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Executive Summary

This executive summary provides an overview of my experiences and observations as a Secretary of Defense Corporate/ Commandant of the Marine Corps National Fellow (Top Level School) at Caterpillar Incorporated (Cat Inc.) within the Caterpillar Logistics Services, Inc. (Cat Logistics) business unit from August 2004 to June 2005.    

Company Background

Cat Inc. is a global Fortune 100 company and is the world’s largest manufacturer of construction and mining equipment, diesel and natural gas engines and industrial turbines.  Cat Inc. is also a technology leader in construction, transportation, mining, forestry, energy, logistics, and electric power generation.  Cat Inc.’s corporate world headquarters is located in Peoria, Illinois and is comprised of 26 business units.  Each business unit is accountable for its own financial results.  In 1997, Cat Inc. set a goal to reach $30 billion in sales and revenues by the middle of this decade.  In 2004, Cat Inc. surpassed the $30 billion sales and revenues goal a full two years ahead of schedule.  2004 sales and revenues were $30.25 billion, up $7.49 billion or 33 percent over 2003.  The sales and revenues increase was driven by higher machinery and engines volume, a favorable impact of currency on sales due to the strengthening of the euro and the British pound, an increase in Price Realization, and higher Financial Products revenues.  The company's 2004 profit of $2.03 billion is 85 percent higher than their 2003 profit of $1.09 billion.  Cat Inc. predicts their 2005 sales and revenues to be up 12 percent and profit share to be up 25 percent from 2004.  

Cat Inc. employs 76,920 employees worldwide and 38,128 within the U.S. Cat Inc. has 278 company facilities, out of which 107 are manufacturing facilities. There are 198 Cat dealers (main stores), 1,689 dealer branch stores and 1,437 dealer rental outlets in North America, Latin America, Asia, Europe, Africa, the Middle East, and the Commonwealth of Independent States.  Cat Inc. products and technologies fall into three principal business lines:

· Machinery: The Machinery segment designs, manufactures, and markets construction, mining, agricultural and forestry machinery.  Caterpillar Logistics Services, Inc., one of the world's largest integrated logistics organizations, is included under machinery.  2004 machinery sales were $18.84 billion, a $5.17 billion or 38 percent increase, over 2003.  Record sales volume and improved price realization accounted for the dramatic increase.  
· Engines: The Engines segment designs, manufactures and markets engines for Caterpillar machinery and electric power generation systems; on-highway vehicles and locomotives; marine, petroleum, construction, industrial, agricultural and other applications. 2004 Engines sales were $9.49 billion, a $2.12 billion or 29 percent increase, over 2003.
· Financial Products: The Financial Products segment consists primarily of Caterpillar Financial Services Corporation, which provides financing alternatives for Caterpillar machinery and engines, solar gas turbines and other equipment and marine vessels.  Financial products provide Cat Inc. a competitive advantage as it allows Cat Inc. to help its global customer purchase Cat and related equipment (new and used).  Caterpillar Insurance Holding Inc. also allows customers to obtain insurance for the protection of purchased equipment.  Financial Products 2004 revenues were $1.92 billion, an increase of $200 million or 12 percent, from 2003.
      

Cat Inc.'s corporate strategy focuses on business growth with special emphasis on profitable growth, performance through Six Sigma, and people (3Ps’).  The strategy is built on pillars-vision, mission and critical success factors- that enable Cat Inc. to provide the best value to its customers.  The strategy has allowed Cat Inc. to become the leader in providing the best value in machines, engines, and support services for customers dedicated to building the world’s infrastructure, while developing and transporting its resources.

Quality products are also a key element of Cat Inc.'s strategy.  Cat Inc. clearly sees its future as a great global corporation tied to the quality of products and service provided to its customers.  Its global dealer infrastructure and network-serving customers in more than 200 countries- is one of the company’s most important competitive advantages that allow it to provide its customers exceptional and timely support.  Cat Inc.’s motto is “Best Service-Best Quality-Best Support and Best in class.”  Cat Inc. values, protects and markets its name as a brand recognition.  Its equipment is labeled yellow and black with the CAT logo for worldwide recognition.  The brand recognition is built on Cat Inc.’s years of experience and industry reputation for excellence in all areas.

 Corporate leaders from the Chief Executive Officer down believe people are the company’s most valued asset.  The relationship between corporate leaders and the employees can be characterized as a “Partnership”.  The organization focuses on values, teamwork, and training for employees, including supervisors, managers, and executives.  It empowers employees to be innovative and creative, and rewards them for subject traits.  Opportunities for professional growth and skill development are available through formally structured on-line training and mentoring programs.  Leaderships programs such as the Logistics Professional Development Program, the Manufacturing Professional Development Program, and the Engineering Rotational Development Program are the pipeline for creating future leaders in the company.  The company's business units have core values, worldwide business ethics and conduct, and guiding leadership principles that emphasize honesty, integrity, and impartiality within its workforce, and among its customers and suppliers.   

Assignment Overview

I was assigned to Caterpillar Logistics Services, Inc. (Cat Logistics), one of 26 business units (BUs) comprising the corporation.  Cat Logistics is a wholly owned subsidiary of Cat Inc. that was created in 1987 to market supply chain solutions to external clients.  Cat Logistics' global worldwide headquarters is located in Morton, Illinois.  Based on my personnel, manpower, and recruiting background, I was assigned to the Human Resources Division (HRD) under John Bolden, Vice President of the Human Resources Division.  Steve Holtman (COL USA retired and former Secretary of Defense Corporate Fellow) was my sponsor.  I am deeply grateful to Mary Bell, President and Chairman Cat Logistics, John, and Steve for their time, interest, and steadfast support.  I also extended my sincere appreciation to Glenda Nash, John’s Administrative Assistant, who ensured all my administrative requirements and needs were met.  Other members of the Human Resources Team whose insights, professional knowledge and personal friendship resulted in this rewarding (personal and professional) fellowship are: Deborah Heidewald, Leslie Hauk, Bill Ridgely, Kathy Tolson, Linda Eskildsen, Janet Stephens, Stacy Zircher, Bill Bultemeier, Darcie Bratcher, and Kristen Erwin.    

I was immediately integrated into the organization and received briefings on Cat Inc. and Cat Logistics.  John was the perfect paragon of what a sponsor, teacher, and mentor should be.  He made himself available for weekly discussion sessions that provided me with an outstanding question and answer period for obtaining a clear understanding of how Cat Inc. and Cat Logistics operate; how strategic planning and strategy are conducted; and how strategic decisions are made within the organization.  I attended staff and division meetings, as well as participated in discussions and strategic Human Resources projects in areas of leadership, training, recruiting, and employment retention.

Corporate Experiences

  Key corporate projects on which I served as a team member and representative were:

· Experience Caterpillar

· Human Resources Division, Recruiting Campaign

· Six Sigma People Resources Planning 

· Six Sigma Supervisor Training

· Implementation of Talent Management System

The purpose of the above projects was to increase HRD’s effectiveness, enhance efficiencies, and to assist HRD in achieving its vision and division strategy of enabling Cat Logistics to achieve it goals through global Human Resources expertise, excellence, and a highly engaged global team.  In addition to participating in the projects listed above, I shared my military experience in leadership, personnel, recruiting, and manpower with company employees, and observed best practice business initiatives and processes at Cat Inc./Cat Logistics.  

I also took advantage of company offered training- instructor lead and via Caterpillar Learning Management System (CLMS-electronic web based training (WBT))-in the areas of business acumen, human resources, logistics, and operations. These provided me with a broad-based understanding of critical strategic planning elements and mission specific training.  Key training received:

· Six Sigma Green Belt: instruction focuses on training employees in Six Sigma methodologies for assisting Black Belts on specific projects.  Green Belts integrate the methodology during daily work routine.  For Six Sigma certification the employee must complete Black Belt lead training, pass an on-line written exam (DMAIC or DMEDI) with score of at least 75%, and participate as a Green Belt on 2 or more Six Sigma projects. 

