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Forward

     This report is an overview of my fellowship conducted at ABB Power Transmission and Distribution Company, INC.,  Raleigh, North Carolina, from August 2000 to June 2001.  During my assignment, I was assigned to ABB’s Transmission Service and Support (TSS) business, and worked directly with the TSS projects director.  Working within TSS afforded me the opportunity to view operations across the company from the service business to the engineering consulting business.  These experiences exposed me to a wide range of issues: staff recruiting and retention, technology planning, ventures and alliances, information technology, service support, and global operations.  Additionally, I participated in ABB’s Six Sigma quality programs, SAP Implementation, and military utilities outsourcing initiative.  Throughout this assignment, I’ve gained unique insights into exploiting leading edge technology, leading diverse world-wide operations in a new global market-place, rapid business process innovation, and corporate human resource and financial issues.  

     I begin this report by presenting a corporate overview and then providing detailed discussions on four areas applicable to the Department of Defense: DoD outsourcing of utilities, SAP Implementation, Six Sigma program, and ABB’s transformation.  Each discussion evaluates the topic from an industry perspective, and offers recommended actions for the Department.

     The Secretary of Defense Corporate Fellowship at ABB, Raleigh North Carolina was a success.  It exposed me to the very best practices to lead organizational and operational change, and the mechanisms large corporations use to exploit information and advanced technology.  My broadened leadership and management perspective will serve the Army and Department of Defense well today and in the future.  
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Executive Summary

      This report is an overview of my observations while on a fellowship ABB Power Transmission and Distribution (T&D) Company in Raleigh, North Carolina, from August 2000 to June 2001.  I was assigned to Transmission Service and Support (TSS) Division; I worked primarily as a project manager working military privatization of utility projects supporting a business partnership between Enron, Black & Veatch, and ABB Power T&D.  Additionally, I was able to observe the workings of the firm at a higher level through attending meetings, video teleconferencing, emails, and interviews during the course of the year.  During this year, I chose to focus my efforts on ABB’s ongoing transformation activities, SAP implementation, Six-Sigma deployment, and the many issues involved in DoD privatization of utilities on military installations.  These subjects are of great concern to the Defense Department as well as private industry.  

       ABB is a global Technology Group serving manufacturing, process and consumer industries, utilities, and oil and gas sector, with 160,000 employees in over 100 countries.  ABB had over $22.0 billion in annual revenue in 2000. ABBs Earnings before interest and taxes (EBIT) rose 23% in 2000.  Revenues were six percent lower than 1999.  This past year ABB divested its share of ABB Alstom Power to Alstom of France and finalized the sale of nuclear activities, completing its exit from the large-scale power generation field.  Key acquisitions included software technologies for the pharmaceuticals industry from Base Ten Systems of the U.S.; polypropylene technology from BASF of Germany; a U.S. – based provider of utility eBusiness software called Energy Interactive; a Norwegian oil and gas service company; and a 35-percent stake in the Swedish Expert Credit Corporation.  ABB entered several joint ventures, including one with Chevron to develop a special hydrocracking technique for leaner fuels, and with SKYVA International, a U.S. –based software technology company specializing in eBusines and collaborative commerce.  ABB Introduced several new technologies in 2000, including a high-efficiency generator for wind power, a high-precision robot control system for laser cutting, and intelligent sensors for detecting faults in power lines. Finally, the company launched a family of software products as part of its IT strategy, aimed at integrating all of the company’s processes into one single real-time information system, as well as linking companies with their suppliers and customers into a network of collaborative commerce 
            One of the major projects that I worked on this year was military privatization of utilities.  The Defense Reform Initiative will privatize all utility systems on military installations, except those needed for unique security reasons or for which privatization is uneconomical.  One benefit of the privatization is that competition among potential bidders should result in lower overall energy costs and increased quality of services for the Government.   There are initial up front cost to bring the utility systems up to efficiency and industry standards.  Over the long run, utility system will be more reliable and less expensive to operate and maintain.  It will get DoD out of some of its non- core businesses. 

· During the last couple of years the program has encountered numerous challenges primarily due to a lack of unity of effort.   The program initially started with Army, Navy, and Air Force doing their own separate RFPs.  Over time the Air Force and the Army started to use the Defense Energy Support Center (DESC) at DLA for their RFPs.  The DESC RFP was closer to commercial business model than earlier privatization RFPs.  

· Commercial terms and conditions are the biggest issue facing the privatization initiative.  Some these issues include: private financing of capital improvements, transfer title of utility systems, and overall RFP procedures.

· The contractor is expected to finance capital improvements and upgrade projects.  The solicitations to date have not addressed this issue.  There is no statutory prohibition against inclusion of such finance cost in  a government contract. However, in several instances, the government has pointed to the FAR cost principle at FAR  31.205-20 “Interest and Other Financial Cost” and proposed to disallow such interest cost. Recommend DESC submit waiver to the FAR to allow contractor to charge interest to the government.

· RFPs transfer title of utility systems to the contractor without any reversion of title.  In the event of termination of the contract or expiration of the contract the contractor still owns the utility system. Recommend  that the Government amend current RFPs and change future RFPs in order to include a reversion of title  to the Government of the utility systems upon termination of the contract to prevent the Government among other things from paying twice for its own utility system

· Award timetable has been running between 18-24 months and longer.  RFP Due dates are extended and amended numerous times due to the need to correct errors,  provide clarification, and supply missing information.   Recommend we get the RFP to award compressed to 9 months. Centralizing the process at DESC can do this.  It will enable the Services to meet the legally mandated deadline.  It will accelerate the savings available to the government resulting from privatization, and it will increase bidding from the private sector.   ABB worked with Enron on MDW RFP for over two years  and was not awarded the contract.  Unlike the defense industry, private can’t afford nor do they want to spend that much time and effort on one proposal with limited to zero results.

· Almost all installations require some capital upgrades to make the systems more efficient and meet industry requirements (for example: the National Electrical Safety Code,  Code of Federal Regulations, and American Water Works Association to name a few).  Most of the RFPs require cost for capital improvements to be leveled off over a number of years.  The contractor would have to pay for the projects up front and be repaid on a leveled schedule over a number of years.  In effect, the government is borrowing money from the contractor and repaying in installments. This issue is very unattractive to private business.  It would greatly increase the number of parties able to participate in these RFPs and leverage off of the contractor-supplied dollars.

· The O&M part of the RFPs is not as attractive as the capital projects due to revenue potential.  The O&M is relatively more clearly defined with very little risk as oppose to the Capital projects which are less define with more risk which translate to an opportunity to make more profit.  The local utility can add the installation to their servicing area with minimal cost to them. The risk is decrease; therefore the potential to make a profit is also decreased.  The modest profits made in the O&M only RFPs are not as attractive to private business.  Most remote installations will probably go sole source with the local utility or not be privatized due to any bids.  The capital projects are a necessary piece to get the most competition, but the terms and conditions of the loans would need to be changed to allow interest. These conditions are virtually eliminating the competition.

· Should private industry partner with the other companies to bundle the proposal for bid.  Privatization of utilities uses the term bundle to define when a contractor is either submitting a bid for multiple utility systems at one installation  (i.e. gas, electric, and water), or when a contractor submits a bid of any combination for multiple installations (i.e. Texas Demonstration, MDW, and Georgia Demonstration etc.) However, there is no incentive to bundle system proposals in the RFP process, but there are superb economies of scale that can be obtained by bundling which translates to saving to the government through reduction in overhead expenses. 

· Many RFPs do list any capital project.  They rely on the contractor windshield tours of the base and whatever research they can gather from the installation tech library.   The local utility may have the advantage because they already have most of the information on the system if they have done work on the system prior.    I recommend providing CD technical data packages with RFPs to level the playing field.

· Players like Enron, ABB, and Black and Veatch are already staring to shy away for the utility privatization.  I worked ABB's input to the Texas Demonstration, Bolling AFB, and parts of MDW.  I think it is too late to save this program without some drastic changes.  I believe that many installations will not privatize due to the lack of bids, and most of contracts will go to the local utilities primarily due to convenience.  Capital projects will be minimal due to lack of funds to finance the projects.  Infrastructure will be maintained at minimal levels with limited improvements.  We need the big players in the competition to get the state of the art technology incorporated in the government systems; they won’t play under the current rules and restrictions.  

· The use of energy consultants can be extremely helpful in formulating complex RFPs like the privatization initiative.  Many of them understand both industry and DoD acquisition procedures.   

       These are some of the many lessons DoD can learn from industry.   Understanding the commercial environment and reducing the complexity in which DoD conducts its business operations will go a long way toward bridging a widening gap between DoD and private industry.   

Section One

ABB
Corporate History

      ABB is a global Technology Group serving manufacturing, process and consumer industries, utilities, and oil and gas sector, with 160,000 employees in over 100 countries.  ABB had over $22.0 billion in annual revenue in 2000. ABBs Earnings before interest and taxes (EBIT) rose 23% in 2000.  Revenues were six percent lower than 1999.  This past year ABB divested its share of ABB Alstom Power to Alstom of France and finalized the sale of nuclear activities, completing its exit from the large-scale power generation field.  

     ABB Asea Brown Boveri was formed in 1987 by the merger of ASEA of Sweden and Brown Boveri Company (BBC) of Switzerland.  In 1989, ABB purchased Combustion Engineering, Inc. of the United States, significantly adding to its product offering and market reach.  Several smaller acquisitions followed to expand ABB's scope of supply and technology base.  Then in 1999, ABB acquired the Italian company Elsag Bailey, itself one of the world's largest automation suppliers, to create the single largest automation company in the world. ABB is now a $36 billion USD global supplier of automation and electrical engineering.  ASEA, BBC, Combustion Engineering (C-E) and Elsag Bailey were all founded in the late 19th century. These companies followed similar growth paths and developed complementary business areas and markets, including a significant presence in pulp and paper.  Now ABB is the world leader in supplying automation, drives, motors, environmental controls, power distribution and boiler systems to pulp and paper mills. Here are a few milestones:

      In August 1987 the Swedish Asea and the Swiss BBC Brown Boveri announced that the two companies were to merge under the name Asea Brown Boveri – ABB.
 

