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EXECUTIVE SUMMARY

Caterpillar Corporation is a robust company of over 65,000 employees that produce and support Caterpillar machines and engines that make progress possible around the world – every day.  CAT machines help build the world’s infrastructure by manufacturing construction machines that construct highways, airports, dams, water and sewer systems, commercial buildings, housing developments and much more.  They also provide mining machines that extract and deliver needed raw materials to fuel our development.  And they produce agriculture machines that til and harvest crops that feed the population around the world. Caterpillar is also the world’s largest provider of combustion engine power, providing everything from primary power for developing nations, remote mines, or offshore drilling to engines that power trucks, ships, boats, and locomotives.  Caterpillar also provides affordable financing and leasing options to its customers through its CAT Financial services.  Thus making it easier for customers to acquire CAT machines, engines and products.  Finally, they provide world class Caterpillar Logistics Services; offering integrated logistic services of warehousing and distribution management to companies around the world.

There are currently over 2 million Caterpillar products in operation around the world.  In 1998 they had their highest sales volume in corporate history, $20.89 billion in sales and their second highest level of profits, with $1.51 billion.  They are expecting the growth of the company to continue with a target of exceeding $30 billion within the next 10 years.


The corporation’s move to a business unit structure provided an outstanding catalyst to rejuvenate the company as they faced a series of global competitors in the early 1980’s that truly challenged their industry dominance.  This change now appears to have its own challenges, the most significant being the ability of the business units to actively communicate both great ideas and day-to-day requirements with each other.  Another part of this structural change was the elimination, or reduced importance, of their General Offices.  One of the most significant results of this change has been the diminished importance of corporate strategic planning.  This function has been pushed down to the business units and has become very near termed in focus.


Three things really stand out as the drivers of the corporation.  They are total customer focus, product differentiation, and life cycle value.  First and foremost it is critically important to understand that Caterpillar’s approach is Totally Customer Focused.  They spend an immense amount of time and resources working to understand who are their customers and what are their customers needs, wants, and expectations.  They then make satisfying those expectations they’re number one goal.  


The primary thrust of customer satisfaction is found in their parts distribution system, their true Corporate Crown Jewel. With an integrated dealer network, an enterprise support information system that includes total asset visibility, and a distribution delivery system that is World Class, they actively pursue “Keeping Em Running” all the time.  By providing the right part, to the right place, at the right time.


OVERVIEW


This report is an overview of the fellowship conducted at Caterpillar, Inc. in Peoria, Illinois, from August 1998 to May 1999 as part of the Secretary of Defense Fellows Program (SDFP).  The purpose and scope of the SDFP is outlined in DOD Directive 1322.23.  This was the fourth year of the program.


While assigned to Caterpillar, I worked in the Parts and Service Support Business Unit and had the opportunity to participate in activities related to executive oversight, human relations, training, inventory management, strategic planning and operations.  I conducted additional interviews with other members of the corporate staff and members of other business units.


Caterpillar was an outstanding host company and provided an excellent work environment.  Despite the busy schedules of corporate personnel, everyone went out of their way to accommodate my research.  I was truly impressed by the expertise and professionalism of everyone I met in this outstanding company.  After being here a very short time, it was easy to understand why they are the world leader in their industrial segment.  Their cooperation, candor, and insights were very much appreciated.


This year has been extremely beneficial to me.  The lessons I have learned and the management techniques that I have observed will all serve me very well in any and every future position I may hold.  I know that I will certainly approach certain aspects of my job in the future differently as a result of being part of this outstanding program and unique learning opportunity.

THIS IS CATERPILLAR


Caterpillar can trace its roots back to the late 1800s when Benjamin Holt and Daniel Best were both working on engine powered agricultural equipment.  In April of 1925 the Best and Holt companies merged to form what was then known as the Caterpillar Tractor Corporation.

The Caterpillar Corporation of today is a robust company of over 65,000 employees that produce and support Caterpillar machines and engines that make progress possible around the world – every day.  CAT machines help build the world’s infrastructure by manufacturing construction machines that construct highways, airports, dams, water and sewer systems, commercial buildings, housing developments and much more.  They also provide mining machines that extract and deliver needed raw materials to fuel our development.  And they produce agriculture machines that til and harvest crops that feed the population around the world. Caterpillar is also the world’s largest provider of combustion engine power, providing everything from primary power for developing nations, remote mines, or offshore drilling to engines that power trucks, ships, boats, and locomotives.  Caterpillar also provides affordable financing and leasing options to its customers through its CAT Financial services.  Thus making it easier for customers to acquire CAT machines, engines and products.  Finally, they provide world class Caterpillar Logistics Services; offering integrated logistic services of warehousing and distribution management to companies around the world.

Supporting the corporation’s ability to make all of this possible, while supporting the CAT equipment in the field, is a Caterpillar dealer network of 197 dealers.  Almost all of them are independently owned, and they are the direct interface with the customers to assure that the CAT products in nearly 200 different countries around the world are kept running.

THE IRON – WHAT WE MAKE FOR OUR CUSTOMERS


Track-Type Tractors.

Track-Type Loaders.

Wheel Loaders and Integrated Toolcarriers.

Excavators.

Trucks.

Scrapers.

Motor Graders.

Backhoe Loaders.

Paving Products.

Agricultural Tractors.

Forest Machines.

Wheel Tractors and Compactors.

Telescopic Materials Handlers.

Engines.

Solar Turbines.

Compact Construction Equipment.

Steer Skid Loaders.

CAT IS A CHANGED COMPANY


To truly understand the posture of Caterpillar today, you must step back in time about 20 years.  In 1982, as a result of the worldwide recession, decline in energy markets and large construction projects, record-high interest rates, stronger international competition, political exclusion from markets, crisis-level debt in developing countries and the start of a seven month labor strike, Caterpillar lost money for the first time in its 50 year history.  As a result, major cost cutting initiatives were implemented and within a few years, the 100,000 workforce of 1980 was reduced to around 50,000 employees.  These massive reductions were the result of early retirements and the virtual stoppage of all new hiring.  

Caterpillar began in earnest to take steps to capitalize on their core strengths.  As a result, they developed a number of joint ventures and actively outsourced non-core competencies.  Simultaneously, they actively initiated a number of new corporate strategies that had the highest probabilities for achieving the company’s goals for sales, profits and returns on investment.  The number of core products offered to the customer soared from 150 models in the early 1980’s to over 300 models in 1990.  In addition to expanding the product line, Caterpillar further diversified by starting a number of companies that complement the company’s core business.  These companies include the Caterpillar Financial Services Corporation, Caterpillar Insurance, Caterpillar World Trading Corporation, Caterpillar Venture Capital Corporation, Caterpillar Service Technology Group, Custom Products, Caterpillar Logistic Services, and Caterpillar Professional Systems Group.   

In 1986 the company officially recognized that it was much more than just a manufacturer of tractors, and they changed their name from Caterpillar Tractor Company, to just Caterpillar Incorporated.  Along with this change and the reestablishment of the organization as a world leader and profitable growing company, they changed their trademark “Block C” logo, for a newer, more modern look.  Today the corporation and its products and services are quickly recognized by its distinctive use of the words: CAT and Caterpillar.  The trademarks capitalize on these traditional names by using stylized letters that incorporate a triangular element into the first letter “A” in each word.

In 1990 Caterpillar undertook a major realignment of the corporate structure.  It converted from the existing hierarchical structure with very strong General Office management and power, to a structure of business units.  The new Caterpillar of 1990 consisted of 13 profit centers and four central service divisions.  The new structure was designed to move accountability and decision-making downward – and increase the company’s flexibility to respond to any situation that the future may through its way.

Today the composition of the corporate structure consists of a Board of Directors with 14 members; a Chief Executive Officer (Mr. Glen Barton); four Group Presidents; and 26 Vice Presidents, each responsible for the operation and profitability of a different business unit.  The 26 business units comprising the corporation are:

Parts and Service Support Division

Component Products Division

Caterpillar Overseas S.A.

