9 sounded good to me as well. But they didn't work. And

frankly, that's part of the danger of this panel. Although

I know you're looking for new and innovative ideas, and I

12 commend that, the scary thing about that is sometimes IA e

1 3 don't know how those ideas arc going to work in practice.

14 So we can all think. boy, that sounds great, I hadn't

1 5 thought of tliat And we try to do it and we find out some

• 3,4,5 ycitrs Liter that, well, there's a reason that hasn't

been tnied be /Ole. So that's why. And maybe I'm being

8 overly col: .ers alive here, I apologize, but that is why we

9 tend to :eiv stay with things you have already done but en a

20 limited basis..ind employ them more broadly. I think that

21 would be a big step in the right direction.

22	 And with regard to the types of contracts you

2 3 have, generally you have a good variety. I do believe there

24 are sonic e bin:. ,'' in the e. ,'tern,	 'at: do have sonic comp inn

25 who Are	 4-plus ,antracts and pa,sing on ti sed-

23

24

25

4
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1 price contracts to the middle tier. I've got to believe,

2 although I wasn't here for Frank's testimony, 1 know that's

3 a hard point with him, I have to believe he probably

4 brought that up. And I know some other people. Ps'e're 	 4

5 frequently more than 50 percent is directly with the

6 government, but we're frequently in that position as well.

7 And we're somewhat coerced into taking fixed price when

8 prime has cost plus, but they've got problems of their own

9 that they didn't properly manage, so they're trying to

10 contain costs, and so they're squeezing the supply base to

11 take a fixed price.	 11
2	 Sometimes that's appropriate, They should be 	 12

	

driving a good bargain and getting good value for the 	 1 3

4 taxpayer, but sometimes it's inappropriate. They've	 14

5 actually passed on the risk to the supply base and forced	 15

16 them to take it on a fixed-price basis. There isn't 	 16

17 adequate oversight of that process from the government in nv 17

1 8

20

21

22

23	 CHAIRMAN KADISH: in the reforms of the past alon423

24 these lines about staying with what we have done before, 	 24

25 deploying more broadly, as you suggest, mil specs were a 	 25

1.14

market.	 the CAterli 1.111	 then

siand.ads, we'll be butter Off. It v i lleost you less

none-, You don't have to maintain the tit:HO:Mi. It %.

alwas be up to date, and	 least it plovi,le, one less
impedinient tor the commercial se:tor to be bolding iii hi
nen ketplace.

A,,M11,111Cre'S Iic Li any one rule which

to apply all the tune, so 1 certainly inn not suggesting that
there may not be instances where you need a specific.

military specification. But as a general principle, I flunk

that was a proper move,

CHAIRMAN KADISIL Any other questions?

MS. STOKLEY: I have one sir. Hello, :tit . , Thank

you for briefing. Judy Stoklcy mm Me Ail Force. I was

wondering if you could give us ;my ideas that you have tin:

making  sourcerCe selection [ 11-ice:-is 1,,Olk boner So 11.0. Thu

realism in pmposals.

MR. RONALD: Agi1111, I nill Lunn:	 to what I

before. I flunk, let's say there's a source ,xleciimi,

Well, I won't mention a specific commair	 o‘ et there

somewhere. Let's pick Dayton, Ohio just :is a random pmit.

(Laughter.)

MR. RONALD: Then we're going to get the he-i

people in Dayton, Ohio, and certainly there's a lot of

people there. But have they thought about bringing 	 y

view. 18

But I think generally the contract forms, there's

a variety out there, and they generally are properly

applied, which is why I mention that as a major element for

1 9

2

change. 22
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1 dirty word back in the late w80s, and created an awful lot 	 1

2 of impetus for reform. We got rid of mil specs. Cost did 	 2

3 not go down as people would have expected. And in fact	 3

4 there is some evidence to believe that because we have fed 	 4
5 off the value of mil specs that were used, post the

inquisition reforms in various ways, they are now to the

7 point where we almost have to impose these specifications

8 again in order to get systems and systems type of work done	 8
9 correctly with the right quality.

10	 Is the mil spec standardization process, 	 10

11 especially as you move down to the second, third, and fourth 11

12 tier, something we ought to consider? 	 12
13	 MR. RONALD: No. I mean, certainly we need	 13

14 standards. I would clearly endorse that, because without 	 14

15 standards you will not have interoperability, and clearly 	 1;

16 that's going to be the tentative warfare today, and it will

17 be for the foreseeable future. 	 1 .7
18	 But I think using commercial standards, which we	 18
19 have largely gone to, is a much better approach. There may 19

20 be instances where we need to develop our own standard. 13ut20

21 when I think of things that we've tried to do in the past, 	 21
22 like even come up with a standard computer, it just doesn't	 22
23 make a lot of sense. We can't react as quickly as the 	 23

24 commercial market. The commercial market will, again, to 	 24

25 the point that we discussed earlier of attra.....ing !he

Page

from SLCOM or Warner-Robins or Huntsville? Beeausu thei

are some really talented people there	 Tic:;' ilon't

have the lock on 	 ii Wainer-Robins,

they've got something tcolic ;Am:phi:mud and

aren't we using sum,. , if !hut ' Aber hdrin.? And hy [hi

they may	 ionic Indopcifilkmt..c,

this ha, '	 Arid Iflayht.:	 Tdle [lie

right	 lint , ,ininn.Jon";	 yin

can Scully	 Mr.H'e clearly, paruciiirily if you've

got Sly111R•ant

At I iiirNisoin, which you're familiar with, icud

some : , ycnu; hairs over, you have the grey beards, riot a

telm mlyirmte, init grey hair.