ASEA’s History

      Asea’s history, however, dates back to 1883.  Asea – Allmänna Svenska Elektriska Aktiebolaget.   Elektriska Aktiebolaget i Stockholm was founded in January 1883.  The company was to manufacture electric lighting equipment and dynamos, based on the designs of the young engineer Jonas Wenström. The founder of the company was Ludwig Fredholm, a Stockholm entrepreneur.  In 1890 the company merged with Wenströms & Granströms Elektriska Kraftbolag, whose business was originally to build electrical power plants for industry and transportation.  This company had been established in 1889.  One of its founders was in fact Göran Wenström, brother of Jonas.  The new company was named Allmänna Svenska Elektriska Aktiebolaget (the abbreviation Asea was to be used later on).  The company headquarters was located in Västerås.  In 1889 Jonas Wenström started to develop his three-phase system, which comprised the whole chain generator, transformer and motor.  In 1893 Asea built Sweden’s first three-phase power transmission (with a power of 300 h.p. as expressed in the unit used at that time) over a longer distance (15 km), between Hellsjön and Grängesberg.  Asea contributed to the electrification of industry, homes and the railway network in Sweden.  Subsidiaries were set up in such countries as the UK, Spain, Denmark and Finland.  The main line between Stockholm and Gothenburg with locomotives and converter stations from Asea was opened for traffic in 1926, and the world’s then largest naturally cooled transformer (45 MVA, 136 kV) was supplied in 1932.  In the same year Asea acquired AB Svenska Fläktfabriken.  During the 1940s and 1950s Asea continued to expand with the power industry, the mining and steel industries, and transportation companies, both state-owned and private, being important customers.  In 1952 the world’s first 400 kV AC transmission between Harsprånget in northern Sweden and Hallsberg in the south entered into service.  As the first company in the world Asea with the help of high-pressure technology successfully produced  man-made diamonds in 1953.  

    The world’s first commercial HVDC transmission between the island of Gotland and the Swedish mainland was commissioned in 1954.  A large number of foreign subsidiaries were established during the 1960s, and HVDC technology was introduced in the United States.  In 1965 Asea Atom received the order for Sweden’s first commercial nuclear power plant, based on light water technology, orders for similar nuclear power plants were also received from Finland during the 1970s.  Asea supplied nine of the 12 Swedish nuclear reactors.  The first industrial robot was introduced in the market in 1974.  During the 1980s Asea ranked among the world’s ten largest electrical engineering groups.  The Nordic region and Europe accounted for two-thirds of the company’s turnover.  The company focused strongly on electronics and robotics. Asea was the world leader in the HVDC field.  Through Fläkt the company was also a leader in the environmental field.  In 1986, the year before the merger with Brown Boveri was initiated, Asea employed 71,000 people and reported revenues of US$ 6.8 billion and income after financial items of US$ 370 million.  Exports represented 70 per cent of the sales.

BBC - Brown Boveri Ltd

       Brown Boveri Company (BBC) Ltd was founded in 1891 by Charles Brown and Walter Boveri.  Construction of BBC’s first plant, a generator factory, started in the same year in

Oerlikon, Switzerland, where ABB’s headquarters are located today.  At the beginning of this century BBC played a decisive role in the electrification of Europe’s railway network, which started when BBC at its own risk electrified a 20-km line on behalf of the Swiss Federal Railways.  The new company early on started to develop steam turbines.  Just before World War I BBC supplied the world’s largest steam turbine (40,000 h.p.).  Steam turbines became BBC’s largest and most important product.  Due to the small size of the domestic market BBC soon set up subsidiaries all over the world, but with the main operations staying in Switzerland and Germany.  In 1986 BBC Brown Boveri reported revenues of SEK 58 billion and income after financial items of SEK 900 million.  The Group employed 97,000 people, with 18,000 in Switzerland and 35,000 in Germany.  

ASEA & BBC Merge to Make ABB

     On 10 August, 1987 Asea and BBC announced that the two companies were to merge and form at the year-end a company to be named ABB Asea Brown Boveri Ltd.  The new company, with headquarters in Zurich, Switzerland, was to be owned on a 50/50 basis by Asea and BBC Brown Boveri.  The new group, which started operations on 5 January, 1988, had revenues of US  17 billion and employed 160,000 people around the world.  Asea’s President Percy Barnevik was appointed President and Chief Executive  Officer and BBC’s President Thomas Gasser Deputy Chief Executive Officer.  Asea’s Curt Nicolin and BBC’s Fritz Leutwiler became Co-Chairmen. Bert-Olof Svanholm was named President of the Swedish ABB.  Just after the announcement of the merger, Asea acquired a majority stake in the Norwegian telecom and industrial group Elektrisk Bureau A/S.  ABB has become a Technology giant with a great brand.

Personality of the Company

       ABB prides itself at being first, and it normally is a big competitive advantage.  It allows a company like ABB to serve its customers better, creates new business opportunities, and expands its market share.  ABB also prides itself on moving fast, and has an impressive track record of anticipating, and even sparking, significant changes in the market. The merger that created ABB in 1988 is a prime example.
     ABB’s unique ability to combine innovations in information technology with world-class products, systems and unparalleled industry know-how gained over generations and in every part of the world means it can deliver greater productivity, efficiency, quality and environmental performance to every major industry and in every part of the world. 

     ABB  integrates a primary focus on free cash flow generation into all of its business planning and management, starting with the goals for value creation set for the group as a whole and for each individual business.  Overall goals for value creation are translated into value driver targets, which are in turn prioritized and broken down into specific actions directly linked to increasing value.

      ABB has reoriented their reporting systems to emphasize dynamic, forward-looking performance measures.  ABB is convinced that constantly reviewing business performance against leading indicators of value creation will help their managers prioritize their daily actions.  ABB is changing their incentive scheme for managers and are now only measuring global performance within the respective business area, from the top of the organization all the way out to the frontline managers involved.  

       Managing sustainability, ABB reached a number of environmental and sustainability targets in 2000.  For example, ABB issued a comprehensive social policy, formally recognizing the importance of social performance management in our strategy.  The social policy defines ABB’s commitment on such issues as human rights, employee consultation, community involvement and business ethics.  It recognizes the role that ABB plays in the countries and communities where they operate, and goes much further than simple compliance with government regulations.  

Organization of the Company
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     When I arrived at ABB in August 2000, they were organized around the product groups as you see listed above.  In January of this year they began to transformation around customer groups illustrated in the figure 2 below.  ABB decided to realign its organization with its customers and channels to market instead of products: Four customer segments (Utilities; Process Industries; Manufacturing and Consumer Industries; Oil, Gas and Petrochemicals) to serve end users backed up by two product segments (Automation Technology Products and Power Technology Products) to fill ABB product needs and serve external channel partners.  All products and services offerings will be developed on a “plug and produce” basis using their common Industrial IT architecture changes will fuel growth: broadens their channels to market,  use existing customer relationships to leverage broader products and services offering clearer,  and  build a stronger global brand.

    ABB is the first major player in their business to fully organize around customers rather than technologies.  Majority of changes will be implemented by mid-year 2001.   No restructuring charges.  Reasons for organizational changes: makes it easier for customers to do business with ABB, makes it easier for ABB to create value for customers, and  transform ABB into a value creating growth machine.

(Figure 2)
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     ABB’s new company structure will be implemented in most markets by the middle of 2001, but the underlying culture change will take longer.  Living in a world without walls is a new experience for ABB and DoD.  It is revealing to peek into the ABB Group in transformation.  Employees are excited and managers are moving swiftly to take action.   For the full-year 2001, revenues are expected to increase compared to 2000 and Earning Before Interest and Taxes (EBIT) is expected to be well above last year’s level. Cash flow from operating activities will be well above last year’s level.  ABB is targeting a minimum average revenue growth of 6 percent per year through 2005 (excluding major acquisitions and divestments).  EBIT margin is targeted to increase 15 percent per year, reaching 12 percent by 2005.  The company aims to reduce its weighted average cost of capital (WACC).

Revenues

      ABB Highlights for the year 2000,  EBIT is up 23 percent compared to 1999, to $ 1,385 million.  Demand varied by region and business. Globally, orders rose by three percent, and demand was sluggish in some key markets.  ABB saw a six percent drop in revenues in 2000 to $ 22,967 million.  Reported in local currencies to reflect the real underlying development of its businesses, revenues rose two percent.  Cash flow from operating activities amounted to $ 1,022 million.  Income from continuing operations was 37 percent higher, and net income rose 6 percent to $ 1,443 million.  A consistent shift towards higher-margin businesses, and continued cost reductions, helped ABB increase profitability .
 

Future

      ABB’s vision is to make ABB  The Value Creator.  As a pure business-to-business supplier, ABB knows that value creation starts with being close to the customer.  The more they know

about our customers, the better they are able to serve them.  ABB is making this insight the starting point of a deep transformation in the way they do business.  Traditionally, corporations in their business have been organized around either technology or geography and sometimes both.  For large and global companies, this leads to many units serving customers in parallel with different products and services.  As an industry first,  ABB is fully organizing their company around customers and channels to market, building their whole organization from the customers’ perspective and working their way in.  From the salesperson to the CEO, every unit at every level will be structured along customer lines.

Observations

     My initial observations of the company the first couple of months I was there was very positive.  Mangers are responsible for the performance (i.e. success or failure) of the company across the organization.  Communication is a major cornerstone of the organization.  ABB’s manager’s ability and willingness to communicate are regarded as essential leadership skills.  


    ABB’s drive to consolidate basic processes is so their internal energy can be released to serve their customers.  By simplifying their internal structures and lines of management ABB does not have to reinvent administrative wheels, which saves time, costs and energy.  This allows people to be free to focus on adding value for their customers, ABB employees' own development and society's benefit.   Additionally, by simplifying structures and overlapping reporting lines, reducing wasteful and demotivating internal "discussions",  they create one team with common values, objectives and incentive schemes.  