Diversified Products Division

Track-Type Tractors Division

Human Services Division

Legal Services Division

Financial Products Division

Building Construction Products Division

Corporate Auditing and Compliance Division

Corporate Services Division

Asia-Pacific Division

Logistics and Product Services Division

North American Commercial Division

Mining and Construction Equipment Division

Articulated Trucks/Work Tools Division

Wheel Loaders and Excavators Division

Marketing Services/Latin America Division

Shin Caterpillar Mitsubishi Ltd.

Perkins Engines Company Limited

Control Systems Products Division

Performance Engine Products Division

Engine Products Division

Solar Turbines Incorporated

Technical Services Division

Large Engine Products and Fuel Systems

CURRENT OPERATIONS


Caterpillar products today are manufactured in 32 plants in the United States and 29 plants in Australia, Belgium, Brazil, China, France, Germany, Hungary, India, Indonesia, Italy, Japan, Mexico Poland, Russia, and the United Kingdom; and the locations due to acquisitions continue to grow. 


Caterpillar marketing headquarters are located in Peoria and Mossville, Illinois; San Diego, California; Irving, Texas; Gosselies, Belgium; Geneva, Switzerland; Hong Kong; Singapore; Tokyo, Japan; Melbourne, Australia; and Piracicaba, Brazil.


Caterpillar’s parts distribution network features 13 distribution centers in 10 countries and 13 regional distribution centers in North America.


Caterpillar’s global dealership network is comprised of 65 dealers in the United States and 127 dealers outside the United States.

HOW DID WE DO LAST YEAR?  

In 1998 Caterpillar boasted on sales and revenues of over $20.98 billion, an increase of 11 percent from 1997, which represented the most sales and revenues in corporate history.  They also provided profits to their shareholders of $1.51 billion, a 9 percent decrease from the previous year’s record profits of $1.67 billion.  This all resulted in profits per share of $4.11, second best in corporate history.

GROWTH INITIATIVES


Over the past decade, Caterpillar has reinvented itself as a high-tech, global growth company.  Factories and processes are the most modern and efficient in the industry, thanks to a $1.8 billion modernization effort and ongoing investments to create more cost-effective processes and faster, more flexible production.

Today, Caterpillar products feature cutting-edge technology – much sought after by heavy equipment customers.  They include global positioning systems to aid in earthmoving and road building and sophisticated sensors that feed information about machine performance to dealers and Caterpillar manufacturing facilities to identify and solve problems before they happen.


As a reinvented company with a new organizational structure and culture, Caterpillar’s attention today is on diversifying and growing the company, focusing on the most attractive opportunities that make use of the company’s key strengths.

CORPORATE LEADERSHIP NEAR TERM PRIORITIES

Mr. Glen Barton, current CEO of Caterpillar, in the spring of 1999 outlined his near term priorities for the corporation:

· Develop and implement a satisfactory 1999 Business Plan
· Engine business has softened
· Big engine backlog is down
· Perkins demand has been hurt by Agriculture downturn
· Mining business is down
· Latin America outlook is not as bright as thought
· Generate appropriate bottom-line contributions from recent acquisitions
· Perkins
· MaK
· Ensure recent growth initiatives achieve projected targets
· Compact products
· Agriculture tractors
· Large mining products
· 360 ton truck introduction
· Service vision
· Continue focus on Quality

· Reduce our work-in-process inventories by $500 million
· Visit at least 20 of our larger operations
· Support our investor relations activities
· Stay close to our dealers
· Attend dealer meetings as time allows
· Visit six major dealers this year
· Begin implementation of Distribution Team’s recommendations
· Continue contact with large mining, construction, and OEM engine companies

· Have one-on-one conversations with at least five of the outside directors

· Defend ourselves in Washington

· Accept directorship position in U.S./Japanese business

· Become involved in BRT

· Foster our relationship with Representative Hastert and new house leadership

· Push diesel image campaign

· Stay involved in the local community

Corporate Vision


The Caterpillar vision is conveyed throughout its organizational structure to its employees, stockholders, dealers, and customers through a wide variety of media.  The vision expresses the intent of the chief executive officer and the board of directors.  It is the underlying basis upon which decisions throughout the organization are made.


Caterpillar will become a more diversified, growth-oriented product driven company by serving an enlarged global customer base and expanding into new – but related – businesses.


The company will be guided by explicit product and services strategies aimed at market segments we’ve chosen to serve.  We’ll focus on customers’ requirements, and bring our full capabilities to the marketplace to meet their needs.


We’ll increase revenue emphasizing differentiation – that is, products and services which provide recognized superior value to customers worldwide.  We’ll seek greater participation in restricted – access market areas.  We’ll emphasize broader and more creative services to customers and more creative marketing.  We’ll pursue incremental revenues from expanded application and adaptation of products and services into new markets.

By emphasizing continuous improvement, we’ll achieve the highest quality standards and results in all that we do.


Caterpillar products will be recognized as the leaders in performance, reliability, durability, and overall value.  Strategically timed updates will provide products which are technologically superior to competition.  These updates will be responsive to changing customer needs.


Customer and product support will be unmatched.  We’ll vigorously pursue parts and service business generated by Caterpillar products.  Life-cycle selling will reinforce the superior value of Caterpillar products and services.  Product financing will be integrated into the marketing process.


The company will continue to expand into other activities where we can apply our core strengths.  Carefully selected acquisition, alliances, ventures, and coalitions may be pursued to support these initiatives.


We’ll continue to disperse authority and accountability to the appropriate level.  We’ll be flexible organizationally and do what works best.


Compensation practices will place increased emphasis on pay for individual, team and unit performance.  Together with sustained corporate growth, greater personal accountability, and a broader business orientation, pay for performance will help Caterpillar attract and retain highly qualified people.


We’ll foster a work environment that invites people’s participation and involvement in achieving results.  Career development will focus on crating a global perspective and broad gauged business expertise.

Production facilities will incorporate flexible manufacturing and support technologies to ensure competitiveness while maintaining high levels of product quality.  Source selection will optimize logistics, achieve long-term cost effectiveness, assure business continuity, and diminish the impact of fluctuating exchange rates.


Access to world markets will be maintained via subsidiaries, licensees, joint ventures, or other appropriate arrangements.


Caterpillar will maintain a strong financial position.  We’ll focus on sustained profitability, and seek to provide an above average long-term return to stockholders.


The worldwide Caterpillar dealer organization will continue to be a major competitive strength.  Independently owned dealers will be maintained wherever satisfactory results are – or can be – achieved.  Where such isn’t feasible, alternate distribution systems will be considered.


We’’ create competitive advantages through information technology by linking customers, dealers, suppliers, and operations within Caterpillar.  We will continue to emphasize adherence to sound, ethical business practices – as set forth in Caterpillar’s “Code of Worldwide Business Conduct and Operating Principles.”

Corporate Mission


Provide customers world-wide with differentiated products and services of recognized superior value.


Pursue businesses in which we can be a leader based on one or more of our strengths.


Create and maintain a productive work environment in which employee satisfaction is attained with high levels of personal growth and achievement while conforming to our “Code of Worldwide Business Conduct and Operating Principles.”


Achieve growth and provide above-average returns for stockholders resulting from both management of ongoing businesses and a studied awareness and development of new opportunities.

Corporate Strategic Planning


It was very interesting to find that Caterpillar does not have a formal Strategic Planning Organization.  It appears that before the corporate reorganization into business units, the corporation did have a centralized strategic planning organization.  They do have a published strategic planning process, but it was very difficult to find this process in action during the year that I was with the corporation.  


The thrust of the corporate strategy is embodied in the corporate Vision and Mission statements and the corporate Critical Issues; and they believe that these tools must provide a consistent direction for the company.  Focused strategies for individual profit centers and service centers are expected to be supportive of the corporate strategy.


Strategic planning must be a formal ongoing process, and the leader will be the CEO.   The Strategic Planning Committee (SPC) will continually assess our corporate vision, mission, and critical issues.  The Committee will consist of ten members with the CEO being the sole member from the Executive Office.  The CEO will decide composition of the SPC.  The SPC will not be a decision-making body.  The strategic planning process will include three annual reviews.