· Target Selection Interviewer: behavioral interview technique used by Caterpillar and other Fortune 500 companies.  This technique takes a systems approach to selection decision, which is built on job dimensions.  Dimensions describe the knowledge, motivations, and behaviors associated with success or failure in specific jobs.  The interviewer identifies desired skills and behaviors, then structures open-ended questions and statements to elicit detailed responses.  Candidates are interviewed by a minimum of three certified interviewers who numerically rate the candidate’s answers individually.   Then, a joint data integration meeting is held to discuss/ exchange data to reach a consensus rating for each dimension hiring recommendation based on agreed upon consensus ratings.

· Basic Principles of Business Risk Management (WBT): course broadened awareness of risk, allowing employees to better manage risk as an on-going process through the structured process, developed methodologies, and available tools of Business Risk Management (BRM). 

· Introduction to Finance (WBT): course introduced the nonfinancial manager to the purpose of financial management systems.  It also introduced basic concepts of risk and return, time value of money, and the relationship between tax laws and business finance.  

· Operations Supervisor: training for new operations supervisors.  Covered such topics as responsibilities of position (Safety, Operations and Processes); business unit’s core values, diversity awareness, business ethics, and prohibited Harassment policies.  Supervisors are also trained in Values Leadership, the 17 Essential Qualities of a Team Player, and on Dealing with Conflict.

· Overview of Logistics Management (WBT): course provided comprehensive understanding of the history, perspectives, strategies, and key areas of Logistics Management. 

· Strategic Management/Planning (WBT): course focused on the planning phase of strategic management, which includes defining the company mission, performing internal analysis, and evaluating the external environment.

· Strategic Management-Corporate Implementation (WBT): course focused on the corporate implementation phase of strategic management.  Explained the three steps: develop action plans and functional tactics, integrate strategies into the organization, while implementing strategic control and continuous improvement, and involvement in corporate implementation. 

Corporate experiences and training listed above provided me with first hand insights on change management processes, critical skills/training, and best practices associated with operating a very successful corporation.  

For the Department of Defense {DoD}

William Perry, former Secretary of Defense, established the Secretary of Defense Fellows Program (SecDef Fellows Program) as a Senior Service School in 1995.  The objective of the SecDef Fellows Program is for the selected officers to gain an appreciation for how revolutionary technologies are influencing American society and business in ways that will affect the culture and operation of the Department of Defense (DoD).  For ten months, fellows are assigned to a sponsoring corporation that is at the forefront of the information revolution and have a reputation for insightful long-range planning, organizational innovation, and adaptation.  Fellows are tasked with identifying best business practices that could be incorporated into the DoD.
  Cat Inc. and DoD share the following commonalities: 

· Large organizations with reputation for professional excellence.

· Seek and employ strategy focused on providing the world’s best product.

· Understand people (right people) are key to strategy success and that the “right people” have to be developed, mentored, and trained as leaders.

· Understand that “execution” is the key to strategy/mission success.

· Have guiding principles/core values, codes of conduct/ethics, and policies that serve their best interests.  

· Understand they have social responsibility to the public.  

To improve operational efficiencies and to increase the level of awareness of joint warfare, integration, and interoperability among the services, I recommend DoD consider the following:   

· Implement Six-Sigma improvement problem-solving methodology in aviation, finance, manpower/personnel, and service support areas for elimination of inefficiencies and process quality improvements.  Unlike other previously implemented under-resourced quality programs like Total Quality Management, the Six Sigma change discipline is well documented in the business world.  The Army and Marine Corps are already testing Six Sigma in the logistics arena.  Testing should be expanded to above-mentioned areas also.  Top down senior leadership commitment and a total culture change are keys to DoD successful implementation. 

· Conduct “top to bottom” force structure review to ensure we are getting the right people, with right skill sets to meet future mission requirements.  The corporate world understands that getting right people with requisite skills is key to an organization’s success.  DoD should use the 2004 Quadrennial Defense Review for top to bottom review of forces and restructure forces to meet challenges of the future.  Roles and Missions of the services with a focus on joint operability, share services, commonality in area of IT, pay and travel, and elimination of duplicative organizational structure should be part of the review. 

· Conduct study to assess applicability of implementing  Behavior Based Safety methodology throughout DoD.  In May of 2003, DoD Secretary Rumsfeld challenged all the armed services to reduce mishaps by 50% by the end of 2005.  The corporate world recognizes, like the military world, that safety is essential to the success of the organization; that most accidents are preventable and that lost employee time due to accident has adverse impact on financials.  Cat Logistics, via use of Behavior Based Safety methodology, has dramatically reduced safety accidents/incidents at its facilities.  Behavior Based Safety is a proactive safety approach that identifies at-risk behaviors and focuses on changing workers’ behavior before an accident occurs though safety observations, then changing the antecedents that drive at risk behavior.  Liaison with Colonel Fred Wenger, Safety Director of Marine Corps, revealed that Marine Corps’ conducted assessment of subject safety methodology a year ago.  Based on assessment, the Marine Corps Executive Safety Board (ESB) recommended to and received the Commandant of Marine Corps approval to implement.  Phase 3 of subject implementation to be briefed to ESB this summer.

· Conduct a comprehensive pay study/reform to close pay gap with civilian sector.  Corporate world understands that to attract and retain the best personnel requires paying top salaries.  As the military continues to compete with the corporate world for top-talented people pay will be a differentiation, especially in the eyes of future junior officers.  DoD must move to a system that compensates for performance and that is competitive with corporate world.

· Adopt Shared Services model from the commercial industry.  Corporate world focuses on what it does best, "core functions,” and outsource non-core functions.  In 2002, Caterpillar outsourced portions of its Human Resources and Operations functions.  This resulted in cost saving, economies of scale and operational and alignment efficiencies.  DoD should focus on its war fighting competences and outsource none-core competences.    

Cat History

The story of Caterpillar dates back to the late 19th century when Daniel Best and Benjamin Holt each were experimenting with ways to fulfill the promised steam tractors held for farming.  Prior to the merger that formed Caterpillar Tractor Co. in 1925, The Holt Manufacturing Company and C.L. Best Tractor Co. had individually pioneered gasoline-powered track-type tractors.

The first Diesel Sixty Tractor was produced in October 1931.  By 1940, Caterpillar's product line had expanded to include motor graders, blade graders, elevating graders, terracers, and electric generator sets.

During World War I, Holt's track-type tractors were in great demand by the Allies for pulling artillery and supply wagons through harsh conditions. Troops in World War II also relied on Cat equipment including track-type tractors, motor graders, generator sets, and special diesel engines for M4 tanks.

The postwar period ushered in numerous new products and the company's first foreign subsidiary.  In 1950, the establishment of Caterpillar Tractor Co. Ltd. in Great Britain was the first of many overseas operations created to help manage foreign exchange shortages, tariffs and import controls, and to better serve customer needs around the world.  For the same reasons manufacturing facilities were later established in strategic regions throughout the world.

In 1931, the company created a separate engine sales group to market diesel engines to other original equipment manufacturers.  This group was replaced in 1953 with a sales and marketing division to better serve the needs of a broad range of engine customers.  Today, Caterpillar is a leading player in the diesel engine and power generation markets.  Engine sales now account for approximately one-third of the company's total sales and revenues. Cat engines power everything from on-highway trucks, buses, ships, pleasure boats and locomotives to earthmoving, construction and material-handling equipment.  Through generating systems Cat engines supply power to areas inaccessible to utility power grids including offshore oil drilling rigs, remote mines, and isolated communities.  Cat generator sets provide emergency power to hospitals, schools, factories, office buildings, and airports.  Caterpillar is also the leading supplier of industrial gas turbines through its subsidiary Solar Turbines Incorporated, purchased in 1981.