     ABB has reduced their dependence on heavy-asset, fixed capital businesses, and grow in businesses based on intellectual capital (service, complete solutions), which have higher margins where they can create more value.  ABB offers the customer what they want: ease of doing business, collaboration, transparency, integration of product and services and a common architecture that offers quality excellence, lower costs and faster start-up, gives their customer the competitive edge.

    ABB like most top global companies has put diversity as a top priority. DoD did that in the late 40s.  Companies that transact business internationally realize that incorporating different viewpoints and cultures is an important competitive advantage. Further, as a war for talent rages on, it’s foolhardy to ignore the large part of the talent pool represented by women and minorities.  ABB launched a major diversity initiative as part of an overall effort to align behavior with the company’s Mission & Values.  In an engineering-dominated company like ABB, there are relatively few women. Women make up only seven percent of the managerial positions in a cross-section of ABB countries.  In senior management, the number plunges to less than one percent.  But ABB is not alone.  Research shows that women make up ten percent or less of senior management teams world-wide.  The so-called "glass ceiling" transparent barriers that prevent a woman from advancing in the workplace also applies to minorities.   In November 2000, ABB Academy held a two-and-a-half day diversity workshop near Zurich.  The workshop focused on creating opportunities for women and minorities in management.  After the workshop, participants created the ABB Diversity Task Force with a set of concrete and achievable objectives to promote diversity within ABB.  The newly created Diversity Secretariat will oversee all communications and day-to-day affairs of the diversity initiative.  Employees are encouraged to submit ideas on how to further diversity at ABB to "Diversity Secretariat" in Lotus Notes.  The Secretariat is also creating an intranet page with information on the diversity program and related news.  ABB is asking top managers to commit to this journey in order to identify and dismantle barriers to diversity, while also building new structures for mentoring and coaching, work/life balance and individual accountability. 

      I realized during my year at ABB that there are as many similarities as there are differences working in Corporate America vs. the military.  The corporate mission is to grow, increase shareholder wealth and customer satisfaction vs. the protect and defend missions of the military.  Their vision is rapidly changing environment vs. the military no current major threats but lots of potential threats and the vision tends reach out much futher in the future.  The corporate organization structure is much  flat  vs. the military hierarchical.   ABB Has a matrix organization.  There is just as much vigor in the day duties of Corporate America as there is in the military.  Corporate America day to duties include producing, marketing, selling, and distributing.  The military likes to concentrate on mission essential tasks, preparing, training, fighting, and winning engagements. There are many more differences, but this paper will concentrate on the things they are doing well, and the things we can use to make DoD operate better. 

Section Two

DoD Outsourcing of Utilities
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Overview of my experience with DoD Outsourcing

     Military utility privatization was a new initiative at ABB.  They had sold products to DoD, but not responded to RFPs for service and contruction before, and they were starting to get heavily engaged when I arrived in August of 2000.  ABB anticipated winning some very large 50 year contracts for managing the electric utilities at military bases.  ABB had been working on it for about a year when I arrived.  I was assigned as the project manager for coordinating all the activities having to do with privatization of utilities.  I worked for the Director of Projects, a retired Navy Commander, and  he was my sponsor. My sponsor  was extremely helpful in getting me transitioned into my new environment.   ABB was partnering with ENRON and Black  & Veatch to submit proposals for a number of military installations: Military District of Washington, Texas Demonstration, and Bolling Air Force Base. I was responsible for preparing ABB’s input to those proposals, the electric portions.  I worked primarily with electrical engineers.  My background is logistics, and I knew very little about electrical engineering, transmission, and distribution.  I had to learn fast.  I was already accustom to managing large projects, and my organizational skills were very useful in getting organized fast, establishing a system for answering actions, and coordinating meetings.

   The Defense Reform Initiative will privatize all utility systems on military installations, except those needed for unique security reasons or for which privatization is uneconomical.  One benefit of the privatization is that competition among potential bidders should result in lower overall energy costs and increased quality of services for the Government.   There are initial up front cost to bring the utility systems up to efficiency and industry standards.  Over the long run, utility system will be more reliable and less expensive to operate and maintain.  It will get DoD out of some of its non- core businesses.

       What differentiates outsourcing from a typical business relationship is the transfer of ownership of a specific business process to a supplier.  It is this aspect that can potential make an outsourcing contract difficult to manage and where companies get themselves in trouble.  The lesson for DoD, as we look to outsource more of our non-core functions, is to clearly articulate the requirements, metrics, and scope of service to be provided.  DoD also needs to ensure that the actual cost of service is accurately benchmarked to determine if outsourcing will be a less expensive option.  Energy management is an example of a non-core function currently being evaluated by the Services for outsourcing in which the lack of actual cost data will impact the price and level of service DoD receives.

      Any performance or service based outsourcing agreement must also include clearly defined penalties for non-compliance and be flexible enough to account for advances in technology that may impact the service provided in the agreement.  This is especially important given the pace of change occurring in today’s business environment.  The process should then be left to the supplier to provide the requisite services.  If executed correctly, DoD’s value will come from the supplier’s expertise, its ability to aggregate volumes, and in the economies of scale they are able to provide.

      Energy outsourcing is one of the latest trends impacting Corporate America.  For many commercial and light industrial enterprises, energy management is a non-core function.  As a result, companies find themselves financially limited by their energy supply chain.  This supply chain is typically fragmented across the business and burdened with management risks and operational inefficiencies.  A growing number of companies have begun to outsource their energy requirements to suppliers specializing in providing a total value proposition involving commodity sourcing, energy service upgrades, and asset management (O&M).

      Budget shortfalls, aging equipment, contingency ops, and deferred maintenance are all combining to stress the Services ability to meet operational, training, and personnel requirements.  A total energy management outsourcing approach with its economies of scale and increased efficiencies has the potential to generate additional “in the box” savings that could be redirected to the Service’s core functions.  If the goal of Fellowship program is to learn from corporate America, then this is a clear example of an idea DoD should embrace.

DoD Issues/Recommendations

    During the last couple of years the program has encountered numerous challenges primarily due to a lack of unity of effort.   The program initially started with Army, Navy, and Air Force doing their own separate RFPs.  Over time the Air Force and the Army started to use the Defense Energy Support Center (DESC) at DLA for their RFPs.  The DESC RFP was closer to commercial business model than earlier privatization RFPs.  Commercial terms and conditions are the biggest issue facing the privatization initiative.  Some these issues include: private financing of capital improvements, transfer title of utility systems, and overall RFP procedures.

         The contractor is expected to finance capital improvements and upgrade projects.  The solicitations to date have not addressed this issue.  There is no statutory prohibition against inclusion of such finance cost in a government contract. However, in several instances, the government has pointed to the FAR cost principle at FAR  31.205-20 “Interest and Other Financial Cost” and proposed to disallow such interest cost. Recommend DESC submit waiver to the FAR to allow contractor to charge interest to the government.

         RFPs transfer title of utility systems to the contractor without any reversion of title.  In the event of termination of the contract or expiration of the contract the contractor still owns the utility system. Recommend  that the Government amend current RFPs and change future RFPs in order to include a reversion of title  to the Government of the utility systems upon termination of the contract to prevent the Government among other things from paying twice for its own utility system.

        Award timetable has been running between 18-24 months and longer.  RFP Due dates are extended and amended numerous times due to the need to correct errors, provide clarification, and supply missing information.   Recommend we get the RFP to award compressed to nine months.  Centralizing the process at DESC can do this.  It will enable the Services to meet the legally mandated deadline.  It will accelerate the savings available to the government resulting from privatization, and it will increase bidding from the private sector.   ABB worked with Enron on MDW RFP for over two years and was not awarded the contract.  Most companies doing business in the private sector unlike most of the defense industry can’t afford nor do they want to spend that much time and effort on one proposal with limited to zero results.

       Almost all installations require some capital upgrades to make the systems more efficient and meet industry requirements (for example: the National Electrical Safety Code, Code of Federal Regulations and American Water Works Association to name a few).  Most of the RFPs require cost for capital improvements to be leveled off over a number of years.  The contractor would have to pay for the projects up front and be repaid on a leveled schedule over a number of years.  In effect, the government is borrowing money from the contractor and repaying in installments. This issue is very unattractive to private business. 

     The O&M part of the RFPs is not as attractive as the capital projects due to revenue potential.  The O&M is relatively more clearly defined with very little risk as oppose to the Capital projects which are less define with more risk which translate to an opportunity to make more profit.  The local utility can add the installation to their servicing area with minimal cost to them. The risk is decrease; therefore the potential to make a profit is also decreased.  The modest profits made in the O&M only RFPs are not as attractive to private business.  Most remote installations will probably go sole source with the local utility or not be privatized due to any bids.  The capital projects are a necessary piece to get the most competition, but the terms and conditions of the loans would need to be changed to allow interest. These conditions are virtually eliminating the competition.

     Should private industry partner with the other companies to bundle the proposal for bid.  Privatization of utilities uses the term bundle to define when a contractor is either submitting a bid for multiple utility systems at one installation  (i.e. gas, electric, and water), or when a contractor submits a bid of any combination for multiple installations (i.e. Texas Demonstration, MDW, and Georgia Demonstration etc.) However, there is no incentive to bundle system proposals in the RFP process, but there are superb economies of scale that can be obtained by bundling which translates to saving to the government through reduction in overhead expenses.

      Many RFPs do list any capital project.  They rely on the contractor windshield tours of the base and whatever research they can gather from the installation tech library.   The government should also provide deferred maintenance data.  The local utility may have the advantage because they already have most of the information on the system if they have done work on the system prior.    I recommend providing CD technical data packages with RFPs to level the playing field.