Executive Office Review (EOR) – strategies will be presented by each division at the Executive Office Reviews during the first quarter.


Strategic Review Conference (SRC) – divisional strategies will be discussed and critiqued at the Strategic Review Conference during the second quarter.


Corporate Overview – following SRC, a corporate strategy overview and reconciliation will be completed by the Executive Office.


What was actually observed was a process that was not very well defined and not very well understood.  The historical existence of an SPC was recognized by the senior leaders, but the active participation of the SPC in the past few years was not acknowledged and membership on this committee by a member of the logistics community could not be found.  The closest document that could be found that represented a strategic plan was developed and published over five years ago and has not been formally updated or reviewed since.  The reorganization into the business unit configuration has developed a planning process that looks more like this:


The business units develop an internal strategic plan, or more accurately a direction, which they use as the catalyst for building the next year’s business plan.  This “strategic plan” is normally not very well defined, is not formally documented, and does not look out much farther than a couple of years.  These plans are presented to the Executive Office at the Strategic Review Conference, which has now been moved to the third quarter, and has evolved into the building block for the business plan.  The Executive Office takes the projections of each business unit and compiles them, sums them up, and verbalizes them as the Corporate Strategic Plan.  For example, this process, from the SRC that was held over a year ago derived the current corporate direction of becoming a $30 billion corporation within the next 10 years.  


The Parts and Service Support business unit that I was involved with was a contributing entity to this corporate direction, however, the business unit does not have a formal strategic planning organization, does not have a formal or published strategic planning process, nor does it have a formally documented strategic plan.  In fact, during the time that I was with the organization they initiated a strategic planning team, which met three times, and was then disbanded.  It was disbanded because the senior managers of the business unit decided that the challenges facing the business unit in the current year, to achieve their business plan, was so compelling that they could not afford to divert the managers away from their current responsibilities.   


The most interesting aspect of this short lived group, was a significant split between the leaders that felt that change and direction for the future was needed and the leaders who felt that “we are the industry leader in our business, therefore there is no reason to change how we are doing business.”  This reminds me of a comment I heard once that basically said that if you weren’t constantly changing and improving your process, then you are merely standing still and waiting for the competition to pass you by.  In some regards, I had the distinct impression that there are many senior managers that are very comfortable with the status quo, and they really don’t want to generate change.  The fact that the group was quickly disbanded makes me believe that the outlook is truly short sighted and that being the “biggest” and “best” will carry the day in the future.  A very dangerous road to go too far down without running into some significant pitfalls.

BUSINESS PLAN DEVELOPMENT


Having participated in the development of two different Program Objective Memorandums (POMs) in the Pentagon, I really found the corporations process and time line for developing there Business Plan (BP) very interesting.  Unlike the military, where the POM building process takes over a year and tries to look into the future for six years, the corporate process is much more compressed and looks at a more realistic time horizon given the volatility of the global economy that they work in every day.  However, I also found the “guidance” that the business units were given to develop their BPs very interesting.  The Corporate Executive Council has stated that the $20 billion in revenues generated in 1998 would grow to over $35 billion within 10 years.  They then gave guidance to the business units to develop a BP that was based on a 5% reduction in sales from the 1998 business plan; manpower was to be held constant from 1998; return on assets were expected to be slightly higher than 1998; and profits were expected to be about the same as 1998.  Not exactly the type of guidance I had expected to hear from a company that was expecting to nearly double their revenues within 10 years.  This just goes to show the significance of the “strength of the market” given a global context, when you have some very soft market areas such as the Far East.


The other aspect of the Business Plan development that I found fascinating was the time line for its generation and presentation to the Executive Council.  The business unit basically built the entire BP during the final quarter of the business year, October – December.  They then had a two-hour presentation to the Executive Council on the 23rd of December, received approval with minor modifications, and began executing the new business plan on 1 January 1999.  A striking contrast from the timeline that it takes to get the Defense Department budget approved by Congress.

CORPORATE COMMUNICATIONS


It appears as though the corporation has gone through a very interesting corporate transformation process from a hierarchical structure to a business unit structure where communications is becoming more and more challenging for the organization.  In a hierarchical structured organization, communication runs fairly clearly both up and down.  It is through the information flow into the general offices and back out, that common information is shared throughout the organization.  In a business unit structure, where there are very few general offices, if any, the communications flow is extremely restrictive.  


When Caterpillar initially changed into the business unit construct, the communications flow had a historical process that maintained some form of momentum for providing information exchange between the newly formed business units.  But over time, as new business units are added and key positions change faces and personalities throughout the company, this momentum ceases to exist and the flow of communications becomes the exception, rather than the norm.  This is what appears to be happening to Caterpillar.  Time has eroded away the historical momentum of information exchange and the clarity of information passing between business units is becoming more and more muddled.


The Corporation has tried to bridge this communications gap with the use of information technology processes and procedures.  They have an outstanding internet, intranet, and extranet operation, but these communication tools seem to be more of the traditional “static information” providers.  They really haven’t started to use these tools as active information exchange and idea collaboration tools.  The use of these tools to provide interactive presentations, company forums, and company collaborative workgroups is an integral process that they should explore if they are going to evolve back into a synchronized corporation where the business units are all interacting and communicating with each other to improve the corporation for the future.

CORPORATE DRIVERS


There are a number of items that Caterpillar spends the majority of its time and money emphasizing and working to improve that I believe the military can take a few lessons from.

TOTAL CUSTOMER FOCUS – 

There are tens of thousands of customers who own and operate Caterpillar equipment every day.  Many of them stake their entire success or failure on the availability and operability of a piece of CAT equipment.  There is currently a fairly small number of large equipment owners with the largest density of products; but with the introduction agriculture products, compact construction equipment, and skid steer loaders, they understand that the ratio of owners to pieces of equipment in operation will rapidly change.  They also understand that the owners of CAT equipment are very demanding, after all it is the tool of their livelihood, and the expectations of the equipment and the service support system is very high.  Therefore, they work very hard to define their customer base and develop processes and procedures to support those customers.

The military has a very difficult time defining its customer base, and even once identified, I believe the customers do a very poor job of placing the appropriate demand on the providers to properly support them.  The biggest difference is that CAT customers are willing to apply resources (both dollars and manpower) to the support and maintenance of their equipment.  In response to their resources, the logistics systems provide the appropriate level of support to keep their equipment running.  The military continually looks at supporting their equipment as a secondary responsibility and adequate resources are often lacking to properly maintain their equipment.  When a CAT customer has to make a tradeoff between servicing a piece of equipment or deferring the expense for some other reason, you can bet that they will service the piece of equipment because that is what generates their revenues and profits.  Until the military can find a “profit” equivalent concept for equipment readiness, this problem will continue to exist in the military.

PRODUCT DIFFERENTIATION -


This is what makes Caterpillar equipment unique and different from every other piece of “CAT like” equipment on the market today.  Caterpillar spends millions of dollars every year on technological research and development so that they will remain the industry leaders for the products that they produce.  When you visit the CAT technology center the walls are lined with patents of products and procedures that their engineers developed over the years.  It is these new designs and technological advances that keep them ahead of the competition.  Caterpillar also goes to great lengths to trademark and “brand” the proprietary properties of their designs and equipment.  It is through this branding process that they maintain a competitive advantage that to them relates to future sales and profits that are vital to their continued success.  However, they are always driven to provide these products in a timely manner and at a price that the customer can afford and is willing to pay.


The military has always been renowned for its technological development of advanced fighting systems and that is important, unfortunately we do not do a very good job of getting them to market on time or on budget.  We also do not put as much effort or resources into our second and third tier equipment.  At Caterpillar there is no such thing as a second or third tier product, they are all equally important and they are all expected to be profit generators.  To be successful in business, and the military is trying to be more business like, it is important to approach the equipping requirements as if every product is a profit generating resource for the military.  The one thing that we do, like business, and must continue to do is to stay technologically ahead of our competition.

