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1 PR-O-C-EE-D1N-G-8 1 of the Air Force at the Acquisition Center of Excellence.
2 (9:00 a.m.y 2 I'm Dave Patterson, and I'm indeed director of
3 MR. PATTERSON: | hope this will be an informalivd 3 this project. And I would like to introduce you, or those
4 gession for you. It is an open session. And to set some of 4 of you who were not with as at the last open session, (o our
5  the ground rules before we get into the appropriate 5 panel. Our chairman, Ron Kadish. is a partner and vice
6 introductions, there will be a question and answer timeon | 6 president of aerospace market group at Booz Allen. And in
7 the agenda. You also should have cards that have been 7 front of me | have Mr. Frank Cappuctio. He is vice
8 provided to you to write down a question if you're too shy | 8 president and general manager of advanced development
9 1o stand up and ask it. But there will be a time for you t0 9 programs, Lockheed Mantin Aerodynamics, To his left is
10 stand up and be recognized and ask your question. The panglL0 General Richard Hawley, and he is an independent defense
11 will make every attempt to answer it in a timely manner. If{ 11 industry consultant. He is also the former commander of Adr
12 not, we will provide you 4 response later. 12 Combat Command. To his feft is Mr. Don Kozlowski, an
13 What | would like to do at this ime is to 13 aerospace consultant, and also the former president of
14 introduce to you some of our project officers, and our 14 VisionAire Corporation, and the former program manager of
15 project officers are an important aspect of this DAPA 15 the C-17 program.
16 project teamn, because in addition to capturing some of the | 16 With that, | want to turn this meeting over to the
17 observations that you will hear, they also capture the key | 17 chairman, Rorn Kadish, and we will go through the agenda.
18 points for us to use as we put together the report. They're | 18 And hopefully we will be on time and on cost, and the
19 also assisting in conducting of the survey, which is a very | 19 performance will be pretty decent as well. So thank you
20 important part of this DAPA project. 20 again for being here.
21 But in addition to that, they represent & very 21 CHAIRMAN KADISH: Good morning, everyone. [ woulds
22 fine conduit from thig project back to the individual 22 like fo just review the agenda today to make it clear what '
23 services. And so what I would like to do is to introduce 23 our objectives are for a very long day of information
24 those folks to you. And first is the Army. We have Ms. 24 gathering and listening.
25 Nancy Moulton, and Nancy is a deputy for life cycle 25 The first thing we will do is update our interview
Page 3 Page 5
1 integration, assistance to the Assistant Secretary of the 1 process. And [ think for those of you who are familiar with
2 Army for Acquisition, Logistics, and Technology. 2 our process, inferviewing key individuals in the sequisition
3 We also have Mr. Steven Hayes, and Steve is an 3 arena is a key part of our data process gathering. 1 would
4 acquisttion fellow in the capacity of special assistant and 4 like to give a short briefing after that in open session
5 agsistant executive officer to Dean Hopps, who is the 5 about the idea that acquisition is more encompassing than
6 principal deputy to Mr. Bolton. & what traditional reform activifies have undertaken, and I'lt
7 We have with us Commander Dan Seigenthaler, and 7 make o distinction between what we call big A acquisition
8  Commander Seigenthaler is the deputy acquisition manager fbr8  and little A acquisition. Don't put a value judgment on
9 (inaudible), which is an LHD-8, and i's the first of -- 9 that yet. We will go through it in some detail, because o
10 it's a gas turbine all-electric class, and he's assigned to 10 sets the tone for the major part of our study.
11 usto help ug out. 11 We will take a break if we're on time. And from
12 From the Navy, Ms. Rose Bartlett, who could notbe | 12 then we will start getting a viewpoint from industry 10 this
13 here, is the staff officer to John Young, who is the Deputy 13 day of open hearings, and when we plan to have next week,
14 Assistant Secretary of the Navy for Acquisition. 14 working out the details now, are structured to get the
15 Our Air Force contingent is represented by 15 industry associations and the industry leaders themselves
16 Lieutenant Colonel Amnette Foster, and Annette is serving 16 involved in our study process.
17 full time with the DAPA project. She provides invaluable 17 So, Mr. Larry Farrell, president of NDIA| will be
18 service. Major Julie Norris is the Deputy Chief of Space 18 coming inat 10:30 this morning to give us his perspective
19 Plans and Policy, and she comes up to us from space, 19 from an industry association, and then we will break for
20 {Laughter.) 20 tunch. We will move into the afternoon at 1.00 with Mr
21 MR. PATTERSON: Just got back. 21 Frank Lanza, chairman and CEO of L-3 Communications, to g1
22 (Laughter.} 22 us his perspective. And Pm told that ought to be a very
23 MR. PATTERSON: Anything you can walk away fron 23 interesting talk as well.
24 rnight? And Michael Brown is assigned - he is not with yg 24 We will do some question and answers followed at
‘2 5 this morning -- but he is assigned as an acquisition manager about a quarter to 3:00 with Mr. Mark Ronald from BAE
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1 Systems. Question and answers after that, and we'll wrap it 1 associations representing the demographics that are shown 0;
2 up somewhere around 4:00, and then we'll go into closed 2 the next bullet, 9 major defense industry firms, 43 defense g
3 gsession to deliberate some of the issues from an 3 programs, 15 unions, and 7 trade associations, professional
4 administrative perspective that we have. And next week 4 associations that are involved in the acquisition of
5 we'll follow on with more of the same. 5 materials and services, :
) And so we look forward to a pretty ambitious & All the services, all joint programs, contractors o
7 agenda, but also an important one from our perspective to 7 and subcontractors, are the audience of this affort. :
#  get the people who are in the industry serving the 8 Thirty-three - 'l just update for this slide -« 13 have
9 acquisition system of the DOD as the product providers, and 9 been sctually conducted as of close of business last night,
10 their perspective on what we could do better in these areas. 10 The data collection will wend - and I've got a
11 So that's the agenda. Are there any questions 11 bar chart that will summarize the figures 1 just showed you,
12 from the panel about it, or from the staff, or anybody else 12 1believe at the end of the briefing - data collection is
13 inthe room? 13 going to try to identify trends in the subjects that are
14 (No response.) 14 covered during the course of the interview, that is, il we
15 CHAIRMAN KADISH: Okay. With that, I would like tof 15 have 93 different opinions on the adequacy of the ’ 5
16 move into an update of the interview process by Mr. Mike 16 requirements management process. Where do the opinions Dg
17 Mulligan, 17 that subject trend, either by industry, by government '
18 MR. MULLIGAN: Thank you, General Kadish. My namg18 representatives, among the services, and across the §
19 is Mike Mulligan. 1 am program manager of an organization | 19 demographics that were trying to track? And the themes fron
20 called the A-Team, which provides contractor technical 20 the open-ended responses are going to be a liitle more g
21 analytical support to Air Force acquisition. We have been 21 difficult, because that's where opinions are coming in that %
22 asked by the government to put together the interview 22 we haven't structured, and basically what the opinion of the
23 process. And what I'm going 1o give you this morning is 23 interviewee is as {o areas. %
24 abouta 10-minute briefing on what the process is, where we | 24 The demographics are covered. They include §
25 are with it, and what we expect to get out of it at the end. 25 program managers significantly. The 43 some odd program
Page 7 Page 9 %
1 This briefing is in three sections: the interview, 1 that we've specified so far, and all the answers are going §
2 candidates, and data collection, starting right off with the | 2 10 be bundled in baskets of 12 study areas that we've 5
3 interview. If1 can see the slides, the interview itself is 3 covered in our first open sesgions, and aré eross-matehed
4 fairly daunting for the interviewees. It's grasping for 90 4 apainst study arcas or what we call focused domains, .
5 minutes of everyone's time. It's split up here as you see, 5 There is 8 summary of the bricfings that we have |
& ateam of two people, a lead interviewer, and what we callla 6  scheduled to date by service. Those have been completed flg
7 scrnbe or note taker, actually conducts the interview 7 date and the sum wotal, again, as we based on the 3
8 working from a 74-question questionnaire, which the 8  demographic of the target population, they include the trad :
9 interviewees have been provided in advance 67 questions,] 9 unions and sssociations in the second o the last column,
10 which are multiple questions, asking the person that is 10 The time Line for this effort is as shown. Data
11 being interviewed to give an opinion on a subject in the | 11 is going to be collected after each interview, as |
12 defense acquisition process, either strongly supporting or | 12 indicated. I's going to be an fterative process where -
13 strongly disagreeing with the positions. 13 while we're getting in the results in right now 50 we can
14 And then seven of the questions are open-ended, or] 14 look at where the trends are going ag the data is built,
15 what we call essay questions, asking how things could be | 15 We're going o have five days at the end of the data %
1 improved in a particular area or from a particular 16 collection exercise to ¢lose out and report whit we've done, 7
17 perspective. This is what the interview is really going to | 17 and that closc-out and the responsiveness of the candidates
18 be, the exchange is really going to amount to, so respondigg € to the questions and how fast we actually get the data in,
19 tothe essay questions. 19 In summary, this is a fairly comprehensive
20 When the interview is finished, we have what we 20 exercise of a fairly detailed and complex functional area,
21 call a hot wash, where the interviewer and the note taker | 21 defense scquisition. We're interviewing a very diverse
22 compare notes o make sure that what they've got down arfd?2  population, as represented by the 100 or so individuals we
23 taken down has actually transpired. Ninety-two interviews? 3 have scheduled so far. As you can see from the time line,
24 have been set up to date - actually 93 confirmed scheduled?4  it's a fairly aggressive interview schedule. Also, these
25
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1 in the Washington area and across the country. Ard, of 1 concentrating reform. 1f | might - vou start with
2 course, sggregating the responges that we get from this kind 2 capability need, or the requirements proeess, if vou will,
3 of a population and this sort of & complex environment is 3 You add that resources Venn diagram, you've got the
4 poing to be a challenging agpregation task, putting the 4 acquisition system, and the life cycle part of this is
5 answers into the information or study areas that were 5 you've got t sustain and retire. The interesting part of
6 covered at the very beginning. & that, that is, that this is traditionatly what has been
7 Could 1 take questions or comments from the panel? 7T defined as the scquisition system.
g CHAIRMAN KADISH: Any questions? It's a pretty g The contracting, the developing, the acquiring,
9 comprehensive approach. And, again, this fits in with the 9 ance you have the resources and capability defined, then yofg
10 research we've been doing, as well as the briefings dand 10 can go out and require it -- acquire it as a separate
11 information gathering we're doing in forums like this. And 11 entity. And this here especially is what we've been
12 it puts quite a bit of rigor into the overall data gathering 12 reforming for year. And in fact, Goldwater-Nichols spenta
13 on the field, if you will. And one of the unique pants of 13 lotof time here, as well as what we're starting to see in
14 this is that we go to industry and trade agsociations as 14 some of our literature search and other data-gathering
15 well as the people in the government doing acquisition. 15 activities. So this is the little A acquisition in terms of
16 Any questions from anybody else in the room? 16 apiece of the overall big A acquisition. That includes all
17 {No response.) 17 of what the Department of Defense does in this process.
18 CHAIRMAN KADISH: Okay. Thank you. What [ would 18 Next chart, please.
19 like to do now is step into a discussion of what | alluded 19 So in order for the little A to be successful, you .
20 to earlier, and that is a discussion of big A, little A, 20 would probably make these kind of statements. You've got
21 And it might sound like a trivial moniker to put on the 21 have a stable requirement. That is what you're buying. Yo
22 goquisition system, bul it's something important, | think, 22 have to have the funding available and stable. And, in
23 for us 1o understand in the way shead that we're using, and 23 fact, my experience as a former program manager 1s that thi
24 the structure and thought process and philosophy we're using | 24 is at the top of every briefing you will get from a program
25 in this particular study. It's embedded in Secretary Gordon 25 manager. And we'll talk about that, I'm sure, inv the coming |
Page 11 Page 13
1 Fngland’s memo chartering us, but it's important for us to 1 weeks. The technology is mature enough and you can keep
2 putifin the context for ourselves all the time that we 2 under control. And yet the little A acquisition system i3 :
3 need. 3 not responsible for those things. Okay, next chart.
4 Now, what | have here in this shide is the 4 Su, one of the things you could say is that httle
5 fundamental policy description of the three DOD managemedt 5 A acquisition that we've been reforming quite well over the
6 systems. And you notice thut we depiel them as overlapping] 6  last 30 years is still a captive o the big A, which has i
7 And one of the key elements of this is that all of those 7 changed over the years. So we've got to look at this from a
8 manigement systems, separate as they may be, intersecting af 8  total process standpoint, and that is what we are doing, and
G some points, and from a practical standpoint, all have to G that is what we believe Secretary England's charter to us
10 work together to pull together a set of decisions 10 has been.
11 surrounding the scquisition of anything in the Department ofp 11 Now, that's a short and sweet explanation of the
12 Defense, 12 difference between what we think our charter is in the study
13 And you notice that defense scquisition is just 13 and what others have done in this area. And we mtend o
14 one of those circles, one of those processes. You've got 14 follow through on this. So when you hear us fall into the
15 the planning, programming, budgeting, and execution syster 1§ jargon big A, little A, as we discuss the various issues
16 the S-year defense program, if you will, intersecting as 16 associated with the study effort here, you can understand
17 well as the joint requirements process, and the requirements | 17 what we're talking about when we use that shorthand. And |
18 process in general used by the services. 19 that's the reason why we wanted to talk about it today.
19 Now, these are very important points of 19 Is there anything the panel members might want to
20 intersection in the overall effort, and we have to 20 add or correet? If Ldidn’t explain it exactly the way .
21 understand what the effect of each and every one of those | 21 we've been discussing it? Dick?
22 management processes has on the acquisition system as we | 22 MR_HAWLEY: Well, on your second chart, we start |
23 know it today. Could T have the next chart, please? 23 out with capability needs. There's a whole front end of
24 Now, the process and distinction 1 want to make that, which is strategy development, detining the
5 between big A and littie A here is one where we have been environments in which we think our force 1s gomng to ]‘
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1 operate, what kind of threats they're going to operate 1 general for then to maintain thelr workforee, And, of
2 against, and so on and so forth. That kind of precedes that | 2 course, if they can't maintain o stable workforce, then
3 step, is the only addition | would like to make. 3 their collective bargadning position tends (o be somewhay i
4 CHAIRMAN KADISH: And I would agree. In fact, s 4 cloudy. 9
5 we discuss this, you can add the strategy up front, 5 CHAIRMAN KADISH: Any other panel members want to
6 development that the capability response. And at the other 6 add anything before we break? 1 ihink we have g question
7 end, we can add the Congress and the other processes outsids 7 over there. ;}
§ the Department that also impact it. So there are some - ] QUESTION: Two questions. First of all, the roles P
9 you can make this 50 big that it encompasses everything the|] 9 of services. The Departiment is spending not more than 55

10 country does. But I think that is an important plank from a | 10 percent of its total acquisition on services. They're

11 strategy standpoint, because that's where capabilities are 11 rarely categorized as major systems - as an essentiol pagt

12 derived. 12 of panel's review in litile A or big A, and operations and

13 Any other comments from the panel? 13 maintenance, even for major systems, you put it outside the

14 MR. PATTERSON: Well, you know, we talked aboutf 14 big A, but that is a comtinuous acquisition process for

15 this early on when we first say the Venn diagram at the 15 major systems life cycle maintenunce, logistivs suppoit,

16 beginning. And my notion is that when you see that, you get 16 How is that treated in the big A, little A discussion?

17 the impression that each of the circles is of equal 17 CHAIRMAN KADISH: | may have giver you the wrong
18 importance and is equally represented with mass in this 18 impression. It has not been included in the hittle A fora

19 whole system. And I think that it also tends to make people] 19 long time, either one of those efforts. When you putitin
20 think that requirements can be discussed in isolation to the | 20 the big A category, it is dead center when you look af just
21 restof the system, when in fact it appears to me that the 21 the money aspects of this. 1 think I'll just make an

22 way it should be is that the defense acquisition system 22 assertion - [ don't have the data, we don't have the dota
23 should consume and have within it the requirements, becausp 23 aggregated right now -- but between the services and the

R R A R T P R DT PR

24 otherwise you get this notion again that it's somehow 24 operations and maintenance end sustainment efforts that we

25 separate and can operate on its own. 25 do on a day-to-day basis in the Department of Defense, it v
Page 15 Page 174

;

1 CHAIRMAN KADISH: Are there any questions from thd 1 probably is two times what we spend on major systems ﬂ
2 floor at this time about these issues? 2 acquisition. So that is part of the big A in the way we |
3 {No response.} 3 define it, and it has not traditionally been a focus of %
4 CHAIRMAN KADISH: Okay. 1 would like the record to] 4 reform activities at thig level, s that fuir (o say, from
5 reflect we are now one hour ahead of schedule, so we will 5 the rest of the panel? Don? j
& take a one-hour break. We have Mr. Farrell coming in at & MR, KOZLOWSKI: Just to elaborate and give you ﬁ
7 10:30. This is basically what we intended to discuss this 7 lintle caveat, we haven't quite put sll this in the uniform .
8 morning. We thought we'd probably have a little bit more 8 perspective because the panel members are still looking §
9 dialogue on these issues, but [ think they're pretty 9 through it. Here are some of the thingy that turm me on Ur%
10 straightforward in the end. 10 pique my interest, however you want to couch it. Thae h’&z
i1 MR. PATTERSON: If we were going to add something, | 11 been a great trend over the last several decades, 1 guess, %
12 1 would like to just - to go back to what we had for the 12 for service contracts ballooning across the entirve federal §‘
13 interview process, and some of the things that make it 13 government. And I can take that one step further, Through
14 unique that you don't normally find, at least in my exposure 14 the phenomenon of outsourcing, | guess you could say, §
15 tothis. I would like 1o make a special point of the fact 15 everybody is sort of going out for service contracts these g
16 that in all of these studies that I've bumped into where 16 days. Specifically in the context of our charge, I'm very j
17 they use surveys as a major portion of their data gathering, 17 interesied to see where the service moneys are going. Thdy
18 few, if any, have talked 10 organized labor. They seem io 18 are certainly a big part of the economic doblar buy. é
13 be just subsumed under management and that's the end of it. | 19 Those things are unique to the field in tenms of 3
28 Butin my experience with this particular survey, 20 combat support, are unigue and special, and they need Lo }L
21 whatI've found 1$ that they have a unique and important 21 called out as just a sort of separate field. But what .
22 pointof view. And when you talk about program stability, 22 really intrigues me is the fact that a lot of our é
23 they are extremely interested in program stability, because 23 aecquisition force is now performed by service contracts, ’
24 it's much more difficult if you have a program that has 24 That's an erosion of n-house talent, capability, longevity, 2
25 instability in budget or requirements where the program in 25 corporate memory, all those kinds of things. And I don't
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1 know that any of use really know the total ramifications of 1 lines.
2 that in the long haul, 2 Any comments?
3 That's all part of & larger context of what is the 3 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 litile nervous in
5 board doing this kind of work, whether it be developing 5 leaving the impression that we're going to be able to
& iechnology, fielding technology, servicing technology, and 6 address in any substantive way the entire spectrum of those
7 seon. 7T issues, services, and so on. We can do it for, as you say,
8 One final segregated category of that service 8 over 55 percent of our contracted dollars while we're still
9 area, which [ think i3 & healthy trend on my own part, and 9 working our way through the big issues that we're going to
10 that is how much 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 11 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 distinctiorfi
16 again on the people pool, the training pool, the spares 16 between a gathering of information and issues and dealing
17 pool, and all that kind of stuff. 17 with it in a study to whether or not we can deal with it in
18 So there is a challenge out there of long-term 18 the outcomes. And I think that's what you're saying.
19 availability and munpower, 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 come out of
21 would be buy more, buy more frequently, and everybody would 21 an effort like this, good ideas that ought to be addressed
22 have the latest, and it would be easy o keep up with all 22 in one way, shape, or form, and putting that all in context
23 that stuff. Ttis not. It's a heck of a problem, 23 and making it understandable with action plans is going to
24 CHAIRMAN KADISH: I think that's a reflection of 24 be our major challenge.

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 ¢}
to pay attention to that in the way we go about the study. 1 that we will segregate the issues based on where we think wg
2 Along those lines, 've just got another question. s there 2 can be most effective on the overall system, and that may orfi
3 adiscrete plan to solicit the views of small business? 3 may not include some of the things that people would like u
4 The plan is for us to solicit the views of the 4 {o include just because of the information-gathering
5 entive public sector involved in thig, cither through these 5 process.
6 forums or through interactions with the web sites, so that's | 6 Dave, do you have anything to add?
7 the discrete plan across the board. We've asked certain 1 MR, PATTERSON: No.
8 folks to come to present to us out of industry based on 8 CHAIRMAN KADISH: So you're right about the
9 where we think we are nght now. 9 expectation. The expectation is just because we gather the
10 1 believe, however, that we're going o have 10 information and listen to the issues and even frame the
11 discussion bused on some of the issues that have comeup | 11 issue doesn't mean that we will recommend that we addres
12 recently about whether to add formally representatives of | 12 any particular part when we look at it as a total. On the
13 small business, professional services organizations, o a 13 other hand, when there's an clephant on the table, you have -

14 more open forum discussion than we would ordinarily have] 14 to be sure you look at it.