         ABB has already withdrawn from the utility privatization.  I worked ABB’s input to the Texas Demonstration, Bolling AFB, and parts of MDW.  I think it is too late to save this program without some drastic changes.  I believe that many installations will not privatize due to the lack of bids, and most of contracts will go to the local utilities primarily due to convenience.  Capital projects will be minimal due to lack of funds to finance the projects.  Infrastructure will be maintained at minimal levels with limited improvements.  We need the big players in the competition to get the state of the art technology incorporated in the government systems; they won’t play under the current rules and restrictions.

        The government could have contracted some experienced consultants to put this initiative together at a corporate level.  A gathering of  contracting officers and engineers from each service would have worked wonders at developing a cohesive RFP with very few errors guided by the consultants that understand how private business works.

         Small business goals in the United States Navy's RFPs privatizing utility systems at certain naval installations.  The major issue is  the high percentage of all subcontracting dollars that must be allocated to small businesses.  As this paper will demonstrate, this requirement will not only significantly reduce the ability of the Navy to obtain the benefits of a competitive bid process but also could significantly reduce the benefits to small businesses, the very group that the Navy is purportedly trying to benefit.

      The  Navy initially posted its RFPs requiring that approximately 68% of all subcontracting dollars go to small businesses.  This percentage is compared to the Army's small business goal of 10% of all subcontracting dollars in the Military District of Washington (DACA-31-00-R-0026) and the Air Force's small business goal of 23% of all subcontracting dollars for Maxwell AFB (FO8637-99-R-6006).
  

       Furthermore, this high of a small business percentage requirement could detrimentally effect the ability of the Navy to obtain the benefits associated with a procurement that is actively bid on by multiple bidders.  One reason a bidder may be reluctant to bid on these Navy RFPs is the large administrative burden placed on the prime contractor in having to manage the large number of subcontractors that will be required to reach the goal of 68% of all subcontracting dollars having to be subcontracted to small businesses. 


In addition, the large number of small businesses required to meet this percentage will cause the prime contractor to have to significantly mark up its costs to the Navy in order to compensate for the vastly increased chance (as compared to medium or large companies) that small businesses have of going bankrupt or ceasing operation upon the retirement or death of key personnel.  The need to reserve for the risk associated with a subcontractor's bankruptcy or the cessation of business by a subcontractor is especially necessary if the prime contractor has provided a fixed price to the Navy and is then forced to obtain a price for services in the open market at an unknown time in the future.  This necessity to mark up costs in order to provide an appropriate risk reserve will significantly increase the cost to the Navy during the 50 year term of the contract. 

    The high percentage of all subcontractors that must be small business subcontractors will cause many prime contractors to self-perform.  This results in the small business subcontractors that the small business plan intends on helping, not receiving any subcontracting dollars.  


By reducing the percentage of subcontracting dollars (to a percentage similar to the percentage required by the Army and the Air Force) that must be spent on small business, the Navy will not only greatly increase the benefits it will receive by having an actively participated bidding process, but also the small business subcontractor will have a greater chance of receiving economic benefits.  I have been told an amendment is coming out to address this issue.

Outsourcing of Utilities Summary

     Foremost, I have learned to appreciate the pace at which business operates.  The average commercial multi-million dollar deal is closed within weeks.  Speed to market saves lots of money in preparing proposals.  When doing a government proposal, ABB tied up about five people including myself.  Enron tied up  over 20 personnel full time for over two years, and they only won one small contract so far at Fort Hamilton.  ABB’s personnel were not tied up full time on just utilities privatization.  Additionally, ABB has not won any contracts with their partnership with Enron, yet.  This is definitely not the norm, companies can go out of business that way.  The government asked for much more data than an average commercial RFP because the contract was for 50 years, and they wanted to model it like the support they were already getting from the civil service personnel.  Many of the contractors do things much more efficiently via call centers and mobile service teams.  They consolidated assets verses everyone having their own personal service team.  To an installation commander that may seem non responsive on paper, but it makes perfect sense.  If the government is going to save any money and become more efficient, it must not set up one day site visitations for the contractors to receive briefings and do a window tour of the installation that sometimes included a one day visit to the tech library to look at project and maintenance history of the systems.  These visit are not very useful. The timeframe does not allow enough time to evaluate  the systems adequately and provide got cost estimates for capital projects, renewals &replacements and O&M. 

      ABB, Enron, and Black and Veatch represent best in class capabilities when it comes to commodity sourcing, energy upgrades, power generation, water services, and waste water management.  Their subsequent decision to withdraw from the privatization process altogether illustrates the frustration and difficulties many non-traditional defense contractors have in dealing with the government.   Their decision to withdraw was based on three primary factors.  First and foremost was the excessive amount of time the Services are taking to award contracts; on average 17 months with several RFPs reaching the two-year mark without award.  In today’s fast paced corporate environment, companies are growing increasingly reluctant to expend time, capital, and resources pursuing contracts that fail to be awarded in a timely manner (i.e. 6-9 months for commercial energy outsourcing contracts).  The second reason was directly linked with a general unwillingness to allow for innovation in the RFP process that would result in greater efficiencies and economies of scale.  And finally, reluctance on the part of all three Services to negotiate key concerns with the RFP guidance that either adversely impacts a contractor’s ability to bid proposals or runs contrary to accepted commercial business practices.  The issues in question include restrictions on bundling of services and bases, reversion of title concerns, excessive small business percentages, access to capital limitations, and non-allowable interest charges. These issues need to be addressed if DoD is to fully achieve the benefits of utility outsourcing.  Failure to do so will likely lead to a further reduction in competition which is certain to result in higher costs for services.  If these contracting issues are not corrected, the problem will continue to grow as the Services look to outsource more and more of their non-core functions.

     Given the difficulties encountered and the government’s narrow privatization focus (i.e. utilities only), DoD should reevaluate its current initiative in favor of a performance based total energy management outsourcing approach.  Although beneficial, improvements to just the utility infrastructure are certain to fall short of what could be achieved if DoD were to outsource its entire energy portfolio.  Greater efficiencies and increased savings could be generated through the integration of commodity pricing with capital improvements and asset management.  There are numerous examples where America’s most successful companies have fully embraced this concept as a means to divest themselves of non-core energy functions while at the same time generating additional savings that are being redirected to the core businesses.  

    Budget shortfalls, aging equipment, contingency ops, and deferred maintenance are all combining to stress the Services ability to meet operational, training, and personnel requirements.  A total energy management outsourcing approach with its economies of scale and increased efficiencies has the potential to generate additional “in the box” savings that could be redirected to the Service’s core functions. DoD should consider designating three bases (one per Service) as beta test sites for a total energy outsourcing study.  the establishment of three beta test sites, one per Service, in states where deregulation has taken affect to accurately access the difference in savings from a total value proposition approach to energy management as compared to the current DRID No 49 initiative.  If the goal of this Fellowship program is to learn from Corporate America, then this is a clear example of an idea DoD should embrace. 

Section Three

Enterprise Resource Planning (ERP)  

       ABB implemented SAP in November 2000. SAP is one of the leading Enterprise Resource Planning (ERP) systems on the market.  I attended the project manager training during ABB’s SAP implementation.   ERPs allow seamless communication among project managers, accountants, material managers and human resources personnel.  It is part of a corporate strategy to integrate business processes.  It improves the integration of sectors, increase visibility of processes, and increase responsiveness to market, while making the company’s operations more efficient and effective in the long run.  Four of this year’s seven sponsoring companies have implemented Enterprise Resource Planning systems (ERP).  Everyone uses a common set of data that provides a common operational picture and supports detailed analysis as well.  A typical ERP system provides applications for financial accounting, controlling, project management, materials management, human resources (HR), quality management, plant maintenance, production, and sales and distribution. 

       Before ERP, many companies were divided into multiple segments (departments) speaking their own languages and erecting barriers at their borders requiring paperwork to overcome.  As information completed its journey through a single department, a piece of paper had to be regenerated and placed in the next in-basket of the next department. The information would be re-keyed for handling in that department’s computer system making real-time communication impossible.  Benefits of ERP: 

· Integrates data.  ERP creates a single version of the truth that cannot be questioned because everyone is using the same system.  The impact of changes in any area, such as a production process, are instantaneously calculated and inserted into all other areas across the enterprise, such as HR and Finances.


· Standardizes management processes.  Using a single, enterprise-wide, integrated computerized, data system can save time, increase productivity and reduce headcount.


· Standardizes HR information.  Provides a unified, simple method for tracking employee time and communicating with them about benefits and services.

· Allows companies to better understand their business.  Creates more efficient processes so companies can concentrate on serving customers and maximizing profit

Challenges with ERP:

· ERP systems are technically complex and require an enormous commitment of resources: time, training, and money.

· The implementation of an ERP system is very time consuming.  For example, the ABB U.S. Power Transmission and Distribution Segment took over 14 months for implementation in its five divisions and the Northrop Grumman Electronic Sensors and Systems Sector is taking several years.

· ERP systems may require customers to re-engineer their business practices to be compatible.

· Selecting the wrong ERP software could result in an unwilling commitment to architecture and applications that do not fit with the organization’s strategic goals.  

    The top five ERP vendors; SAP, Oracle Corporation, Peoplesoft, Inc., JD Edwards & Company, and Baan International, account for 64 percent of total ERP market revenue.

    In some companies implementation has been incremental i.e., by business areas.  One of the companies in this years program, Agilent Technologies, has made a conscious decision to totally transform their business from autonomous to centralized, using Oracle’s ERP as the platform, while three of the other companies implemented SAP only in selected areas.

       As DoD continues to decrease defense expenditures, the services will be under close scrutiny to generate cost savings in their business processes.  ERP is one of the means that corporations are using to become more efficient and produce many of the desired results.  The bottom line benefit is that ERP forces corporations to get rid of autonomous, redundant, and cost draining activities/operations.   DoD has begun the process to implement ERP on an individual activity basis.  For example, DLA has started the process to totally transform the DoD wholesale supply system.  But, DoD has just scratched the surface on what needs to be done.  The intent of ERP is to tie all resources and business requirements under one system.  The main challenge for DoD is functional stovepipes and the need to replace these top- down driven systems with an integrated ERP system that allows seamless lateral communication among project managers, operators, accountants, logisticians and HR personnel.