LIFE CYCLE VALUE-


Caterpillar will tell you that they are not the cheapest to buy, but they will also quickly tell you that they are the least expensive to own over the total life cycle of the piece of equipment.  They will also assure you that they will continue to support the equipment they sell for as long as you own the equipment, regardless of whether you are the initial purchaser, or if you are the second, third, or multiple generation owner of the equipment.  It is the proven success of this life cycle value concept that continues to bring Caterpillar equipment owners back time and time again.  They also demonstrate a deep commitment to the customers to support the equipment in the field with the highest quality of parts, the best parts availability in the industry and the finest technician training and support in the business.


The military has a historical track record of buying “the best possible equipment” at the “lowest possible cost.”  This may prove to be a frugal way to approach equipment buying when you are looking at this year’s resources, but the CAT owners will tell you that it is exactly the wrong way to buy equipment if the bottom line is involved over a number of years.  The military, especially considering the length of time that we own a piece of equipment, cannot afford to continually pay the future life cycle costs, for a lower up front expenditure, and needs to seriously view all procurements for their life cycle value, not just their up front costs.  The military also commits to outstanding support of the products they have in the inventory, however that support is seriously constrained by the availability of repair parts, availability of funds, and the availability of qualified mechanics as a result of other, non-mechanic requirements placed on their time.

PROFESSIONAL CORPORATE CULTURE


TRUST is the most important element of the corporate culture at Caterpillar.  Everything starts with a very concerted effort to build a strong degree of trust between everyone involved throughout the Caterpillar family.  This includes the corporate headquarters, the employees in each business unit, the relationship between the business units, the dealer network, the suppliers, the service providers that have been out-sourced and the customers around the world.  Caterpillar really takes the time to know and understand the needs and expectations of all the players involved, how each member runs their part of the business and exactly what each needs to be successful.  Then they actively work together to fulfill the needs of every member.


QUALITY has been both the mainstay and a challenge for the company over the years.  Historically they have been known as a “Quality” producing organization, but they have had some real challenges in the quality of their products over the past couple of decades.  They are actively working to improve both the quality of their products and the quality image that they expect to maintain.  As Caterpillar states their quality goal is to provide total customer satisfaction in all products and services, both external and internal.  Their approach is to completely integrate quality into all businesses.  The concept of total quality management is embodied in the Strategy for Excellence which is comprised of eight specific areas:

· Continuous improvement

· Leadership

· Human resource development

· Product and process development

· Internal production of products and services

· External material and service procurement

· Product and service customer support

· Measuring and improving customer satisfaction

Continuous improvement and dedication to all facets of the Strategy for Excellence will result in satisfied customers, employees and stockholders.


PUBLIC RESPONSIBILITY is a basic tenant that the Executive Office has purported to the senior managers of the company.  They believe there are three basic categories of possible social impact that the Caterpillar and its leaders should have on the local community that they are a part of:

1) The straightforward pursuit of daily business affairs.  This involves the conventional (but often misunderstood) dynamics of private enterprise: developing desired goods and services, providing jobs and training, investing in manufacturing and technical facilities, dealing with suppliers, attracting customers and investors, earning a profit, and paying taxes.

2) The conduct of business affairs in a way that is socially responsible.  It isn’t enough to successfully offer useful products and services.  A business should, for example, employ and promote people fairly, see to their job safety and the safety of its products, conserve energy and other valuable resources, and help protect the quality of the environment.

3) The initiatives that relate to operations beyond the organization itself, such as helping solve community problems.  To the extent our resources permit, and if a host country or community wishes, we will participate selectively in such matters.  Each corporate facility is an integral part of the community in which it operates.  Like an individual, it benefits from character building, health, welfare, educational, and cultural activities.  And like an individual, it also has a citizen’s responsibility to support such activities.

As such, all Caterpillar employees are encouraged to take part in public matters of their individual choice.  It is specifically recommended that senior leaders of the company become personally involved with public activities in their communities.


What I have specifically noticed is that all of the senior leaders are very involved with local community activities.  Some are involved with local school and city councils, some are involved with special organizational activities, such as the Girl and Boy Scouts or the Wilderness Prairie Park, and some are involved with community improvement activities such as the Peoria Riverfront Development Project.  What is particularly interesting to note is that the company is so committed to these types of activities that they are very liberal in allowing a significant level of involvement with these activities to be done on “company time.”  There is no doubt that this organization is seriously committed to the community and in the successful operation of these community activities, even at some company expense.

EMPLOYEES


To truly understand Caterpillar, it is important to understand WHO is Caterpillar, and that is the employees of the company.  Understandably, in a company the size of this one, there are a number of employee categories built into there human resource structure.  It is interesting to note up front, that this is an organization where the majority of the employees are life long Caterpillar employees and most of them come from the central region of the United States, therefore it is a fairly homogeneous group of people.  This is a dynamic that is changing with the globalization of the firm and the acquisition of foreign companies and activities, but it is still very prevalent throughout the company today, and probably for many years to come.


Executive Officers – these gentlemen consist of the Chief Executive Officer, Mr. Glen Barton, and the four group presidents.  All of these men have been long term Cat employees and all have well over 30 years with the organization.


Vice Presidents – there are 26 Vice Presidents in the company, each responsible for the operation of the 26 different business units that comprise the organization.  For the most part, they also are all long term Cat employees, an example of a rare exception would be the Vice President of the Perkins Engine business unit, who acquired the position of Cat VP when Caterpillar purchased the Perkins Engine company.


Management Employees – this group consists of all the managers ranging from College Graduate Trainees to the Senior Managers up to the Vice President level.  This group is the military equivalent of our Officer Corps.  Caterpillar recognizes a challenge with this particular group that has become very top heavy over the years.  In the early 1980’s, Caterpillar went through a very challenging economic time and in fact, for the first time in their history, they lost money.  As part of the corporate response, they decided to reduce expenditures by cutting costs and downsizing the work force.  This action greatly reduced the size of the junior manager workforce and they simultaneously stopped hiring management personnel for a period of about eight years.  As a result of this series of actions, the management structure of many of the business units are very top heavy with regards to its age demographics.  For example, the P&SS business unit has approximately 35% of its management work force will be eligible for retirement in the next 10 – 12 years and I’ve been told that this percentage may be as high as 50% for some other the business units in the Peoria area.  Since they have been hiring new managers during the past 10 years, the percentage of managers in this demographic category is fairly high, up to 40%.  The result is a relatively small pool of “middle managers” with the experience to move up into senior management over the next 10 years.  This has evolved into a challenge for the leadership of Caterpillar to determine how they will prepare these middle and junior managers to fill the expected senior management shortfalls in the next 10 years.


Salaried Employees – this group represents of office employees that are handling the administrative functions of keeping the operation going.  It also consists of junior level supervisory positions working with the hourly employees.


Hourly Employees – this is the group that is on the floor, getting the jobs of manufacturing done.  These folks are the parts processors, the forklift operators, the welders, the machinists, the assembly line workers, etc.  This group is also subdivided into two very distinct factions; the long-term hourly employees who are receiving “full wages” and the newer hourly employees who are being paid “competitive wages.”  


Full wage employees are those union workers (the predominant union at Caterpillar is the UAW) who have been with Caterpillar since before the union contract of 1996 was signed.  These employees have reaped the benefits of a very aggressive union and a very financially prosperous industrial segment.  During the years leading up to 1990 the union worked very hard to increase an hourly a wage earner pay and benefits, which resulted in very high hourly wages for these employees.  For years the union worked a process where they would renegotiate the employees contract every year.  The way this got out of hand was by the union negotiating a contractual agreement with Caterpillar, during the same year they would negotiate a deal with John Deere using the results of the Caterpillar contract as the basis for increase, then going to Case Inc. and negotiating a better contract based on the results of the John Deere contract.  As a result, by the time they got back to Caterpillar the following year, they were using the results of the Case deal, rather than the existing status of the Caterpillar contract to determine their pay increases for the next contract with Cat.  The outcome of this was that union pay was increasing at a rate approximately three times as fast as it would if there was just one industry pay increase per year.  Therefore, Caterpillar now has a fairly aging hourly work force that in some cases is making $35 - $40 per hour to perform relatively unskilled functions in the supply operations.