Ms	 'I: ell, you think that the expiable of

the	 cy;dualn	 fritot- q d Li drivel 111, n 1,

the. unl y t:a that leads to 1:1J1,-111-.1s

MR. RONALD: No, I Hunk e hori i , but I would

bring that expertise. in asMe .i dem:mine die criteria. I

would frankly Inice theirs re,;iew set. mion L arid Section M.

Ihere's a lot of very capriblep,aIc in the gOVelfiriilit.

not sure that you're deployin	 effectively	 you

can because they're	 spread bill.

need to find a way. I hat

t•iit	 9::11,1flyi.),Ay

	

mayin: Stu,' 	 Lnrit: I think
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are some c Littoral aspeus there that would have to be worker
	

Mft, RONA lib We retse	 (1,bIi t); ,et

2 as well, and some people have tc, really be encouraged. Or
	

2 have a very extensive or;' .10 fur the rnider_t Ai d	 -

you could Iiiret it m a more tbrmalii.ed way. 	 3 level. And	 117).' to

4
	

We cceleckal in our company to do both, We have
	

4 We call thorn Mari poteritia;s. by the 'i 6 a c , c r m

5 significant management Ii tiring programs that deal with
	

5 careers and move the nitaround at that point ,....,here they're

6 being much more open to ideas from tl:c outside and sharing 6 going to gain the most knowled g e from breoesi ,sxpos , . 1	 ts

7 ideas. But we also have this process I referred to earlier
	

7 art the ones who will ultimately hopOully have my job.

that forces an independent review. So when w e make a bid, 8 it's really the top of the top.

9 no bid decision on a tagetficant opportunity, and there are
	

9	 And then the way we mot t- people around at the

10 thresholds, and with those higher thresholds become higher 10 latr 	 [bc, r Jareers, you know, throe eh these

thresholds of independence. 	 i t alepeettent Euviews :	they don't tank...:	 direct

So if one of our groups is going to bid a quite
	

12 res Pon't ' LW	 tt lfhtetugh t !earl .; it we hat e an issue we're

large program, they're going le He forced to bring in some
	

13 going le be rig so-sailed r j r teams, and different

14 gurus from outside that business cc that is going to
	

14 companies have dittCrt'll i words, we're going to apply

review it even at the bid stage, and Mat again, that is the
	

15 resources if we've got a challenge, as we certainly have had

16 bid, no-bid stage, twain at the hid submission stage, and
	

16 and no doubt will continue to have.

17 again at the taking of the contract, F-,2,,,icse we all know
	

17	 One of the benefits of a larger enterprise is

that there are CRs and DR s, and the' Is,)me requirements 18 there is a pool of talent, and sometimes you can shift. And

19 creep that happens between the KIT and the award, not an
	

19 so we will bring resources to bear. But generally that may

20 insignificant amount, as we all fully recognize. And so we 20 be for months 	 first of all, it's for these independent

21 bring people in at that stage :is well. 	 21 reviews, which typically do not take more than a week. Then

22
	

And then at every life cycle through the program, 	 22 if we've got a real challenge, we will bring resources to

23 there's actually quite a number of stages we go through. 	 23 bear, which may be anything from 3 to 6 months, those kimt,

29 Again, I'm not sure that that's necessarily the best
	

24 of durations, and we will move people across the country.

25 process, but something along those lines would better use
	

25 Sometimes that's a hardship on them and their families. But
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1 the talent. But I'm not talking about just a single point

2	 in time.

3	 MS. STOKLEY: Thank you.

4	 CHAIRMAN KADtSII: Any other questions?

5	 MR, PILLAR: Mark Pillar front SAFAQ. How long,

6 typically how long do you keep a program manager on the stun

program?

11	 MR. RONAL!): We don't havt site spit, :tts: time seale.

9 Lim it I had to pick abioad average, it's probably three

10 years, Char said, it w:mid not be 1,111te:11;11thcri if that

11 program :nanager,	 they VC dinIC it •;k1CCeStilit I job and

12 moved on to a higher level of responsibility, it would be

13 frequently the case Mat the next person on would he

14 somebody from within the program. So it's not somebody who

15 doesn't have the base of knowledge, so it may be one of the

16 next level of disciplines down would then get promoted, or

17 somebody from within that broad area.