      ERP can be part of a corporate strategy to integrate all DoD business systems.  We recommend more effort be given toward replacing stovepiped systems with an integrated solution such as ERP.  Implementation can start with some well-defined business environments such as depots, installations, and defense agency activities.  Implementation could follow one of two options:

· Require the Services to conform to a specific ERP software solution.  Major cultural and other human factor issues are involved in this type of implementation.  However, most experts believe this is the only way to achieve the best results.

· Create specific ERP processes incorporating the unique goals and functions of DoD.  The diversity between vendors is great enough that with careful selection DoD it may be possible to find an ERP package, which requires only minor modifications, if any.

Realities of either choice:

· Integrated solutions change everything all at once, require enterprise-wide consensus, and, thus, require more time.  

· Innovation and changing any major system is a destructive/re-building process and require both organizational and cultural changes.

· DoD will need to undergo major cultural and organizational changes to implement ERP.  

· Finally, it will be expensive up front to discard stovepiped systems and replace them with costly, but highly efficient in the long run, ERP systems.  However, staying competitive in the 21st Century with limited resources and undiminished requirements necessitate a move toward more effective and efficient integrated systems.  

      ABB’s SAP project managers training was well organized, but it needed real examples that the managers could compare with their day to day routines.  Additionally, there were distracting ADP problems that interrupted the flow of the training several times during the week I attended the training. Some are the participants left a little frustrated.  However, changes were made to follow-on classes and training continually improved.  ABB never really, developed section experts, like some companies do, so they had to rely on consultants for answering day to day complex problems.   At the end of all the growing pains, I believe ABB will have a totally integrated system with endless real-time capabilities .  Some companies identify certain people in each section to input SAP transactions.  They allow the general population to be able to pull down reports. Engineers and project managers stay on top of their projects by reviewing daily and weekly reports.  ABB allows all project managers, engineers, and secretaries to make inputs into the system.  Everyone is involved in the day to running of the system.  In the long run you have cadre of folks that know the system, the downside is there are a lot of man-hours being used to learn the system initially.  I think the jury is out on which is the best system.  I also think it is based on how your organization is use to operating.      

Section Four

Six Sigma

       The next major activity I became involved in at ABB was the Six Sigma Program.  ABB’s Transmission and Distribution Management Team  was totally committed to deploy Six Sigma.  They use Six Sigma to translate their values into action.  The military has quality control teams and some times quality assurance teams to look at production processes, Six Sigma goes much father than that.  It includes those production process and look at how you do day to day business in your business processes.  There is a cost associated to every action in the value chain, and it is very important to streamline processes to be more effective and efficient.  

     Six Sigma is a disciplined methodology for quality in every one of the company’s products, processes, and transactions with the ultimate goal of virtually eliminating all defects.  In short, it means fixing things so that they are near perfection, and making sure they stay fixed. Sigma is a letter in the Greek alphabet used to denote the standard deviation of a process (standard deviation measures the variation or amount of spread about the process mean).  To achieve Six Sigma, a process must not produce more than 3.4 defects per million opportunities. A Six-Sigma defect is defined as anything outside of customer specifications.  A Six Sigma opportunity is then the total quantity of chances for a defect.  If you played 100 rounds of golf per year, and played at:

· 2 sigma - you’d miss 6 putts per round

· 3 sigma - you’d miss 1 putt per round

· 4 sigma - you’d miss 1 putt every 9 rounds

· 5 sigma - you’d miss 1 putt every 2.33 years

· 6 sigma - you’d miss 1 putt every 163 years
      Six Sigma improves your score.  In business as in golf.  Although started at Motorola, Six Sigma is most often associated with the success at GE, under its CEO, Jack Welch. Other companies experiencing success using Six Sigma include Kodak, Allied Signal, and three of this year’s sponsoring companies.  Types of business success using Six Sigma methodologies include: cost reduction, productivity improvement, market-share growth, customer retention, and cycle time reduction, defect reduction, culture change, and product/service development.

      ABB Believes Six Sigma is a means to accelerate their ongoing improvement efforts.  Six Sigma brings an additional commitment of resources, a rigorous methodology for improving processes and an absolute means to benchmark world-class quality.  Their Customer Complaint Resolution Process (CCRP) is how they get the voice of the customer into their organization.  ABB’s Cost of Poor Quality (COPQ) is their method of continuing to drive waste out of their business.  

       DoD’s use of strategic, integrated, management systems for achieving and maintaining quality has been sporadic.  Total Quality Management (TQM) techniques are used in random organizations throughout DoD and some even use Six Sigma problem-solving techniques.  While successful DoD and commercial world quality programs have three common components: command emphasis, education, and projects, the biggest difference between DoD quality programs and Six Sigma implementation is the commitment of resources.  TQM and Six Sigma have some common characteristics that define, measure, analyze, improve and control functions.  But, Six Sigma goes beyond TQM in process design and improvement, links to customer value and ties to desired business outcomes that deliver on the company strategy.

       Corporations using Six Sigma devote enormous amounts of time to continuous improvement, innovation, and customer satisfaction.  Senior leaders call monthly meeting to discuss nothing but quality issues.   Senior Leadership is also responsible for the strategic plan, and selecting potential six sigma project areas.  Once a Six-Sigma project is understood using Total Quality Management (TQM) tools, TQM techniques generate alternatives.  Improvements are then implemented. This is the measure, analyze, improve and control sequence, which is similar to DoD’s Velocity Management philosophy.

     Major corporations incorporate Six Sigma quality programs as benchmarks for measuring performance.  A level of Six Sigma represents the apex of quality with the virtual elimination of defects from every product and process in a company.  It is estimated that companies operating at Three to Four Sigma level (today’s U.S. Average) lose 10-15% of their total revenue due to defects.  Applying the Six Sigma methodologies results in lower operating costs and reduces efficiency robbing mistakes in every aspect of the organization.

      The Six Sigma philosophy is the highest quality at the lowest cost.  This is achieved through a systemic approach to solving everyday problems in all areas of the organization.  As a company starts the process they need to know where they stand with others.  Six Sigma benchmarking studies identify the best practices surrounding Six Sigma that can improve the overall operations of their organizations.

       Six Sigma implementation is performed through projects.  Projects can be of different size and duration and are defined as a structured and systematic approach to achieving levels of improvement.  Depending on the scope of the project, they are categorized as:

· Transactional Business Process Project—an improvement of a transactional business process that extends across an organization.

· Traditional Quality Improvement Project—aimed at solving chronic problems crossing multiple functions of an organization.

Design for Six Sigma Project—a project aimed at incorporating the voice of the customer and Six sigma level targets into the design of products, services or processes

Personnel are crucial to successful Six Sigma implementation.  The commonly used titles for Key Implementers are (in ascending order):

· Green Belt.  An employee of an organization that will participate on Six Sigma team.   

· Black Belt.  A managerial level or technical specialist assigned full responsibility to implement Six Sigma throughout the business unit.  Black Belts are on-site and have an in-depth understanding of Six Sigma philosophy, theory, strategy, tactics, and quality management tools.  Six Sigma implementation experts with the ability to:

· Develop, coach, and lead cross-functional process improvement teams.

· Mentor and advise management on prioritizing, planning and launching Six Sigma projects.

· Use, teach, and disseminate Six Sigma tools and methods to Green Belts and team members

· Master Black Belt.  Company-wide Six Sigma Quality experts.  The Master Black Belt provides leadership and is qualified to teach other Black Belts, Green Belts or Champions in the methodologies, tools, and applications at all functions and levels of the company.  A Master Black Belt has personally led multiple successful project teams.

· Champions. Senior management personnel charged with driving and supporting Six Sigma to achieve business and operational objectives by driving out waste and increasing customer satisfaction. They mentor and support Black Belts and their respective Six Sigma projects throughout the organization.

     Companies that have not implemented quality improvement initiatives, such as Six Sigma, will find it tougher to maintain a competitive edge in the 21st century.  They will continue to lose business to their competitors that can provide a better quality product/service at a lower price due.  Six-Sigma is for those companies that are serious about quality and are willing to pay the cost of resources up front for savings through quality in the long run. 

     DoD TQM practitioners are may be aware of the added power of Six Sigma, but often do not have the authority or the resources to implement it due to the demand on already over tasked resources.  Six Sigma requires a major cultural change towards looking at DoD business processes.  If this program was formalized in DoD, it would foster innovation because you would have a cadre of individuals (senior leaders on down) devoted to looking for new ideas and making change for the better.  It would require full time quality managers (which should be a new Military Occupational Skill) assigned in most units down to the brigade/squadron level.  These personnel would be the Master Black Belts of their organizations, capable of training Six Sigma leadership techniques to other Black Belts and Green Belts within their units.  These personnel would instill a sense of constant improvement within organizations.  The additional resources to make this happen would be a challenge.  But, the ends do “justify the means.”  

     During my year with ABB, I had the opportunity to sit in on a number of Six Sigma quality meetings.  The meetings were very professional.  They concentrated strictly on quality issues.  I was assigned to a service organization that concentrated on two main quality issues and they were cost of poor quality, and the customer complaint resolution process.  I was task along with three other personnel to form a team and look at seven months worth of history on items that seemed show trends and were recurring issues.   We used some Six Sigma tools for analyzing the data and made some recommendations at the next meeting for correcting/improving the issues we thought needed to be fixed to preclude more recurring issues in  the same areas.  One of the black belts took one of the issues and made a project for resolution which had potential to same the company thousands of dollars and possibly millions if left uncorrected.  The experience was enlightening for me both personally and professionally.  I was able to compare my experience with ABB  with my experience on process action teams in the military.  The experiences were very similar.  The biggest difference is the manner in which processes are monitored to ensure the organization eliminates waste.   