Along came the strike of the 1990’s.  In the 1990 time frame, then CEO Mr. Don Fites established the position that Caterpillar could not afford to continue to pay these growing hourly wages and remain a fiscally sound organization.  He proposed a second level of hourly employees known as competitive wage earners who would start at $8.25 per hour.  This obviously did not set well with union leadership and a very bitter strike ensued for over six years.  During this time a very large wedge was driven between hourly employees and management, and that wedge became even bigger when the union eventually agreed to the competitive wage demands so that the employees could at least get back to work and make an income.  The other wedge that developed was between the full wage and the competitive wage employees.  Both of these wedges still exist and will probably continue to exist for as long as full wage employees remain on the payroll.


The success of getting competitive wage employees has developed into another managerial challenge for the corporation.  In the past an hourly employee would hire on with Caterpillar with the expectation that their pay would continue to grow and they would be career hourly employees with the company.  The current trend appears to be that the competitive wage employees accept the competitive wage as a way to “get their foot in the door” so that they can get recognized and moved to higher paying “skilled jobs” or to get their educational benefits so that they can either move up into the salaried or management ranks or move to another company with some experience that pays better.  The main facilities in the Central Illinois area still hasn’t felt the effects of this yet, but the smaller facilities and the dealer can attest to this phenomenon.  Where the managers have been used to working with a fairly stable and experienced workforce, I think they will soon be faced with the challenges of managing a very volatile, quickly rotating, workforce where the biggest challenge will be training them how to quickly become experienced enough in there jobs to do it correctly and accurately.

TOTAL COMPENSATION


Caterpillar compensation utilizes the Hay Evaluation System, who looks at approximately 350 companies in its survey and they target the 75th percentile for setting their pay and benefits.  They also compare themselves against the big three automobile makers and 20 of the top Blue Chip Stock companies, with the expectation that they will be at about the 50th percentile when compared to these organizations.  Therefore, they feel that they are very competitive in the job marketplace, but they know and understand that they are not the “best paying” in the industry, but they are paying well enough to get the talent they want and need.  The four compensation philosophies that Caterpillar uses are 1) compensation must attract, retain, and motivate high caliber employees 2) compensation must encourage high standards of individual and unit performance 3) compensation must provide appropriate incentives to motivate individual and team contributions and 4) compensation must be competitively based and linked to the business success of both business units or service centers and the corporation as a whole.  What they do is review their pay scales every year against the Hay survey results and make changes to the pay scales as the Hay survey dictates.


Health Care coverage consists of comprehensive, affordable medical coverage through a network of physicians, hospitals, and other providers.  As long as an employee receives care through the network when their sick or injured, most of the expenses are covered 100%.  Prescription drugs are available through participating pharmacies for a low co-payment.  HMO options are also available in some geographic locations.  On the 1st of January 1999 Caterpillar added a premium payment rate for their monthly health care benefits.  For an entry management level employee this premium payment would cost the employee $15 per month, and up to $40 per month if they had a spouse and dependents.  These premium payments increase as the age and salary grade of the employee increases.  After an employee has been with the company for one year, they also receive fairly extensive dental, vision and hearing care benefits for themselves and their family at no additional costs.


Life insurance and disability benefits are also provided.  The company holds a basic term life insurance policy equal to 2 times the employee’s annual salary and accidental death and dismemberment coverage equal to 1 times the employee’s annual salary at no cost to the employee.  The employee can also purchase additional insurance for themselves or their family at very competitive group rates.  Disability benefits are paid completely be the company and consists of 100% of their base salary for the first six months of the disabling illness or injury and 60% of their base pay for as long as the disability continues.


Retirement Income is an integral part of the total compensation package.  An employee will accrue retirement benefits at the rate of 1.5% per year of employment.  The employee gains ownership of the pension (or becomes vested) after five years of employment and normal retirement without penalty is age 62.  To be eligible for retirement an employee must have competed 30 years of service or 10 years of service and be at least 60 years old.  The actual retirement payment amount is calculated based on the number of years of employment times the 1.5% factor, times their highest five years pay (during the previous 10 years of employment) which includes all annual earnings and incentive payments.  The employee does not have to pay anything into this retirement plan.


Employees’ Investment Plans are additional investment opportunities that Caterpillar provides to their employees.  Part 1 is a stock purchase plan that allows the employee to contribute up to 6% of their after-tax pay to purchase Caterpillar stock and/or units of the Government Short Term Investment Fund, which Caterpillar matches at the rate of 50 cents for every dollar.  After 24 years of service this matching level increases to 66.67 cents and after 35 years of service increases again to 80 cents for every dollar invested.  Part 2 is a 401(k) plan where the employee may contribute up to the maximum limit allowed by the IRS.  Contributions are deducted from their pay before federal and state income taxes are withheld.


Time Off is provided in four ways.  First is regular vacation that an employee accrues at the rate of 2 weeks per year for the first 4 years of employment; 3 weeks per year for years 5 through 14; and 4 weeks per year for 15 years of employment or more.  One week’s vacation may be carried over from one year to the next.  Second is Christmas vacation which is the time period from just before Christmas to just after New Year’s when the employees are released with pay, but without having to expend their accrued regular vacation days.  Third are holidays and Caterpillar officially recognizes 11 holidays during the year.  Fourth are personal leave days that a full time employee receives after working with the company for one year.  The employee receives three paid leave days each year that can be used for social, recreational, or other noncompelling personal reasons.


They also have time off without pay options for family and medical leave, as well as for formal leaves of absence which would include things like educational, reserve or national guard duty, or other personal purposes.


Incentive Pay is considered the portion of your pay that you have “at risk” and is directly tied to how well the business unit you are in and the company as a whole does during the year.  This incentive pay is provided to salary grade personnel and ranges from 7% for the entry-level grades to over 30% for the most senior level grades.  This was designed to either reward or penalize the employee based on the overall contribution potential they have to the overall results of the organization.  P&SS incentive compensation for 1998 was based on three sub-categories.


25% based on overall corporate results


55% based on the Return on Assets of just the P&SS business unit


20% based on the results of the repair parts stock service worldwide

The corporate target for the incentive payout as developed in the Business Plan is a factor of .90, but could be as low as 0 and as high as 2.


Let me give you a couple examples of how all of this could work.  

First let’s take a new college graduate who has been working for Caterpillar for a full year.  The income that person would expect to receive would be around $40,000, along with all of the other benefits noted above.

If the corporation and the business unit performed at the level expected in the business plan then the incentive factor would be .90 and that is what we will assume in this case.

At the salary grade that this person would be assigned they would be eligible for an incentive payout of 7%; plus an additional 25% of that 7% as an individual discretionary factor.

This would calculate out as:

$40,000 times 7% times the factor of .90 which would equal $2,620 plus

$40,000 times 1.75% (25% of 7%) times the factor of .90, which would equal $700

Therefore, when the incentive checks are given out in early March this employee would get an incentive check worth $3,320.

Additionally, if the employee contributed the full 6% to the stock investment program and the company matched it at the 50% level that would be an increased value of $1,200

In total, this employee would make $40,000 plus $3,320 plus $1,200 or $44,520.


In the second example I’m going to use the other end of the spectrum and give an example of the position that would correlate to the worldwide operations manager.  This would be a job approximately similar to the Defense Logistics Agency’s Defense Distribution Center Commander; currently an Army Brigadier General.

The salary of this position would be around $220,000 along with all the other benefits noted.

Let’s assume that the corporation again made business plan and the incentive factor was .90.

At this salary grade level the incentive factor is now 30%; plus an additional 25% of that 30% as an individual discretionary factor.

This would calculate out as:

$220,000 times 30% times the factor of .90 which would equal $59,400 plus

$220,000 times 7.5% (25% of 30%) times the factor of .90 which would equal $14,850

Therefore, when the incentive checks are given out in early March this employee would get an incentive check worth $74,250.