15 Andso weare going to probably -- we will take that under | 15 Okay, let's see. [ understand Mr. Farrell has

16 consideration, and it's somewhat a matter of time and 16 arrived, and so how about if we take a 15-minute break, or
17 logistics. 17 let's make it until 10:00, and reconvene at 10:00 and start
18 But if there are any mputs that are available to 18 with Mr. Farrell. Okay. Thank you.

19 us from small business in particular, [ would hope that they | 19 {Recess.)

20 would put them in the system that we have designed for us 9 20 CHAIRMAN KADISH: Time has amved. 1t's almos

21 review, and then we're going to look at more formal 21 10:00. We'll start early. [ would bike to welcome Mr.
22 presentations. 22 Larry Farrell from the NDIA, and his perspectives today.
23 Fwould nlso ask for some recommendations on how | 2

23 really ook forward to hearing what he has to say on these
]

24 we would go about segregating out small business tor issues. And I think he needs no introduction to the panel

25 presentations, and who we would actually invite along thosel 25 or the audience at large, but he was not only president of
3 g g YyPp
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1 NDIA, but also former acquisition official in the Air Force 1 Having said that, | think it is also taie to ,
2 is the way I guess I would put it, Larry, retired Lieutenant 2 observe that our system for scquisition in this country is
3 General. 3 still the best in the world, for all of its problems. And E
4 And so without going into too much preliminary 4 the reason it is, is because we continue to analyze it and
5 formality, | would ask him to deliver what he has to say. 5 assess il as we see problems. And | think that is good and i
6 Welcome, Larry. 6 1 think this is a good project that you've got underway
7 MR. FARRELL: Thank vou, Ron. It's an honortobe | 7 here. §
8 here. It's an honor for NDIA to be able to present some 8 It's a complex system, but { think it is important
9 thoughts. My thoughts come from not only observing industly 9 {0 note that sequisition experience, and [ think this is %
10 in my present job and working through some of the issues, | 10 really important, is more art than seience. [ don't think %
11 but also my service in the Air Force and the acquisition 11 itis something that is & matter of milestone charts or f
12 logistics field over some 33 years. So I've kind of rolled 12 education. I think expertise and excellence in the §
13 itallup. 13 acquisition is gained through training, and ¥ mean primarily g
14 My first thought to you would be that you've got a 14 on-the-job training. Us having being through several SPO3 §
15 difficult job. I'm not sure you will discover anything 15 and gathered lots of scat tissue, 1 think it's & matier of §
16 truly new, but you will discover different ways of looking 16 practice, and I think it's a matter of appropriate mentoring §
17 atit, I'm sure. 17 by experts. g
18 As | read the tasking that Mr. England gave you, 18 And if you don't have that, if you don't train 3
19 he put it down to two things, cost and schedule problems. 19 people well, you don't let them practice, and you don't §
20 At least that's kind of the way | read his letter. And he 20 mentor them properly, I dor't think you're going to have ’;
21 said take a hard look at requirements, organization, and any | 21 good acquisition systems. §
22 legal decision process and oversight. And I think that is a 22 1 notice your charter said that you're going to do §
23 good charge. 23 alotof reviews, and so you probubly looked at Goldwater- §
24 To put it into perspective, ['ve given you a set 24 Nichols, the Packard Commission, the 5000 series re-write, :
25 of remarks. [ think [ would say that acquisition is a 25 JCIDS process, and something called the Beyond Goldwate
Page 23 Page 25 |
1  matter not only of execution, and when we talk about 1 Nichols Phasge 1. | would commend the Packard Commission to
2 execution, we mean cost and schedule, but 1t's also a matier 2 you and Beyond Goldwater-Nichols Phase 11 1 think they %
3 ofexpectations. And so a failure of an acquisition 3 have some good things in there, | think the Packsrd
4 program, or problems with it, sometimes it's difficult to 4 Commission had some good things we never implemented or wel
5 tell what the symptoms are and what are misplaced 5 implemenied incorrectly. And go I think you ought to take a
& expectations and what are real performance. 6 hard look at that.
1 So my thought is, if you look at cost, some cost 7 So given all this review, you're going to re-learn
8 is driven by program performance. A lot of problems with 8 alotof things that we used to know, we used 1o do right,
9 cost are as a result of poor cost estimating to begin with, 9 and that we've walked away from. As you look at all of the
10 and it becomes a self-fulfilling prophecy. But schedule 10 structure and guidance out there, there is still a lot of
11 uself, it seems to me, 1s a function of program management. 11 conflicting guidance. There's a lot of things added, we
12 And so what ! conclude, and [ will probably end up on the 12 continue to add things. But we don't always take things
13 back side after | talk about some of the problems [ see, i3 13 away. There's lot of process and we have g prelty top-heave
14 that selection of program office talent and leadership plus 14 bureavcracy today.
15 the proper oversight. 1 don't mean DABs. And assessing and | 15 And I believe that you have very poor oversight
16 fixing accountability for program and acquisition 16 for the acquisition process, and I'm not talking sbout DABs,
17 performance seem to me to be three important elements. And | 17 but Pmi talking about true oversight and review at geveral
18 I'm not so sure we do any of those very well. 18 levels. And | believe the accountability at the top 15 not
19 So, I believe one of the things you should focus 19 well fixed. You have lots of people in the process who are
20 on of those three things is how do we select and train PMg, 20 willing and able to say nio, but you don't have any one
21 and how do we make it a professional clear field. And 71 person who is designated 10 say yes and be held accountable
22 number two, how do you oversee and guide programs which arg 22 for the performance of that thing he or she said yes to.
23 underway? And number three, how do you fix accountability? | 232 Agnd so ins the past, in the Air Force a long time
24 1 think that is probably the poorest - that last one 18 74 ago we had a systems command, we had prograrm reviews at the
25 probably the poorest thing we do nght now. 25 product center level, probably two or three reviews at the
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1 product center. We had at least two reviews at the major 1 that before. It was a thing called the Brooks Act where we |
2 command, and then we had a review at the acquisition staff, | 2  singled up information technology in GSA, and remember th‘f_'
3 at the air staff, and then we had g review at the council 3 failed and we went away from it. So this 802, which is \'
4 level at the air staff, 4 trying to single up service acquisition in one place, we in
5 And what the systern did was it took a lot of the 5 industry think is a bad way to go.
& rough edges off of the program before it got 1o a final 6 So going on to other elements here, | just would
7 level review go that they were doing with just a few issues, 7 mention that I think there's insufficient appreciation for
8  and yet you had a much more excellent program when it got fo 8 the role of profit and risk in the contractors and contract .
9 the top: We don't have those kind of reviews now. Andwe | 9 performance. If you want to get into that in the Q&A I'd be |
10 have a system where requirements and system acquisition ard 10 happy to.
11 intwo separate domains. The service acquisition, executive | 11 I see some confracts out there that place
12 acquisition, where the chief of the service owns the 12 arbitrary limits on profit, efficiency, and pass through.
13 requirements process, and 1 don't know that you can fix 13 These are limits in addition to those limits which were
14 accountability when those two things are split. 14 already placed as stafutory. 1 think we just add too much
15 So we've over the years piled our process, we've 15 free-wheeling going on out there. If you want a good
16 scattered acquisition centers around, we've diluted program | 16 contract, [ think compelition is the answer. Good
17 management, and 1 believe in some cases we've confused 17 competition will get vou good contracts and good costs, and
18 training with education. And in the process we've diluted 18 not putting arbitrary limits on profit. Keep in mind we've
19 the importance of the acquisition career field as a career 19 got weighty guidelines out there, but they're not always
20 field. 20 followed.
21 So [ think a series of solutions, and these are 21 1 think if we continue down the path of putting
22 something that I would recommend you take a look at, if 22 arbitrary limits on doing things, like there's a process out
23 you're going fo align authority for requirements with the 23 there called cascading small business, where you ask
24 gystem delivery to make one person accountable, | think you] 24 industry to bid on a contract and then at the end you decide
25 can look to the service chiefs to do this. That doesn't 25 that you're going to set it aside for small business, but
Page 27 Page 29|
1 mean you take the service acquisition executive out of his 1 what happens to the P&P that these companies have put up £
2 authority and responsibility, but you put the finger on 2 getinto the business. And then their bids are never
3 somebody who's got requiremients and o system development if 3 opened. [ think that's a bad process. In the end, they're
4 one ploce so that you can hold him accountable for that, 4 going to get down to where you're going to be edging out
5 Andithink at the same time you need to take a hard look at 5 high technology offerings, the ability to get best value,
6 improving the training and sclection of the management & and this will tend towards a low-cost shootout, and you
7 within this career field. T won't be getting the technology which we really need for oug
g And a8 you leok sround too, | see a lot of g programs.
9 seattered sequisition authorities. You have some 9 Some other issues. | noticed that you're looking
L0 acquisition suthoritics in the PEOs and the PMs in the 10 at requirement stability. 1 think if you single up
11 field. You have some in the Pentagon and the staff. There 11 accountability, you will solve nruch of the problem you hav
2 is no one person | see that is accountable in managing the 12 with the requirement stability.
13 whole process. And so U'd put all the acquisition suthority 13 There's also a thing calied non-matenal
L4 inone place, and [ would recommend that be the scquisition 14 solutions. I noticed the process going on within some of
15 command. 15 the joint commands. They do a lot of joint test and :
16 The other thing I see is that program managers 16 evaluation now. That is, they go out and do something whid}
17 have responsibility to deliver a program and they have some 17 s like an experiment, but they put the ngor of the test
18 resources, but they don't have all resources. In some cases 18 and evaluation process on it, and are coming out with some k
19 their ability to coutract for their own engineering services 19 greatideas. I
20 and their assistants and advisory services reside somewhere 20 Let's say for lrag right now, which involved non- '
21 else, and we've seen a proposal in the current authorization 21 malerial solutions to the serious problems, | don't think we
22 acton the Hill that would create service acquisition 22 pay enough attention to that. Another thing | think is that
23 centers within each service, where you would center all of 23 we think that the perfect is the enemy of the good, and we
24 that up. 24 hold out for the best possible system we can get without
I 'would remind you that we tried something like 25 realizing o's going to take some time to get it If you
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just look at some programs like the F-16, which 1 think is
probably the best program the Department of Defense has ev
seen, it was really pretty much an evolutionary acquisition
process, and we had milestone charts for that, and we had
cut-in areas where we wanted to put technology on the F-16.
But when we got to that point in the program, if the
technology was not mature, we bypassed that particular
milestone and went on with something else.

One good example of that is OSPJ, which we thought
we were going to have on the F-16. We still don't have
anything like that today, but we still have a pretty good
airplane.

I hope you take a look at tests and system
engineering tests, | think, cause a lot of problems with
schedule, because we put in sufficient resources up front to
get test asset. We build in insufficient lead times for the
test program, and in the end we end up paying more money o
schedule because we always get behind in the test program.

The cost estimating, I think, is a big part of our
problems. Idon't know how you fix that. But what I've
noticed is that CAKE normally is a lot closer to system
estimates than the services are. Then I think you ought to
take a look at how CAKE does it, and maybe put some
structure around cost estimating. | don't know quite how to
fix it, but I do know that if you look at parametrics, we
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maturity, if you follow thoso three thungs 00ee a program is
underway, you have o pretty good chanee of the program
staying close to cost and close to schedule: 1think its a
great report.

Also, the DOD now has a framework for it
acquisitions, which we employed before, we didn't call it
that. | think we need to re-emphasize that. That is a good
way to get things to the field. And we can upgrade theim
through modifications and technology, 88 technology maturgs
we can make it better as we go forward.

There's a thing called a foreign comparative test ,
program. We're in a global defense industty now. There's o
lot of good technology that our allies produce. 1t doesn't '
cost ug anything to develop it and put it together or set up
a logistics system that is already there. We ought o tike  §
a hard look at some of those things. And some of the things
that we have in our system now came to us thraugh foreign |
competitive test programs.

1 think we ought (o re-emphasize fuir profit
policies for industry as well. And [ think we ought to make}
sure that the PMs have the authority over the contracting
and the resources which they need to do their jobs. And 1
would re-emphasize, again, | would return the acquisition
system to the service chiefs and the acquisition command,
and encouraging at the sume time joint experimentation and
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also used to say a fighter would always cost $1,000 a pound.
Well, that's always been about right. We didn't need any
fancy cost estimate. Of course, that's accelerated now and
it's probably $2,000 a pound due to inflation. But
nevertheless, if you look at any fighter program, what it's
going to weigh, and you can estimate the cost yourself. You
don't do a very good job of that.

There are other problems out there that there's no
real solution for. 1t's a lot tougher now because we're
doing systems subsistence acquisition versus platform
acquisition. And there's a lot more software in our
systems, lines of code, and impact and cost schedule. And |
think there are some things we can do. Number one, there
are some good rules out there that we ought to follow. We
have a little bit of chance, we have to do analysis of
alternatives for major systems acquisition. Why don't we do
that for the tanker?

And we have a lot of ethics rules out there too
that we need to follow. Ethics is a big deal for my
association. The GAO has done a study, and ['ve got a copy
of it here if you would like it, 1t came out in March 20085,
Major System Acquisition Weapons Programs. And they talkeg
about three things which I think you ought to take note of.
And one is, 15 that technology matunity, design stability,
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joint T&E and model simulation enhancement.

Bt in the end, you've got to find o way to force
trade-offs between the perfect and the possible. And 1
think you do that by allotting the accountability and
authority for sequisition and requirements in the same
person, and getting operators involved up front in iterating
reguirements.

1f you look at the Air Force acquisition of the
JPATSs, there were a lot of people who said the Air Foree
would never buy a trainer that wasn't a jet. And we had a
commander in the traming command at the time, General Joj!
Ashey, who sat down and rolled his slecves up and went
through the requirements iteration. And he asked &
question, what kind of airplane do we really need? And
there a lot of people in industry who were wanting to bid
jets, but there will also some people with turboprops.

And in the end that requirements iteration that _
General Ashey went through said that our requirements for i
permanent trainer could be satisfied possibly by 4
turboprop, and that is what the Arr Force bought, and its 1)
proving to serve well. But I don't think we would have ever
arrived at that point without the involvement of the major |
commander in that process. We probably would havea jet ¢
today which would probably be okay, but we probably wou
pay it than we're paying for the JPAT. So ] -