     I personally believe, it is the amount of resources an organization is comfortable with devoting toward quality which directly reflects on whether or not they succeed with Six Sigma.  An organization must be willing to devote the time and funds toward the training, and they must hire some full time quality personnel to support the leaderships and general population.  My general observation is that most organization would like to get away with as less as possible.  This has been DoD’s approach.  Quality is a strategic tool and must be used as such.  It eliminates waste and streamlines processes.  It also ensures that customer get what was is required.      

Section Five

Transformation

       ABB is global enterprises in every sense.   They develop,  manufacture, and sell equipment in an astounding number of countries and are often the leaders in breaking down trade barriers.  Further, they hire, school and develop indigenous personnel in order to be sensitive to existing cultural idiosyncrasies.   Embedding themselves in the industrial framework of the host country, ABB offers several advantages to the Department of Defense (DOD). 

      ABB has shown you need a new flexible information age model that incorporates into their structure the flexible traits: intense communication in real time; a minimal number of structured guidelines that provide an overarching framework for operations; the latitude for individuals (or elements of the organization) to operate on their own within that framework; and, an anticipation that the model may continuously morph into something different than what it started out to be.  One of the things I was leery of was,  many corporations are using the buzzword “transformation” to characterize their change activities, but the most successful businesses rely on something deeper than a major one-time change.  To survive in the competitive business environment—or, in the DoD’s case, to respond to asymmetric national security threats—an organization must transform not only its structure and processes, but its very core competency by turning itself into an adaptive organization, where change, flexibility, and adaptability are considered a strategic asset.  For ABB, change becomes part of the journey, not the destination.

       Transformation is prevalent in the corporate world and, like the military, it struggles with altering long-held traditions, breaking up internal dynasties, and finding the right technology mix to leverage into market dominance.  The corporate world, however, views transformation as the first major muscle movement of long-term change and not the final state.  Focusing on a singular massive change generally brings only incremental short-lived results.  If the transformation does not include sufficient time and process for altering the culture, norms, and values of the organization to assimilate the conversion, the effects eventually retrograde to the old status quo. But, if an organization fosters a continuous change environment, they can put all the gears in motion at one time and leverage their forward momentum.  Promoting an adaptive organizational culture is what keeps industry market leaders aware and responsive enough to stay ahead of the competition.

     ABB is using a “transformation” to characterize the fundamental change they are striving for in the way they do business.   In January 2001, ABB changed more than half its top management team as part of a sweeping reorganization aimed at getting closer to its customers and boosting flagging revenue growth.   ABB, whose management organization has been the subject of several business school case studies, dismantled its divisional structure, based on products and technologies, and replaced it with a structure based on four consumer segments - utilities; process industries; manufacturing and consumer industries; and oil, gas and petrochemicals.
This reorganization is ABB's second in less than 2 1/2 years, is designed to "boost growth by helping customers become more successful in a business environment of accelerating globalization, deregulation, consolidation and e-business". 
 

     The latest reorganization, which includes promotion of six new executives to ABB's 11-strong executive board, is central to ABB's attempt to transform itself from a traditional heavy engineering company into an industrial IT company. However, expansion into areas such as automation, process engineering and systems software has yet to be reflected in acceleration in underlying revenue growth. 

     ABB’s new structure opens up new possibilities to create a single ABB team worldwide, organized to meet our customers' needs, able to create value for all of its stakeholders.   They announced the Group Division structure in January, and now they take the next step with the announcement of new Business Areas and their management, as well as appointments of the Group Representatives and how they intend to role out the new organization in the countries 

      The Main organizational changes aim is to simplify structures and management reporting lines, focusing on creating one team with common objectives and only one set of numbers.  One company per country or one company per division in larger countries.  Local division manager implement the strategies of respective Group Divisions, BAs, reporting to Group Division Head Has P/L and balance sheet responsibility for each Business Area Unit; in this role reports to the respective BA Managers will involve BAU managers and secure agreement of relevant BAs before implementing any key decisions. will act as coordinator and driver of common Group initiatives.   

     Country Holdings/Group Representative with the reinforced emphasis on representing the global ABB brand in local markets, Country Holdings will, in most cases, be dismantled also reflected in Country Manager role replaced by Group Representative who will be most senior manager locally, acts as ABB's public face, and internally responsible for overall coordination of Group initiatives and policies in the country.   He also has administrative responsibility for local group functions,  employees support, local division managers, and company presidents, opening doors and facilitating contacts in the interest of ABB whenever possible. 

     Region managers ensure smaller markets are developed and that large projects opportunities get the right attention, we will have three Region Managers: Latin America, Middle East and Africa, Balkans and Central Asia.  Region managers have P/L and balance sheet responsibility (non-consolidated) for individual BAUs in respective countries. 

     Group functions former corporate staffs such as audit, real estate, legal services, communications, etc. heads of these functions in Zurich responsible for activities worldwide 

aim is to make us act as one in the eyes of our customers and employees.  Local group functions report directly to the group function heads in Zurich  These functions in the divisions, business areas and business Area Units form part of their respective organizations, but are integrated into the global network of Group Functions.  


    Why is  ABB changing its organization, ABB has evolved from multidomestic to regional to global.  Now, ABB is turning into a company organized along customer groups, not according to geography or technology.  Management emphasis is reinforced on a single global brand, one team, with one set of numbers.   This will free up significant time and energy to focus more on meeting customer needs.  

    As part of the transformation, ABB immediately appointed transformation teams for each country to further develop the new organization. Next they appointed local division managers.

     The new standard terminology for globally applicable titles in the new organization was - one team!  In the meantime, they continued to focus on customers.  They were insistent in not letting order intakes decline.  The told the managers to continue dialogue with their customers and employees, keeping them involved every step of the way. 
 

    ABB, like in most of this year’s companies, included ten essential characteristics that were used to infuse and transform its culture and organization to support continuous change management and the rapid acceptance of transformation efforts:

1. Top down involvement. The entire senior management structure is totally committed to and actively monitors and resources the change effort. A ‘guiding coalition’ of senior leaders champions and structures the change management.

2. Stimulating a “sense of urgency” for change.  Ideally, a crisis comes along which forces change.  But, in its absence, using hard-hitting research to show the necessity for changing now creates an urgent situation. Speed is an essential element of creating the conditions for change. The change management model is designed with ‘quick wins’ to leverage the value of change to the larger organization.

3. Accountability.  Change progress is ruthlessly measured at the highest levels and tied to employee evaluations/compensation and organizational performance measures. Accountability is pervasive, not tied to a hierarchical structure.

4. Systems thinking approach.  Change ideas are encouraged to come from anywhere in the organization. Thorough systems integration of people, structure, technology, funding, and processes is critical to gain the leverage that change brings.

5. Discipline, focus, persistence.  Investment and resources are committed to the change effort no matter what external factors may arise. Staying the course in the face of tumultuous conditions emphasizes that change is here to stay.

6. Clear vision and values.  A driving vision with big, audacious goals and a value system that instill the concepts of speed, focus, and innovation as core to the organization’s culture.

7. Communication.  An easy way to share information and vet ideas between management and workers.   A knowledge management framework is essential to facilitate this exchange.

8. Technology.  A willingness to invest in cutting edge technology to enable change and the discipline to enforce the processes that the new technology requires are necessary to achieve maximum effectiveness.

9. Framework.  Enforcing tight control of a few key organizational components:  financial and risk management, performance review standards, and legal obligations, provides the operating parameters for decentralized, empowered execution of all other facets of operations. A robust knowledge management system facilitates the empowerment.

10. Culture.  This is the most time consuming piece.  First, fostering a culture that embraces innovation and a tolerance for risk taking.  Second, recognizing that the hardest part of change is getting the culture to incorporate it, and that this is also the only way to make change last.  Placing a priority on the ‘people impact’ that the change involves.  Understanding how to leverage the culture’s strengths to ease transition into the transformed state and forcing the divestiture of dysfunctional aspects. Committing to a sustained internal branding and communications campaign permeates an understanding of the change results.

     The complexity of both the conventional and asymmetric national security environments is not unlike the challenges faced by corporations in the rapid pace of the competitive market place. To survive the constant onslaught of aggressive market forces, successful businesses will count  ‘adaptation’ as a core competency.  In DoD, we must respond to our future competitive environment with a similar mindset. There are many guidelines available to assist in structuring a successful transformation program, but even more critical is setting the conditions to embed that change by fostering a culture of adaptation. Leaders at all levels must have an open-mindedness about the pursuit of change. Setting the conditions for change is particularly difficult in our environment for we have been incredibly successful for many years under the existing model of operations. To support successful transformation, I recommend:

· Incorporate Revolution in Business Affairs case studies and change management proficiency in leader development programs at all levels. Making the mental leap to apply a business case study to a military environment begins the process of opening up our traditional mindset to appreciate innovation from all sources.

· Increase the use of executive internships as part of the professional development curricula for mid and senior level leaders—the level that must drive change. Exposing DoD personnel to other environments will create the pre-conditions needed for culture change that accompanies transformation and the development of an adaptive environment. A year in a successful corporation can reap untold benefits for future innovation incubation and cultivating advocates of change.

· Conduct a serious, thorough, and rapid streamlining of all operational and business processes to increase system flexibility and develop a sufficient, lean framework within which to empower people and organizations to optimize their contribution and innovation. Our current operational structure does not promote flexible and adaptive responses to changing circumstances, particularly in the support and service areas. The lack of a sufficient level of empowerment in our current structure is one of the major factors identified by those leaving the services early.

· The senior leadership, as a unified effort, must embrace the value of change and force accountability for it throughout the organization using organizational performance measurement and individual incentive programs.

·  Introduce more flexibility in the personnel management system to leverage the momentum of change by providing incentive, benefits, and performance programs that align to the transformation objectives. 