In 1963, Caterpillar and Mitsubishi Heavy Industries Ltd. formed one of the first joint ventures in Japan to include U.S. ownership. Caterpillar Mitsubishi Ltd. started production in 1965 in a new facility at Sagamihara, 28 miles southwest of Tokyo.  Renamed Shin Caterpillar Mitsubishi Ltd. in 1987 to reflect an expansion of the original agreement, the joint venture today is the No. 2 maker of construction and mining equipment in Japan. In early 2003, Shin Caterpillar Mitsubishi announced plans to expand into the Asian Region.

Following a boom period in the 1970s, the worldwide recession of the early 1980s forced Caterpillar to look at long-term changes to lessen the adverse impact of future economic downturns.  Among the changes was a $1.8 billion facility modernization program launched in 1987 to streamline the manufacturing process.  Caterpillar also diversified the product line to meet a greater variety of customer needs and to reduce sensitivity to economic cycles.

To better focus on critical product and service areas, Caterpillar made several organizational changes during the 1980s.  In 1983, Caterpillar Leasing Company was expanded to offer equipment financing options to its customers worldwide and was renamed Caterpillar Financial Services Corporation.  The Caterpillar Tractor Co. changed its name in 1986 to Caterpillar Inc. – a more accurate reflection of the enterprise’s growing diversity.

 In 1990, Caterpillar reorganized into business units with each accountable for its own results. The company continues to fine-tune the organization, which today includes more than 27 business units.

Cat Today

Cat Inc. is the world’s largest manufacturer of construction and mining equipment, diesel and natural gas engines, and industrial turbines.  It is also a technology leader in construction, transportation, mining, forestry, energy, logistics, and electric power generation.  Its corporate world headquarters is located in Peoria, Illinois.  Cat Inc is comprised of 26 business units.  Cat Inc. is rated number 1 or 2 in every major S&P 500 and Dow Jones Index tracked category in the Construction, Agriculture, and Machinery industry against its industry competitors.  Cat Inc. had a record $30.25 billion in sales and revenues in 2004, an increase of 33 percent over 2003.  The 2004 record profit of $2.03 billion is 85 percent higher than the 2003.  

What Caterpillar is best in the world at making:


Track-Type Tractors.

Track-Type Loaders.

Wheel Loaders and Integrated Tool carriers.

Excavators.

Trucks.

Scrapers.

Motor Graders.

Backhoe Loaders.

Paving Products.

Agricultural Tractors.

Forest Machines.

Wheel Tractors and Compactors.

Telescopic Materials Handlers.

Engines/on highway trucks/Generator set.

Other Products (Diversification)

Caterpillar Financial

Remanufactured Products

Caterpillar Logistics


Board of Directors

Caterpillar’s Board of Directors is composed of 14 members.  The Governance Committee of the Board of Directors selects the directors via a detailed process.  The Governance Committee makes recommendations to the board regarding the size and composition of the board.  The Governance Committee also monitors and makes recommendations regarding the board's performance.  Attributes sought of potential board members include: integrity, honesty, and accountability; successful leadership experience and strong business acumen; forward-looking, strategic focus; collegiality; independence and absence of conflicts of interests; ability to devote necessary time to meet director responsibilities; and ability to commit to company stock ownership.
  Historically, board directors have played very passive roles in the development and implementation of corporate strategy.  Caterpillar’s board members have a firm understanding of the industry and the critical role they play in the company’s success.  As such, the board members’ level of involvement and engagement in planning, development, execution, and measurement of corporate strategy are very active.

Current Board Members are:

James Owens                          Frank Blount

Chairman/Chief Executive Officer     CEO

(CEO)                                JL Ventures, Inc. 

Dr. John Brazil

President, Trinity University        John T. Dillon








  Former CEO, International 

                                     Paper





Eugene Fife                          Gail Fosler

Managing Principal



  Vice President, Chief 

Vawter Capital LLC



  Economist of Conference 


Former CEO, Illuminis, Inc.          Board/Director Unisys Corp

Juan Gallardo                  
  David Goode

Chairman, Grupo Embotelladoras       Chairman/CEO Norfolk

Unidas S. A. de C. V. (Mexico)
  Southern Corporation

Peter Magowan




  William Osborn

Former Chairman/CEO Safeway Inc.     Chairman/CEO Northern Trust








  Corporation

Gordon Parker




  Charles Powell

Former Chairman, Newmont Mining
  Chairman, Sagitta Asset Corporation 




  Management Limited and 

                                     Louis Vuitton U.K. Ltd.

Edward Rust Jr.



  Joshua Smith


Chairman/CEO, Stat Farm Mutual       Chairman/Managing Partner

Automobile Company



Coaching Group, LLC

Organizational Structure


Caterpillar employs a matrix organizational structure to support its 26 business units (BUs).  Caterpillar’s matrix structure is a cross between the functional/divisional and geographic organizational structures.  Five Group Presidents oversee and provide direction to the 26 Vice Presidents of the business units.  Each business unit is organized into profit and service centers.  This allows for better focus of effort on financial targets and on meeting customer service requirements.  Advantages the matrix organizational structure provides in support of Caterpillar’s strategy and mission are:

· Flexibility 

· Supports strong vertical and horizontal coordination

· Facilitates rapid product development

· Facilitates innovation and creativity

· Enhances lines of communication

· Focuses on problem solving via teams

· Creates work environment that empowers employees to take responsibility for their work activities

Disadvantages associated with the matrix organizational structure are:

· Ambiguity of reporting to two bosses.  Reporting/role relationships leads to confusion and unclear policy guidance

· Limited opportunities for promotion-most movement is lateral, from team to team, not vertical to upper management positions

· High levels of work stress-caused by role conflict and role ambiguity

Caterpillar Organizational Chart shown in Figure 1.
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Figure 1-1 Caterpillar Organizational Chart


Source: Caterpillar Inc.

Source: Caterpillar Inc

Leadership

Jim Collins, author of Good to Great, a study of why and how some companies made the leap from good to great companies, identified six characteristics that distinguished great companies from good ones.  The book, based on five years of research, focused on how good companies became great ones. Good to great companies were defined as those that generated cumulative stock returns that beat the general stock market by an average of seven times in fifteen years.  Comparison studies were conducted between identified good to great companies and like industry companies to determine why like industry companies did not make the leap to greatness.  Collins and his research team found that the type of leadership did make a difference in the drive for greatness.  That a certain type of leader was required during pivotal transition years for good companies to make the leap to great companies.  Collins and his team titled this type leader as a Level 5 Leader.  Characteristics associated with a Level Five Leader are:

· Mix of humility and professional will.   Ambitious first and foremost for the company

· Set up successors for even greater success in the next generation

· Display a compelling modesty, are self-effacing and understated

· Are fanatically driven, infected with an incurable need to produce sustained results

· Display a workmanlike diligence-more plow horse than show horse

· Look out the window to attribute success to factors other than themselves

Over the last 14 years, three Chairmen/Chief Executive Officers: Donald Fites, Glenn Barton, and Jim Owens of Caterpillar, have distinguished themselves as Level 5 Leaders.  During their tenures, each Chairman laid the foundation that has accelerated Caterpillar’s obtainment of the number one company in its industry and for its reputation as one of the most admired and best Fortune 100 companies for which to work.   Donald Fites reorganized Caterpillar into business units initiating its move to become a global corporation with exceptional ties to its dealers and customers.   Glen Barton drove Caterpillar’s implementation of Six Sigma throughout the organization.  Six Sigma is the unifying framework for the company’s strategic initiative-enabling profitable growth, championing continuous quality improvement, aggressively reducing costs, and developing integrated e-business strategies.
   Jim Owens, who became Chairman/CEO in July '04, led Caterpillar’s transformation from a good to great company through a strategy he has defined as the 3Ps (Profitable Growth, Performance through 6 Sigma, and People).  He clearly understands that getting the right people in the company and developing them as leaders is critical to Caterpillar’s future global success.