a lot more for
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1 think that is good to know. 1 flew a lot of F-45, but my(cbservatﬂion\was that the F-16 was |
2 Asiyway, [ come back to hit the program managers 2 a much better performer than the f““ in every aspect, not |
3 and how we train acquisition professionals. [ think that's 3 only bombing accuracy, but reliability. I mean, we went out
4 really a big deal and we need to get on that. If you want 4 to the airplane, got in 1, it worked. And th‘j* r‘adaf on it
5 to talk to some other people that have good views on this, 1 % was unbelievable. It was an order of magnitude improvemerfi
6 would suggest you might consider to General Ron Yates and 6 over the F-4 radars, and those of us who went from F-4s to
7  General Larry Skance. Larry Skarice is really big on the 7 F-16s we thought it was -~ yau’ called it a day fighter — we
8 human capital piece of this. 8 thought it was a pretty sophisticated airplane.
9 That's all { have. Thanks, Ron. 9 But 1 think the reason was, we didn't take too
10 CHAIRMAN KADISH: Thanks, Larry. Now we're going 10 many chances with the thing. It was a demonstration progra
11 to subject you to some questions if you don't mind. 11 to begin with, not an acquisition program. So there wasn't
12 MR. FARRELL: Please. 12 4 lot of rules vou had with the acquisition program, it was,
13 CHAIRMAN KADISH: Let's start with the panel. 13 Jet's just put this thing together and see if it will fly.
14 Anybody like to enfertain? Dick? 14 And it proved to work so well, both versions, that we said,
15 MR. HAWLEY: Larry, [ would agree the F-16 15 hey, let's buy this thing, iU's going to work.
16 cerainly ranks up there with our model acquisition programs | 16 And so 1 think the success of it was because it
17 inthat it was an evolutionary development. But it seems 17 allowed them to take some chances. I don't think we puf a
18 that since that time there's been a tension developed that 18 ot of money into the developmient. 1t was not as much as
19 makes it harder to do those kind of things. And the ension 19 some of the things we're putting in today. And we used a
20 s in the requirement process and the need for 4 new gystem 20 lot of proven technology and we didn't try to push somethin
21 1o be better than the old one by a lot, whereas the F-16, 21 o the market, something that dide't work.
22 when it first came out, was egsentially a day fighter. It 22 And so | think the lesson you can take away from
23 couldn't do very much. We accepted the fact that the first 23 that is, take a hard look at your technology, just like the .
24 block was going to have pretty modest capabilitics. 24 GAOQ said, technology matured is very important, and we do
25 What are your thoughts on thig tension? And are 25 have the discipline right now to do that.
Page 35 Page 37§
1 there ways that industry would suggest we deal with it? 1 Also, I think the requirements process, we need to
2 MR, FARRELL: Well, we ought fo think about how the 2 take a hard look at that, to the F-22. The F-22 has a
3 F-16 came about. You know, there wag some new developmen) 3 maneuverable engine in the back, whick add a lot to weight
4 on i, but there were some things it put on it that while 4 and cost. If we need the F-22, it's going to cost as much
5 new to fighters had been developed in previous R&D projects. | 5 as it does and have the problems, would we have elected,
6 So you take the engine, it was an engine that wag 6 would we have made the choice in a requirements sense o p
T cegentiatly, had flown on the F-15, so the engine was not a 7 those maneuverable engines back there? Maybe that s :
8  new thing. 8  something we should have looked at a lot harder, because
9 But what was new about it was putting such a G given the missiles and the weapons performance we have
10 powerful engine in a single-engine fighter. That was the 10 today, maybe maneuverability isn't as important for that
11 pew thing. We had some technology that was available to 11 particular airplane as all the other things we've got in it
12 give ug greater thrust to wait, fly-by-wire, while it was 12 I think that if you return the systems performance
13 new on nirplanes, had been an R&D project that had proven 13 to the chief, and he's also the guy that's got 1o answer for
14 that technology at the analog fly-by-wire centers said that 14 schedule performance and cost of the system, | think you'll
15 wasn'tnew. So it was cssentially integrated in an engine, 15 putalot of discipline back in the requirements process,
16 and fly-by-wire, a lot of the components on that engine, 16 because right now the chief doesn't own the acquisition
17 hydraulic pumps, came off of the F-111. And you look at 17 systems, he doesn't have to answer for its performance. He
18 some of the actuators on there, and they were similar o 18 justhas to say, this is what | want. And I think if he was
19 sctuators we had on other anplanes. 19 responsible for bringing that thing to market, he would
20 What was new wag some of the avionics that we had 20 approach his requirements definition a lot differently. He
21 on there, and to everybody's surprise, the avionics worked 21 might have more operators involved in the requirements
22 much better than we ever expected because we had made the 22 iteration, like did Genergl Ashey did it, because 1t was the
23 tansition from analog to digital avionics, and digital 23 right thing to do.
J’l performed better. 24 But 1 think you need a system which forces that,
Zi MMEULE:RW ihf @ﬂy i?fifietifﬂﬁm F-16, nlso} 25 because not everybody will have that insight that he had.
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1 s that responsive? Not quite, huh? 1 And I was talking to General Hawley here before we §
2 MR. HAWLEY: Itis. I guess the itch I'm trying to | 2 started, and | said, you could even look at some of the ;
3 scratch is, we seem to want the first tail number of a new | 3  programs we thought we had problems with, like the B-t, byl (
4 product today to be at least as good as whatever it's going| 4 keep in mind too that with technology maturity in that E
S to replace, if not twice as good, which makes it hard to do| 5 program we got two places in the B- 1 development where F
6 true evolutionary acquisition. The F-22 had to be twice ad 6 technology wasn't ready. We just went shead and passed it g
7 good as the F-15. We had to test to that, which tends to 7 by. And we delivered a system which is a lot cheaper than o
8 drive you to want to build your ultimate airframe as your | 8 lot of systems we're delivering today, and that airplane .
9 first deliverable, and that makes acquisition harder, 9 served us well.
10 evolutionary acquisition harder, and we're struggling with| 10 And T would say some of the acquisition problems
11 that 11 that we traditionally hear we need to put in context, but
12 MR. FARRELL: It's because -- well, here again, 12 like the $300 toilet seat, the $100,000 pulley puller, those
13 it's the guys that are setting the requirements. In this 13 kinds of things, those are easily explainuble, but we never
14 case, they're not responsible for the delivery of the 14 explained them very well. It wasn't & whole toilet seat, it 3
15 system, so you have to put some reality in it. You haveto] 15 was the whole toilet. The $11,000 was for the engincering §
16 set the accountability at the right level. [ think that is 16 that went into the first item. So a lot of the problems
17 what you have to do. 17 that we have are things we didn't explain very well, it
18 And I think if you do, if you put the 18 seems to me. :
19 accountability in the same guy who's responsible for both | 19 CHAIRMAN KADISH: Anybody else? |
20 things, then he's going to work a lot harder on it, and | 20 MR. KOZLOWSKI: One of the things you alluded to
21 think you will get that. I think that's what you will 21 was putting the requirements and the execution, putting therfs
22 achieve if you get that. 22 together and holding them accountable. The tacit assumpticly
23 CHAIRMAN KADISH: Larry, let me challenge that, 23 in that is they've got the budget, ihey've got the funding
24 because we've heard it from a number of people. If you g¢ 24 profile to go execute. And yet there doesn't appeat o be, |
25 back in time, circa 1985, 1980, in those time frames, we djd25  even in prior years, any mechanism that literally gives them
Page 39 Page 41 |
1 have that across all services, and that's what got us the 1 the power to go grab the budget they need. They're still
2 Packard Commission. So what's different today? Or what 2 vulnerable to that.
3 would we have to give the service chiefs -- and notice we 3 I come from the school that says if you wust o .
4 didn't say Secretaries — in terms of the incentives to make 4 pet something done, | don't care i it's a bunich of Girl
5 those trades, other than changing reporting requirements? 5 Scouts or whether it's a bunch of engineers building o 3
& You may not meed to respond to that now, but one & program, give them what they need, give them the authority
7 of the things we're struggling with, or at least | am, is 7 and responsibility and accountability and get the heek out
8  what got us the PEO system and Goldwater-Nichols were B of thar way, We don't tend to do that, We muck around 3
9 perceived problems with the reporting and owner-less staff 9 with the budget on a daily, if not annual, basis, and things -
10 of systems command type of activities in the early @80s. 10 sortof go awry. %
11 Andnow we've got the PEO system and the AT&L process. What11 How would you envision all three dimensions, the §
12 now, almost 15 years since Goldwater-Nichols, and we still 12 money, the requirement, and the execution coming together g
13 have the same problems. So moving it back and we have to do | 13 that people can literally get on with their job?
14 something other than just say, you've got the incentive to 14 MR. FARRELL: Okay. That's a good question. Keep 3
15 do it, chief of staff, so figure out how to do it. 15 in mind the problem is the chief still wants -- he's %
16 MR. FARRELL: Well, I would probably take issue 16 responsible for putting the problem POM together. One of §
17 with some of the unsaid assumptions. But, look, when the 17 the problems with the POM, and we've alf been there every %
18 chiefs were in charge of this, we produced the F-86, the F- 18 year, there's a $2- to $4 billion hole there, and every i
18 16, the Abrams tank, still the best tank in the world, F- 19 service problem, and the question ig, how do you close it? i
20 16s, a wonderful fleet of submarines and carriers. You look 20 Why iz that? j
21 atall the services and all the things we produced during 21 Well, in the acquisition business, 4 Jot of that - %
22 thattime, you have the Packard Commission put its finger on 22 - the reason for that is that we've undereotimated the cont §
23 some problems. But that didn't mean that the solution was 23 of our acquisition systems up front, and so when these 2
4 to split the system to blow the systemn apart. We had some 24 things go in the POM at a certain dollar cosnt, and you 3‘
25 P“’m’ good performancc n those ddyS 25 program the mom,y over hvc OF 514 Years fike we always did :
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1 and 1 tell you every time I'm putting my POM together we 1 our requirements systemn, which we all know about.
2 walked into the POM meetings and somebody was always laying] 2 But at the end of the day, what's the result of
3 anew bill on the table for a new acquisition system, which 3 all that? | think we need to look at the thing in total.
4 could have been anticipated. 4  So let's just pick a system. Let's say, pick B-25 or pick
5 So I think part of the fix to this is better cost 5 F-22s, which we know a lot about. We were going to buy 13
& estimation up front, and if it's oo expensive, it doesn't 6 B-2g, and | think the original number for the F-225 was 645,
T getin the POM, it doesn't go forward. And g6 you only 7T And that's gone down - was it 7327
2 budget for what you can afford. Our problem has been we 8 MR. HAWLEY: It was somewhere in the 750 range.
9  have been stuffing in there things we couldn’t afford. 9 MR. FARRELL: 750, and then we went to 648, and we
10 And the way we fix it is we take up our 10 are trying to dribble down to where we are today. So
11 acquisition programs and give them a 5 or 10 percent hit, 11 there’s no free lunch here. You're running all this swff
12 favor bills for the big acquisition programs, and we start 12 in the beginning and vou try to get a perfect airplane and
13 bresking other acquisition programs. We've done this for 13 it takes you 25 years to get it. If's going to cost what
14 years. Why? The reason is that cost up front. And we've 14 it's going to cost, and in the end you will get that
15 been retuctant, | think, to kill programs. 15 airplane, but you will get two of them or three of them.
16 You know, thig administration has killed some Army 16 It's like the cost of submarines, the cost of carriers, and
17 programs and I've applauded the Army for some of the things 17 all that kind of stuff.
18 they did. But you've got to have - and if you can make a 18 So that's why I say if you have a professional
19 recommendation here for disciplined cost estimating, 1 think 19 acquisition corps or professional acquisition system, you
20 that would be a real step forward. But the willingness to 20 have a disciplined cost estimating, which we don't really
21 kill programs that are not performing or we decide we dont 21 have that today, you would address a lot of this. Butmaybe |
22 need, [ think we need more of that too. 22 since the CAKE always been pretty close to right, maybe we dg
23 MR, CAPPUCCIO: Larry, do you believe it's cost 23 force the services to use the CAKE number. How do you 5
24 estimating, or it's trying to squeeze a lot of stwff into 24 budget? 1don't know.
25 too small a box? In other words, if you gave them the right 25 MR. HAWLEY: Let me pull that thread a little bit,
Page 43 Page 45
1 cost estimate, then a number of items would fall out, and | 1 Larry. One of the things that we seem to see as you
2 it's u lot ensier to POM everything you want regardless of | 2 resesrch the literature and all the prior work that's been
3 whalt the costs are, to put that system up. 3 done here, is there are decent estimates out there. We just
4 My understanding iy that there i no target number | 4 don't use them. There seems to be an incentive. But you
5 pgiven to the chiefs at the get-go. So it's tike giving my 5 are a programmer for the Alir Foree, so you've dealt with
6 wife a credit card and saying, tell me what you want to 6 this firsthand. I would be interested in your view as to
7 spend and go spend it. There is no top-down direction that 7 how we change . There seems to be incentives to
8 goys if you're going to POM over the next three years, 8  underestimate cost and thereby pack as much programming
9 gervice chiefs, here is an allocation of dollars, 9 content as possible into whatever the programming guidane
10 One of the things we'te finding is there is what 10 s,
11 the estimate would be, and there is what we would «- the | 11 Those incéntives obviously must come from a lot of
12 optimum would like it to be. And the optimum is degradingd 2 places. There are political pressures from Congress.
13 what the reality costs on the program from the very very | 13 There's a lot of advocacy groups all over the place,
14 get-go are. And once you commit to a dollar figure for thg 14 something that incentivizes the system to accept a lowball
15 program, reputation, egos, advocacy, all tend to keep the | 15 estimate, and thereby allow a lot of content that we
16 opposites talking. So to what extent should the Under 16 wouldn't otherwise put in the program. Any thoughts on holy
L7 Secretary and Secretary of Defense start putting down and] 17 to deal with that incentive structure in u better way than
18 legislating top-down numbers? 1f this is what | can afford] 18 we have in the past?
19 this is your share, and plan to it. To what extent do you | 19 MR. FARRELL: Well, the problem in budgeting, the |5
20 think that would help the system as opposed to hurling it?] 20 budgeting process, we deal with it every day because yeu“mé
21 MR. FARRELL: Well, what you say is true. There)s21 given a top line by DOD. You're never given the money yo
22 aprocess that, okay, we've got an airplane, now we have th22 request. You're always put in a budget and vou always get ¢
start eramming all the capability into it and everybody's | 23 top line back which is less than you thought you needed. Sd:
running to the table with what they want. There's a lotof | 24 then the dnill is to stuff whatever you've got lefi into
5 that that goes on, and it reflects a lack of discipline in 25 that top line.
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1 And the way we fund the big programs is we go 1 they define the structure of the program, they define the
2 through and we chop a little, 'We don't get programs -- when] 2 structure of the contract. They are the ones that go
3 1 was doing the POM, we didn't get programs with as little 3 through the competitive process for bidding. And industry |
4 as $2 million a vear in there to see if we can find the 4 is going to do what the government wants, and if the
5 $500,000 to kick over to a program which needed a billion 5 government has a bad game plan, industry o lot of times gods
& and we find $500,000 here and $100,000 there. The 6 along with it, because that's the customer.
7 programmers, | think, always do a pretty good job because 1 And [ think a lot of the problems we see isas a
8 they're honest brokers in the process. 8 result of the way the thing is set up in the beginning. But |
g It is difficult. It is difficult because the 9 we have contract structures, we have fees, we have all kindsf
10 acquisition system is so diffuse now, you've got so many 10 of fee structures. We have firm fixed price. 1f you select ‘
11 centers of power. I would get my POM back sometimes withjal 1 these appropriate contract vehioles, if the government does, |
12 direction from OSD to put X number of million dollars into | 12 there's always a possibility of holding industry accountable |
13 it, the cost for a program that | didn't know how to DAB or | 13 for the performance by withholding money, withholding }‘
14 didn't know how to do it. 14 profit.
15 And s0 to me you need to bring all the programs 15 And whether it's a cost plus awurd fee or fixed
16 back into one place. They're scattered around too much. 16 fee or incentive fee, those things will work. When [ was in |
17 And I go back to finding a way to make people accountable | 17 the Air Force, | used to own the contraet to run Tuluhuma, |
18 for the performance of that, and the process we have right 18 which is the Air Force engine testing facility in Tennessce,
19 now doesn't work. I mean, you look at some of the space 19 That's a cost plus award fee contract. The award fee on
20 programs which the Air Force has acquired. The problem is | 20 that is only 4 percent, which was not very much in my day.
21 some of the clients aren't in the Air Force, so they've got 21 Ithink the whole thing was about $200 million a year, and
22 aprogram they're acquiring that somebody lays a bunch of | 22 the total fee was pretty small.
23 KPPs or requirements on them, comes back next year and layg 23 But those guys were very redponsive Lo inputs on
24 more on. 24 what we wanted to fix and performance, just by withholding
25 So the way you can make people accountable is to 25 justa hittle bit of that. We really got their attention.
Page 47 Page 49 [
1 take the money out of their budget, make them budget for it, 1 So I would say the proper contract fec is the way you do
2 because if somebody else is paying the bill, there would be | 2 that. And sometimes there's o reluctonce to hold industry
3 no end to the demands for quality in a system. 3 responsible for what they're doing an the part of the
4 In some cases, | guess, this is a good point, 4 government, and the government hug to gtep up in that,
5 because in some of the acquisition you've seen its not good | & because industry agreed to aceept this contract. The
&  because they're not paying for it. 6 government said, okay, what do you want me to do if they're
7 CHAIRMAN KADISH: Okay. We've talked about the 7 not doing i#t? The government has got to hold them
8 accountability, and at least | understand what you're 8 responsible.
9 talking about the government level. I'd be interested in E MR, CAPPUCCIO: Larry, it's been my experience why
10 your perspective again if you want to come back and answeq 10 it comes to award fees, very rarely does the government
11 this question. [t's okay, but what about industry's 11 program actually give out zero award fees for poor
12 accountability? We have contracts with industry. How do wd 2 performance, very rarcly do they do that. Part of it is the
13 hold industry accountability for a failed program, because | 13 humanistic trait of it's a reflection on him ag well. To
14 after all, they're the ones that are supposed to produce 1t? 14 what extent do you think getting indusiry's attention with
15 And when we have major problems with our acquisition 15 zero reward fees would change the behavior of industry
16 programs, some have told me, some would assert that there 516 exccutives?
17 no accountability in industry in terms of the paying of 17 MR, FARRELL: Most award fees | gee arc in the
18 accountability of a particular program other than 18 neighborhood of &5 to 50 percent plus, even on programs
19 potentially cancellation, which is few and far between. 19 which are in trouble. So then you have to go back and say,
20 Can you comment, what is industry’s accountability | 20 well, why is the government program manager awarding an
21 for a failed program? 21 award fee st 85 percent for a program which is in trouble?
22 MR. FARRELL: Okay. | knew that question would | 22 I don't think you have 1o g6 to zero. | think you
23 comeup. I've been thinking about that. | go back to the 273 can go to 50 percent where you can get a lot of people's
24 start-up of the program. The program is defined in the 24 attention. You ought to take a look at, ask the contract
25 beginning by the government. They define the requirementd, 25 guys over there at Fort Belvoir o take a look and see what
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the average award fees are for programs. You might be
surprised at that.

CHAIRMAN KADISH: I would like to make a comment ob

that just from my experience, and others might jump in. Buf
[ think that's an important issue in terms of the award fee.
Most contracts are structured that way now. But what I've
found is, because of the funding limitations, that is how
long dollars are available to fund the particular contract,

two years and then they expire, and when you get into the
financial manuals it forces award fees to be put on process
and management interaction, as opposed to the delivery of
the product.

So you get into a situation where your management
interaction in the process meets the criteria for the award
fees, but if you're not delivering the product, you still
have to give them the award fee, because that's the way it's
structured, and it's a legal sctivity. And the reason for
that ig you cannot pay for product delivery fater on with
the funding restrictions we have, or at least every
financial manager has told me that in the past.

So there aie soine real structural issues here that
we probably necd 1o look into. But this ig a key area in
terms of accountability at all levels.

MR. FARRELL: The way you asked the question it was
almost like there's some real bad things going on in

B e
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Page
you would know the XYZ Corporation had some problems, b
vou wouldn't find that on the record 5o you couldn't use it
So the government is not always as good as they need o be
in actually filling that thing out so succeeding program
managers can use that dats in awarding contracts based on
past performance.

MP. PATTERSON: | would just like o go back to a
question earlier about moving the acquisition responsibility
back to the service chiefs. Indeed, during the mid-280s,
the issue was fraud, waste, and abuse, and there was a fot
writtent on it, and a lot of the literature reflects that.

And so the answer was to move it, along with other things
that came with Goldwater-Nichols, but an element of that was
that at the time, the unified CINCs felt as though the
services were not particularly attentive to their needs.

And so a congequence, the current structure was
put into place o ensure that the CINCs were adequately, |
guess, catered to, if you don't mind that term. And 1o take
it back fo 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: Well, 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,
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industry. But [ come back to the point that industry really
responds to government by and large, and it's competitive,
i's pretty darn competitive out there in order to get a
contract and to keep it It is important to most of these
guys, | mean really important, so they're very sensitive to
implications that they're not performing. '

CHAIRMAN KADISH: Well, it's o very sensitive
question in o lot of respects. But just ag we talk about
government accouritability, we need to fook across the chai
of performance and make sure that the accountabilitics are
consistent and coherent in the process.

But we ean't deny the fact that industey, 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 dismiss the fact without more discussion that we
do depend on industry to produce the products, and if
they're not producing in partnership with the government,
even at arnt's length, then what's the problem? And is ¢t
only on the government side?

MR. FARRELL: Well, you've got some other tools
too. You have the performance assessment you do in contra
performance, which goes into the record. And kind of my
view when [ was in the government, when 1 was awarding
tthe C part, and let’

, and you would look

18
19
20
21
LE2
23

5
P

Page 53|
because there's not much yvou 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.

For the far term, the CINC doesn't -- that's kind
of not his focus. He doesn't have the staff to even
entertain those kinds of thoughts. So to get him mto far-
term thinking, [ think you would really have to radically
change how he's organized and what resources he has to do
it

But it seems 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 ne
to some development effort, 1 think a good way to do that
ACTDs and experimentation. And [ personally like the wa
Jitty COM is set up. 1 like the expenmentation. | think
we need a lot more joint expenmentation, and [ have
encouraged that in that direction, and ACTDs have really
spun off some things, which have gone on to perform reall
well in combat, and we got them n a pretty short period of |5
time. So 1 hike that process.

CHAIRMAN KADISH: In terms of the industrial ba:
we've seen some assertions and statistics that say that we

i
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an industrial base in 1985 of 25 contractors, many
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1 thousands of people, that type of thing. And today we're | 1 those contracts, and $o you are in some of these structures ‘
2 asking the same type of competitive opportunities out of a) 2 limiting competition. And 0 it's not truly open to alf the
3 much smaller industrial base, measured in single digits. 3 people in the market. And we see soine of that, espeoially
4 Certainly two or three major primes, maybe four, can get gp4  in the software and eagineering kinds of things.
5 to five maybe, and then we have a vertically integrated 5 MR, KOZLOWSKI: This may put you on the spot, but
6 structure in terms of the consolidation that's happened. 6 would you rather see some unraveling of the merger mania
7 Is it realistic to expect that we could introduce 7 that has gone on in the United States, as opposed to going
8 or take advantage of competition the way we have 8  offshore to pick out the competition?
9 traditionally thought about it, given the industrial base we] ¢ MR, FARRELL: Well, that is not my call. You need
10 have today? And what effect on the acquisition system witll 0 the Assistant Secretary for Industrial Matters. It seems to
11 it be if we ignore the fact that the industry has 11 me they've taken a hard look at all the mergers, like
12 strocturally and fundamentally changed? 12 between Northrop and Lockheed, which was approved, and wher
13 MR. FARRELL: That's a good question. I don't 13 Northuop picked up the shipbuilding things, | know that was
14 think it has an easy answer. One of the things L kind of | 14 looked at very differently. It was a very ditficult
5 glossed over and I didn't really deal with in any detail was| 15 process.
1€ pointing competition to a healthy acquisition system. A | 16 If you want to look at something that - shipyards
17 good competitive system is going to give you, I think, yourl7 is kind of an interesting thing. We've got lots of ships.
18 best cost and your best quality. If you do competition 18 Well, we don't have a lot of shipyards, but we have probably
19 right, and if you have good competition, a lot of the rules | 19 more shipyards than we have ships (o build right now. And
20 and structures we're talking about here aren't as important| 20 they're talking about building a submarine between the two
21 And it is true that we've got a lot lower number 21 shipyards. You've got one shipyard build half and the other
22 of primes, and we need to be very careful about future 22 build half. 1 mean, you're well aware of that.
23 consolidations in the industry. But right now, [ think it | 23 So our industrial base has a lot of excess
24 isinevitable that some of the competition is going to comd 24 capacity in sore areas, both in industry and in the
25 from overseas. I mean, we've seen that with the 2% government side. And I think that drives a lot of the
Page 55 Page 57
1 presidential helicopter. We're going to see it again when 1 overhead costs we see in our systems. Now, if you wanted
2 the next competition for the rescue helicopter comes about. 2 go into the industrial base a little deeper, you can look at
3 You're going to see a strong bid by the same guys that won 3 - there's a lot of things we do especially in the - | know
4 the presidential helicopter, and they have a very 4 you all are probably looking at big sequizition, big A, but
S competitive preduct. 5 now I'm talking about littde A and our industrial base is
6 So 1 think there are some things that you can do, 6 probably, | don't know, 30 or 40 items, which we procure infg
7 like take the tanker as an example, you could have said 7 the industrial bage, which are single-source, and they're
8  something like, we'll try to buy the airplane on a 8 overseas. And they're obviously critical items, becausc we |
9 commercial basis, but the refueling modification we're going| 9 can't do acquisition without them for the industrial base.
10 to compete out among the U.S. primes. You could probably {-10  We have a lot of unused, organic facilities around the
11 there's probably four primes that could compete for thator | 11 country, underutilized organic facilities,
12 more. So there was probably a way to structure kindofan | 12 Why wouldn't we develop a second source for some
13 innovative competition for the tanker other than the way 13 ofthose single sources that are overscas, and do a cost
14 selected to do it. 14 plus award fee contract, and let emall business do that on
15 It will be interesting to see when the AOA ig 15 an organic facility? So there are lots of things we could
16 finished what they recommend and how the competition compd 6 do which we're not doing to shore up the industrial basce.
17 out, but there's lot of different ways to get competition. 17 That's one thought.
18 Butl would say if you structure an industry and you 18 CHAIRMAN KADISH: Anybody else? :
19 structure an acquisition system that doesn't have 19 MR HAWLEY: | would follow up on this industrial |
20 competition, you're in for trouble. One of the most 29 base issue, Larry. You also mentioned that we tend to be |
21 important elements is a competitive environment. 21 devolving o cost shoot-outs at the expense of best value,
22 And let me just say that there is a Jot of efforts 22 which seems to me o be related, because when you have s
23 underway to centralize and limit contraciing in areas of 23 few competitors, in order to reserve competition up to the
24 engineering support and things like that, where you would 24 point where you do source selection, you're kind of forced
25 define the number of contractors eligible to compete for 25 to dumb down the requirements (o the point where everybody
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can stay in the game up until the last decision. [don't
know whether the data will support that, but certainly
that's one of the observations that some people have made.

Again, any thoughts on that and how we might deal
with that problem?

MR. FARRELL: It depends on what part of the
industry you're talking about. For big airplanes, you know,
there ig really one producer right now in this country, and
it's Boeing. For bombers, you might make the argument thal
there's really one guy that's doing bombers right now. For
fighters we've got two. But when you get down into other
parts of the industrial base, like software support,
engineering services, you've got lots of competition,

And the problem there is that people, because
there are so many offerors out there, you try 1o limit the
number of people. I'm bidding out one of these omnibus
contracts and you're going to award it to, let's say, 600
people, and then compete out the task. What about those
other 1,000 or 2,000 companies that are standing around tha
could do that that are not on the list?

So in some cases we limit competition. In other
cases we don't have enough offerors to do competition. But
1 think it's a real problem. Idon't have a solution for
that. What if we needed a new tank? What would we do? |
suppose you could get United Defense into the tank-building

[2= R B« L & L R L

L
& Lad B e N

[ A -
QO o -k ;L

[SEN T B 06
B L B

25

Page 60§

do. So one of the issue, and I would like your opinion on
this; is how we acquire the sirategy for acquisition. Right
now it's ene process fits all. What do you think of
adapting the strategy of competition, which right now we
think is really kind of lacking?