Additionally, if the employee contributed the full 6% to the stock investment program and the company matched it at the 80% level that would be an increased value of $10,560

In total, this employee would make $220,000 plus $74,250 plus $10,560 or $304,810.

In addition, an employee at this salary grade level will qualify for stock options.  The stock options that Caterpillar issues to their upper management is 3 – 10 year executable options.  The expectation, and track record, from the recipients of stock options is that by the time they execute their stock options they will be worth at least double the salary they made in the year that they were earned.  In this case, the expectation that the executable value of the stock options received by this employee would be over $600,000.

To close this case example, I will also cover the expected retirement income for this level of employee.  If this employee has been with Caterpillar for 30 years (in reality probably more than that) and if he held this job for at least five years and the calculations above closely resemble the income for this job for the past five years.  Then the retirement calculation would be:

30 years times 1.5% per year times $304,810 (gross compensation of salary plus incentives) and he would receive $127,164 for the rest of his life. 

PARTS AND SERVICE SUPPORT BUSINESS UNIT


During the year with Caterpillar I spent the majority of my time with the Parts and Service Support business unit of the corporation.  It is an organization of approximately 3,500 employees who are responsible for getting the right part, to the right place, at the right time to keep Caterpillar customers equipment operational.

WHAT IS P&SS?


P&SS are organized with a Corporate Vice President and eight divisions.  These divisions are: 


Distribution Operations


Availability and Inventory Management


Purchasing, Transportation & Engineering


Parts and Service Marketing


Service Support 


Information Services


Business Services



Quality and Human Resources

Distribution Operations – these are the 23 parts facilities (approximately 10 million square feet of warehouse space) and approximately 2,400 employees where the wholesale level parts are stored and maintained.  These facilities are divided into two primary categories; Distribution Centers and Regional Distribution Centers.  Distribution Centers fill emergency orders and dealer stock on a regular schedule.  They also serve as back-up regional distribution centers with worldwide locations in: Denver, Colorado; Morton, Illinois; York, Pennsylvania; Miami, Florida; Melbourne, Australia; Grimbergen, Belgium; Piracicaba, Brazil; Johannesburg, South Africa; Beijing, China; Sagamihara, Japan; Monterrey, Mexico; and Singapore.  These are the larger facilities that each has a fairly significant region of responsibility for providing direct support to a large number of dealers and customers.  The Regional Distribution Centers (RDCs) are small facilities and store only fast moving parts to fill emergency orders whose stocks are determined based on the density and types of machines in there geographic area of responsibility.  The RDCs are located at: Dallas, Texas; Hayward, California; Los Angeles, California; Atlanta, Georgia; Indianapolis, Indiana; Toronto, Canada; Kansas City, Missouri; Memphis, Tennessee; Spokane, Washington; and St. Paul, Minnesota.

Availability and Inventory Management (AIM) is the division that determines which parts will be serviced or “made available for sale” to CAT dealers and end users.  Based on marketing and dealer support forecasts, this division creates its own forecasts for material needed to meet worldwide demand.  This group uses highly sophisticated and Caterpillar proprietary automated inventory control systems to manage the 550,000 parts that comprise the CAT inventory of parts.  They determine the distribution, placement, and depth of stocks that will be placed at each of the distribution facilities.

Purchasing, Transportation and Engineering is responsible for buying the majority of the 550,000 part numbers that are made available by the P&SS system.  Approximately 60% of the parts required by the system come from outside suppliers.  This is interesting to note that approximately 20 years ago almost all of the parts and components used by Caterpillar were manufactured by one of its manufacturing facilities; a prime example of how CAT has been partnering and outsourcing over the past two decades.

Parts and Service Marketing develops promotional material, service information ands support literature as well as marketing and training programs.  This material is coordinated with and through CAT marketing organization worldwide; who pass it on to dealers.  Dealers then use this information to improve their service operations to the customer.  They also develop sales forecasts for all CAT marketing organizations and assemble them into a corporate forecast, which is monitored continuously and is the most important tool they use as they build their annual business plan.

Service Support utilizes leading edge technology to create and deliver a wide range of Caterpillar technical information to customers.  They produce for the corporation the parts manuals, operation & maintenance manuals, service manuals, diagnostic information, and training information; and they do this multiple languages.  According to current laws, any product sold must be accompanied by an operator’s manual in the common language of the country in which it is being sold.  Since they currently sell products in over 200 different countries, this presents a challenge unlike anything that the military is faced with.  The integral ingredient in getting this all done is the Service Information System (SIS), which is a world class computer based authorizing and information delivery system.

Information Services is involved with developing technologically advanced information systems that link CAT offices, parts facilities, dealers, and in some cases customers around the world.  This is done in conjunction with IBM systems personnel that have developed the current proprietary system that is in use and being continually updated every day.  This system modernization employs leading edge systems designed to differentiate the service provided by Caterpillar from its competitors.  The heart of this system is a state of the art data center located at Morton, Illinois that is capable of handling worldwide data processing functions via a mainframe computer that connects CAT with its dealer network around the world.  An integrated computer system is used to manage all of the processes of inventory management, distribution, warehouse operations, service information, and order processing in real time.  Dealers submit customer requisitions through a system called ANTARES, which allows them to do emergency and stock order processing, invoicing, claims, and returns from an on-line computer network.  It also provides shipping information, parts locations, and assistance in identifying parts required to make a repair.

Business Services track all of the financial activities such as worldwide sales, profits, and expenses.  They also coordinate development of the annual business plan and provide financial analysis on capital investment plans to support the P&SS global distribution network of facilities.

Quality and Human Resources has the job of finding the right people to perform all of the varied tasks and functions of the entire business unit.  They are integral in the process of selecting, recruiting, developing and training the employees of P&SS.  They operate a brand new visitor center at Morton, Illinois that receives over 8,000 visitors per year.  The majority of these visitors are CAT dealers and customers that are highly interesting in knowing how dedicated P&SS is to supporting their equipment in the field.  They are also responsible for an extensive metallurgical lab where they extensively test the parts being received to assure that they meet the specific standards and guidelines established by CAT specifications.  In a normal year, they will test, destroy, cut up, and diagnose over $500,000 worth of parts.  Quality is a key cornerstone to the past and future success of the Caterpillar organization.

P&SS STRATEGY


P&SS develops a fairly extensive Support Strategy every year as part of the business plan development process.  I found the process to be more of a development of near term (next year) direction, than it was a real strategic plan development.  During my time with the organization, we discussed the merits of a “strategic plan” that looked out more than a year, and it was initially well received.  In fact, they developed a strategic planning team that met three times before the decision was made that the challenges of meeting the 1999 business plan was more important than developing an out year look at the direction they were really going and where they really wanted the business unit to be in five years.  I found this to be very unfortunate and shortsighted.  If you don’t get your future leaders involved with developing where the organization will go, it will eventually get there, you just may not be where you want to be.

P&SS VISION

To be the world-class provider of product support services to Caterpillar business units, dealers and customers

P&SS MISSION

Help customers keep their Caterpillar equipment operating at the lowest cost

SERVICE VISION

Deliver technical information, tools, and diagnostic capability to service technicians when and where they need them

PARTS LOGISTICS VISION

Deliver all parts required to perform repairs to service technicians when and where they need them

MARKETING VISION

Create a market for parts, products and dealer service work

CRITICAL ISSUES – WHAT MUST BE GIVEN FOCUSED ATTENTION

The organization has developed five critical issues to keep the employees focused on the mission at hand.  The senior managers state routinely that if you are employed at P&SS and you are working on something that does not directly relate to one of these critical issues, then you are probably doing the wrong thing.  To understand the emphasis of the senior leadership, it is important to understand the heart of their thrust, these critical issues.

1. Provide parts products and services to customers at levels which differentiate CAT from competitors

1.1 Meet worldwide parts availability objectives

- Providing parts availability at targeted levels remains our number one goal; of all the important things we do, this is still most important.  We've not stated specific targets here, because different customers and different products have different availability requirements; we're tailoring the goals for each product to fit the needs of the customers.  We intend to achieve all targets, all the time, all around the world.