What clearly distinguished the former and present Chairmen/Chief Executive Officers as Level 5 Leaders is their understanding that people are the company’s number one asset.   Each of them placed a strong emphasis on hiring, training, and development of future leaders.  Each was also dedicated to building a “we are a team atmosphere”. 

 
Jim Owens, in a 3 September 04 Chairman’s Corner article, stated that the company’s future depends on having the right people engaged and focused on the right objectives, and on unleashing the potential of all employees.  He identified the below priorities for Caterpillar leaders on the continued building of the company’s people culture:
· Focus on diversity (because it’s the right thing to do and because diverse backgrounds, experiences, and points of view are good for business)

· Emphasize safety in all we do

· Maintain our highly competitive wages and benefits (while working to manage U.S. healthcare costs)

· Communicate in a timely and honest way

· Reinforce our positive corporate reputation (we call it “putting corporate equity in the perception bank”)

Vision


A company’s vision is its statement of a desired future.  To be achieved, a company’s vision must be 1) clearly communicated by the leaders, 2) supported by values and culture, and most importantly, 3) shared and embraced by all in the company.  Caterpillar leadership disseminates the company’s vision to employees, stockholders, dealers, and customers via a spectrum of media.  The leadership also uses the vision as the foundation for establishment of strategic plans and decisions that are made in the organization.  Caterpillar’s senior leaders have created an environment with its employees, stockholders, dealers, suppliers, and its customers for obtaining its vision.  Caterpillar’s vision is to be the global leader in customer value in its market.

Mission  


A company’s mission statement builds unified purpose within the company; directs and motivates the allocation of resources; establishes an organizational climate; informs people of the company’s purpose and direction; provides for the assignment of work; and guides the development of control and assessment practices.
  


Caterpillar’s mission is:

We provide best value to customers. Caterpillar will be the leader in providing the best value in machines, engines, and support services for customers dedicated to building the world's infrastructure and developing/transporting its resources. We provide the best value to customers. 

We grow profitably. Caterpillar people will increase shareholder value by aggressively pursuing growth and profit opportunities that leverage our research, engineering, manufacturing, distribution, information management, and financial services expertise. We grow profitably. 

We develop and reward people. Caterpillar will provide its worldwide workforce with an environment that stimulates diversity, innovation, teamwork, continuous learning and improvement, and rewards individual performance. We develop and reward people. 

We encourage social responsibility. Caterpillar is dedicated to improving the quality of life while sustaining the quality of our earth. We encourage social responsibility.


Caterpillar has implemented plans, procedures, policies, and applied resources that clearly support mission accomplishment.  

Culture


Culture is a set of shared attitudes, values, goals, and practices that characterizes a company or corporation.
  Successful companies like Caterpillar understand the importance of developing and maintaining a culture that motivates and obligates employees to perform and uphold the highest professional and ethical standards.  Caterpillar’s corporate culture is steeped in the midwestern values of trust, quality, and community involvement.  Senior leaders have developed a positive, we are one team environment that allows for employee growth, development, and creativity.  The focus is on growing future leaders.  Employees truly connect and buy into the corporate culture.  This has resulted in the employees developing a quality product that exceeds customers’ expectations.  Employees are rewarded for their individual and team contributions via pay and numerous other recognition programs that reinforce this desired behavior.  Another key element of Caterpillar’s culture is its ethical standards and honesty in dealing with its dealers and customers.  Integrity is a watchword that is imbued in every aspect of the corporate culture.  Caterpillar sees integrity as a part of its heritage and one of the company’s most valuable assets.  It has established a Code of Worldwide Business Conduct that provides employees guidance for making sound and ethical decisions. It also sets ethical standards for dealing with customers, dealers, and each other.  Each business unit has also established core values for employees to follow.                       

Business Strategy


In the book, What Really Works (The 4 + 2 Formula for Sustained Business Success), William Joyce, Nitin Nohria, and Bruce Roberson via the Evergreen Study, identified strategy as one of the four primary areas of management practices successfully implemented in winning companies.  The authors found that the key to achieving strategy excellence is to be clear about what your strategy is and consistently communicate it to customers, employees, and shareholders.  A value proposition that meets the target customers needs and is grounded in the realities of the company’s capacities must be developed to support the strategy.
  


Caterpillar’s business strategy clearly meets the above criteria.  Caterpillar, based on its focus on core strengths and products, research and developments, global ties to its dealers and exceptionally strong customer/quality commitment, has developed a value proposition that exceeds its customers’ expectations.


The Corporate Strategy Council develops Caterpillar’s corporate business strategy.  The Chairman and five Group Presidents make up the council.  The council not only develops and tracks the implementation of corporate business strategy by the business units, but also ensures the strategy is communicated throughout the enterprise.  Caterpillar’s senior leadership believes that executing the business strategy is everyone’s job.  Caterpillar’s business strategy is articulated from the top down and executed from the bottom up.  The council develops overarching strategy supported by the mission, vision, and critical success factors.  The overarching strategy is pushed down to the business units, who develop their strategy –mission, vision and critical success factors- that links back to the corporate strategy.  The business units’ divisions also develop goals and initiatives based on the business unit’s strategy that links to the corporate overarching strategy.  Employees are tied to the strategy via Specific, Measurable, Action-oriented, Realistic, and Time/Resource Constrained goals (SMART Goals) that are linked to corporate strategy and business units’ Critical Success Factors.  SMART goals are established and agreed upon by supervisor and employee as part of the employee’s Performance Management Process.


Caterpillar’s current strategy is focused on 3Ps:

Profitable Growth:

· Increase demand for infrastructure: grow demand for traditional products

· Grow engine business: fueled by ACERT emissions-reduction technology

· Increase presence in the emerging markets of China, India, and the Commonwealth of Independent States: implementing our business model, developing an acquisition strategy, hiring and training local employees, and managing inherent risk

· Growing the service side of our business: Cat Financial, Cat Logistics and Cat Re-manufacturing Services

· Profitable growth coupled with managing costs through the cycles

Performance through Six Sigma:

· “It’s the way we do business”-the way we manage quality, eliminate waste, and reduce costs

· Six Sigma allows us to innovate, to create new products and services, and help the company grow profitably

People:

· High level of employee engagement is essential

· Emphasis on strong leaders who coach, mentor, encourage, motivate, and reward

· A culture of safety first: currently at 60% reduction in lost time due to injuries and intentionally on the path to the goal of zero injuries

Critical Success factors that are key enablers for strategy attainment are:

· Six Sigma institutionalization to drive continuous improvement throughout the value chain.  

· Best distribution channels tailored for each market segment at competitive costs. 


· Best products and solutions for each market at competitive costs.  


· Cost structure management to deliver outstanding financial results through the business cycle and maintain our global competitive position.  

· Establishment of Cat’s global business model and achievement of profitable leadership in the emerging markets of China, India, and the CIS by 2010. 

· Achievement of $30 billion in sales and revenues during this decade. 

· Implementation of a fully integrated, highly responsive, and flexible value chain that satisfies our customers' order fulfillment needs in the shortest time from order receipt to cash.
 
· Caterpillar people will be recognized, along with our products and services, as key enterprise strength. We will empower our talented employees and their leaders to create a positive culture in which safety, diversity, integrity, and performance are highly valued. 

· Maximize customer value through product support excellence. 

· Make a quantum leap in quality and reliability by adopting Six Sigma process improvement methodologies throughout the value chain.

· Extend our worldwide rental leadership position and build dealer retail used equipment capability within each dealer's service territory. 

· Be recognized as a profitable, innovative, well-managed industry leader with a strong focus on social responsibility and sustaining the environment.