    Changes to Defense and Military Strategies and the transformation to a networked enterprise will create different requirements for skill sets and their distribution across the Department.  Successful management of knowledge and the human capital that creates knowledge will become increasingly more critical to sustaining the competitive edge in the networked environment.  The leadership challenge will be to build the capabilities necessary to attract, develop and manage human capital.  The Department of Defense needs to review and overhaul outdated and ineffective HR policies and practices immediately on both civilian and military sides in order to stop and reverse the flow of experienced human capital out of the Department.  This review of DoD’s HR program should not be conducted as a “separate HR issue” but should be conducted as an enterprise-wide effort that links human capital requirements to strategy, mission areas, capabilities, and execution methodologies.  DoD will need the help of industry-experienced people and a top-level commitment to find and fix the root causes of its recruitment and retention issues.  

Section Six

Research and Development 
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      ABB Introduced several new technologies in 2000, including a high-efficiency generator for wind power, a high-precision robot control system for laser cutting, and intelligent sensors for detecting faults in power lines. Finally, the company launched a family of software products as part of its IT strategy, aimed at integrating all of the company’s processes into one single real-time information system, as well as linking companies with their suppliers and customers into a network of collaborative commerce.  The company launched a new business to focus on small-scale alternative energy solutions, including wind power, combined heat and power plants, micro-turbines and fuel cells. 

     New technologies play a key role for ABB, reflected both in the importance of our Group R&D centers and the establishment of the New Ventures Ltd business area.  New Ventures will identify and invest in promising new technologies, and speed up commercialization of our product and business development.  In 2000, ABB entered the alternative energy market with new solutions for renewable and distributed power sources, such as wind power, micro-turbines and combined heat and power. We have also started supplying products, systems and services to the growing mobile telephony industry.

    Key acquisitions included software technologies for the pharmaceuticals industry from Base Ten Systems of the U.S.; polypropylene technology from BASF of Germany; a U.S. – based provider of utility eBusiness software called Energy Interactive; a Norwegian oil and gas service company; and a 35-percent stake in the Swedish Expert Credit Corporation.  ABB entered several joint ventures, including one with Chevron to develop a special hydrocracking technique for leaner fuels, and with SKYVA International, a U.S. –based software technology company specializing in eBusines and collaborative commerce.  Software technologies for the pharmaceuticals industry from including a high-efficiency generator for wind power, a high-precision robot control system for laser cutting, and intelligent sensors for detecting faults in power lines.  The company launched a family of software products as part of its Industrial IT strategy, aimed at integrating all of a company’s processes into a single real-time information system,  as well as linking companies with their suppliers and customers into a network of collaborative commerce.  ABB continued to implement value-based management at all of its companies and reconfirmed its commitment to sustainable development by implementing ISO 14001, and by developing environmental product declarations, including life cycle assessments.  

     This year I had the opportunity to observe dual use science and technology in action.  ABB and the U.S. Office of Naval Research (ONR) jointly funded a $14 MUSD cooperative agreement to develop High Power Building Blocks (PEBB’s) for industrial, utility, and military applications.   To execute the agreement, ABB formed a global task force comprised of  engineers from ABB Power Distribution Solutions business in Raleigh, NC and ABB Automation Power Electronics Systems business in Turgi, Switzerland.  The main focus of ABB’s effort was to leverage the inherent design flexibility and efficiency of the ONR PEBB concept into a variety of commercial products aimed at high power delivery applications. 

     Essentially,  a PEBB is a pre-engineered power electronic device and control structure that may be used as a basic building block for a wide variety of applications such as inverters, drives, frequency changers, and power quality products.

     One year into the program, ABB Automation announce the development of a 9MVA PEBB and control platform considered to be the core of the ABB PEBB product portfolio.  ABB has already successfully used 9MVA PEBB as the standard foundation for two high power delivery systems.  The first is a frequency converter for an 18MVA-rail application; the second is a Dynamic Voltage Restorer (DVR) to protect a well renowned microprocessor manufacturing facility for unacceptable power quality fluctuations.   They are planning additional ABB products by mid-year. 

    It is fully expected that the PEBB concept will also permit  new techniques to be employed to enhance the survivability of U.S. military bases and vessels.   One such example is the electrically re-configurable ship.  If an enemy strike destroys one portion of a ship’s electrical system, the system can be automatically reconfigured to maintain power to other areas of the ship.   PEBBs will play a vital role as the switches necessary for such an application, and in the rapid repair of damaged systems. 

    The real tough part of this puzzle is to get ABB and others like them to produce an end item that could used on a system.  Usually, a defense contractor will develop and produce the end item and not necessarily use something like a PEBB in their final system design.  A tough problem that requires much more research.  It seems like we need to get the defense contractors in some sort of agreement with companies like ABB to produce the technology and then they could produce the end item.

     In summary, there will always be a requirement for DOD to fund a significant amount of brainstorming and ‘blue sky’ work that ends up being written off as the price that must be paid in order to achieve the revolutionary leaps in science and technology that DOD desires and needs.  Those dollars dedicated to pushing known envelopes and attempting to break through the limits of science often provide as much critical, useful information from what they fail to do as they do in meeting their stated goals. Rather than spending its own money on basic research, frequently DOD turns to the US industrial base to provide the lion’s share of that initial investment.  While limited funding initially budgeted for S&T within DOD is frequently siphoned off to pay for Operations and Maintenance (O&M) costs for forward-deployed forces.  ABB while funding the basic sciences, concentrates on those technologies that will allow retention of market share and the quickest path of return of invested dollars to the bottom line. This approach has proven superb in supporting yearly solvency and stockholders who are content with their earning per share.  Unfortunately, industrial priorities for technological developments that make fiscal sense are not necessarily the same technologies that are required to shoot farther and more accurately, move more quickly and with less of a logistics tail or operate more stealthily.

Section Seven

War for Talent

     ABB like the rest of the companies is in this war for talent also.  The need for highly skilled people and the knowledge they produce are the foundation for this new Knowledge Economy.  As such, they are the most important element in the value chain.  Value creation is fueled by the workforce’s ability to innovate and apply leadership and technical skills across every area of the enterprise.  During my year at ABB, I had a wonderful experience of working with some of private industries brightest people.  Many of the people I came into contact with at ABB were electrical engineers or some similar background.  ABB like most companies we visited have come to realize that a key factor in their competitive edge is the quality of their people. 
     As the economy expands and becomes more interconnected globally, the need for talented people is increasing.  The effect of this 21st century reality presents numerous challenges to traditional methods of educating, recruiting, managing, and retaining this talent.  The supply of appropriately skilled people to fuel the continued economic expansion falls short of current demand.  Faced with these challenges, more and more companies are focused on identifying people hurdles and applying innovative solutions that ultimately enhance mission accomplishment and their bottom lines.  One important realization in the ongoing war for talent is that old methods of managing people and intellectual capital do not necessarily work in the new environment.  Human Resources departments of the past were usually assigned responsibility for finding the necessary talent and creating programs to retain it.  Today, corporate managers at all levels need to be aggressively involved in the essential aspects of the  war for talent.  

    Some important trends observed in industry this year also apply to DoD: the dynamics of today’s marketplace are creating new employer/employee relationships; increasing workplace and workforce complexity require innovative and targeted HR policies and practices; technology is changing “how” people work together and drives the knowledge and skills required to accomplish the work; demand for workers in the U.S. continues to outpace supply; workers have greater visibility of and faster access to “help wanted”  notices outside the company; and finally, worker knowledge and the creation of new knowledge is driving high quality “products” to the marketplace faster and more efficiently.

     DoD is faced with countless studies on what to do about our HR practices.  A growing frustration in the workforce on what little is being to changed is starting to peek. As a result, many folks have elected to leave the Service.  The latest study blames  the Army culture for being out of balance  and beset by micro-management, excessively high OTEMPO inhibiting training,  punching tickets vs being preparing officers for assignments, and the Officer Evaluation Report (OER) becoming a source of mistrust. 
  My observations at ABB vary just a little from what we are facing in DoD.  First of all high OTEMPO is not as much an issue.  Many of the folks go on lots of business trips, but they generally are of short duration. They are doing their real world mission, so they are not obsessed  with the idea they are missing training that is mission critical.  Training is planned and conducted as needed.  The second issue of micro-management is a not an issue from what I observed.  People are empowered to do their jobs and they go about doing it.  Of course, they hold weekly meeting to give managers updates but that’s quite normal.  We have the weekly  meetings in the military also. However, I  saw the corporate managers giving broad general guidance vs. the military specific guidance. And finally, evaluation reports don’t have quite the amount importance as they do in the military.  In the military, one OER could determine the rest of your career.  I would say this is not true in the private industry.  There are many other things that help you succeed or not, but most of them are intangible from what I observed.  DoD’s culture has many differences from corporate America,  we in DoD  would say, we need those differences in our war-fighting business.  Unfortunately, we have to compete just like everyone in the war for talent and the business side of DoD.  

      ABB offers continuous learning, flexible work schedules,  great health and retirement benefits, performance bonuses, and they are currently working on stock packages.  Although variation in these packages exists between firms, HR personnel are aware of the range of variation across industry and shape their packages to remain competitive for attracting new talent.  ABB  provides living and health packages for employees recognizing that these packages support good quality of life and enhance productivity.  ABB like all truly exceptional companies, in addition to great benefits and competitive compensation, provide a great place to work where the employee can effectively and optimally apply their knowledge and skills to enhance the business.  Employees have access to continuous learning to broaden or enhance their skills coupled with opportunities to drive innovation and value creation in other areas of the company.

    ABB uses monetary incentives to recognize significant employee or team achievements that create value.  Recognition and other non-monetary rewards are also widely used to reward employee contributions.  Intangible incentives for workers also include the opportunity to continually learn and expand their skills to create new knowledge that drives value creation.  Recruiting awards are used at ABB and are quite popular across the industry.  The thought is why not pay your own people for bringing folks into a company vs. a head-hunter.  If the person they recruited stays after six months,  the employee that brought the person in the company gets another bonus.
    The Department of Defense needs to review and overhaul outdated and ineffective HR policies and practices immediately on both civilian and military sides in order to stop and reverse the flow of experienced human capital out of the Department.  This review of DoD’s HR program should not be conducted as a “separate HR issue” but should be conducted as an enterprise-wide effort that links human capital requirements to strategy, mission areas, capabilities, and execution methodologies.  DoD will need the help of industry-experienced people and a top-level commitment to find and fix the root causes of its recruitment and retention issues.  