Similar to that is the drive on the part of the
government to always present — to always dumb down the
requirements so that they always bring two people to the
final line. So there's two aspects to the problem. 'd be
interested in your view about the strategy of siructuring
competition. And to what extent does that need to be
revisited in light of the industrial base?

MR. FARRELL: Well, you're talking about best
value, right?

MR. CAPPUCCIO: Right.

MR. FARRELL: When it comes to best value, it's
been my limited experience that you need a lot of
discussions with industry before you finalize your cut and
your contract vehicle. And it's not just through the RFP
and RF! process, but it's actually face-to-face discussions.
And | don't think we probably do enough of that.

But the problem with face-to-face discussions is
it takes a lot of time to do it and a lot of effort on the .
part of government and industry, and time doesn't seem to b
something we have a lot of right now. Everybody secems to :
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business to compete with GD, but right now they're building
the combat vehicles and future combat system, But really
there's just one tank builder. You just have a few people
that build ships now and just o few people that build big
atrplands, so we don't have very good competition there. |
think it's a real problem. [ den't know the solution to it

And you don't sce a real move within the
industrial players themselves to address it. They're trying
to compete for existing contracts to hold on to the
contracts they have, to become more efficient, to grow the
business. And right now they're all growing because there's
a lot of money i defense.

But there's going to come a downtura here, and you
may be seeing the budgets start o turn over, It will be
interesting to see the President’s 2007 budget. 1 think
that's going to tell a lot about where the whole industry is
poing. It seemed to be a turndown in 2006, [ could detect
less of an increase from the previous year, and in some
cases the actual accounts were Tower. So the 2007 budget is
going to be very interesting.

MR. CAPPUCCIO: Larry, when you talk about
competition among the big plavers in terms of the
manufacturers of fighters, you can structure competitions
that are not necessarily cost dnven, but best-value driven.

You can establish a target of cost, and say what migh
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busy. But [ think that's the only you can do a best value
i8 to have face-to-face discussions, because it's
impossible, | think, to put in your thoughts and your vigion
for your best value on a piece of paper that everybody will
understand the same way. So you've got to be able to have
Q's and A's in face to face, and all the industry has to be
in that room.

Does that make some sense?

MR. CAPPUCCIO: Yes.

CHAIRMAN KADISH: Anybody else?

MR. KOZLOWSK!: This is sort of a global strategy
question that probably goes beyond our charter, but | want
to ask you for input anyway. And the 1A in the past has had |
some national symposiums and what-not that addressed long
term strategy, where is the country going, fairly global
perspectives. | don’t even know 1f you do that the last few
years.

But put this in context. We have a dwindling
science and technology base in this country. Thavea
premise, and [ think most people would agree, that 1t was
our aggressive pursuit of science and technology which put
this country where it is today. And if we don't maintain
some degree of science and technology leadership, someone f
going to catch up and eat our lunch, either dehberately or :

ise. You know, you face societal type 1ssues in terms |
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1 ofthelong term. We don't have the people. | don't know 1 notdoing a very good of is the supporting of the E
2 about the speading. I will leave that for another day. 2 manufacturing industrial bage. We have the Mantech pmgm
3 What can NDIA do to assemble the industry and let 3 inthe services. These things are almost never funded.
4 them address in open forum what should they be doing to 4 They do have s small amount of funding, but there's no réal
5 foster their own future, rather than waiting for DOD or S coordinated manufacturing advovate in this government. Al\§
& somebody else to come along and bail them out? Whatcan| 6  we're really in trouble, like we go into General Motors of
7 they do to foster competition? What can they do to foster 7 Chrysler or any of those car manuficturers, you probably see |
8 science and technology innovation? 1love competition for | 8  a lot of Japanese and German machines on the floor. ‘l‘here‘:‘z
S pricing, but1 also love competition for innovation, ideas. 9 very few places you go you see them using all U.S. machined
10 That is what drives a lot of our technology revolution 10 One of the exceptions is the rocket plant that Boeing has .
11 today. 11 down in Decatur, Alabama. There's a lot of Cincinpati
12 And when you get down to minimal sources, you just| 12 machines, a lot of new Cincinnati machines in that plant.
13 don't feed that engineering and scientist ego and 13 It surprised me to see that Cincinnati had the best machine |
14 intellectual drive. But it seems 1o me the industry could 14 for whatever they're doing there at the time, i
15 do alot more. One example would be to sort of segregate of 15 But when it comes to advanced machines, we don't %
16 separate the design team, and maybe even have competitive| 16 lead the world anymore. So 1 would say NDIA has looked aff
17 design teams within their own organizational structure. 17 this, and we're going to stund up a manufacturing division ;
18 Competition is healthy. You caa create it inside 18 that we're working on right now. We're working with pmpltg
19 the corporation or you can create it between corporations ad| 19 up in Pitisburgh, which is kind of a hotbed of manuthcturing |
20 infinitum. Well, you don't have the answer to this, but | 20 expertise, to help us do that. | happen to be on the bourd
21 would just invite the industry associations to go out and 21 of athing called the National Center {or Defense ’
22 start tackling some of this, just get the discussion 22 Machimning Manufacturing, which is a not-for-profit outfii g
23 started, because I'm quite frankly worried about where the | 23 that's doing this. But | believe we need to put a lot more %
24 country will be from an S&T basis 10 or 15 years from now| 24 money into advanced machine technology, not doing the §
25 MR. FARRELL: Those are good points. Weneed to | 25 manufacturing, just the basic manufacturing that anybody %
i .
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1 keep in mind that the money for industry to do this comes 1 could doin the world. But to do manufacturing and 1o é
2 from government ultimately. And so industry does do its own2  develop machines that nobody else has, that is where we need .
3 R&D, we know that. And it's allowable cost, probably not | 2 to be putting our money, and we're not doing it. §
4 enough of that, but you raise some good points. 4 So your points are well taken, but that is onc of |
5 Let's just talk about that nght now. Even though 5 the thigsn we're working on at NDIA is the manuficiuring %
& there's the 6.1, 6.2, and 6.3 moneys are probably higher & CHAIRMAN KADISH: Anybody else? Well, anybody fio "1
7 than they've ever been right now, in absolutely terms [ knowi 7 the flooar? ;3
8 the Air Force has got about $1 billion more than when | was, 8 {No response ) %
9 aprogrammer in £88. And I would suspect that maybe in tHe 9 CHAIRMAN KADISH: Larry, I know we put you on the “
10 Army it's probably the same. But the 6.1 portion of that s | 10 spot a couple of times, mostly during the entire
11 smaller, so a lot of the money in the R&D accounts are going 11 presentation. Your perspective especially, your personal §
12 for development, they're nof gomg for science. And so yourl 12 views, as well as the association views, are very Hnporan §
13 point is well taken. 13 tous. And so we will ke these back, and if you don't g
4 I think it 1s something the country needs to step 14 mind | think we might ask you some other questions that we j
15 upto. ltis not the first time I've heard that point. So 1% come up with to kind of respond other than just through g f;
16 the scientific research needs to be pumped up, and I'm going 16 dialogue and just see where we can go. But it is an :ai
17 to take that point home with me and work on it. When it 17 important point of view, and | want to thank you for coming 5
18 comes to technology, your other point is well taken oo, 18 and shanng with us today.
19 because our engine combat is based on three things. Number 19 MR FARRELL: A lot of the questions you asked me | %
20 one s the quality of the people we bring into the service. 20 think you ought 16 be o - you've gol two industrial j
21 Number two is the training we provide, and number three is| 21 members this afternoon. 1 think those would be good f
22 the systems we've got. So technology obviously drives the | 22 questions (6 ask them
23 third piece and part of the second piece too, so that is 23 CHAIRMAN KADISH: ftwill be g very interesting
24 well taken. 24 session Okay, we are ahead of schedule, so we way that
25 One thing you didn't mcmmn that this country 1s 25 way for now and we'll reconvene at 100, Thank you very
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1 much. 1 slides that just show L-3 and just lay the gmundxffcsrkj, a
2 {Lunch recess.) 2 linle bit of where we have particular interest, which in
3 3 some cases is considered © be self-serving cbviously. But ,
4 4 1do believe it affects all of, particularly the vendor
g 5  base, and the same problems as we see it
6 6 Basically, L-3 was established in 1997 afier
7 7 Lockheed and Loral merged their companies. | was with
g 8 Loral, of course, as president, and we went to Lockheed and |
g 9 worked with Norm Augustine to set up Loral into Lockheed g
10 10 integrated. Once that was done [ asked Norm if we could L
11 11 break out the products area that we had sold 1o Lockheed,
12 12 which didn't really fit because they were black box ‘
13 13 companies that didn't have a great deal of emphasis within
14 14 Lockheed. i
15 15 So Norm agreed why not try it, and we decided we B
16 16 would break out of that 10 products that Loral had sold io
17 17 Lockheed as a part of that merger. And the only request
18 18 Norm had is he wanted half the company and we said we'd givd
19 19 lhim a third, and so he was our partner in this. And we .
20 20 broke out 10 divisions that were tied to products, the 3
21 21 purpose being that the division we had at that time was that §
29 22 because of the massive consolidation of the so-called major .
23 23 companies that occurred in a 10-year period, there was i
24 24 massive consolidation of the system. The vendor base was E
25 25 pretty well fragmented with no consolidation. And because g
Page 67 Page &9
1 AFTERNOON SESSION 1 of the DOD meltdown in the 1995 time frame with the budget, %
2 (1:00 p.an) 2 it was very difficult for vendor-type suppliers, emerging :
3 CHAIRMAN KADISH: 1 would like to call the mecting 3 supplicrs, to survive. You couldn't go public because
4 to order. Ht's 1:00. And we have the pleasure of having 4 nobody gave a damn about an IPO of a $50 million company i §
5 Mr. Frank Lanza from L-3 Communications to come and speak t4 5 the defense industry. Some of the people were getting fo %
& us about the acquisition issues in the Department and his 6 the age where you wanted to get some kind of hquidation for ‘
T perspective ol that, And we have been looking forward to T themselves. 3
8 hearing from you, Frank. 1 don't think he needs much of an ] And we had no place o go. So we said, why don't %
9 introduction. He's been around the industry a long time and 9 we, instead of consolidating, like the things that happened 3
10 is o big contributor 1o the company he's buill, L-3, thai's 10 with Loral and RCA and Tl and Ford Aerospace, you can go o)
11 why we're interested in taiking to him, 11 and on with the consolidation, let's consolidate the vendor 4
1z And let me just kind of set the framework. This 12 Dase and let's form a company that can be a provider to the
13 isan open henring. Hearing is the wrong word. It's more 13 emerging suppliers of products and try to become the biggest
14 an open meeting in terms of information gathering. And the 14 one so that we had the resources for the small companies who H
15 Secretary has asked us to do these types of things to make 15 had no R&D to be able to spend the R&D money to build
16 gure that people in the public and in general understand 16 products.
17 what we're trying to do, as well as try to understand the 17 And so we said let's do that, and so we started L-
18 problems that we're facing. So it's on the record and we 18 3 and we went public about a year later. And since that
19 look forward to your comments. 19 time we've made about 70-plus acquisitions, mainly in
20 MR. PATTERSON: It will be a couple of minutes 20 product areas, and went public a year later, as I said, And
21 until we get the machine up. If you would like to have an 21 we've grown up until now. A company that started out at
22 overture, 22 $500 miltion that ended up this vear about $8-1/2, 59
23 CHAIRMAN KADISH: We're trying to get the stidesup | 23 billion. And with the tghtened acquisition next year we'll
24 on the machine. 24 beabout $12 billion, and so we became a mezzanine company |
25 MR LANZA: 'm just going to cover a few of the 5 really focused on -- 70 percent of what we do is we build i
18 (Pages 66 to 69)
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1 boxes, and we made if in the mezzanine area once TRW lefi] 1 had to demonstrate o migke-ot-buy policy to DCAA on every,
2 that group as the potential prime contractor, not for 2 damn contract we had, and they looked at everything und thily
3 building a platform necessarily, but TRW was a major primg 3 audited it, and if we did something in-house we had o
4 contractor in many C31 areas. If you look at the mezzanine | 4 really show them that there Was 8 competitive environment |
5 aress, there's not many lefi that are capable of that. If 5 that we could win. That's all disappeared. Nobody even
& you look at the niche area, whether it's Rockwell or Harris 6 mentions that i prime relationships any longer,
7 or ITT, L-3, there's a lot of IT companies, so there's not a b So we proposed that one solution to that was thai
8 lot in the mezzanine area. 8 they put in the RFP the requirement for the prime or the LS
9 The problem that we have seen over the last three 9 in this case to have s make-or-buy policy, and demonstrate [
10 or four years, and we've kind of been on a campaign, is that| L0 to the government that they would fairly compete and put
because of the prime contractors obviously integrating so 11 frewalls up on major subsystems where there is a vendor
highly, and several of them have become vertically 12 base. If there's no vendor base and something is very
integrated because of the acquisitions, it was a troubling 13 proprietary to a prime, and there are cases like that, fine,
14 thing at the start, and what aggregated them even more is 14 but that they do compete it, and that the government have |}
15 when the government decided to go to the TPSR concept, aifdl 5 oversight, and that oversight be embedded in the POy, wher
16 the government decided to call that LSL. That presented a | 16 to date they have not cared about it.
17 big problem, because as things developed over the last few | 17 We've talked to o lot of POs, and the comments 1
18 years, the so-called prime contractors that will geta major | 18 that we get back most from everybody over the last couple af
19 LS program were vertically integrated. And many of the | 19 years is, hey, we gave the contract to this prime, he's got
20 things that used to be competed in the vendor merchant 20 responsibility, we can't interfere. My answer to them ig,
21 market were no longer competed. 21 what are you talking about? It's 4 cost-reimbursable
22 And the problem wasn't that you were afraid to 22 contract. Are you telling me that you can't work with the |
23 compete against them. The problem was that they weren't | 23 primes and tell them what to do when you're paying them all)
24 competed. So we faced two problems, one of them they wefe24  the moncy. It's not a fixed -price contract,
25 competed, and in many cases the night before the decision | 25 1 said, so what's this? You don't have any «- |
Page 71 Page 13
1 was made to do it in-house at the competition. And I've got [ 1 got that af very high levels by the way, a the acquisition £
2 numerous examples of that. Or it just didn't come out 2 part of the services. So his memo was done in good faith,
3 through competition. So to me that presented a big problem | 3 for Secretiry Wynn was acting, and maybe people didn't pag
4 self-serving to the vendor base and to L-3, but I think an 4 too much attention to what he did, but he did try o impose %
5 equal problem to the military and DOD in that they to me S upon it, this is now going on maybe 8 or Y monthy where %
& would not benefit from best value to the government, not &  we've seen nothing happening, number one, and number tw E’
7 necessarily on price, but recognizing that in my opinion, 7 at's gotien worse. b
8 great products come out of the vendor base and the g8 So [ have to be complimeniary to the Army becauge %
9  entrepreneurs who invented many things for the last 40 years| 9 in FCS they did impose that in the RFP in the contracts i
10 that never came out of necessarily large companies. 10 where Boeing and ICIC had to compeie all the major systenty.
11 I mean, you walk around with a PDA or a Blackberry | 11 And | think as far as | know the dates were there, Butif [
12 oracell phone or a GPS, these didn't come out of large -~ 12 you look at major platforms that are on the strect now, and §
13 they came out of entrepreneurial scientists who developed 13 whether it's MMA or ARH or DX or LCS or F-22 or JSF ;
14 companies and did great things. | think that's been the L4 there's no control over monitoring of that. And a lotof §
15 case and I think that if continues the way it i3, there's 15 the things that one would have compoted in the vendor hmscfi
1€ not going to be a vendor base, as the government goes more | 16 are no longer competed, and the povernment and the milita
17 and more to L.S1, and we allow for the vertically integrated 17 do not seem to have any oversight in it And I've gol o gz
18 primes, not to allow that imporiant subsystems mainly to be | 18 tell you, everybody we talked 1o gays, you're right, even at f
19 competed. 159 the milvtary level. But nobody does anything about it ;
20 So we worked out with Secretary Wynn, where about | 20 We met prior o Wynn with people ke Samper of ’
21 ayear ago we issued a memo sponsored by Suzanne Patrick 921 the Air Force and Bolton, the Army Secretary, and they all
22 the POs, saying that they must adhere to a policy that there | 22 agreed with what we said. In fact, Samper put out a special
23 be fair and open competition when they are a prime 23 memo m regard W that 0 the PEG. Seeretary Bolton refu
24 contractor. And I don't think that's anything new, because Z4 1o do that for some reason, I don't know why, And the Navy
25 for 25 years, in the old days, we were a prime at Loral, we 2% stood down also.
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1 resident into the POs and the program managers should havg 1 mezzanine, you get (o the third uer, forget about i,
2 that responsibility. And just like 1 have to fill out a 2 There is no R&D flow-down and products and subsidies arg
3 blank whether I'm compliance, anti-corrupt, we have many | 2 just not competed due to LSE and vertical integration.
4 things on us that we have to comply with past performance, | 4 What we're saying is, what we think we need, we're |
5 this ig just another block that says you have 6 comply with | 5 recommending, is R&D flow-down has to be continued to (&
6 this and the DOD is going to monitor it, and by the way, if | & vendor base, vertical integration used to eliminate product
7 you screw if up, you're not going to get contracts in the 7 base further amplified this condition. What do [ mean i
8 future, just like past performance is supposed to be a 8 there? We compete five companies or so, and you've got tud f,
9 measure of that. 9 and if you don't like that, they're trying to make a joint
10 1 don't think it takes a bureaucracy fo do this. 10 wventure, and you've got one. That is what has happened to
11 And number two, I don't think it should be congressionally | 11 us the last five years. Prime contractors require - can
12 delegated. [ don't think this is something that should be 12 you go back -- & large turnkey program with primes are
13 legislated by Congress. 1 think itis in DOD, and we have | 13 essential for vertical integration embedded in the primes to |
14 gtayed away from Congress entirely, which I think is wrong§ 14 destroy the vendor base, et cetera.
15 Soif you saw the slides -- 15 Here's what's important. Primes have the right to
1é CHAIRMAN KADISH: They are up. 16 compete on substantive products within the level playing
17 MR. LANZA: Can [ just go through a couple of them? 17 field. And that's not the issue. If any one of the primes
18 1 will skip through. That's what shows what's happened the | 18  have a product, whether it's a display of a sonar or a nav
19 last 1S years, We have this consolidation of what L kindly | 19 system, he should have the right to compete on his platform
20 call the five gorillas, the mezzanine group of companies. 20 Al I'm saying is if he does, there has to be a firewall up
21 There are a whole bunch of companies that are vendor-based. 21 and the government has to have a recite in my opinion to 3
22 That's consolidation of brand name companies that all of yo& 22 make sure that's it done and it is put out. That's theonly [
23 recognize that have disappeared off the face of the earth 23 thing we're saying. ;;
24 that all used to be qualified to be prime contractors, and 24 Secretary Wynn, | mentioned, did say this, but to 5
25 the government treated them as prime, and of course there | 25 date it's been pretty well ignored. Consequences. The %
4
Page 75 Page 77 g
1 are probably too many of them. But now we're down to five | 1 vendor base, [ think, is in jeopardy, platform superionty, i
2 here and three over in Europe, 2 creative product innovation | think will go commercial. | %
3 CHAIRMAN KADISH: Can anybody flip the charts? | 3 mean, this is kind of like rhetoric, but there's a lot of %;
4 MR. LANZA: There we go. Interesting, afler Loral 4 things that go wrong if we destroy the vendor base in the f
5 was merged, which was a big deal in those days, even the 5 UK. in the next 5 or 10 years. 1 think the DOD will be in j
& CEO, Norm Augustine, who all of you know, said that key 6 deep trouble in my opinion. f
T products were shut out, second and third tier suppliers who 7 Thoughts for consideration by the committee are to :
8 would tend to unfairly favor the largest suppliers with the 8 insert make-or-buy language in the request for proposal, g
9 broadest component and technology base. So here's the CEQY 9 muke or buy a discrete DAB item. And the PMs need o g
10 of a major corporation, and because of that merger with 10 actively monitor the prime to maintain the right to exercise 4
11 Loral and DOD, and DOJs concerned about a franchise, Norinl 1 disapproval of decisions to make or buy and improve the i
12 made this and articulated this. And when | went to Lockheed 12 exceptions of the formal program make or buy. 1 don’t think 31
13 to run the clectronics, we set up o platform integration 13 thatit's asking a lot. Tdon't think it1s asking -
14 group totally separated from the products group, so you had | 14 bureaucracy to be set up within O8D or the military to
15 electronics group of §9 billion. 15 monitor these things.
16 We set up an independent sector within Lockheed 16 This is what was said in Secretary Wynn's letter:
17 that would not have anything to do with the products group | 17 When developing acquisition strategies, progrsm managers and,
18 so they could be arm’s length and be able to compete as a 18 contracting officers shall establish msight to cnter a
19 platform integrator. So this goes back to Norm Augusting’s | 19 prime contract (insudible) to deliver the required system
20 day. was a pretty competent industry in those days, 20 cupability and foster these competition. We wrote words at
21 The problem, as we talked about, 18 that we have 21 that time a year ago that you could summarize as follows:
22 tried to be a conselidator, and we still continue to do that 22 RFPs should require prime to establish such. Second, the
23 asavendor base. We provide a lot of products, but the 10 | 23 DAB should review make-or-buy, and third, after award, the
24 years for this bundling of TSPRs in LS! has caused limited 4 program office needs to actively monntor. So these three
25 flow-down below the primes. And if you're below the > S
20 (Pages 74 to 77}
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1 form as the requisite to go out for major programs. 1 they fire the PO, the program manager, and that’s the
2 My opinion is, if it's done after the contract is 2 answer.
3 awarded, the primes will tell you to stuft it, it's none of 3 So, I think there's too much being put over to the
4 your business. If we're bidding on a contract that says 4 OSDside. [ think the POs spend half their time satisfing
5 it's got to be a requirement, you will get the attention of 5 the political sense, and probably half their time in
6 every CEQ, because once you lose a contract to & company ©  Washington Justifying things instead of running the day-to-
7 because you weren't compliant, those guys won't be aroungd 7 day operations of the program.
8 wvery long. And you'll get the attention of guys like Bob | 8 Litws of authority and hands-on management must be
3 Stevens, the Swansons, and because they will adhere to it,jI 9 clarified and implemented. That's what Linean by that. We
10 do not think it is a CEO problem. 10 run a company. Ifeverybody was out selling politieally and
11 I know where it happens. | came out of the 11 lobbying at L-3 or any company, nobody would be running the
12 renches. | ran a division, a growing division. | was 12 operations. The first priority in the company of the CLO is '
13 responsible. To hell with everybody, I've got to grow the| 13 o run the operations, not (o go win new business. Even
14 division. So most of it feeds up from below, that if you're] 14 that's separated from the military. And so 1 think those
15 aprime on an F-22, and I'm a training company within that 15 linés have to be clarified. More authority has to be put
16 company that needs business, I'm going to lobby to keep thd 6 back inio the military snd to the user and (o the war
17 training in house, and that's just human. § mean, it's just | 17 fighter, and more important, the responsibility of running
18 the way itis. And the only way to put disciplinein itis | 18 the program.
19 to make it part of the process, to go ahead and compete M. 19 Even in the ofd days when the military and DOD
20 Trainer. But you'd better be low cost and you'd better win, 20 used the research labs and development labs o menitor o
21 And I can cite cases on major programs from LCS (921 program to see if it was technically on, and you get s PO. ‘
22 DD(X) to F-22 to JSF where majors of systems are not 22 And we say we've got o pretty good mousetrap, would you guyl
23 competed, and I'm not talking about little components, I'mf 23 take a look atit? And you go into the developing centers,
24 talking about big dollar programs over a 10-year period thp@ 4 whether it's Wright-Patterson or Pax River. The answer you
25 should normally go to the vendor, or at least be competed 25 get is, we can't help you, we're out of the loop, go see the
Page 79 Page 81 |
1 That's really all I'm saying. This is not things that are 1 PO. And l've gotto tell you, I've heard that many, many :
2 down in the bowels. 2 times, where they say, it's just out of our hands. That's
3 Now, some people will monitor, hey, look, 3 also the law, because the skill set to monitor programs we i
4 government, you audited me, and when 1 built the system, 58 4 high techmology. You needed that input once in 6 while.
5 percent of it is outsourced. Yeah, they outsourced a lot of 5 And finally, to get ofl the podium, there's o
& things on command and control that are commercial. We didd 6 question in here, and [ ignored everything but two questiops
7 the same thing. We bought processors, we bought routers. | 7 in your thing. But it says, what's the gingle most :
§ Well, that's not -- that's the answer they give DOD, and DOID 8  important thing that is causing the major program proble
9 accepts it, right? Which is a bunch of baloney, because we | 9 with overrung? And | think LS! ig bad, the way it i beings
10 all subcontract out as much cost as we can, and that's not 10 conducted. [ do not think having a prime integrator is bad,
11 what I'm talking about. 11 atall P just talking about the LS1 authorities are 5
12 But when there's a major subsystemn, whether it's a 12 beyond control.
13 command system or a fire control system or navigation 13 But the catch-22 that we created in 20 years is
14 system, an EW, those are what I'm talking about, that | 14 that we in industry complain to you we can't take
15 think you have a vendor base that has incredible capability. | 15 development high-risk programs, fixed price. And you i
16 So lastly, here's a couple of things beyond my 16 turn said finally, you're right, we've got to make them co
17 self-serving statements that I think are important, 17 reimbursable. Well, if you look at that, that's a catch-22,
18 Oversight and execution of programs, responsibility, and 18 because once you do that, the discipline is ¢liminated in
18 accountability should be returned to the service. | think 19 the buyer and in the seller and in the bid process, becaus
20 the service has been abdicated of its responsibility to be 20 ifit's cost reimbursable, a lot of sloppy things happen.
21 deeply involved. Ithink OSD is too much in conirol of 21 You want to change requirements if it's cost reimbursabl
22 programs. When there is an overrun, the only responsibilityl 22 The military does it freely and industry does it freely, so
23 s held at the OSD level. You never hear about a Secretary | 23 it's a catch-22.
24 of the service having a problem or the acquisition gay 24 So we created because of trying to solve g problem
25 having a problem or even the PO. When it gets bad enough] 25 of not having fixed price R&D this terrible problem. No /|
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maybe there’s a compronise on big programs, whether they'
prime or LSI, where you have funding is risk reduction
programs for millions of dollars o get the rigk vut of the
program. And I'm talking about the large programs. Why
car't you go to an FBI contract to start for that platform
and any subsystem that wag in that particular acquisition
for risk reduction. And once you go through the ceiling on
FBI, pro-rate it and say, guys, the next 20 percent overcun
I8 going Lo cost you 20 cents on the dollar, the next 20
percent i going to cost you 50 cents on the dollar, Mr.
Prime, and finally you're going to get 16 a point where it's
going to cost you dollar for dollar.