Competitive advantage is a way of providing value to customers that is unmatched by competitors.  Competitive advantage stems from superior value creation for customers.
  Sustaining and developing capabilities to maintain its current competitive advantages is part of Caterpillar’s overall strategy.  Caterpillar sees the following as its current competitive advantages:

· Deep dealer infrastructure and network-serving customers in more than 200 countries

· Focus on Research and Development (e.g. Acert technology)

· Six Sigma – achieving growth, cost reduction and quality, and reliability throughout organization

· Financial strength – ability to fund product programs, provide financing to dealers and customers, and rewards its shareholders

Six Sigma Transforming and Returning Cat Inc. to Greatness 

“Six Sigma is here to stay.  It’s the unifying framework for our future financial successes.”

Glen Barton, CEO, Caterpillar, Inc.

September, 2001 Analyst Meeting

Burning Platform: Why Change was needed


 In August 2000, at a Strategic Review Conference (SRC), Glen Barton-then Chairman/CEO- and Cat Inc. senior leadership created a “Burning Platform,” a compelling vision of why a new corporate strategy was needed.  The Burning Platform identified three major goals for returning the corporation to greatness.  The three goals were:

· Growth: Crack the 20 billion sales ceiling.  Reach 30 billion in sales by year 2006

· Cost reduction: reduce operating cost by 10% or 1.0 billion dollars; reduce claims/warranty costs 

· Quality and reliability: improve on customer satisfaction
  

Glen and senior leadership decided that Six Sigma would be 

the transformation change agent for reaching above goals and transforming Caterpillar into a stronger company to meet and exceed future industry challenges.  They designated Six Sigma as the #1 Critical Success Factor for obtaining the corporation’s new long-term strategy and the means for achieving the other critical success factors.  It was decided that the Six Sigma methodology would be implemented across the extended enterprise to include suppliers and dealers.  Glen established the below  “Recipe” (See Figure 2) for the successful implementation of Six Sigma.  Committed leadership and selection of high potential employees, trained as fulltime Master/Black belts, were identified as keys for successful implementation.  

Figure 2: Caterpillar Six Sigma Recipe Success Factors
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Source: Caterpillar Inc.


In January 2001, Caterpillar kicked off its Six Sigma implementation.  700 top leaders at 13 locations across 6 continents were trained simultaneously.
  

Figure 3: Caterpillar’s Launch of Six Sigma
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Source: Caterpillar Inc.

  Today, Caterpillar has 271 active Master Black Belts, 3,406 active Black Belts, and 23,000 trained Green Belts.  Six Sigma is being imbedded and encoded in every part of the corporation to include dealers and suppliers.  It has resulted in a greater than 10% increase in the value proposition and is the critical enabler for Caterpillar’s future success.  

History of Six Sigma

The birth of Six Sigma as a measurement standard can be traced back to Carl Fredrick Gauss’s concept of the normal curve.  In the 1920's, Walter Shewhart showed that three sigma from the mean is the point where a process requires correction.

The Six Sigma methodology used today began in 1979 at Motorola when Art Sundry stood up at a management meeting and proclaimed, “The real problem at Motorola is that our quality stinks!”  Sundry’s proclamation sparked a new era within Motorola and led to the discovery of the crucial correlation between higher quality and lower development costs in manufacturing products of all kinds.
    


In 1986, Bill Smith, a senior engineer and scientist at Motorola’s Communications Division, wrote a paper that found if a product was manufactured error free, it would rarely fail during customer use and thus, reduce customer complaints and warranty claims.  Other Motorola members studied Smith’s work and determined that by eliminating defects at production, quality could be improved and production time and cost reduced.  Six Sigma is a new method for standardizing the way defects are counted and achieving product error free perfection. 

    Smith crafted the original statistics and formulas that were the beginnings of Motorola’s Six Sigma methodology.  He took his ideas to CEO Bob Galvin, who was struck by Smith’s passion, and came to recognize the approach as key to addressing quality concerns.  Six Sigma became central to Motorola’s strategy of delivering products that were fit for use by customers. 

    Following a common Six Sigma methodology (measure, analyze, improve, and control), Motorola began its journey of documenting key processes, aligning processes to critical customer requirements, and installing measurement and analysis systems to continuously improve the process. 

    In 1988, Motorola became the first company to win the Malcolm Baldrige National Quality Award.  In 1990, Motorola—together with companies such as IBM, Texas Instruments and Xerox—created the concept of Black Belts (BBs), who would be experts in applying statistical methods.  Motorola codified and federally registered “Six Sigma” as a company trademark.



What is Six Sigma


Six Sigma is a business improvement, problem-solving methodology for identifying waste in any business process, including administration, manufacturing, customer service, transactions, and design processes.
   Six Sigma puts the customer first and uses facts and data to drive better solutions.   The sigma value, Q (SIGMA), describes quantitatively how a process is performing.  For Six Sigma achievement, a process must not produce more than 3.4 defects per million opportunities.  Six Sigma efforts addresses three main areas:

· Improving customer satisfaction

· Reducing cycle time

· Reducing defects

Improvement in above areas results in sensational company cost saving, retaining of customers, capturing new markets and product and service excellence.  Six Sigma is about making every area of the organization better able to meet the changing needs of customers, markets, and technologies-with benefits for employees, customers, and shareholders.
   Six Sigma generates and aids companies in growing profitability.  Six Sigma does not pursue quality solely for the sake of achieving quality.  Six Sigma is about pursuing quality only if it adds value for the customer and the company.

The key to implementing Six Sigma methodology is through the forming of Six Sigma improvement, problem-solving, or process design teams, to work on projects that use the DMAIC-Define, Measure, Analyze, Improve, and Control-problem solving process.  By following this process, a flexible, but powerful set of five steps for making improvements happen, and stick; the team works from a statement of the problem, to implementation of a solution, with lots of activities in between.


The 5 DMAIC Steps are described below
:

Define.  The first and most critical step.  Team identifies 

who is the customer and the customer’s critical requirements, how is work currently being done, and what are the benefits of making the improvement.  Key deliverables:

· Team Charter

· Action Plan

· Process Map

· Critical Customer Requirements

Measure.  Team gathers data to validate/quantify the problem/opportunity and identifies data that offers clues on the causes of the problem.  Key deliverables:

· Output, Process, and Input Measures   

· Data Collection Plan 

· Develop Sigma Measure

Analyze.  Team finds the “root cause” of the problem.  Key deliverables:

· Data Analysis

· Process Maps

· Validate Root Cause

· Problem Statement

Improve.  Team identifies, evaluates, and selects the right improvement solution.  Key deliverables:

· Solution

· Improvements Costs and Benefits

· Implementation Milestones

Control.  Team develops and implements control plan that ensures old habits and processes are eliminated.  Key deliverables:

· Process Control Plan and Procedures

· Training

· Change Implementation Plan

· Turnover to Process Owner

Six Sigma Team Players

Senior executive leadership is the key to the successful implementation of Six Sigma in an organization.  It creates the vision and support structure, as well as ensures everyone in the organization supports and commits to Six Sigma.  Executive leadership also ensures that only the best and brightest employees are selected to be trained as Master Black Belts.  Key skills that personnel selected to be Master Black Belts should possess are: the ability to see the “big picture,” the ability to gather data, the ability to break through old assumptions, the ability to work collaboratively, and the ability to thrive on change.
    Roles of Six Sigma Team Players are
:

Champions.  Senior Level executives (president or vice- president).  Executive level champions select the deployment and project champions.  Strong strategic and tactical level business experience, cross-functional team leading, and developing financial targets are attributes of deployment champions.  Project champions oversee Black Belts and focus on the Six Sigma Projects.

Master Black Belts.  Full-time trained Six Sigma experts who act as primary change agents, trainers, coaches, and mentors for Black and Green Belts. 

Black Belts.  Full-time trained Six Sigma experts who work under a Master Black Belt.  Black Belts dedicate 100 percent of their working time applying the Six Sigma tools and knowledge to Six Sigma projects.

Green Belts.  Green Belts are trained- simplified version of Black Belt training- employees who assist the Black Belts on specific projects.  They are critical to the long-term success of Six Sigma implementation and integrate the methodology into daily work.   