Section Eight

Company Day Experience

      I believe that one of the major advantages of the SECDEF Fellows program is the company day events.  It allows the fellows to bond, it sometimes opens doors that may be closed otherwise, and it broaden our fellowship experience so we have other companies to compare what we are learning.  The group learning experience helps to gain additional insights that I would not have learned in my sponsor company alone.  I became a little buried in my work at my own particular company.  The company days helped to keep my focus at the strategic level.  Quite frankly, I think the companies/sponsors enjoyed the briefings and tours as much as we did.

    Additionally, the experiences allowed me to see first hand how industry is coping with the information revolution.  The convergence of technologies and disciplines, specifically information science and physical science, has enabled greater automation of routine processes and increased the ability to operate vast physical networks or entities remotely.  Industries who have wisely integrated these technologies into their operations have reaped the benefits (bottom lines and increased competitive edge) of increased efficiencies from streamlining processes and resources.  These trends have pushed humans from the physical realm into more of the knowledge realm.  This profound shift into the knowledge realm enabled by information technology and other convergent disciplines has had other effects on the traditional enterprise architecture.  

    All the companies we visited emphasized that intellectual assets are surpassing physical assets in overall importance resulting in a dynamic shift in the way companies compete.  Knowledge is now the most important competitive advantages a company possesses and establishing a culture within the organization that supports and promotes innovation may very well be key to survival in the new economy.  How successful an organization is in achieving this goal depends to a large extent on developing a culture that embraces and drives change.  Fostering innovation is the key process of placing greater responsibility for the success of an organization in the hands of its employees. 

     Each company attacked similar problems with somewhat different methods.  However, the common tread seamed to be the ability to accept some level of risk.  Tolerance for failure: Realizing that risk is an inherent part of innovation, several of this year’s companies expressed an increased willingness to accept, and in some cases, reward failure as part of the innovative process.  This is a shift in corporate philosophy away from the "avoid risk at all cost" approach.   Enron seemed to be better at it than most of the companies we visited.  DoD does not like to take risks because when you make a mistake it can cause lives.  This approach across the board in DoD is unacceptable.  In area where a certain level of risk is necessary, we need to be able to accept a certain level of risk in our business processes in order to innovate.  Our board of directors need to empower us to do it. 

Section Nine

SECDEF Fellows Train-up

       The training I received before going to ABB companies was superb.   The broad range of topics such as, the current business environment, the revolution in military affairs, the Defense Budget, the nature of change and innovation in both military and civilian corporations,  acquisition process reform, and key politics affects the military and industry prepared me for many of the unknowns I had to face going to ABB  and the other companies we visited. 

The training continually gets better from comments made by us and past Fellows.

       The two areas that had the most impact for me was the mini-MBA from the Darden professors (Dr June West and Dr Gretchen Karlsow) and the Orientation to Corporate America by Rich Dennis .  The mini-MBA helped me understand the business language that I was about to enter.  I would have had problems understanding much of what the accountants were talking about without it.   I began work the week following training and did not miss a beat.  I felt I was as prepared as I could be considering the time constraints.  Rich Denis’ class was like a transition to from the military to civilian employment.  Everything he told us came true in our companies.  It helped me drop the sir and ma’am quickly so I would not seem out of place.  I went to work on a major project as soon as I got in the company so I had to understand how to get things done using persuasion and influence, of which I had none initially.     

Section Ten

Summary

      During this fellowship, I learned some valuable lessons that have change my life both professionally and personally forever.  I have become a better officer and a better person as a result of this experience.  The two things I learned during the fellowship that will stick with me the longest is understanding the strategy process of DoD and  private industry business in a globally connected  environment, and finally,  the pace at which  private industry conducts business vs. DoD’s outdated bureaucratic model that is not necessarily the best way all the time.

We need to keep tabs on the best business practices (i.e. benchmark) through education, fellowships, partnerships, and training with industry. We must take advantage these best practices where possible to improve processes and culture. 

       The talk in Washington these days is about our current military structure and Strategy.   The new regime believes that DoD can be run like a private corporation.  I certainly believe they are right in many ways.  I believe we can fix many our business practices to become more efficient.  There are some folks that think we are Six Sigma in war-fighting. If we are not, we are closer to it than any one of our potential adversaries.   The reality is we are not Six Sigma in war-fighting if we were we would not need to make the sweeping changes everyone is talking about in Washington these days.  One of the lead discussions is why should we continue to build a better military when no one else can keep up even with the U.S. now? I think we need to continue to grow and improve as the environment continually changes just like in business, or we will look around and find that our competition (potential adversaries) has surpassed us just like in the corporate world.  We have been taught to read an understand our history to ensure it does not repeat itself.  The biggest argument is our strategy does not go far enough to cover all potential contingencies.  If it did, we would need even more force structure.  Private industry prepares a strategy to prepare for all contingencies and not just the two worst cases.    

    DoD’s  procurement rules must be changed to provide much more flexibility than we have now.  My experience with privatization of utilities convinced me the we are still conducting business with an industrial age model verses a very fast pace technological age.  Our procurement personnel who are the marketing face for DoD need rules that are comparable to private industry and should be trained conduct business in this very different environment. If we don’t’ change, we will continue to find it more difficult to deal with private industry and likely lead to a further reduction in competition which is certain to result in higher costs for services.
    IT under girds everything a modern corporation does—web, ERP, e-biz, CRM, B2B, B2E, KM.  Dependence of business success on information has changed the value and position of the information technology organization within the corporation.  For ABB like many of the other corporations, IT has also taken on the role as a catalyst for change, responsible for driving the success of the corporation’s transformation.  Business managers have a more expansive understanding of the technical implications of corporate decisions and realize that their success is intricately intertwined with IT.   There is change happening among the business “operators” as well—a more comprehensive understanding of the value and complexity of the technology and the necessary strength of the relationship between technology and the achievement of business goals.  Additionally, there is an acceptance of the discipline required to achieve the full potential of critical IT capability, such as the deep business process changes required to fully reap the future benefits of implementing an Enterprise Resource Planning (ERP) system.   IT is leading most of DoD Transformation also, and we need to tap into R&D that private industry has to offer especially in the dual use technology arena. 

   Transformation of the U.S. military have a lot of things in common with Corporate America’s transformation effort.  It is on the lips of both the folks in DC and in large business.  Transformation is not an end state but is the journey.  No one is exactly sure what it means, but most folks have an opinion.   The fiscal realities we have to deal with in DoD will severely limit what we can do with the transformation without cutting force structure.  I do not want to be around when they do that because the next war like all wars are manpower intensive. We don’t want to grow an Army like we hire and fire folks in the business world.  We will have many lives lost due to lack of training and experience.  Corporate America understands that people (intellectual capital) is their most prized asset and they looking much harder at firing folks.   We are headed for another force structure cut so we can make our readiness look better.  An integrated approach toward transformation is the way to go.   We have to do more jointly and find our savings there.  We will need to eliminate duplicate capabilities within the Services when we become more integrated. That’s where we will achieve most of our savings and efficiencies.   

    The war for talent in DoD is very real, and DoD is dealing with the same problems as private industry.  A big difference is that corporate American can afford to pay market salaries.  That means money is not the main issue. Once you get past the money.  Corporate America has found they must move on to concentrating on the more intangible things like benefits, education, and work environment.  They are trying to get and keep top quality people just like we are.  DoD needs to take a fresh look at the way we manage our talent to get the most from our people. We need to try to put round pegs in round holes so to speak.  We need to look at more bonuses for different things (hardship tours.etc), and we need to continue to encourage our innovators, but more than that we need to establish programs like Six Sigma to actually get on about the business of improving our processes. 

    The first couple of months at ABB, I could not find many things that I thought was being done better than DoD.  After I got over the new cultural and environmental shock, I was able to truly  observe and participate in some key issues that helped me learn from this experience.   Private industry can learn as much as by watching DoD as I learned watching them for a year.  The sheer scale of DoD is mind boggling to most companies.  However, we use size as an excuse not to change to a more adaptive organization.  I don’t know if I will be able to make much of a change my last few years with DoD, but one thing is for sure, I will try much harder than I ever have before. This has truly been one of the most rewarding experiences I have had in DoD this last 20 years.  I am very thankful for this opportunity to be in the very select few to see from the outside what we look like before leaving the service, too bad the Army does not give SSC credit for this assignment like the other Services do.  You can not put a price on what we have learned this year.   I now understand you can not just write a regulation an assume a problem is fixed.
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ABB: Organization built around customers 

Utilities

Oil, Gas & 

Petrochem
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Consumer
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External 

Sales



System int.

OEMs

etc.

External

Sales



Wholesalers

Distributors

System int.

OEMs

etc.

Automation Technology Products

Hardware, software for automation/control, robotics, sensors, meters drives, motors, switches, low-voltage products, etc.

Power Technology Products

All transformers, medium- and high-voltage switchgears, capacitors, etc.

Customer Segments serve all end users with products, systems, composite plants, service

Product Segments supply all generic products internally, plus direct sales to external channel partners

Financial Services

New Ventures Ltd.



2

Here’s how it looks in practice. The four customer segments will serve all end users with products, systems, service and composite plants. They are the single face to their customer groups.



Supporting them are the product segments that will be responsible for supplying all generic ABB products. These segments will also sell directly to external channel partners, like distributors, wholesalers, system integrators, and OEMs.
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Global and Local Companies

Knowledge Leader In:

		Power Transmission

		Power Distribution

		Automation

		Oil, Gas and Petrochemicals

		Products and Contracting

		Financial Services
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