So what you're doing here is making the bid
process disciplined, and the implementation of the program
will be self-auditing, because for me the geller, I'm going
to be very careful of making changes that cost money and ar
not required, and the user’s golng to be very careful in
making changes also.

So you take a lot of the risk out of industry,
because you're saying, bid it CPIF, for example. But when
you get to zero profit, it's not going to be all your cost.
You're going to keep sharing in the cost and pro-rate it 10
percent, 20 percent for the next - some formula that says
you're going to put skin mto it. And I'm talking about not
advanced research, I'm not talking about high-risk
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years in major platforms that are overrun. Remember
McMamara fried to do this back inthe F-111 days and on
Mark-2, and he was a complete failure both on the automoti
side as well as the military side. We tried it. It doesn’t
work. And this nonsense of LS8! and cost reimbursable and
responsibility or authority or oversight by the government |
think has gotten us in frouble, and 1 think it's something
that | think DOD should solve,

The other part of it in vertical integration is
self-serving to L-3 because I sell product to the prime.
I'm a merchant supplier. But I'm trying to say - I'm not
trying to stop them from competing. They should compete.
Just have some oversight. That is all we're really saying
in regard to that. And that's all I've got to say, General.
Thank you for the opportunity fo say it.

CHAIRMAN KADISH: That is why we invited you,
Frank.

MR. LANZA: Thank you, sir.

CHAIRMAN KADISH: Any questions from the panel

MR. CAPPUCCIO: Frank, you and | have done some
work on JSF. One of the things that -- do you believe that

the supplier base should have a hand in the criteria for
miaking the bioward? And the reason [ say that, remember
when we went into competition on the training system? One
of the criteria we had in that system was other extenuating
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development. I'm talking about where nowadays on any major
programs, the military and DOD implements a risk reduction
program, and they pay o lot of money for it and they have
normally two or three people compoeting, which says you've
gone through the risk reduction,

And then the responge to the RFP, the segments of
o major subsystem that woren't ui that rigk reduction, the
government can say, prime, that can be cost reimbursable.
And so if you're developing o now permanent magnet motor {o
the DD(X), that's very high risk. You can put in the
contract that segment i it's going to be contracted to the
prime as opposed to the government, can be cost reimbursable
and monitored, because it's extremely high eisk. I there's
a magic weapons system in there that is high risk that has
1ot gone to any risk reduction, you don't want to huit
anybody making them do that set price. It could be
segmented tf this subsystem can be cost reimbursable up to &
certain point. When you have a PDR, for example, on that,
or a demo, and then go fixed price, it doesn't have to be
black and white.

And 1 think that will be the only way you're going
to ever solve the massive problems we're having today in
overruns, which in turn hurts the military and hurts the

procurement and acquistiion account, and it fakes away from
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something else. And we've had a bad record the |
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circumstances, which actually swung the competition one wdy
or the other.

One of our concerns is the language in the make-
buy, the criteria -- the government should agree to the
criteria by which those decisions are made. 1 would like
your opinion on that. But if we leave it to the suppliers,
we'll just find snother way. We'll put a waiting factor on
the internal company. Do you think the industry would step
up, or the Department would step up to help come up with
criteris, make-or-buy criteria, or is that a good idea? 4

MR. LANZA: I think you can make make-buy criteria £
easily, and | think the area of JSF training, for example,
was a program that was truly never competed.

MR. CAPPUCCIO: You're absolutely right. .

MR. LANZA: What was done was a survey of industn
and then an announcement by the prnime that they'd made a
selection to do it in-house. That was not a competition,
and there are a lot of things. | think you could make a
criteria that is just easy. You have put down the
requirements of what you want. It goes to the prime and i
that is what he's obligated to do. and you tell the pnime to
compete it like the government used to do. The pnime has a
good division that does it and he competes to . And i
there's a firewall within the prime contractor that '

19

aluates i,

R

And on that evaluation should be the military

R
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or the PO to make sure that it really is a best value to the
government, and the winner takes it.

And the discussion that don't tell me what to do,
I'm the prime and you've given me a contract, | think is
ridiculous because the government's paying everything that
is cost reimbursable, for example, and [ don't think a prime
should go back to the government and say, it was your fault
you made me pick this company. [ think the company that
wins should win on the merits of the case, both price and
best value.

But there just ought to be neutrahty. I'm saying
I think the CQOs of the major companies would have no
exception to that. In my opinion, I den't think it's being
driven at that level, and this is just my opinion. It
certainly isn't at L-3. If you want to go look at where
we're the prime contractor on Big Safari and places like the
EP3 and areas, and you looked in those airplanes and see ho
much L-3 product was in there, you would see there was
hardly any, because our division that does integration down
in Waco, Greenville, and Lexington, which is about $2
billion of integration, they really have a firewall, and
they really make the L-3's products divisions compete
fairly.

If you see what we did with Titan, I made a
consent with the government, who was very worrnied we we
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means the govermment is giving you S0-year responsibility |

for a program womb to tomb,
So I think it can be done casily. Honestly, |

think it can be done easily, and | think it would be to

everybody's benefit. And when the prime wins, fing. That

i not a problem. I don't have that problen at all. |
MR. CAPPUCCIO: Just on GSF, so you know, [ ran i

competition. We actually did not do a competition. For the

record, we did a make-buy analysis. The make-buy analysis 1;
wias not scrubbed by industry, and that {s the criteria. :
This is how it happens. And that is really typical,
MR. LANZA: Anyway, | think it is o hot button %
with me and myself and General Scast from L-3 have been
articulating this for three or four years. It has not been i
a big impact to L-3 to this time. But if you look at the' %
1.S1, the way it is going, three or four years from now, it k
would have a major inpact on an L-3, because we are highly;
produce oriented. That is why it's important to e, and | :
think [ represent hopefully other people that are vendor- :
based that have the same problem. But you'll find out as
you talk to people.
CHAIRMAN KADISH: Don, did you have smm!hmg’
MR. KOZLOWSKE: | actually had two questions, one b
of which | think you answered, and that was just to get you

to reiterate again, you currently have the system you're
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going to take Titan's high-level services and have them
reform our products group. They said, there's something
wrong with that because they may be involved in the
government and things that could be proprietary. And |
said, that's not going to happen, and you will read, if you

see the announcement today, we took all the products out of
Titan, transferred it to L-3 management where we have
product and established a new Titan, made up of four sectors

we're putling to a new COQ, who came from Titan by the way,

reporting (o me.

So we have separated the Titan services completely
from the product, and the divisions at L-3 that have to scli
have to go sell. | mean, if they want to sell something, a
SIGINT systemn, on Big Safan, for example, and they haven't
been very successful, by the way, but they have to break,
because they know that the government is paying them to be
an honest broker.

In my time, it was when you sign up to be an LSI -

- Pwish I was an LSI -- the government to me is delegating
to you to be the government. | mean, they're kind of

telling me, look, I want you to take my role and be the
government, because | don't have the resources. | think
you're obligated to do what I'm saying because DOD and the
military is asking you to be the LSI. If vou don't want to
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do that, don't bid the coniract. That's what LSI means. ht
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recommending in place at your level. That is, youdoa mak
or buy, and you have had to add competition. 1t used to be |
historically when you made a make or buy, and Frank talked
about it, it was either in-house or it wag out-house, and
you did not mix. And people used to violently oppose any

sort of mixing, They're just more fearful aboul getting o
fair shake, and so it's o matier of how do you think the %
firewalls are. .
MR, LANZA: That's right. |
MR, KOZLOWSKI: That is an issue, but certainly | %
think in a dwindling industry we have to look at more |
apgressive options, and that's all well |
The other question 1 had though was this business 3
of going cost plus and having this fixed price incentive on ;;
others to put some discipline or some constraint both on the §
government and in industry. H's an interesting
proposition, but how far would you go before the contractor
would have to absorb 100 percent of the cost? Do you go
from fixed-price incentives starting out? You don'f getin

trouble, you're doing greal. How much growth percentage-
wise would you tolerate before the contracior has (o cat the
bill?

MR, LANZA: I'm not sure T would ever recommend y
gel to & point where he eats the whole thing, because my :
counter question to that 15, how far do you have o go when
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1 DOD bellies up and terminates a program? | haven't geen 1 (Laughter.}
2 them terminate anything because of massive breaking of Z CHAIRMAN KADISH: We all get in trouble once in
3 things. 3 while. [ take a livtle bit different line in terms of the
4 So I think the answer is, how far is DOD willing 4 accountability issue. There have been people who assert
5 to go before there's an overrun and they say enough is 5 that the industry bears s ot of the problems for the L
6 enough, 'm not going o tolerate this anymore. So | don't & overruns so they should be more accountable for the non-
7 think | would ever put the burden on the comtractor that he | 7 performance. Would you comment on the idea that industry %
8 Thas got to pay dollar for dollar. 8 bears a responsibility for the current situation we're in? |
9 But [ think that when you start out with 10 or 15 9 And if not, why not? |
10 percent and end up with 50 percent, that is a big number. 10 MR. LANZA: | have to tell you, it's not all the
11 And I think that is an imporiant part of it, and 1 also 11 industry's fault. There are a lot of programs where there §
12 think you can compensate the prime contractor when it gets | 12 are indeed over-requirements. There indeed is crap within %
13 into production or fixed price, allow him a little more 13 the contract. And [ think it's a joint problem. I think :
14 profit, give him another 100, 200 basis points of profit in 14 that industry has more accountability and responsibility §
1% the guidelines so that there is an incentive out there, if | 15 over it for execution and management, because there’s no %
16 perform I'm allowed to get more profit, and don't beat him | 16 question that a lot of the overruns and problems we've had, |
17 1o death that it's got to be 11.5 0r 12 or 9.5, if you know 17
18 what I mean. I'm not saying we don't make enough money ¢r18 organized after the fact, because they were not performing. |
19 wedon't get great cash flow. I'm not on that kick. The 19 There must have been something on it in the first place, -
20 povernment business is the best in the world, but you can 20 I've had that problem too with a program that gets
21 add a few if you look at the overrun of billions of dollars 21 aproblem. We have to restructure because we've screwed ua
22 wversus another 100 basis points. My God, it is really a 22 we've put the wrong people on the wrong management. So
23 good trade-off. 23 think we're totally responsible for execution and
24 There's ways you can compensate industry, but it's 24 management, which is certainly half the problem. But the
25 self-healing. We're all going to be disciplined at the top 25 military and DOD has some responsibility in defining the é
Page 91 Page 93 i
1 level of CEOs and below, that when [ start putting money inj 1 requirements, which in some cases are out of sight, things %
2 it gets my attention. And [ want 1o see what the hell's 2 that are really high risk. |
3 poing on. I'm not going to allow there to be - and we're 3 s very similar to a -- | don't want to pick on ;‘é
4 alking billions of dollars of overrun -- [ think it flows 4 this, but they wanted an all-electric next boat. It was j
5  down to the vendor base. I I've got o product that has 5 going to be permanent magnet, which is very big technolog s
6 been through risk reduction or it's off the shelf, 1 should 6 and now last minute they have to change it and go to an
T take a fixed price. [Fifs in R&D, that is state-of-the 7 induction motor after, what five years. There is an exampl
8 art, make it cost reimbursable tor a period of time until | 8 of the Navy decided it was ready to go, put o permanent
9 demonstrate something, and then terminate me if [ don’t 9 magnet in, this wasg going to be half the weight and
10 demonstrate what you want fixed price, terminate me. 10 efficiency, and people i the military and DOD labs, they
11 But today's world, what happens is I wish | was in 11 know technology, they know what's risk. They knew that y
12 that position. Overrun is great for organic growth, It's 12 weren't going to get to this thing in the year 207 or 08 to |
13 great. What a vehicle. | mean, wow, [ just call them, | 13 launch the first boat. And | think there are a ot of
14 get beat up, and 1 get a check written by DOD and they go td 14 examples of that, that this is not being cffective. 1 think §
15 Congress, and Congress goes to Mississippi and they say wd 15 industry has to show responsibility for execution and
16 need that program or whatever the hell it is, and we become| 16 management because that is a significant thing that is going
17 more politically oriented now with all the politicians who L7 bad in the last 10 years.
18 are experts in defense. | mean, you guys aren't experts 18 CHAIRMAN KADISH: In terms of the LSI, there's
19 anymore. Go see the politicians. They're going to tell you | 19 reason why the government is doing more LSL. Can you
20 that if you don't buy one more airplane, we're going to lose | 20 comment on what your perception of the reason is?
21 the next war. It gets to be nonsense. That's not for me to 21 MR. LANZA: | think 1t's just resources, and my
22 say, right? 22 understanding -- there was a lot of engineenng expertise.
23 (Laughter.) 23 We had major force reductions, and | think 1t was just a way|.
24 MR, LANZA: Anyway, 'l be in trouble very 24 outto say we could outsource responsibility and select a
shortly, 5 g

rstem infegrator. ['m not sure we meant 1t to be as it
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turned out. And [ think the military, just like I need a
system integrator when | have a prime contractor and | have
many divisions that provide product into it, we picked a
lead system, a lead company, at L-3 that is responsible for
that program. | think you want ham to pick a lead
contractor to be the integrator and the responsibility, but
I think he went way too far, and yvou allowed him to be the
whole acquisition authority and buy everything.

You could have done what you did and said, but I'm
going to compete the radar system and the nav system and
these things. You didn't have to tell the prime contractor,

you've got everything in the training system by the way, and

you told the LSI, and by the way you're going to do the
spares, the maintainers, the logistics for the next 50
years. I mean, you gave everything to it. And so I'm not
sure you wanted to do that.

But as it turned out, you gave the whole womb to
tomb responsibility, and I think L.SI is good for the
military if it's done in the right connotation where you're
picking an integrator to help you because he's got the
resources, you're paying him for the resources to do that.

But I think you've got to be his partner. But o
date you've overshot, and I think you've taken a program
management and project people and labs out of the equation
where they have little or no oversight until the program
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for resonrces, which come out of industry, and oversight,
and not walk away from it. That can be determined during
the RFP process. 1t is just not that complex at all in my
opinion. :

CHAIRMAN KADISH: Is there anything we should do if
terms of the industral base isell? You showed the "
consolidation, where we are today. There's some big
implications of maintaining that industrial base activity
with more offshore competitors, and all the licensing und
ITAR issues associated with that. Is it time now o take a
look at where the industry is, and see if there is anything
that could be done to solve some of these problems?

ME. LANZA: | think you have a major problem tied
to, number one, offshore investment in the U.S, and how far
you want it 1o go, how much of industry do you want to be
owned offshore. I'll ask you, try to buy o company in
France or Germany and sce how fiar you get, just try. It
very difficult

We dre putting danger in the ITAR probleny that we
just lost, and I'll just use this a3 an example, F'im not
complaining, we just lost & major program overseas in UK,
on a major watchkeeper program, where the technical people
selected us at cost, but they went to an Israeli solution,
because they could go and sell it to second and third-world
companies without U.S. involvement. And that process hag
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gets in trouble. Then you form a red team and you pick
somebody to go evaluate it and then come back and tell you
give them $2 billion more. And it's too late in my opinion.

CHAIRMAN KADISH: Is there an altemative to the
LSI that you see other than to enforce it differently? Is
there something we ought to be thinking about in terms of
restructuring our approach to these problems?

MR, LANZA: Yes. | think you should take a look at
LSI and take a took at whether you want w put everything
under the LSI and not compete some of the major subsystent
that you're responsible for independent of the LS and give
him the LS] an associate contract to help you monitor it.

But you can use the LSI to help you compete i,
but I think you cught to keep the responsibility for major
elements to make a weapons system work. When you take 4
platform and divide an airplane or a ship or a tank into
subsets, you can see there's 7 to 10 critical aspects of
everything that I think you might want to go back and do
everything that you did before, and compete those and say,
prime contractor, these are going to be given (o you.