Six Sigma successful implementation depends on an interaction between the following principles:

· Highly visible top down management commitment to the initiatives.  Employees must perceive active leadership during the implementation.

· A measurement system (metrics) to track progress.  This weaves accountability into the initiatives and provides a tangible picture of the organization’s efforts.

· Internal and external benchmarking of the organization’s products, services, and processes.  

· Stretch goals to focus people on changing the processes by which the work gets done, rather than “tweaking” existing processes.  This leads to exponential rates of improvement.

· Success stories to demonstrate how the Breakthrough Strategy is applied and the results.

· Champions and Black Belts to promote the initiatives and provide the necessary planning, teaching, coaching, and consulting at all levels of the organization.

Caterpillar Logistics Services Inc. (Cat Logistics) Business Unit


I spent my fellowship year assigned to the Cat Logistics business unit.  Cat Logistics is one of Cat Inc.’s twenty-six Business Units (BUs).  Cat Logistics was created as a business unit in 1987.  Cat Logistics global worldwide headquarters is located in Morton, Illinois.  It employs 9,000 globally diverse people.  Cat Logistics' mission is to be the premier integrated logistics provider in service parts distribution worldwide.  

Organization


Cat Logistics is led by a President/Chairman.  In February 2005, Cat Logistics realigned its organizational structure to support its 2010 Vision transformation strategy.  The realignment resulted in creation of regional line organizations.  Regional organizations allowed the business unit to better focus its strategy on exploiting future growth, making faster decisions, increasing customer responsiveness, and the ability to customize based on local needs.  It also allows Cat Logistics to drive collaboration and operational excellence across all facilities within the regions.  Cat Logistics four primary lines of organization are:

· Americas (North and South America and Canada)

· Europe, Africa and the Middle East (EAME)

· Asia-Pacific to include India (AP)

· Mfg. Logistics and Transportation (ML&T)

Cat Logistics Organizational Structure shown in Figure 3:[image: image3.jpg]Logistics Division
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Cat Logistics Global Area of Operation


Cat Logistics has 100 facilities in 25 countries that ship to 200+ countries.  Countries it operates out of are:

· Australia

· Belgium

· Brazil

· Canada

· Egypt

· England

· France

· Germany

· Italy

· Japan

· Mexico

· Netherlands

· Poland

· Singapore

· Spain

· South Africa

· South Korea

· Sweden

· United Arab Emirates

· United States

· Venezuela

Key Clients


Key Cat Logistics clients are:

· AGCO

· Daimler Chrysler

· Ford Motor Company

· Harley-Davidson Motor Cycles

· Hewlett Packard

· Honeywell

· Hyundai

· Kodak

· MAZDA

· Mitsubishi Caterpillar Forklift

· NAVSTAR

· PEUGEOT

· Rover

· TRW

· Saab

· Kodak

Core Values


Core Values are a set of principles, or a belief that an organization is firmly grounded in, that form the foundation of the organization’s culture.  These values are communicated in formal and informal ways, and help employees make tough decisions
.  Cat Logistics' senior leadership understands and values people.  They further understand that people with common values-who believe in the same ideals, adhere to the same ethical code, and function as a team-are more productive employees.  It was clear to me, via personal observations and discussions with employees, that Cat Logistics employees understand and are committed to the business unit’s published core values.  Cat Logistics' core values are:

· PEOPLE make it happen – we trust and respect each other.    

· PARTICIPATION is our responsibility – we make decisions and take action.    

· PARTNERSHIPS work – we can do more as teams than we can alone.    

· SENSE OF URGENCY accelerates improvement – we act promptly.    

· SATISFACTION is our business – the customer is first.  

Business Strategy


Cat Logistics' business strategy is built on the corporate’s overarching strategy.  It aligns itself to the corporate strategy by leveraging Caterpillar's core competencies, lowing R&D systems and other fixed costs, making profitable contributions, and focusing on the 3Ps (discussed earlier in paper).  Cat Logistics has established critical success factors that support the 3Ps.  Cat Logistics critical success factors are:

· Grow External Business by 25% annually

· Determine and Achieve Service Window Maximize Channel Efficiency

· Maximize Channel Efficiency and Provide Logistics Support for low cost country sourcing

· Recruit, hire, develop, and retain staff to meet growth commitments

· Exceed strategic financial targets

· Embed and Encode Six Sigma

The Cat Logistics Executive Team has developed a Transformation Road map for achieving its near and long term growth goals.  The Transformation Road map identifies four focus areas-marketing position, profitable growth, process excellence, and people-for attaining its vision by 2010.  Cat Logistics goal is three billion in revenue and sales by 2010. This goal will allow Cat Logistics to become a principal corporate business line. 


Cat Logistics sees it competitive advantage over industry competitors as:

· Original Equipment Manufacturing heritage: strong brand identity, reputation, experience

· Financial strength of Caterpillar

· Global capability and consistency

· Highly integrated offering (Client Service Framework)

· Six Sigma and Program Management
  

Human Resources Division and Key Corporate Fellowship Project Assignments

I was assigned to the Human Resources Division (HRD) under John Bolden, Vice President of Human Resources Division.  I participated in strategic projects in the area of leadership training, recruiting, and employment retention.


The primary mission of the HRD is to recruit, train, and retain the right people to enable Cat Logistics to achieve its goals through Human Resources expertise, excellence, and a highly engaged global team.  The HRD Team views their relationship with all people in the business unit as a partnership and is committed to providing the senior leaders, facility/HR managers, supervisors, employees, and suppliers the best human resources support possible.  They are also committed to providing training that allows all Cat Logistics personnel the opportunity to realize their full potential, thus adding value for the business unit, customers, and suppliers.

The HRD’s vision is to enable world-class performance through people.
   The HRD strategy links the employee, via SMART goals, to the division’s critical success factors that are aligned with the business unit’s and corporate strategy.


Strategic objectives tied to HRD’s strategy that John and the HRD Team have identified as key enablers for the Cat Logistics to achieve its goals are:

Internal Business Processes

· Facilitate resource planning and utilization, including succession planning, staffing, and "bench strength" development.

· Implement and support an equitable and competitive reward package for all operations.

· Facilitate leadership development and support - all levels.

· Facilitate a culture that recognizes Cat Logistics as a "great place to work."

· Keep employees informed

· Achieve flawless new business planning for HR and start-up implementation / integration.

· Facilitate world-class health and safety policies, and processes in all facilities.

· Rapidly evolve and achieve excellence in a seamless HR delivery model; tying together process discipline, information, and reporting: providing best value - service, quality, and cost.

Learning and Growth

· Recruit, hire and develop HR people.

· Facilitate HR knowledge and skills with leadership and  

          resources.

· Encode 6 Sigma and facilitate continuous improvement within HR.

· Foster teamwork and supportive culture within HR and supply chain

Key Corporate Fellowship Project Assignments

Key strategic projects that I was privileged to serve as a Team Member in support of above objectives were:

2004-2005 Recruiting Campaign.  Caterpillar sees people as their number one asset of the organization.  A key corporate critical success factor is recruiting the right people with the expertise to be valued employees for the organization.  During my tenure, Cat Logistics experienced its highest recruiting efforts in over two years.  I worked with the HR Recruiting Team to conduct campus career fairs and interview conferences.  I also worked with teams for establishing new procedures and plans for conduct of future year recruiting efforts. 

Experience Caterpillar (ECAT) Core Planning/Team Member.  ECAT is a corporate diversity recruitment program designed to attract and hire talented students for internships with Caterpillar.  ECAT is part of the Corporate Diversity Council’s critical success factor of developing a more diverse, global workforce.  ECAT Strategy is to motivate students to commit to become a member of the Caterpillar team, via a company orientation that gives them the opportunity to experience Caterpillar’s technology and its people.  Jim Owens, CEO Cat Inc., Mr. Sidney Banwart, Cat Corporate Vice President, and Mary Bell, President/Chairman Cat Logistics, were key speakers at subject event.  32 students from 15 different colleges attended.  27 of 32 students in attendance accepted internship offers.  