1.2 Improve material velocity through the parts network

-  Speeding up the flow of material through the supply chain has been the biggest single contributor to improving service while reducing inventory.  The benefits are myriad, including improved accuracy, reduced rework, improved efficiency, and so on...there are all kinds of benefits that arise from "doing today's work today" and expanding to a 24 x 7 operational environment.

1.3 Identify, implement customized solutions for industry and product groups as aligned with Distribution Study recommendations  

- While our goal is to improve product support for all customers, a new focus is required for new critical business arenas for Cat.  It is imperative that we find innovative product support solutions for these very different customer groups that fit their needs better than competitive offerings.

1.4 Provide timely superior technical information and tools to dealers

- To completely support the goal of "fixing things right the first time," we have to put into the dealers' hands all the information, tools and the right skill levels in whatever language he requires.

1.5 Develop Caterpillar dealer parts and service operations expertise

- Expanding core product line, adding more diverse product, growing product complexities (electronic, hydraulic), combined with the demographics and shortage of skilled technicians, dealers are struggling with the recruiting and training of people who have mechanical, electrical and hydraulic basics.  We must implement a worldwide dealer service technician development program which addresses technician image, recruiting, training curriculum, training support (materials, training aids and product) and support for two year dealer technician degrees from community colleges or their equivalent.  We must challenge and revitalize our service training program -- leveraging other training facilities and instructors and incorporating electronic delivery to help dealers find and train technicians.  We must also help dealers improve the management of their parts inventory.

1.6 Develop and implement breakthrough Customer Support Agreement processes

- Customer Support Agreements (CSA) are the most important tool we have to lower owning and operating cost of product.  Done correctly, the CSA improves PINS and POPS for Caterpillar and Dealers.  The change of our selling process to include CSA's in every quote will be a major process improvement!

2. Implement and support visions for high velocity product support

2.1 Implement the parts logistics systems (ANTARES, materials, transportation, and facility logistics)

- The modernized parts distribution systems and SIS provide the foundation for delivery of parts information and subsequent ordering and delivery of parts to the customer.  Dealer capability is accomplished by using the Dealer Business System, which is becoming increasingly integrated with the modernized systems.  P&SS must complete development and rollout of the modernized systems, leveraging their enhanced capability.

2.2 Implement the RPI module of Service Vision

- The Service Vision is a major project encompassing many new systems and further integrating existing systems.  Included within the Vision is on-board diagnostic technologies, a communications channel, field service capabilities, consist management, service management, and service scheduling and dispatching.  Data and information systems must be in place including a training plan.

2.3 Implement improvements identified in the parts and service marketing 2001 vision and develop parts sales growth vision

- The Parts Marketing Vision outlines the way we will provide differentiation for Caterpillar and Dealers to help drive growth and profitability in the parts and service business.  The plans are to improve business processes like market segmentation, sales information and competitive intelligence.  A new long-term sales growth strategy is being developed with marketing and product organizations.

2.4 Capitalize on electronic commerce capabilities including electronic data interchange, internet, extranet, and intranet to provide competitive advantage

- E-Commerce offers new opportunities for use of communications and I-Net technologies.  P&SS must position itself to leverage these technologies to provide competitive advantage in customer service.  Examples include Dealer Inventory sharing using EDI, Bargain List Parts, Customer retrieval of technical information and Cat/Dealer partnership in providing customers I-Net product support and parts ordering capabilities; and parts and literature ordering capabilities.

3. Accomplish improvement through people

3.1 Motivate and continuously improve team work and employee involvement

- We need to make continuous improvement a way of life in P&SS.  Therefore, we need to give our employees much greater opportunities to make their own decisions and assume more responsibility.

3.2 Recruit, develop, and train a diversified workforce

- To address P&SS's approaching demographics problem, we have major challenges to recruit an increasing number of new employees.   Also, it is critical to increase our training of existing employees to cover new skills needed and new systems.  We will strive to develop a core of corporate functional expertise in the Parts and Service areas.  This expertise will serve as a foundation stone in addressing Parts and Service needs and as a sound basis for personnel movement into other areas of the company.

3.3 Improve employee satisfaction survey results

- We need to use the survey results by acting on items where employees have identified and reported weaknesses and opportunities for improvement.

3.4 Implement a career strategies program

- One of the top ten unfavorable items in the Employee Survey is related to opportunities for career development and advancement.  A process will be introduced to address this need and in the Peoria Area during 1999, a training program for supervision and employees will be implemented.

4. Support product group efforts to improve product reliability and customer satisfaction

4.1 Create and execute cost effective product support plans

- P&SS has to be in at the beginning of new product development.  This means we have a product support plan ready and in place during the early stages of the product conception.  This requires a close working relationship with Product Group Designers and NPI Managers to provide the level of product support that dealers and customers expect at NPI.  We will utilize CPPD and other technologies to help this relationship.

4.2 Influence and encourage the use of proprietary and branded parts into prime product designs

- When CAT owns the design and distribution of replacement parts, we can offer differentiation, added value, control the quality and performance of parts and prime products.  This results in higher customer satisfaction, higher POPS, and protects the profit contribution of CAT parts.

4.3 Sell the value of product support to product and marketing business units

- The Customer Support Conference in April 1996 kicked off a fresh beginning to work with our product and marketing partners in a true teamwork fashion.  We need to continue to build on this foundation by jointly defining our product support priorities and issues and by responding quickly with creative solutions.

4.4 Aggressively re-engineer P&SS processes to embrace and apply CPPD principles

- P&SS has, over the years, progressively certified certain facilities with ISO 9000 certificates, while other units have had internal CAT certification.  In general, a certification process despite the up front work is good for P&SS.  Use CPPD as required.

5. Improve P&SS Return on Assets (ROA)

5.1 Increase parts inventory turnover

- The faster we turnover our inventory the greater our cash flow and our return on assets.  It is very costly to carry inventory for interest, loss, damage, storage costs, handling, obsolescence etc. so it pays to " keep it moving."  P&SS used to be at 11.4 months of supply on hand and now we are targeted at 6.5 months in 1998.  We have plans to get even lower levels and continue with optimum service to the customer.

5.2 Improve cost/sales relationship

- The goal is simple. Increase sales and reduce cost. Continuous improvement in all we do is the key to driving out wasted time and inventory throughout all product support activities. Look for cost drivers that add no value and eliminate them.    We need to mount a special effort in our offices.

5.3 Increase POPS and price realization

- Cat must continue to offer the highest value parts and service to our customers and dealers so Caterpillar products are the preferred choice. High coverage of the market benefits us all through volume and ongoing sales opportunities throughout all business cycles.  Use of genuine Caterpillar parts keep customers' Cat equipment performing at peak levels.  However, customer loyalty is not an entitlement that we can ever take for granted.

5.4 Reduce cost of goods sold as percent of sales

- P&SS buys parts from two major sources, these are other Cat business units and outside suppliers. We must seek the best value from our sources as we provide high quality and availability to our customers. Remember our mission is to "Help customers keep their Caterpillar equipment running at the lowest cost."

5.5 Maintain attractive profitability through all business cycles

- One of the corporate objectives is to provide shareholder value through strategies that make Caterpillar financial results less cyclical.  P&SS must have a plan in place to achieve volume flexibility that will contribute to the corporate goal.  This should have a positive impact on cash flow and also the long term price of Caterpillar stock.

5.6 Measure and continuously improve key business processes

- It is vital that we gain substantial productivity improvements in all our office and business related processes.  We have made some gains with our structured CI program over the last few years, but much remains to be done.

CORE VALUES

At the corporate level there is a very well established Code of Worldwide Business Conduct and Operating Procedures that cover a wide variety of “business” type topics, it does not identify any documented Corporate Core Values.  It does address topics such as ethics, human relationships, privacy of information, continuous improvement, competitive conduct, intercompany pricing, disclosure of information, insider information and many other topics; it stops short of providing common values for the employees to follow.  The understanding is that since the independent business units are responsible for running their own entity, they are also responsible for establishing their values.  In every business unit that I had the opportunity to visit, they did have published values.