If you think the prime could tell you, well, don't
tell me, don't criticize me if it doesn't work, fine, teli
the prime to hell with you, don't come and ask for money
when you're overrun. | mean, it's a two-way street, and |
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gotten where they're saying we're not going to let the U.S J
police us because what | was selling took me five months
get a license.

1

With restrictions - and 'm not saying it wasn't
right to have the restrictions, don't misunderstand me -
but to have restrictions on it, and if T were the cusiomer
in UK., I might have said the same thing, why should |
bothered with therm. | can buy one -- in this case it was
from Israel - with no restrictions. They gave them all the
IP. And I know where they're going to sell that UAV that
they're using. s nota U.S. UAV, nothing on itis U.S.
They're going to sell it all over the world.

Well, we're down to things that we can't sell, an
IR uncooled sensor commerceially, because they think it cdf
be used by second and third-world countries to put in -
weapons. Well, they can go to France and buy it and go of
other places. What I'm saying is [ think it's gone too far
in what is defined as protecting our technology, But if
they want to put the industrial base in jeopardy, it is
helping us selling internationally becausce our internation
busiriess is shrinking dramatically rather than growing,
dramatically. And a lot of it is because there are
countries we can't sell it. Bot that's not the preblem,

But the licensing situation on things that we
consider to be
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1 national things. We have one chip in commercial airplanes | 1 consolidated everything below it. So it wasn't just the
2 that we séll to Boeing. 1U's in commercial airplanes, that 2 people that are politically - in the shipbuilding, for
3 we now were reprimanded and forced o stop selling becausé 3 example, can protect having multiple suppliers no matter
4 it kad a chip built in America that is used by everybody. 4 what DOD wants. They just have the political clout, and f
% And all of a sudden they considered it to be U.S. 5 they say you're going to have two shipbuilders or two ~
& proprietary, too advanced, and we can't put it in commercial] 6  airplane builders, but when you get down to the level below
7 aviation, after selling it for 4 or 5 years. I'm falking 7 that, nobody gives a darn, either politically or really in
8 about a chip. g  DOD at this time. E
9 $o 1 think there's & problem that we're 9 So the consolidation was separated from the L
10 overshooting, and then when where it is important we're 10 standpoint of the five top people because the political b
11 forgeiting about it. So we're giving technology awidy, in my] 11 constituency protected their constituency, and said you're g
12 opinion, where it is important, because there's a lot of 12 going to have two shipbuilders. That didn't occur below
13 political people that have a lot strength in major programs | 13 that, because there was no political constituency below ;i
14 and a lot of congressional clout to get things done. But 14 those levels of the big plaiform people, and you're seeing ﬁj
15 when you get down to the second or third level, it just gets | 15 that today. %“
16 disapproved by the bureaucracy. i And I think we just over consolidated with §
7 MR. KOZLOWSKI: Where are you running info the | L7 companies that weren't platform integrators at all. They
18 problem? DOD, Commerce, State, all of the above? 18 didn't build platforms, but they were really quality
19 MR. LANZA: It's every place. Some of it's DOD. A | 19 subsystem and prime contractors, and they're gone. And you o
20 lotof it is State now. There's an argument between State 20 can name 40 names. It's what made America great, and g
21 and Commerce in regard o who has the right on these thing$.21  they're gone. They're just no longer available. 3
22 I's just gone too far. And when something is sold 22 CHAIRMAN KADISH: [ would like to ask you one mor%
23 commercially that you can go to Radio Shack and buy or go] 23 question, more clarifying, about the idea of the services }
24 overto the grocery store in Germany and buy it, what are we 24 taking more responsibility for the acquisition process. The ‘
25 doing? 25 issue goes, one of the reasons why we went to the PEQ %
Page 99 Page 101 3
1 This 1s just a program that's two weeks old. 1 process we have today in OSD was because of perceived ;
2 We've lost a half a dozen important programs just because | 2 problems back in @83 with Goldwater-Nichols, came about an ‘i
3 they suid we don't want any controls. And some of the 3 puta very strong acquisition executive system in place to 5
4 controlg are legitimate, don't misunderstand me, But it is 4 deal with that. 5
5 aproblem. 5 Are you saying that approach ought to be abandoned |
5 So 1 think you've got 1o watch for an investment 6 and we kind of go back to the service primacy with the very é
7 iathe U.S. and sce how far you want to go in consolidation | 7 weak OSDVPEO type structure? Or, | puess what I'm asking, 3
8 ol worldwide single procurement agency for all weapons 8 do yvou have any specific recommendations on how that should 3
9 gystom and the ITAR area. You've got to remember that. 9 be done? f
10 Bvervbody wants to buy America. We're the largest defensg 10 MR. LANZA: Yes. | think that PEO is 4 good idea g
11 market in the world, So everybody's going to wantto buy | 11 and I think PEO should be barred from going to Washington §
12 into America overseas, to buy into this marketplace. 12 and spending halt his time with Congress. | think he should %
13 Aud | think the boat niight have sailed, just ke 13 not be double-hatted or double-lined to OSD and to the :
14 1think we over consolidated. [ mean, 1 think Bill Perry, 14 services. And [ think the lines of authority ought to be
15 when he bad the final supper for us, said, you're on your 15 the PEO should be reporting to the acquisition czar and to
16 own, We're going to reduce the budget. I think he had good 16 the Secretary of the service. And they should be
17 atentions, but 1 think he went overboard in consolidation 17 accountable for the problem. And when the program gets in
18 of the major people capable of being prime contractors. It | 18 trouble, [ don't know how I never read about the Secretary
19 just went way too far. 19 of the service ever got reprimanded or in trouble, and he
20 And I think we still have a health defense budget 20 should be or ought to be a COO that is responsible for that,
21 of $150 billion in the investnment account and $20- or $30 1 21 because all you hear about is Secretary Wynn or equivalent
22 billion out of the O&M account. So I don't think there's 22 s justifying the overrun and respongibility, because the
23 much room for other primes. There may not be room for 23 PEO is spending his time between both. So if you went o
24 multiple submarine and platform people. But what happenefl 24 hand a PEO a situation, hold him accountable or have him
25 s you didn't consolidate just the platforms, you report to the appropriate people within the mulitary branch,
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1 and make sure the Secretary is hands on or his deputy, and 1 it But if he gets o second levter, he's gone. [ mean,
2 responsible for that program, and measured for that programy 2 he's allowed one letter.
3 And if it gets in trouble, he's the guy responsible for it. 3 But we have a problen in our Camden division on a .
4 Right now, there is nobody responsible for a 4 major program, for example, ity a grest division, we sent
5 program that gets in trouble to be honest with you. And | 5 25 people in there, techiical people, not red teams and not .
6 think because all vou have to do is look at the industry way | ©  audit teams, to work with them, find out the problem from g
7 itisdonein most‘good companies in America. Itis 7 other divisions. But you have plenaty of resources in the :
8 resident in the operating people of the company. And I 8 government from various labs, but normally they come ino |
9 think we've lost that in DOD from an administrative 9 an audit function as opposed to let's go solve the problent. i
10 siandpoint, because, like I say, a PEO spends half his time | 10 But the program munager hag total responsibility
11 in Washington bricfing people on his program and trying to | 11 for P&L and delivery and making trade-offs within the .
12 saveitand get it, yet his responsibility was to be a 12 contract for the programs, And that gets down to a box i
13 hands-on person who runs those programs who is accountablg 13 level, by the way, when you're selling a product. Therc is
14 forit, and if it gets in trouble and he's not good enough, 14 g product manager that is responsible for that mousetrap, %
15 get rid of him and give him the authority to make sure the 15 We review all the programs on the big programs on a monthly %
16 program comes in on a normal course of schedule and 16 basis, and 1 get reports on o weekly basis, and all major ﬁ
17 performance. 17 programs | get a letter from every president. Remember §
18 But I'm not saying abandon the PEO at all. | 18 we've got 76 divisions that are grouped Hito six COOs. i
19 think that structure is good. I just don't like the 19 The way L-3 is organized, which corporaie America §
20 reporting of how it's been done and the dilution of the 20 is starting to go (o, | think, is that | don't believe in g
21 people he has to be responsible for. 21 one COO. Why? Because if you have o COO who's responsible s
22 CHAIRMAN KADISH: Anybody else? 22 how does he work with one COO who's got respongibility? You v
23 MR. KOZLOWSKI: How would you address the role ¢f23 can’t do it. You can't be a Bemie Ebbers and say, [ didn't
24 the program manager in your organization? What do you 24 know, and get away with it. He'y in jail,
25 expect of them in terms of achieving program success? 25 And so P've established a rule where we hitve six g
A
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1 MR. LANZA: He's got total accountability for P&L 1 COOs and they run about $1 billion or $1-1/2 billion, snd we %}
2 on the program and compliance to the contract, and he is the 2 have g meeting every Monday. And the ones that aren't i
3 czar on the program and the organizations within our company 3 there, they're on the telephone, conversation with the a{
4  work for him, and he speaks for me as division president. 4 people, then we review that COO with the divisions coming in ]
5 He is responsible to deliver that program 1o the customer 5 too. On the big divigions, the big ones every six weeks and ji
& within a reasonable cost, and when it gets in trouble, the & on the smalier $135 million ones, about every three months. 4
7 buck doesn't get passed beyond him. And he's got a staff 7 So we stay hands on with the sector of group guys and with %
8 that monitors it financially. He's got a staff that 8 the division people, and they report weckly on programs in a 2
9 monitors it from a technical standpoint. He's got the line 9 two-page letter. And when there 8 a red program or a %;
10 organization that we assign to him under his direction, so 10 yellow starting to turn to red, for example, action sturts %9
11 the people actually end up working for him, even though 11 immediately and resources are brought in W that division to f
12 there's oversight from their line managers who sit in on the 12 see where the poor puy needs help and see if he is capuble :
13 reviews. 3 of managing it, but not o bring him in there o sudit him,
14 MR, KOZLOWSKI: So you sull use the project 14 becsuse that doesn't work. :
15 organization with the functional line reporting? 15 MR. KOZLOWSKI: Do you have any specific training 3
1 MR, LANZA: You bet. 1€ that you put these program managery through?
17 MR. KOZLOWSKI: Is your program manager given total | 17 MR, LANZA: We have a training program within -3,
18 cognizance over the budget? Can he move moneys around in 18 All of the divisions, it's on a CD or in the intercompiany
13 various things as long as he stays within his budget? 19 communication where they're trained for program management
20 MR. LANZA: He has total responsibility and 20 Only two years ago we staried a special course and brought
21 authority to do that, except when he gets to a red program. 21 in some cutsiders o go around all of our divisions and
22 When he gets to a red program we pause and we send in a SWAT 22 wain program managers. But they're hard © come by o,
23 team, not for audit, to find out what is going wrong, what 273 What I'm trying lo say is they're not easy people o hire,
24 help does he need, what resources. We don't fire 2 guy for 24 and that is why you've got to provide the overaight, The
25 making a mistake. We fire him for not being able to correst 25 program manageyr doesn't have -- ] don't sbrogate my
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routine manuftacturing, 1 think no. [ think we get enough
retumn on capital, we make enough profitability and for
things that are normally should be manufactured, 1 think
it's my responsibility to put the capital in, and we do. We

don't agk the government tor a

mon
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1 responsibility because I've got 4 program mandger and say, | 1 CHAIRMAN KADISH: Anybody else from the larger
2 well, it's hig fault. Z  audience?
3 Just like | don't think the Secretary of the Air 2 MR. LANZA: | think they went tw sleep
4 Force or Navy should get away with abrogating that he had | 4 CHAIRMAN KADISH: | don't think so. Well, Frank,
5 nothing to do with it. So you've got o provide the 5  as usual, pretty provocative, and | think it gives us some
& discipling to the program manager and find out where he & more information that we can use.
7 needs help, right. You can't just say because he's a 7 MR, LANZA: | appreciate it.
8 program manager, because some of these programg are very| 8 CHAIRMAN KADISH: Thank you for your ime. We maj
9 complex, right, and they're very difficult to do, and you 9 be back to you with some specific questions. .
10 expect problems. The key is, can he solve them? 10 MR. LANZA: Any time, you're welcome. | appreciate
11 MR, KOZLOWSKI: | have ane other sort of a generid 11 the opportunity t6 be here. Thank you, sir.
12 sortof a question. Do you think in general whether L-3 or | 12 CHAIRMAN KADISH: We'll come back at 2:30.
13 whether the industry as & whole is investing enough in 13 {Recess.)
14 manufacturing capability to achieve low-cost production? Ml 4 CHAIRMAN KADISH: Can | have everyone's attention,
15 concern is, where are we going with the manufacturing tech ] 19 please? We're a little late in starting, but Mr. Mark
16 base in this country? 16 Ronald is here, president and CEO of BAE Systems. Again, |
17 MR. LANZA: { think on normal things you don't havd 17 think he needs very little introduction in terms of what he
18 o invest. We should invest -- you don't have to make big | 18 brings to the table here. And we're asking him not only as
19 money in things that are normally done by a company. | 19 formal representative of BAE, but also an individual who's
20 think it's up to the company to provide the capital that 20 been in this business a long time, to help us get through
21 does that. 21 pur assessment and some of the recommendations that we raight |
22 Now, having said that, I think there are many 22 present.
23 areas -- not many, but there are areas -- that are so highly 23 So rather than waste more time on the niceties of
24 technical and so0 much bought offshore, that is where you've] 24 things, Mark, welcome, and thanks for your participation.
25 gotto make the investment. For example, DARPA invested} 25 Just a reminder to everyone, this is an open forum. So as
Page 107 Page 109§
1 hundreds of millions of dollars in LCDs to try to find a 1 we were just discussing, it will not prevent us from asking
2 company in America that could build, and they finally just | 2 the tough questions.
3 punted and said it didn't work, let me go do GPS or 3 MR. RONALD: Thank you, Ron, very much, and the |
4 something else. | think that's wrong. 1 think managers is 4 other distinguished panel members. | very much appreciat
5 & great example. [ think MEMS in this country for example] 5  and our company apprecistes the opportunity to share our
6 s & technology that can benefit. There is only one MEMS | 6 views on defense acquisition. And just by way of
7 company slmost left in Amerien called Honeywell, 7 introduction, for those not familiar with our company, we
2] We've tried o put & group together 8o we can be g are the third largest defense and aerospace company in the |
9 an alternate, beeause they told me when { bought the compapy 9 world. Our U.S. operations, headquartered operations that I
10 at DOD and Justice, that it was f 1 didn't commit to that, 10 tun, is about $10 billion, and we believe we're the sixth
11 et cetern, et cetery, and gponsor it, [ couldn't buy the 11 largest supplier to the Department of Defense.
12 division I was buying. So we went out and poured $25 12 And not only have we grown significantly by
13 million into it. I went out and found an independent 13 sequisition, but we're probably more proud of the fact that |
14 foundry and bought equity into that foundry that can do L4 we've had better than double digit indigenous growth as we
15 MEMS. Butlcan get very hittle government money 1o helpfid 5 ia cach of the last several years, and enjoy, we believe,
16 the technology, because DARPA says, hey, we had our shot] 16 excellent relationships with the Department of Defense and
17 we're finished with MEMS, end of conversation. 17 our other principal customers. And even for BAE systems, §
18 So 1 think there's niches where your technology 18 525 billion company headguartered in the U K., of which ‘
19 and manufacturing, you should put things in. They're going] 19 we're a wholly-owned subsidiary, our largest customer is th
to be vital to our country over the next 10 years, and

Department of Defense. And so we take this opportunity
extremely seriously and welcome it

In addition to my remarks today, | believe there
are three or four of our program managers who will be
presenting information to this panel. And we have tned to

pick a variety of different programs, one in the more
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1 classified domain, Compass Call, one international program] 1t those commercial jobs as possible points of comparison,
2 as you're probably aware, we're selling the M777 lightweight 2 That said, the next six charts - I'm sorey, just
3 to the Marine Corps. In the Army we're the prime 3 one more way of introduction - and the problems, even
4 contractor, albeit close to 90 percent of the work that is 4 though as | said we do a pretty dam good job, the problems |
5 being done here in the States, but it was originally 5 that we face are getting more difficult. The challenges, in
& developed in the UK, so it puts a different tilt. And & my view anyway, dre more complex. The programs in our
7 then two programs from our recently acquired UDI, the MB§ 7 infinite wisdom, which frankly I doubt, is well-formed. Wefl
8  and the Bradley Reset Program. And so you'll be hearing a | 8  have fewer, yet larger, programs. So managing those from ‘
9 bit more from people who, as I like to say, do the real work | 9 both sides from the government's perspective and the
10 in our company. 10 industry's perspective is clearly u much greater challenge.
11 If you'll pardon me, let's see if this works, a 11 Also, a5 I'm sure Frank talked about, although
12 little bit of stage-setting at the beginning. We do 12 he's complicit in this crime, there's been some
13 understand what you want. You want us to be more tlexibld 13 consolidation in the supply buse, so there have been lorger
14 You want us to turn on a dime. And, of course, you want it | 14 yet more politically influential suppliers. And I'll come :
15 smaller and cheaper. So these are from our recent research | 15 back to that theme in a moment. The requirements are less |
16 projects. The rest of the meeting we'll get down to 16 stable because of the world situation. We no longer fice a
17 seriousness, but I just couldn't resist. 17 nice stable, relatively predictable adversary, and it's
18 CHAIRMAN KADISH: Some people think that last | 18 constantly changing.
19 picture is of the acquisition system. 19 And se the national security strategy ultimately ,
20 (Laughter.) 20 has a profound impact on the defense strategy. And becausd,
21 MR. RONALD: Let me very quickly, because 1 think | 21 of the pace of change and the duration of our programs, it
22 everybody understands the problems, we may have differeny 22 adds a further element of complexity to this already
23 views on what the systemic causes of the problems are, but | 23 difficult problem, in that of course we're about to maybe
24 they manifest themselves in these three principal ways: cost| 24 actually come to grips with the economic reality that we
25 growth, schedule delays, and requirements that albeit many | 25 can't continue to spend at these high rates. So,
Page 111 Page 113 J
1 requirements are exceeded, it is not unusual that some key 1 personally, | believe we've seen the peak of the defense
2 requirements are not fully met. 2 spending, and we've already pot o big wedge in there, and it
3 And all of this has been amply summarized in 3 is unclear to me how we're going to work ourselves out of
4 various reports, other than to say at the bottom those of us 4 that problem.
S particularly who work in the industry sometimes lose sight. | 5 All of this means we need really twlented people
& When you take it as a whole, we do a pretty damn good job| 6 and good thought from this panel, and hopefully the ability
7 Most of our equipment works. We make the best products ib 7 1o make this process yet betier. 5o let's talk sbout six
8 the world. We are very competitive in terms of technology | 8 specific thoughts that | have that | would respectiully
9  and performance. 9 present to the panel. You're not going o se¢ new or
10 And if I would maybe make a couple of quick 10 original thinking here. 'm not sure frankly that is
11 comparisons, just by way of making the point, we make very 11 needed, but even if it is, | have not been clever enough o
12 complex, big things that cost multi-billion dollars 12 come up with brand new idess.
13 frequently. And if you compare us with other big projects, | 13 However, I will put 8 twigt on cach of these if
14 1 would point to the Denver airport, which was originally 14 I'mright. And let's start with stabilized program, and
15 budgeted at $1.7 billion and ended up costing 5 and was mofel 5 ['ve ordered this purposely into these three bullets,
16 than a vear late, or the Big Dig in Boston, as you know, we | 16 leaving what everybody's panaces is, multi-years w the
17 have our many facilities around there, 50 we're painfully 17 last, because ultimately that gets into the prerogative of
18 aware. That was originally budgeted at $5.8 billion and 18 the Congress and much miore difficult o implement,
19 cost 15, and it was supposed 1o be done about 7 years ago | 19 But et me start with two others where | think
20 and is now scheduled to be done this year. 20 government and industry can do a much better job, One
21 And so this industry is not alone in terms of big 21 starts with cost realism sssessments at the beginming. It
2 complicated things and challenges in terms of performance. | 22 a mixed bag. Some buying commands actually do quite 4 good
23 And we shouldn't lose sight of that when looking for 23 job of independent cost analysig, force rigor, and mike sure
24 solutions. Sometimes some of our colleagues think these 24 the budget and the awarded contract actually reflect the
25 solutions lie in the commercial sector. That's why I point 5