Supervisor Leadership Training and Development Six Sigma Project.  Team sought to implement a standard, consistent new supervisor training and leadership program that ensured supervisors are fully equipped to lead, motivate, develop, evaluate, and engage subordinates.  Team created a learning checklist that was approved by senior leadership for implementation.  A leadership expectation guide was also created and approved for implementation.  

People Resource Planning Six Sigma Project:  Cat Logistics employees targeted to grow from 9,000 plus to 18,000 by year 2010.  This project focused on establishing a forecasting process to better predict employee resources on a global basis.  Forecasting tool and reporting will allow Cat Logistics to provide requirements to succession planning; recruiting and training so that Cat Logistics can make budgeting and staffing decisions with sufficient lead time to have employees available and ready to meet future assignment requirements.

Implementation of Talent Management System.  Succession Management is an ongoing corporate global process to ensure a supply of qualified successors so talent requirements of the organization are managed and optimized over time.  Talent Management System is the foundation of the Global Succession Planning Process.  The Talent Management System is an online database, via which employees access and update their employee personal information, work history, past performance, preferences, and career planning.  The web-based system will also serve as a storage house for capturing employees’ internal and external work history, which will be used for future career decisions.  The system will enable Caterpillar to better assess the strength of its workforce by assessing long-term management potential, and facilitating development through proactive career experience planning.
   I assisted Linda Eskildsen, Cat Logistics TMS Project Lead, with requirements for implementation of Talent Management System in Cat Logistics.    

The above projects highlight a few of the numerous assignments/projects in which John involved me.  

For the Department of Defense

The objective of the SecDef Fellows program is for the Fellows to gain an appreciation of how revolutionary technologies are influencing American society and business in ways that will affect the culture and operation of the Department.  For ten months the fellows are assigned to a sponsoring institution that is at the forefront of the information revolution, and have a reputation for insightful long-rang planning, organizational innovation, and adaptation.  Fellows are tasked with identifying best business practices that could be incorporated into the DOD.
  To improve operational efficiencies and to increase the level of awareness of joint warfare, integration, and interoperability among the services, I recommend DoD consider the following:  

· Implement Six-Sigma improvement problem-solving methodology in aviation, finance, manpower/personnel, and service support areas for elimination of inefficiencies and process quality improvements.  Unlike other previously implemented under-resourced quality programs, like Total Quality Management, the Six Sigma change discipline is well documented in the business world.  The Army and Marine Corps are already testing Six Sigma in the logistics arena.  Testing should be expanded to above mentioned areas also.  Top down senior leadership commitment and a total culture change are keys to DoD successful implementation. 

· Conduct “top-to-bottom” force structure review to ensure we are getting the right people with the right skill sets to meet future mission requirements.  The corporate world understands that getting the right people with requisite skills is key to an organization’s success.  DoD should use the 2004 Quadrennial Defense Review for top-to-bottom review of forces and restructure forces to meet challenges of the future.  Roles and Missions of the services with a focus on joint operability, share services, commonality in area of IT, pay and travel, and elimination of duplicative organizational structure should be part of the review.

· Conduct study to assess applicability of implementing Behavior Based Safety methodology throughout DoD.  In May of 2003, DoD Secretary Rumsfeld challenged all the armed services to reduce mishaps by 50% by the end of 2005.  Corporate world recognizes, like the military, that safety is essential to the success of the organization; that most accidents are preventable and that lost employee time, due to accidents, has an adverse impact on financials.  Cat Logistics, via use of Behavior Based Safety methodology, has dramatically reduced safety accidents/incidents at its facilities.  Behavior Based Safety is a proactive safety approach that identifies at-risk behaviors and focuses on changing workers behavior before an accident occurs through safety observations, and changing the antecedents that drive at risk behavior.  Liaison with Colonel Fred Wenger, Safety Director of Marine Corps, revealed that Marine Corps’ conducted assessment of subject safety methodology a year ago.  Based on assessment, the Marine Corps Executive Safety Board (ESB) recommended and received the Commandant of Marine Corps approval to implement.  Phase 3 of subject implementation to be briefed to ESB this summer.
· Conduct a comprehensive pay study/reform to close pay gap with civilian sector.  Corporate world understands that to attract and retain the best personnel requires paying top salaries.  As the military continues to compete with the corporate world for top-talented people, pay will be a differentiation, especially in the eyes of future junior officers.  DoD must move to a system that compensates for performance and that is competitive with corporate world.

· Adopt Shared Services model from the commercial industry.  Corporate world focuses on what it does best, "core functions” and outsource non-core functions.  In 2002, Caterpillar outsourced portions of its Human Resources and Operations functions.  This resulted in cost saving economies of scale and operational alignment of efficiencies.  DoD should focus on its war fighting competences and outsource none-core competences.  

Summary

My fellowship at Caterpillar provided me with a unique and exceptional learning opportunity that will benefit me personally and professionally.  Caterpillar is a first rate company that sets the standard for its industry.  My exposure to Caterpillar’s business practices, and more importantly into its strategic decision making processes, has given me a foundation and insights into best change management, business practices, and leading technologies for my future contributions to the Marine Corps and the Department of Defense.  It has also shown me that large corporations and the DoD have many commonalities, and that the same essestial elements are required for mission success.  

Department of Defense Inquiries


Prior to reporting to our corporate assignments, fellows were given a 30-day orientation and training period.  This period included meeting with and receiving lectures from senior leaders in congress, DoD, other government agencies, and industry.  The training also included an executive MBA training session from the Darden School of Business, University of Virginia.  Senior leaders the fellows were privileged to meet included Honorable Jack Reed (D-RI), Senator, United States Senate; Honorable James Roche, Secretary of the Air Force; Dr. Paul Wolfowitz, Deputy Secretary of Defense; Dr. David Chu, Under Secretary of Defense for Personnel and Readiness; Mr. William Navas, Jr., Assistant Secretary of the Navy for Manpower and Reserve Affairs; Gen Paul Kern (USA) Commander, Army Material Command; VADM Charles Moore, Deputy Chief of Naval Operations (Logistics); and LtGen Richard Kelley (USMC), Deputy Commandant for Installations and Logistics, Headquarters Marine Corps.  During the meeting, the fellows gained insight on top issues affecting our nation from the visiting leaders’ perspectives.  The leaders provided the fellows with issues/questions to view during our assignment.  Provided below are answers to some of the questions presented to the fellows.

1.  How does your sponsor plan for and manage uncertainty, challenge assumptions about the industry, and shape the future competitive environment? 

Response:  Caterpillar looks at industry uncertainty and challenges on an ongoing basis at the corporate and business unit level.  A Corporate Executive Office group is tasked with looking at above challenges as part of their charter to identify growth areas for the coming years. 

2.   How does your sponsor build on competencies that go across and transcend corporate business units?  

Response:  Caterpillar manages critical competencies such as logistics, research, development and testing, purchasing, and IS at the corporate level.  This ensures that all business units get the benefits of scale and do not reinvent what works.  Business Units are charged for the services so they understand the costs and can manage how much they use.  Caterpillar has kicked off a “White Space” initiative in the Product Support Division business unit to look for unique applications of Cat’s global competencies to solve problems for other companies.

3.  What have been the major operational and organizational trends under way in your sponsor and its industry segment?  What processes and structures might we expect in a decade or so?  For example, is the corporation moving from a traditional hierarchy to a network of integrated functional teams?  

Response:  In the 90’s, Caterpillar moved from a very centralized organizational model to a decentralized business unit (BU) structure.  Each BU was made accountable for its own financial results.  Caterpillar is now working to retain the benefits of the BU structure, while restructuring areas that should be centralized i.e. IS, Purchasing, Research, etc.