II would be more rare we would bring somebody in

19 to an LW program from a flight program. It could happen,

20 but it would he !Tune apt to be somebody from within that

21 domain, because we believe that domain knowledge, and again

22 the larger the program generally and the more complex, ttic

23 longer the duration.

24	 SIR. PILLAR: Do you tend maybe to move superstars,

25 sttaind mm the' n problem solve here?

P g e 149

1 most people recognize that it's one of the things that it

2 takes to make sure that the customers are satisfied, so

3 they'll do it on LI short duration. And we'll try to find

some way of a,:.connitodating them if they have to go back and

5 forth on weekend!, or whatever and there are practical

6 problems in doing this in these large geographically-

dispersed enterprises, and people with families and all rif

the issues that I'm sure the people in this room have. But

9 we do that. But generally we don't bounce round we dont

10 have a pool of people sitime	 loo are so to speak a

11 talent pool who can dr.t ..v	 I Llic[i1 ,2 tightens. We don't

12 have our fire fighting briga.1e. Our fire fighters are in

13 there working on programs today and not fighting tires, and

14 their job is to prevent -- they are fire preventers, not

15 fire lighters.

16	 And, by the way, we also don't have proposal

17 writers. Even though I somenmes think it hurts us, which

18 is maybe --I ea 	 m my present:mon

19 want the per-son writim! 	 proposal being the person wh"

20 really knows what the','1 ,:. talking about, and going!,

21 person who's not only making the commitment to t	 b...11

22 making the commitment to me and my shareholders that they

23 can do it. But sometimes they don't write as well.

24 Although when you have orals, Whicht also commend. tine mu

5 anil longer you eau have, Me truth con 	 :et,	 sst a
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1 shorter version of demos, breause„Igain. you sit somebody 	 some wa ) , shape, Of form.

2 by the day or two and you ask them a buth.liof quesuions 	 MR, IsIONAI	 I welcome the opportunity. This is

3 think generally the government is more asitutc at that 	 3 imp rtani work you'ic doing

4 certainly than in reading proposals. And you can sort out, 	 4	 C 411:NI AN KADISII . 1)1,Ilk you for coming toitip .

5 you can sort your way through the pretty veneer il1111 find out 5 Thank you so touch. And r 1 those of you who ire

6 if this is really a wood table or just pretty veneer. 	 6 more, you're not goiiir to .‘,it ii toda)
7	 CHAIRMAN KADISH: Anybody else? I have one fin 1 7I

8 question. Do you have any data or experience where we go	 8	 HAIRNI	 K Al.)111	 going to be adjounmd in

9 through the proposal process, and after we award the 	 9 seroial, :Ind we a ill ieironvene tin	 ,11‘ iribMg for

0 contract, we don't do what we proposed, but change the	 10 adinilitsliallvi	 4 fl..) [11 	 1 lii cioin

11 requirements? In other words, we don't execute what was 	 11	 (Wile' (-upon, at 3:45 p.m., tiro roc,:t	 vias

1 2 proposed, but change the program.	 12 adjourm . :1 )

MR. RONALD: Change is a relative word, Ron. I'm 	 13

1 4 not sure I fully understand the question. If you were 	 14

15 buying a coffee cup and then asking for a telephone, I don't	 15

16 think we have that happen to us. Or the coffee cup grow a 	 16

1.7 handle or maybe have to handle super hot coffee, and also 	 17

1 8 self-pour. That sometimes happens.	 10

1 9	 (Laughter.)	 19

20	 CHAIRMAN KADISH: That is what l was after, In the 20

21 name of competition, there's a tendency to technically leve l

2	 and then when you get done and you award the contract, 	 2 2

23 there's a group of people who would come in and change the 23

24 requirements so that we get what we really wanted but 	 24

25 couldn't do in the proposal process,	 25

Page 151

1	 An example might be you ask to build a tank with

2 one gun and propose to it, then they come in and say, we

3 want a bigger gun, and that changes the whole baseline of

4 the program, the risk profile and everything.

5	 MR. RONALD: Well, clearly that happens at times.

6 Frn not sure that's premeditated on anybody's part. Its

% sometimes a requirement or hopefully with time got a little

8 smarter and actually needed a bigger gun.

9	 CHAIRMAN KADISH: You don't see that as a systemic

10 problem?
11	 MR. RONALD: No. I think there is this seductive

12 nature of requirements creep, as I pointed out earlier, so

13	 w ill always -- unfortunately, too many of us always want

14 the latest and best, and a bigger gun is presumably better

1 5 than a smaller gun, so let's go have at it, and since we can

16 do anything, it is one of the great strengths of the

17 American people. We can overcome any adversary and we ca l

always do it. From childhood, the little engine that could,

19 but unfortunately that sometimes gets us in trouble as well

20 in that we, I don't think in a complicit or malicious way,

but we have a tendency to over commit, and we have to

22 recognize that, those of us with grey hairs. And we maybe

23 are a little less willing to over commit.

24	 CHAIRMAN KAMM Well, Mark, as	 it was ve r

25 good and provocative. We may ask you for se,..:-rid round in

39
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