cost to do the job. But certainly that s not the ¢
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1 And, again, the combination of these fewer, larger programs | 1 requirements, establish realistic and achievable
2 makes us on the industry side quite anxious to win. And Z requirements. We have undefined requirements changes. 1§
3 we're constantly sharpening our pencil, moving to the higher] 2 think the environment in which we work, which [ believe is]
4 rigk end of the spectrumt. And, frankly, I think our friends 4 eorrect, a cost-plus environment § think is appropriate for
5 in government who have limited budget are complicitinthat, S most major weapons systems, and award fees certainly keée
6 crime. & us on our foes and responsivé to that, which our customers ‘
7 So, I would also make the second observation that T want,
8 the cost basis has to not only be realigtic, but there has g That said, it also causes us to want to do what .
9 to be a factor for risk. We in industry, when we bid a job, 9 you ask us to do. And frequently you ask us to do more thah
10 and I'm sure our process is somewhat unique to BAE System$, 10 the minimum requirement to fulfill the contract, and the
11 but I'm sure it's a practice in most large firms, and 11 costs ultimately come home to roost. So the environment, |
12 probably small ag well, to actually try to quantify the rigk 12 think, is conducive to scope creep, or as | sometimes like
13 and the opportunities, not only during the program but at 13 to say, the scope creep is from the need to have the things
14 the outset, because these are not necessarily point 14 that maybe we should have been clever enough to think aboly
15 solutions when you're bidding the job. It's a range 15 butdidn't. So you have to have some of that.
1€ gomewhat determined by probability. 16 And then we have scope jog, due to nice-to-have,
17 And so there may be the most likely outcome of the 17 and again, a lot of people are putting that nice-to-have in
18 bid, but there's also, if one considers the things that 18 there, and I am an engineer and so | like to tinker and |
19 might go wrong, the costs could actually go up. And wetry | 19 like the latest and the best and a lot of the rest of us do.
20 to quantify those major outcomes, assign a probability, and | 20 But it clearly is - managing that process is clearly a
21 then assign a weighted cost to those. Similarly, we try to Z1 problem. I'll come to some of the solutions, but | think
22 quantify the opportunities and obviously challenge the 22 that ultimately gets to the discipline of the people doing
23 program manager to develop a plan to realize those 23 the buying.
24 opportunities and to drive the costs down. I don't believe 24 I do not believe actually that you can count on us
25 the government is as rigorous in this area as industry is. 25 in industry to manage this process. We will give you what
Page 115 Page 117
1 They're not really seeking to know what those cost risk 1 you ask for most of the time. I'm not necessarily proud of
2 should be, snd management reserve is not adequately built iy 2 that comment, but that's my view of the reality of the
3 o the outside of a challenging program, 3 gituation. So [ think if this one's going to be fixed, this
4 So if' 1 could drive that point home, | would 4 has to be fixed on the government side.
5 strongly advocate that there must be some secount, 5 That said, again, there are some solutions in hand :
6 Otherwise, those overruns, us you well know, become the biJl 6 designed to unit work cost, technology, developments, and we
7 payers. The next program is paying the bill for the last 7 discipline ourselves to at least complete that which we said
8 program, causing further disruption in the funding cycle, 8 we were going to do, and in the next block we have that.
9 and we all know what that does, whether it costs four to one] 9 There's a lot of good history on that, even before the
10 orsome other numbers, And some of the questions that we | 10 phrase spiral development was coined. 1t works. 1 do
11 previously asked, P'm not sure, it would very with the 11 belicve it saves money,
12 program, but clearly it doesn't suve you money when you 12 Unfortunately, as we see today with 1EDs, and
13 disrupt a program and try to make it a bill payer. 13 there are many other examples, we can't always afford to
14 And then lastly, to the extent there can be more 14 wait, and so we will mevitably have musi-to-haves in the
15 stable funding, and the Congress is willing to give more 19 middle of a prograim, and that is just the economic reality
16 discretion to the Department, so much the better. In Great | 16 of the difficult task at hand in protecting and making the
17 Britain, by the way, although there's great difficultly 17 war fighter effective.
18 launching a program, once it is launched, it's fully funded 18 My fuvorite one is next, and there are a lot of
19 for the duration of the program, and that does seem to work | 19 great people in government, and [ have the utmost respect
20 better. There are clearly in that system other issues, some | 20 for those who serve in government, and it's becoming
21 of which actually are more intractable than the ones we 21 increasingly more challenging as 1 pointed out. That said,
22 face, but nonetheless, that aspect is better managed in my 22 1don't believe that we're making best use of the talent
23 view, 23 that we have, and a5 a consequence [ would recommend that in
24 Second, these are not necessarily in priority 24 some form we consolidate the acquisition core. 1 would J
25 order, because it depends on the program, to manage the 25 leave it to the panel and others to decide best, does that
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1 mean just one simple one? I'n not sure, but even within the] 1 where we had horrible overruns and significant difficulty o
2 services, as you know, there are a lot of buying commands. | 2 major programs, where today our net change in programs £
3 When you couple with the fact that we're buying 3 all of last year, and most of vur programs are fixed price, "
4 these yet more complex things and few of them, it just 4 although fortunately not all, but our net change was
5 doesw't make good management sense to have our resources] 5 positive. And we had very few surprises.
& spread so thinly. So you end up with maybe every Sor10 | © And | attribute a lot of it to good program
7 years a major weapons system being bought by one service,| 7 management, good program management training, and this |
8 and coupled with the fact that maybe the people don'teven | 8 independent review at eritical stages on the program. And |
9 stay that long, so we have lack of stability of leadership. 9 think the talent certainly exists in the government to do ‘
10 But we're certainly not getting the lessons learned across 10 that, or from outside agencies. But you've got to give them b
11 ihe various people who are gaining this knowledge, because] 11 some teeth. Can [ have the next slide, please?
12 they may not get to use that knowledge for quite a long 12 Partner with industry. Again, [ think you do this
13 time. And although strides have been made, clearly we havd 13 well. | think draft RFPs are a great iden. Most agencies
14 better training, the people in acquisition, the work being 14 are doing it. But | would suggest you could extend it one
15 done by the various management colleges, | commend the fack 5 step further, and that is to share the requirement itself”
16 that you permit industry to talk to these folks and 16 earlier, and particularly when it's still a problem or a
17 participate, I also think is great. 17 need, before if is an airplane or a ship that weighs _
18 But ultimately you've got to take a rare talent 18 whatever tons or has 5o many guns and whatever capability |
19 that you've got and use it more broadly. And that means 19 before even the critical performance parmmeters are possibly
20 some form of consolidation, much the way mdustry 1s 20 established. "
21 consolidated frankly, and in most of the companies that havg 21 Earlier in the process | would share two things,
22 consolidated, at least within common products or 22 What is the need you're trying to fulfili? So we can haven
23 capabilities, there is more cross-fertilization. So I would 23 more constructive dislogue with you in hopelully & positive
24 suggest that that could help. 24 environment, which | think generally exists. Also, sharo
25 The second element of that is what I will call 25 the scquisition plan. How do you plan to procure this? |
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1 here system engineering. Although there's a lot of talent 1 will come to that point again in a moment, because how you [
2 in the acquisition community, these complex systems have | 2 procure is as important a8 what you procure and what you §
3 some systemic issues. And capabilities, those who are 3 budget. And I'm not sure enough consideration is given in .
4 familiar with CMM, CMMI, there are maturity levels, there | 4 government to the various methodologies of procurement. vot
5 are people who are quite knowledgeable and able to recognife 5 have some that work really, really well, and some that at %
& problems earlier in the process. You have some of them in | ©  best, like your LSI concepts, the score 15 still out, And %
7 government, but they're highly dispersed. They're not 7 then we would have a dialogue, much the way we're having 2
8 grouped together, they don't have real networks. In today's | §  today. %
9 information age ] would submit you would be better off 9 So the more you can partner, 1 know somctimes thig
10 having them in one place and available. Give them some 10 gets looked at possibly as the negative aspeet of the
11 teeth such that in the bid process the RFP may be - the 11 miluary industrial complex, but ultimately we are
12 PDRs at various times, have them be approval. 12 mextricably linked in a partnership. And 1 believe moyt
13 We've done those within BEA Systems. It's 13 people on both sides of that partnership recognize that, and
14 something we call phase review where we have independenty 14 particularly in these days of war time, but I think almost
15 teams from outside of the business so they're not as wedded | 15 at all umes we are like-minded in what we arc ultimately
16 to doing the best. And they've got maybe the benefit of 16 trying to achieve, and that ig provide the best product at
17 perspective, being able to see the forest for the trees, if 17 the most affordable prices for the taxpayer, for the war
18 1can quote the old cliche. And they will come in and the 18 fighter, with a positive outcome.
19 program can't proceed until their recommendations are 19 Next slide please. Performance-baged contracting.
20 enacted. And it forces an extra level of discipline, which 20 Ttcenainly doesn't apply o all types of bids, but we have :
21 we have found to really work well, and | would gladly makd 21 w0 remember the O&M budget, the suppont, and particularly in
22 any of that documentation available io the panel. It1s 22 these constrained budget timies going forward we're still |
23 quite an interesting process, pretty well described. 23 hikely 1o see very long lincs for our equipinent. And, of
24 And it works, which is one of the reasons that our 26 course, the government, with the higher increased cost of
25 stock price has tripled in the last three years from a point 25 the war fighter, the more that you can move to the pnivate
31 (Pages 1198 to
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1 sector, the better. 1 don't think there's much debate on 1 the heck is that? How can a proposal consultant who knows
2 that. But the way that you are buying the services ig still Z nothing about an aircrafi or a ship or an EEW system
3 very much mined. And | would strongly urge a much more] 3 actally help you win? And isn't that a linle scary? Tt
4 rapid movement (o performance-based contracting, that is, 4 i3 i me as a taxpayer and & patriot.
5 buying outcomes, be it reliability or 50 much by the hour as| 5 So, again, if | might have the next slide, | know
6 opposed to 10 people to maintain something, because we will 6  there are issues and some controversy around JSF, and maybe |
7 elearly be incentivized to get the cost down., 7 that it was over-specified. But I believe it did force some
é We do that. Most of the companies that you deal 8 very good ideas together, and it forced reality at least
9 with work in the commercial sector as well. We're well 9 into the technical feasibility of the program. And [
10 equipped to do that. We make more money that way and sayd O ultimately believe it will be a very successful program. It
11 you more money that way. Again, it doesn't apply o all, 11 does suffer from some requirements that possibly are still
12 but a big part of the budget i very uneven, and I see that 12 pushing loo much beyond reality, and certainly we picked a
13 may be there, but | see no evidence whatsoever, I'm sorry to] 13 price point or a cost point that did not adequately consider
14 say, that this is actually being pushed top down. 14 risk. And, again, shame on all of us for being complicit in
15 So I would commend you, good idea, not mine. 15 all of that, but that should not cause us to not consider
16 You'redoingit. Do more of it. Could [ have the next 16 that a successful program and a model,
17 slide, please? 17 I would point o the next chart, if you'll pardon
18 Parallel concept studies followed by demos more 18 me for pointing, some examples from the UDI company we ju
19 frequently. And I will make this point. A couple of ways, | 19 bought. One of the reasons we bought them is this slide.
20 beit4-2-1, it's catchy because i's binary, if you have 20 They have shown in a number of different instances the
21 multiple confractors doing concept studies, you will both 21 ability 1o put together some pretty sophisticated vehicles,
22 get more competition and get more innovative and betier 22 all in less than a year, granted not full finished STD-type
23 ideas. We saw that in littoral combat ship, [ think we saw | 23 quality, bui certainly to the point of being able to
24 that on JSF. And by the way, the good ideas, and [ will 24 convince customers and themselves as to just what was
25 take the example of UA Vs, aren't necessarily limited to the | 25 feasible and what was not feasible.
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1 domain where you think they would come from. 1If you look at 1 And | think the rest of industry is equally
2 who is providing most of the UAVs that are being bought 2 capable of doing quite a number of things in a relatively
3 today, they're virtually all from non-aircrall companics, 3 shont period of time to kind of separate reality from
4 even Northrop Grumman, Global Hawk, as you know, came fron{ 4 fiction or get us away from this dependence on proposals,
5 Teledyne before they bought it, albeit it they have 5 and also wean us a bit from thig, what we would like to
6 certainly perfected that and made that a very successful &  believe we can do into what we can actually achieve. So |
T program. And so opening the aperture at the front end of a T would suggest that more concept demonstration programs
8 program | think is o good 1dea for everybody involved. Some 8 before STD would be helpful.
9 might argue it would add time to the program. 9 And the last shide, if  might summarize, and then
10 I think when we look at the difficulty in 10 hopefully allow some time for questions, 1 don’t think |
11 exceution and time on programs, still fn the long run it 11 presented anything radically new here or different.
12 will shorten because it does affect both requirements creep 12 Hopefully 1 put some emphasis on some of the things. 1 do -
13 that | touched on earlier, in that it forces reality, You 13 believe that you need either, by consolidating some of the
14 have o demonstrate what can and can't be done. And again, 14 people or by policy and possibly by law, you need to deplo
15 you may get solutions that you havent anticipated. 1% some of this much more broadly, much more consistently a
16 The mujor benefit, however, 18 less reliance on 16 with more rigor.
17 writlen proposals. 1 do not believe the government any 17 Again, industry, when they decide they're going to
18 longer, and maybe never, had the capability of evaluating 18 do something and has a policy or a practice, it prefty much
19 proposals. And if | could have the next slide. 19 pets deployed at least quite broadly within that company. |
20 And 1 really do believe this, that proposals have 20 think that's been the case for most big, successful
21 become much hke the Wizard of Oz, and 1 would ask you 21 companes. And yet the government is still, if anything,
22 respectfully, go to the website of the proposat consultants 22 may be giving too much autonemy to the individual serviceg
23 and read what they're saying. They are actually at feast 23 and mdividual buyimg commands. Pm all for delegated
24 claiming -- T don't know if they're valid enough, but a lot 24 authority, but some practices, | think, have o be managed
25 25

from the top.
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with 3-D visual aids. We've got several of these things,
and I'mosure you've all seen thein., You put on the gloagses
and it looks like the thing exisis.

But sornetimes there's not much behind that stuff.
So that's still different than building something like a JSF
that actually has to fly. That's tougher, as | know Frank
and others can attest to. So 1 would submit that you're
still better off putting some money oul there,

With regard to the tech base that you commented
on, again, I'm for multiple studies. 1 think that will
encourage the tech base. I do not believe that you should
spend a dime protecting the tech base in its current form.
1F you look at where inovation comes from, at least half
the time it's not from the expected source. And to be less
controversial, [ will just point to digital cameras, which .
dudn’t come from Koduk, although they're now back in it, or
any one of the number -- you know, the carbon paper guy dops

not invent the copier. The camera maker doesn't invent the
light bulb. It just doesn't happen that way. | stole that

:

one from John Hamre, so I'll give him credit for it

So you have to put money out there and feed
technology and invest in technology, as the government dot

3

But it 1sn't necessary, and it isn'l even necessarily smirt
to give it, even though we're a traditional supplier, it
isn't necessanly the best investment certainly to
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exclusively give it to your incumbent supplier or your

e e T

traditional supplier.

As g minimum, you want to open thit aperture up
and spread some of it more broadly, because the non-
traditional supplicr will sometinies, as in the case | gave
before on UA Vs, will sometimes cormie up with a solution. B
that said, I think you raise some very cogent points, Don,
and 1 generally agree with your comments,

CHAIRMAN KADISH: We've heard suggestions abo
breadening this up to non-traditional 9ulzplicr::a And your

|
]
;i?
|

example of the UAVs 15 a good one. But usually we go dow
the path of people who have not donc business with the
Defense Department before, and how do you bring them into
the fold if you're going to truly get the kind of innovation
you're talking about?

Even at the concept study level, there seems to be
great resistance for coming forward with these ideas. And
P've always had a hard time explaining to people why the IT

3
B
|

people are still Lockheed Martin, L-3, you guys, as opposed |

to Microgoft, CSC, Cisco. Do you have any thoughts on that
matter? s that a bridge too far, or do we need to take 4
different look at the Defense industrial base from that
standpoint?

MR RONALD: Boy, a great guestion, and [ certamnly .