4.  What are your sponsor’s strategic measures of effectiveness?

Response:  Caterpillar’s strategic measures of effectiveness are   financial growth, return on sales, and quality of product and service to customers.   The measures also include improving Employee Engagement and going from a good to a great company based on Jim Owens's 3P’s.

5.  How does your sponsor gain insights into the future?  How does it stay ahead of the competition?  

Response:  Caterpillar spends a lot of time talking to customers and dealers, and working closely with their suppliers.  They stay ahead of industry competitors by continuously improving their products and providing more support to our customers through the worldwide network of Caterpillar Dealers.  At the same time, they continue to look for growth in areas that they do not currently serve, and build on their core strengths. 

6.  Does your sponsor have a strategic plan?  Who develops it and at what level (corporate headquarters, the major business sectors/divisions, a small cadre of wise men, etc.)?  How far does it look into the future?  How often is it updated?  Is there any evidence that it is actually followed between updates? 

Response:  Strategic plans are developed both at Corporate and BU levels, and are reviewed yearly with progress measured against goals.  Caterpillar is moving to multi-generation product plans that look farther into the future to understand external factors that will impact the company.

7.  Does your sponsor have a separate (from the strategic) financial plan?  How far does it go into the future?  How often is it updated?  

Response:  Caterpillar traditionally does 5-6 year financial forecasts at the business unit level that are rolled up at the corporate level.  Financial plans are reviewed and modified annually.

8.  Does your sponsor have a separate "Chief of Information Technology" of some form?  Is information technology managed company wide through an info tech hierarchy, or individually at each level (either autonomously or in accordance with company wide policy)?  What about for a Chief Information Security Officer?  

Response:  Caterpillar has a CIO and a centralized IS operation that is locally focused. 

9.  How are employees recruited?  

Response:  Caterpillar leadership sees people as the company’s number one asset.  They believe that the company’s future depends on having the right people engaged and focused on the right objectives, and on unleashing the potential of all employees everywhere.  The Human Resources Division (HRD) is responsible for the recruiting, hiring, retention, and training of employees.  HRD’s focus of effort is on recruiting the “right people,” with the right skills-personally and professionally-to join the Caterpillar Team.  HRD accomplishes this mission via career fairs, college campus recruitment, and professional headhunter companies.  

10.  How are future leaders paid, promoted, and assigned?

Response:  Everything is performance based.  Future leaders are identified early in their careers as high potential employees.  Based on a high potential indicator, identified employees’ career track is monitored, and they are assigned challenging, high visibility, career enhancing assignments.   

11.  How does the company develop, train, and manage their executives?


Response: The company has a select list of development solutions for executives in the form of executive development programs affiliated with Preferred Learning Institutions.  One such program is the “Making Great Leaders” Program, facilitated by the Hay Group.  Making Great Leaders is a development program designed to help Caterpillar leaders become significantly more effective as organizational leaders.  Making Great Leaders introduces the Caterpillar Leadership Framework and emphasizes tangible improvement of organizational performance.  The company also follows a very disciplined succession planning process.      

12.  What initiatives are used to entice people to remain and grow with the company? 

Response: Initiatives used to entice people to remain and grow with the company includes exceptional retirement and medical plans, incentive compensation at all levels (stock options at middle manager level), higher education funding, training for advancement, mentoring and leadership development, and travel/ relocation reimbursement.   Without question, Caterpillar’s number one initiative for retaining people is its job security.  The company has an Employee Redeployment Program that seeks to fit employee’s talents in other areas of corporation before laying off or firing.  

13.  What is the relationship between the employer and employee?

Response:  Caterpillar sees its relationship with employees as a “partnership”.  Senior leaders have established an atmosphere of trust and respect that empowers and motivates employees to be productive members of the organization.  Caterpillar employees clearly understand that their future is tied to the success of the company.    

14.  How does information flow in Caterpillar?  How is information shared with employees?  

Response:  Caterpillar leadership recognizes that communicating with employees in a timely, accurate way is essential to employee engagement.  Modes the company uses to communicate with employees include Senior Leaders town-hall meetings, telecast, and electronic media.  

15.  Is information filtered by the time it reaches individuals at the lower levels?

Response:  Caterpillar’s core aim is transparency when communicating with employees.

16.  How does Caterpillar implement change management?

Response:  Senior leaders take ownership for implementation of change management.  Business Unit Vice Presidents lay the template for how the implementation is to be done.  Throughout the company, Six Sigma is the unifying methodology for change management, cost reduction, and overall process improvement.

17.  Does the company encourage Web-based training?

Response:  Yes.  The company has a Caterpillar Learning Management System (CLMS).  CLMS is the repository for classroom and web-based learning opportunities. It allows employees to browse the course catalog on-line, register for courses, launch web-based training, track their learning history, and review their learning needs with their supervisor. 

The company also has an Educational Assistance Program that reimburses employees for approved learning at accredited learning institutions.  On-line programs are acceptable with supervisor approval.

18.  Does the company have a leadership training program?

Response:  Yes.  Caterpillar is very focused on mentoring and developing leaders.  There are numerous training programs throughout the organization that focus on providing cross-functional training in an effort to develop talent for future leadership.  Making Great Leaders is a leadership program focused on senior leaders' development.  The Logistics Professional Development Program is a leadership development program for college graduates identified as high potential employees.  This two-year program moves each trainee through four, six-month training assignments.  The trainee’s progress is monitored for future placement to ensure each individual gets a variety of functional assignments to prepare for a leadership role.  There are similar programs in other business units.

19.  Does the company have an onsite training center/university?

Response:  Yes.  Caterpillar University.  Caterpillar University was formed in 2001.  Its mission is to improve the performance of Caterpillar employees, suppliers, dealers, and customers.  Caterpillar University is comprised of 6 colleges and 3 major divisions. Each college manages development of enterprise learning initiatives and curriculum for its area. The colleges include:
--College of 6 Sigma
--College of Leadership
--College of Business
--College of Business Processes
--College of Marketing and Distribution
--College of Product Support

20.  Is there an ongoing training program for middle and upper management?

Response:  Yes.  Caterpillar University offers multiple training programs.  The training/curriculum can be tailored to meet each individual’s needs.  Each business unit has a Learning Manager that determines training needs within their respective business unit.    


21.  Who conducts the training?

Response:  Caterpillar University offers many instructor-led courses through Regional HR Centers.  Within Cat Logistics there is a Process and Systems training organization that focuses on training new technology, as well as requirements at the start-up of new business.  On the operations side of the business, an Operations Training team handles training the hourly workforce, as well as storeroom management.  Training is also supplemented when required by outside trainers. 

22.  How does the company deal with the unions?

Response:  Caterpillar conducts business in such a way that employees will not feel the need for representation by unions or third parties.  Where employees have chosen such representation, or been required by law to do so, Caterpillar pursues an honest, business-like approach in working with subject representatives.   

23.  How does the company use technology?  

Response:  Caterpillar understands and is seen in its industry as a technology leader.  

24.  Does the company support the military (National Guards and Reserves)?

Response:  Yes.  Caterpillar is committed to supporting employees in the National Guard and Reserves.  Employees called to duty are guaranteed to return to Caterpillar at the same salary and status as when they left.  Additionally, hourly employees continue to receive any pay increases that they would have received had they been here. Caterpillar has implemented a differential for employees called to duty for Operation Iraqi Freedom, wherein Caterpillar will pay the employee the difference between their military pay and their Caterpillar salary in order to lessen the burden when military pay is less than the employee is accustomed to receiving.   The pay differential is based on the military person’s base pay and not other entitlements (BAH, Hazardous duty, comrats etc.).   Management and salary employees continue to accrue vacation, personal days, and short-term incentive compensation for any plan year that they have worked-one day entitles them to receive the year’s benefit.  Caterpillar also allows the family members to continue to be covered by the company’s medical and dental plans.  Caterpillar also supports the family and service member via donations and drives. 
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