MEETING
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1 Thank you again for this opportunity. 1 look 1
2 forward to addressing any questions that apyone might have. | 2
3 CHAIRMAN KADISH: Thanks, Mark. That's whatwe | 3
4 were hoping to hear from you. Are there any questions from 4
5 the panel? 5
6 MR. KOZLOWSKIJ: The demos you described, were these 6
7 fully funded by the government or was there company 7
8 investment involved? 8
9 MR. RONALD: Almost all of them were at least - 9
10 some were just funded by the company because wt were trying] 10
11 fo convince the customer that we could do something. About | 11
12 half of them were government funded, but in almost every 12
13 instance we put our money in as well. i3
14 MR. KOZLOWSKI: The reason I went along that line, | 14
15 as you tend more toward a commercial environment, you can | 15
16 almost literally see in the industry developing products, 16
17 putting them on the shelf, just like General Motors or 17
18 Chrysler might do, except they've got a billion customers, 18
19 you've got one. So there is tremendous risk in developing a 19
20 product on your own funds. 20
21 On the other hand, I'm looking for a solution or 21
22 an avenue that allows us design vitality, and by that I mean 22
23 keeping a group of people efficient in doing the kind of 23
24 things that we do. And the state of the art tends to 24
25 progress, at least in my mind, about how many times you get | 25
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1 totry, and not how much time elapses. If 1 could build i
2 somebody's demos, four of them in one year, | guarantee you] 2
3 the last one is going to be a hell of a lot better than the 3
4 first one. 4
5 The question is, where do you get the resources to 5
6 do this and all that kind of stuff? But there are &
7 accelerated prototyping things you can do. Some things you| 7
8 can even do by compuler today with simulation, CADVCAM | 8
9 tools, and things of that sort. But there's nothing like 9
19 giving an engineering and a production team, for that 10
11 wnatter, a chance to build something. 11
12 MR. RONALD: Let me comment on a couple of those | 12
13 comments you made. Generally, I agree with what you're 13
14 saying, but there are a couple of issues buried in there. 14
15 Firstof all, I do not believe that industry can or should 15
16 or will invest the money to take a product all the way 16
17 through to production effectively the way the automobile, 17
18 for just the reasons you said, 18
19 That said, you can still demonstrate a lotin a 16
20 short period of time. JSF is a good example, the example I | 20
21 gave, and there are many others. And I would stil] submit 21
22 that that is much better, more efficient, will propel 22
23 technology and reality a lot faster. | would submit that 23
24 the CAD/CAM and the other types of demos are potentially 4574
25 seductive as the paper proposal. You could do ot now 25
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1 much as [ hate to admit that, because there is clearly a 1 ot vertically integrated, didr’t have a vested interest :
2 vibrant commercial capability. But thig is such a radically 2 elsewhere i the program that could really serve as like the ||
3 different market, and frankly, for some of these companies, | 3 Aerospace Corporation, although I'm familiar with them. B
4 this is a small market. 'm not sure you can get their 4 gome of the companies you've picked have an inherent
5 attention. Are they going to put their best — let’s take 5 conflict of interest, which is just not a healthy |
&  Microsoft as a great example. When [ gell you effectively a] 6 environment. Some of them are trying to get more content, |
7 software engineer, aind you get that line of code buried ina | 7 not in the current phase, but in future phases of the :
8 ot of other lines of code and then a disk or whatever form, | €  program, and that's not good. That is not good for anybody
9 [ make particularly in development § percent, 10 percent if | 9 That may be good for their shareholders, but it isnot a '
10 I'vedone a great job and ! got a good contract timeand an | 10 good thing.
11 award fee, and my average award fees are 95 percentasa | 11 And so I don't know that there are enough
12 company. Maybe I'm going to make 13 percent. 12 companies out there would can actually ful il that without
13 Microsoft makes 300 or 400 or 500 percent, because | 13 that inherent bias. That's one problem that { see, and |
14 they sell that software to you and then they sell it to me. 14 don't know the solution to that, other than to search out
15 As amatter of fact, when they sell it to you, they don't 15 other kinds of companies who would be better structured anf]
16 send you adisk that you can copy. You pay, you may get a] 16 wouldn't have this inherent conflict.
17 pood deal like we do because we're a big buyer, notas big | 17 A second point is, at some point the elephant i
18 ag you are, but we pay for every single one. And we've got | 18 becomes too big to swallow. | mean, all of us who have any.
19 1 think something like 50,000 desktops across our company,| 19 technical discipline or management discipline understand thi
20 so we're paying. And we use Outlook and so we're paying | 20 way you tackle a big problem is to break it into kind of its ||
21 quite a large bill for that. 21 component parts. And for some reason or another, somebo
22 Until you decide that you want to pay that bill, 22 believes we are going to be able to better tackle a big l
23 and sometimes you do because you buy commercial, you buyZ3  problem by lumping it all together under one contract. |
24 what everybody else is buying and appropriately so. I'm nof 24 believe that logic is fundamentally flawed.
25 sure the risk reward is going to attract that segment of the | 25 Now, can you afford to buy it in 3,000 parts? No.
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1 marketplace. However, I do still feel thai there is a 1 Should you buy an airplane by buying every single piece? :
2 vibrant, albeit smaller, ther¢ ig still a vibrant industry 2 No. You should buy it from somebody who knows how o builf
3 out there, and there are new players coming in and people 3 airplanes, and you should probably buy the major weapons
4 rolling up and becoming larger players, as we have done, as 4 systems as o part of the airplane because it's a highly
5  Frank, who spoke before me, has done, 5 integrated thing these days. And there's too much
[ So at least 48 4 minimum you need to open up the & interaction, [ think, for the government to properly manage
7 aperture to a broader constituency within those who are 7 things that are not on a single tightly-confined, power-
B willing to do business with you, anything you can do. And 8 restricted, weight-restricted interactive thing like an
9 mayhe you need 10 talk to those folks as well. I'm not sure 9 airplane you can probably buy in major chunks.
10 if they're scheduled to talk 1o you or not. But that's 10 And certainly things that are distributed amongst
11 where the ideas, why are they not willing to come in, and 11 major platforms, it's not clear to me why you shouldn’t buy
12 what would you have to do to change as a customer to make it | 12  them individually, because even though that represents more
13 attrnctive. 13 procurement actions and maybe more work within the
14 CHAIRMAN KADISH: L8], you mentioned it in passing] 14 government, I'm not sure that the conflicts I referred to
15 about the scquisition approaches that we use. Imagine LSI 15 earlicr, that we can necessarily guarantee that ot can be
16 is an interesting approach 1o business that might need some 16 done any better.
17 vetting. Cuan you give us some perspective on this approach, 17 But the story is still out. It is o early to
18 the government's uses, why you think we're using it? Whats 18 form that judgement. [ think if you looked at programs,
19 wrong with it? Is it going to fulfill its promise, or does 19 however, the larger, probably the more difficult, the more
20 it even have a promise? 20 challenge, that would argue that 1t is not the panacea that
21 MR. RONALD: | think there's a combination here 21 seme people think it is.
22 that you have o consider. One is the structure of the 22 MR. KOZLOWSKI: As a follow-up to that, many peopld |
23 industrial base. And LS, the lead system integrator, might 23 have talked about systems being more complex as you blank it
24 make sense if you had companies out there with a broad 24 out. One measure of complexity 1s everything is done by
i pement capabihity but were | 25
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1 we've got billions, and probably we're going to have 1 know damn well that that's probably an optimistic estimate. i
2 gigabillions. How do you feel about that software 2 And when we really get down to it, we've never had as mue
3 integration problem? Is it something the industry can 3 reusable in anything that we ever thought in any program
4 handle or are we getting out of control in the software 4 probably.
5 world? 5 | know that's o bit extreme, but [ wouldn't be
6 MR. RONALD: No, | think industry can handleit. 1 ] 6 surprised if it was actually correct. So we should
7 think we're getting a lot better at it. You know, the first 7 therefore - my system engineers and acquisition people,
8 version of Bradley had no software. The current version hag 8  which I know exist in governiment, and sorae in this room
9 three million lines of code. That's approaching what was in| 9  doubt -- that is why I want to have these independent
10 the first version of the F-16. And you're right, that 10 reviews, because the smarter people, when they hear this
11 number is going to keep on going up and up. 11 silly estimate, will say, wait a second, what happens if
12 But we are, and many companies, while everybody is] 12 it's not 40 percent, it's 20 or 60, it's 40. Muke your
13 on the path, not everybody is there, but we're seeing a 13 estimate, tell me the cost, the delta cost for another 20
14 level 5 for virtually all of our locations where we do 14 percent new, and let's add that into mandgement reserve.
15 software, and we've gotten the costs significantly down, and| 15 You may not budget that out, but we better have it on our
16 certainly the work and the challenges is significantly down. | 16 pocket somewhere.
17 Ithink industry has gotten, and the government for that 17 But again, a different problem | think. We
18 matter, has gotten a heck of a lot better at software 18 actually are pretty good these days because we have done |
19 development. And so I'm not sure it's the black art that 19 for quite a while now. Most systems have it, and we're
20 people once thought it was, or it can't be done in a 20 certainly better on JSF than we were on F«22, because most
21 disciplined manner. 21 ofus have taken a few lumps and learned o few things along,
22 We still have the issues that we talked about 22 the way. ,
23 earlier of requirements creep and changes, and that will 23 MR. PATTERSON: Most, il not all, of the issues
24 ultimately, as more of the solutions in software, that is 24 you've raised today could be lumped into a category that  };
25 going to affect the pace and the cost of software 25 says if only the relationship between the DOD and industry |;
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1 development, But that's not a problem inherent in software. | 1 were more cordial, better, more open, many of these things
2 That's a problem we talked about earlier. 2 could be solved within the context of a dislogue. How do
3 MR. CAPPUCCIO: Mark, do you believe that industry| 3 get o -~ what can we do to increase and better the
4 and/or the government have a good grip on the cost of 4 relationship so that these kinds of problems can be
5 software? We talked about cost realism up front. We talked] 5  addressed and many solved?
& about FCS. There's 32 billion lines of code. Do you think 6 MR, RONALD: Well, | think [ certainly - you
7 we have a handle yet on what software should cost? We 7 correctly assessed that [ believe a more open and hon
8 estimate the reusability and we find out it's not reusable. 8 dialogue would help. But I would say a better application
9  How do you feel about that? Is that something you raise ag 9 of the hmited resource would also help and quite s number
10 another effort of how we're costing software? It has to be 10 of the other suggestions I've made would not necessarily be
11 aprimary function on weapons system in the futurc where 11 implemented simply by an open and more candid dialogue, ;
12 functionality is going to be -- 82 percent of the F-22 is 12 because ultimate the only way things are going o fixed is .
13 functional software. 13 an implement, which means, as T suggested before, we may |
14 MR. RONALD: In my judgement, the challenge, as yob 1 4 have a candid diglogues software reuse, but if somcebody
15 correctly pointed out in your question, how much of thigis | 15 doesn't actually budget for g lower number of reuse and
16 reusable. But that's not a question of judging what 1t 16 therefore a higher number of budget, we're not going w be
17 costs to develop new software. That gets into this optimism | 17 well-served.
18 trap, this seductive trap that we're both stuck in because 18 Now, you can interpret that us a pan of this open
19 we've got limited budgets and we want to win, And so we 15 and honest dialogue, or | would interpret it ag YOu're never
20 start to convince ourselves or you, or you help us convince | 20 going to get that degree of candor and highly competitive - :
21 ourselves that more of it is reusable, a different problem 21 how often do you buy a combatant or 4 new fighter sireraft |
22 than estimating the cost of new software. Again, that gets 22 oranew land vehicle? And 5o in that kind of an
23 back to cost realism, adequate cost for risk, how much of 23 environment were candor may not be rewarded unless you'vf
24 1t Okay, if 60 percent is reusable, maybe we should only 24 gotreally, really good people in government and some quit Ef’:
25
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1 what they're being told. 1 company responds, and hopefully any other good supplier
Z [ believe that an open dialogue is not going to be Z responds. | believe we behave much like the other large
3 sufficient. |think a better application of rescurces, as | 3 businesses you have here and provide good products and
4 said before, less reliance on paper proposals, miore any way | 4 services, and when we don't, you're going to siop doing
5 that one would have to demonstrate that they really have a 5 business with us. So this business of national boundartes |
& solution in hand. & think is a bit overplayed. -
7 CHAIRMAN KADISH: Let me put you on the spol in § 7 Certainly the UK. from the President on down is
8 different arena. Are there any implications for this panel 8 ourclosest ally. They fight shoulder-to-shoulder withus
9 on foreign investment in North American type of defense 9 and our men and women in uniform, and it is in their best
10 industries? We're kind of in the bull's eye of that. Are 10 interest that they have the latest and best technology, and
11 there any problems you percéive uniqué o that class of 11 compatible technology and equipment and certainly
12 companies or parts of the industrial base? 12 communications with ourselves. And so we don't have to
13 Hecause this seems to be more and more a 13 always go it alone. i
14 globatized issue for us in the U.S., because as the industry | 14 Now, again, it depends. I'm certainly not
15 has consolidated, there are indications that there are some 15 suggesting we should open our markels to certain other %
16 areas that the only way to get competition is to open it up 16 governments, but I think that's a case by case. [ don't |
17 broader than the U.S. And this has huge policy security and | 17 know if that answers your question or not. §
18 competitive advantage type issues. Would you care to 18 CHAIRMAN KADISH: Yes, thank you. Anybody els:«?
19 comment? 19 MR. HAWLEY: Yes. Mark, you alluded to the adversg
20 MR, RONALD: Sure, First of all, I think 20 incentives that can come with a cost-plus contract. Under %
21 competition is a good thing, and I think global competition | 21 what conditions should DOD consider a fixed price with %
22 isa good thing. The U.S. is & net exporter, and therefore, 22 incentive contract? What kind of criteria do you think we [
23 we are a nef creator of jobs. Also, although some of my 23 ought to think about? f
24 colleagues in industry look very American when they sit herd 24 MR. RONALD: I think these big complex systems ha\
25 inthe United States, when [ see them at the Paris air show, | 25 to be cost plus. 1 like cost plus award fee, because at §
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1 they look much more international. it's amazing what a 1 least it gives some measure of incentive and some §
2 flipht across the ocesn will do. And by the way, most of 2 independent evaluation, so we're going to be motivated to doj!
3 them have lurge numbers, as we have o lurge number of 3 that which you folks are incentivizing us to do. [ think %
4 employces here in the States. Many of them ciploy them 4 you go to fixed price, | think history has shown that at 2
5 gitizens in the UK. The U.K. buys more, certainly much 5 least for these really complicated things that are going to .
& more as a percentage of their budget from the U.S. than goes 6 change and where pushing the state of the art probably
T the other way. s arguably the most open markel. Every 7 doesn't work.
8 country is o little bit different, so one cannot generalize 5 And frankly, when those ideas came forward, they
9 about foreipgn ownership or procursment. 9 sounded good to me as well. But they didn't work. And
10 We've certainly had success as | mentioned, the 10 frankly, that's part of the danger of this panel. Although
11 777 poing all the way buck to the Harrier selling here, but 11 1 know you're looking for new and innovative ideas, and |
12 inevitubly, we've had 1o buitld with a partner. In the case 12 commend that, the scary thing about that is sometimes we
13 ol the Harriers, you know, with Boeing, and that's also been 13 don't know how those ideas are going fo work in practice.
14 acreator of jobs. 14 So we can all think, boy, that sounds great, [ hadn't
15 With regard to the ownership of companies, if 15 thought of that. And we {ry to do it and we find out some
16 anything it has forced us to be, we believe, better, because 16 3,4, 5 years later that, well, there's a reason that hasn't
17 i we end up on the front page of the Wagshington Post, we're 17 been tried before. So that's why. And maybe I'm being
18 more vulnerable frankly than o wholly-owned U.S. supplier. L8 overly conservative here, | apologize, but that 15 why we
19 Thatsaid, I would point out that we are a publicly traded 19 tend to say stay with things you have already done but on a
20 company. We're not owned by the British government. And 43 20 limited basis, and employ them more broadly. I think that
21 percent of our shareholders -~ surprise, surprise -- just 21 would be a big step in the right direction,
22 like 40 percent of our emaployees and about 40 percent of our | 22 And with regard to the types of contracts you
23 business, but 40 percent of our shareholders are over here 23 have, generally you have a good variety. 1 do believe there
24 inthe U.S. these days. 24 are some abuses in the system, so we do have some compani
25 So we respond the same way any other publi 25 who are taking cost-plus contracts and passing on fixed- :
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1 price contracts to the middle tier. I've got to believe, 1 commercial market, to the extent that we can use their
2 although I wasn't here for Frank's testimony, 1 know that's 2 standards, we'll be better off. It will cost you tess
3 ahard point with him. [ have to believe he probably 3 money. You don't have to nwmintain the standard. It will
4 brought that up. And I know some other people. We're 4 albways be up to date, and at least it provides one less
5 frequently more than 50 percent is directly with the 5 impediment for the commercial sector to be Bidding into this
6 government, but we're frequently in that position as well. & marketpluce.
7 And we're somewhat coerced into taking fixed price when the 7 Again, there's never any one rule which is going
8 prime has cost plus, but they've got problems of their own 8 to apply all the time, so [ certainly sm not suggesting that
9 that they didn't properly manage, so they're trying to 9 there may not be instances where you need a specific
10 contain costs, and so they're squeezing the supply base to 10 military specification. But as a general principle, 1 think
11 take a fixed price. 11 that was a proper move,
12 Sometimes that's appropriate. They should be 12 CHAIRMAN KADISH: Any other questions?
13 driving a good bargain and getting good value for the 13 MS. STOKLEY: | have one sir. Hello, sir. Thank
14 taxpayer, but sometimes it's inappropriate. They've 14 you for briefing. Judy Stokley from the Air Foree, 1 was
15 actually passed on the risk to the supply base and forced 15 wondering if you could give us any ideas that you have for
16 them to take it on a fixed-price basis. There isn't 16 making the source selection process work better (o got the
17 adequate oversight of that process from the government inmy 17 realism in proposals. ;
18 view. 18 MR. RONALD: Again, I will come back to what 1 suid
19 But I think generally the contract forms, there's 19 before. | think, let's say there's a source selection. ."
20 a variety out there, and they generally are properly 20 Well, I won't mention a specific command, but over there
21 applied, which is why I mention that as a major element for | 21 somewhere. Lets pick Dayton, Ohio just as o random point,
22 change. 22 {Laughter.) '
23 CHAIRMAN KADISH: In the reforms of the past along 23 MR. RONALD: Then we're going to get the best
24 these lines about staying with what we have done before, 24 people in Dayton, Ohio, and certainly there's 4 lot of great
25 deploying more broadly, as you suggest, mil specs were a 25 people there. But have they thought about bringing somebo
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1 dirty word back in the late £80s, and created an awful lot 1 from SECOM or Warner-Robins or Huntsville? Because there |
2 of impetus for reform. We got rid of mil specs. Cost did 2 are some really talented people there as well. They dow't
3 not go down as people would have expected. And in fact 3 have the lock on smart people ot Wamer-Robing, and if
4 there is some evidence 1o believe that because we have fed 4 they've got something reslly complicated and difficult, why
5 off the value of mil specs that were used, post the 5 aren't we using some of that other talent? And by the way,
6 inquisition reforms in various ways, they are now to the 6 they may represent some more independence, and again some
7 point where we almost have to impose these specifications 7 this forest for the trees. And maybe it's not quiie the
8 again in order to get systems and systems type of work done | 8  right analogy, but sometimes coming from somewhere else you
9 correctly with the right quality. 9 can actually sce things more clearly, particularly if you've
10 Is the mil spec standardization process, 10 gotsigmiicant experience.
11 especially as you move down to the second, third, and fourth] 11 At Hanscom, which you're familiar wiil, and lost
1Z tier, something we ought to consider? 12 some of your hairs over, you have the grey boardy, not a
13 MR. RONALD: No. | mean, certainly we need 13 politcally correct term anymore, but grey hair.
14 standards. | would clearly endorse that, because without 14 MS. STOKLEY: So you think that the expertise of
15 standards you will not have interoperability, and clearly 15 the people evaluating the proposals is more of o driver than
16 that's going to be the tentative warfare today, and it will 16 the critena that leads o unrealistic proposalg?
17 be for the foreseeable future. 17 MR, RONALD: No, | think 1t s both, but | would
18 But I think using commercial standards, which we 14 bring that expertise in as they determine the criteria. |
19 have largely gone to, is a much better approach. There may | 19 would frankly have them review Section L and Section M.
20 be instances where we need to develop our own standard. BdtZ0 There's s lot of very capable people in the government. I'm
21 when | think of things that we've tried to do n the past, 21 not sure that you're deploying them as effectively as you
22 like even come up with a standard computer, it just doesn't | 27 can because they're so spread out, 50 somehow or another you ||
23 make a lot of sense. We can't react as quickly as the 23 need o find a way. That could be knowledge management and
24 commercial market. The commercial market will, again, to | 74 networks, but I'm not sure that anybody would really lilen
25 the point that we discussed earlier of attracting the 2% o each other, But maybe they would, because | think there
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1 are some cultural agpects there that would have 1o be worked 1 MR, RONALD: We have two forms of that. One is we
2 ag well, and some people have to really be encouraged. Or | 2 have a very extensive program for the middle and the lower
3 you could force it in a more formalized way. 3 level. And so we try to identify the so-called superstars.
4 We've elected in our company fo do both, We have 4 We call them high potentials, by the way, early in their
5 significant management training programs that deal with 5 careers and move them around at that point where they're
& being much more open to ideas from the outside and sharing 6  going to gain the most knowledge from broad exposure. Thos
7 ideas. But we also have this process | referred to earlier 7 are the ones who will ultimately hopefully have my job. So '
B that forces an independent review. So when we make a bid,] 8  its really the top of the top.
9 o bid decision on a significant opportunity, and there are 9 And then the way we move people around at the
10 thresholds, and with those higher thresholds become higher | 10 later stages of their careers, you know, through these
11 thresholds of independence. 11 independent reviews, so they don't take over direct
12 8o if one of vur groups is going to bid a quite 12 responsibility, although clearly if we have an issue we're
13 large program, they're going o be forced to bring insome | 13 going to bring so-called tiger teams, and different
14 gurus from outside that business unit that is going (o 14 companies have different words, we're going to apply
15 review it even at the bid stage, and that again, that is the 15 resources if we've got a challenge, as we certainly have had
16 bid, no-bid stage, again at the bid submission stage, and 1€ and no doubt will continue fo have.
17 again at the taking of the contract, because we all know 17 One of the benefits of a larger enterprise is
18 that there are CRs and DR, and there is some requirements | 18 there is a pool of talent, and sometimes you can shift. And
19 creep that happens between the RFP and the award, notan | 19 so we will bring resources to bear. But generally that may
20 insignificant amount, ag 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 as 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 kinds
24 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
Page 147 Page 149 |
1 the talent. But I'm not talking sbout just a single point 1 most people recognize that it's one of the things that it
2 in time. 2 takes to make sure that the customers are satisfied, so
3 MS. STOKLEY: Thank you. 3 they'l do it on g short duration. And we'll try 1o find
4 CHAIRMAN KADISH: Any other questions? 4 some way of sccommodating them if they have to go back and |}
5 MR. PILLAR: Mark Pillar from SAFAQ. How long, 5 forth on weekends or whatever and there are practical
6 typically how long do you keep o program manager on the samg 6 problems in doing thiz in these large geographically-
T program? 7 dispersed enterprises, and people with families and all of
8 MR. RONALD: We don't have aiy specific time scale. & the issues that I'mr sure the people in this room have, But
9 But if | had to pick a broad average, it's probably three 9 wedo that. But generally we don't bounce around we don't
10 years. That said, it would not be unusual then if that 10 have a pool of people sitting there who are so 1o speak a
11 program manager, assuming they've done a successful job and | 11 talent pool who can draw on the fire fighters. We don't
12 moved on to & higher level of regponsibility, #t would be 12 have our fire fighting brigade. Our fire fighters are in
13 frequently the case that the next person on would be 13 there working on programs today and not fighting fires, and
14 somebody from within the program. So it's not somebody who| 14 their job is to prevent -- they are fire preventers, not
15 doesn't have the base of knowledge, so it may be one of the 15 fire fighters.
16 next level of disciplines down would then get promoted, or 16 And, by the way, we also don't have proposal
17 somebody from within that broad arca. 17 wrilers. Even though I sometimes think it hurts us, which
18 It would be more rare we would bring somebody in 18 s maybe -- 1 was overzealous in my presentation because |
19 to an EW program from a flight program. It could happen, 19 want the person writing the proposal being the person who
20 but it would be more apt to be somebody from within that 20 really knows what they're talking about, and going to the
21 domain, because we believe that domain knowledge, and again 21 person who's not only making the commitment to you, but
22 the larger the program generally and the more complex, the 22 making the commitment to me and my shareholders that they
23 longer the duration. 23 candoit. Buf sometimes they don't write as well
24 MR. PILLAR: Do you tend maybe 10 move superstars 24 Although when you have orals, which [ also commend, the mo
25 avound as they problem solve here? ‘ 25 and longer vou can have, the truth comes out, at least a :
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1 shorter version of demos, because, again, you sit somebedy | 1 some way, shape, or form.
2 by the day or two and you ask them a bunch of questions. 1 | 2 MR, RONALD: | welcome the opportunity. This is
3 think generally the govermnment is more astute at that 3 important work you're doing.
4 certainly than in reading proposals. And you can sort out, 4 CHAIRMAN KADISH: Thank you for coming today.
5 you can sort your way through the pretty veneer and find out] 5 Thank you so much. And for those of you who are expecting
& if this is really a wood table or just pretty veneer. 6 mote, you're not going w get it today.
7 CHAIRMAN KADISH: Anybody else? [ have one fingl 7 (Laughter.) :
8 question. Do you have any data or experience where we go | 8 CHAIRMAN KADISH: We're going to be adjourned in 30
9 through the proposal process, and after we award the 9 seconds and we will reconvene for panel members for
10 contract, we don't do what we proposed, but change the 10 adnunistrative purposes at 4:00 in the other room.
11 requirements? In other words, we don't execute what was 11 {Whereupon, at 3:45 pan., the meeting was
12 proposed, but change the program. 12 adjourned.}
13 MR. RONALD: Change is a relative word, Ron. I'm | 13
14 notsure 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 growa | 16
17 handle or maybe have to handle super hot coffee, and also 17
18 self-pour. That sometimes happens. 18
19 (Laughter.} 19
20 CHAIRMAN KADISH: That is what [ was after. Inthg 20
21 name of competition, there's a tendency to technically level | 21
22 and then when you get done and you award the contract, 22
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 o 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 I'm not sure that's premeditated on anybody's part. It's
7 sometimes a requirement or hopefully with tme got a little
8 smarter and actually needed a bigger gun.
i CHAIRMAN KADISH: You don't see that as a systemic
10 problem?
11 MR. RONALD: No. [ think there is this seductive
12 nature of requirements creep, as 1 pointed out earlier, so
13 we will always -- unfortunately, too many of us always want
14 the latest and best, and a bigger gun is presumably better
15 than a smaller gun, so let's go have at i, and since we can
16 do anything, it 1s one of the great strengths of the
17 American people. We can overcome any adversary and we can|
18 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,
21 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 lintle less willing to over commit.
24 CHAIRMAN KADISH: Well, Mark, as usual, it was very
25 good and provocative. We may ask you for a second round in
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