The P&SS business unit has published five core values.  

1) PEOPLE make it happen – we trust and respect each other.  This value is further defined as trust in each other; being open, honest and fair; treating each other with dignity and respect; leadership is a responsibility, not a privilege or position; and that employees need to know each other and enjoy working together.  

2) PARTICIPATION is our responsibility – we make decisions and take action.  This value is lived when all employees are involved, concerned and accountable for the results; are well prepared and trusted to do their jobs; enjoy their jobs and like to be challenged; are positive thinkers and agents for improvement; and acknowledge each other for a job well done.  

3) PARTNERSHIPS work – we can do more as teams than we can alone.  This entails the belief that team members will produce superior results; teams solve problems together and meet suspense’s as a group; everyone encourage others to learn and grow; productive partnering includes being good listeners and communicators; recognition that everyone’s job is equally important and vital to total organization success.  

4) SENSE OF URGENCY accelerates improvement – we act promptly.  The basis of this is to respond quickly and deliver on time; set priorities; view time efficiency as a competitive advantage; and eliminate waste, redundancy and bureaucracy in all we do.  

5) SATISFACTION is our business – the customer is first.  This is probably the most important to them and they base their vision and goals on customer needs and satisfaction; they deliver on what they promise; the do what ever it takes to get the job done right; and they strive to delight those who pay them.

THE CORPORATE CROWN JEWELS


These is no doubt about it, logistics and the distribution system at Caterpillar is not only their Crown Jewels, but it is their Family Jewels too.  Past CEO, Mr. Don Fites stated that the corporation’s ability to sustain the CAT fleet, and to keep the customers equipment running at the lowest possible cost, represents the family jewels of the corporations.  To truly understand this statement, you must first understand Caterpillar’s definition of what they call the “perpetual revenue machine.”


The perpetual revenue machine works like this:

a) The first Caterpillar machine is sold by the dealer to a new customer; with the intent of selling a product that maximizes “life cycle value”; Not cheapest upfront costs.  They also expect to sell a quality product that is easily differentiated from the competition.  This starts what is expected to be a long-term relationship with the Caterpillar Corporation.

b) This sale develops a machine population that the corporation knows will require service work.  Through the relationship of the extremely strong dealer network and the customer, the customer will feel comfortable in bringing the CAT machine back to the dealer for this service word.  This relationship is promulgated by using Customer Support Agreements (CSAs), where the tem of equp0ment is sold with a CSA that provides timely repairs, by trained service technicians, and guaranteed minimum deadline time.  By capturing this service work, the CAT dealer generates a workload for their mechanics and a cashflow for their operation.

c) The next step generates revenues for the Corporation and that is the ordering and provisioning of Genuine Caterpillar parts through the distribution system to the dealers.  Through the corporate parts ordering system at Caterpillar (called ANTARES), the parts are ordered from the corporate parts and service support department.  This guarantees that the dealer will receive only Genuine Caterpillar parts that are covered by corporate patent rights, are proprietary, and are branded as CAT parts.  These parts are provided through either a Caterpillar owned and operated production facility or by certified suppliers that are held to very high standards of production and quality.  These parts are provided by the supply system through the dealer to the customer within 24 hours, 99.72% of the time.  Over 80% of the parts required are provided immediately by the dealer from the stocks they maintain on hand.

d) This type of product support produces extremely satisfied customers; customers that will generate repeat business for the corporation when they prepare to buy their next piece of equipment.

e) Then the cycle begins again.

Caterpillar definitely understands that their future success is based on their ability to keep the customer satisfied and happy and you do that by keeping their Caterpillar equipment running.  It is through repeat business by a satisfied customer, generated by the quality and responsiveness of the product support system, that is considered the catalyst of future growth of the corporation.

Caterpillar truly recognizes and understands that product support (logistics) is a core competency that is vital to the future success or failure of their corporation.  Logistics is truly a Caterpillar “Crown Jewel.”

TOTAL ASSET VISIBILITY


At the heart of Caterpillar’s logistic system is a unique centralized processing system that provides absolute asset visibility to the system all the time.  This is accomplished by a single data storage and processing database for the entire P&SS distribution management process.  This single database resides in a series of IBM computers that are housed at the P&SS logistics center in Morton, Illinois.  


All of the customer part requirements that cannot be fulfilled by the dealer are electronically submitted through a Caterpillar proprietary software system that is called ANTARES, to the central database in Morton.  The dealers have 24 hour on line access to the database and have the ability and authority to query the availability and location of any part that the distribution system owns, anywhere in the world.  When a request for a part is submitted, the computer automatically completes a regional search for the part, always increasing the search pattern, until the part is located at the closest distribution center to the dealer.  The part is then identified, picked and shipped within four hours of the part being requested.


The Caterpillar system has progressed to the point where they have achieved and sustained outstanding results in supporting the needs of their customers.  Over 80% of the time the parts required by the customer are fulfilled from the dealer’s inventory of parts on hand.  Following the complete processing of the entire parts distribution system; 99.72% of the time the part is either given to or shipped to the customer within 24 hours of the part being requested.  The key to this process is the determination of the storage location and quantities for each part in the wide variety of parts that could be requested by the customer in the field.  This is accomplished by a highly professional group of managers that comprise the Availability and Inventory Management (AIM) division at Morton, Illinois.  They also have a very professional parts expediting system to fulfill the final .28% of the parts that cannot be fulfilled within the initial 24 hours.  These backordered parts normally do not exceed 60 days in age before the part is procured and provided to the customer to fulfill their needs.  


So the following question must be asked, if they are so good, why can’t we in the military be more like them and achieve the same degree of success that they do?  There are a number of fundamental differences between our two systems, and our systems processes that must be understood.

1. Supply Chain Expertise – the average age of an employee working in P&SS is over 40 and most of them have been doing these jobs for the past 20 years or more.  The military has a much younger, less experienced and more mobile workforce.  Systems that they have developed are designed to enhance the level of expertise that they have to work with.

2. Certified Suppliers – Caterpillar develops long term partnership relationships with their suppliers and then they certify those suppliers to assure that they are providing the right part, to the right specification, at the right time.  The military does not develop long term partnerships with the majority of their suppliers, they are normally short-term requirements for a specific buy, at the lowest price and they do not actively certify the parts being provided by the supplier.  Caterpillar obtains great value in this type of long-term relationship with their suppliers.

3. Communication Links with Dealers – since the wholesale computer is stationary at Morton, Illinois and the 197 dealers are also stationary, the communication links are extremely reliable.  Additionally, Caterpillar has not yet been faced with the concern or fear that their lines of communication will or could be actively interrupted by their competition, something that is always a concern in a tactical military environment.  In the military the “dealers” or in our case the Supply Support Activities (SSAs) are extremely mobile and are expected to be deployed anywhere in the world at a moment’s notice.  This mobility factor generates a communication challenge that far exceeds the informational challenges that are faced by Caterpillar.  With the continued development of global communication systems, perhaps this obstacle will someday be overcome and the military will have the linkages required to implement the type of dealer to wholesale linkage that Caterpillar has.

4. Retail Stock Piles – the military has significantly reduced the number of parts and dollar value of its retail stocks, both at the SSA’s and at the end user Prescribed Load Lists (PLLs) and is now working on reducing its wholesale stocks of parts.  Caterpillar took the opposite approach, they have significantly reduced the size of the stocks carried at the wholesale level, which is the only part that they have ownership of, accountability for, and financial responsibility for.  What Caterpillar has not done, is reduce the size of the retail stocks that are owned and managed by the dealers, who are independently owned and operated activities.  Caterpillar has 197 dealers throughout the world, each with a parts operation that carries 3-4 months of stocks on hand.  This equates to between 40,000 – 50,000 different line items, with an extended value of approximately $6 million per dealer.  It is through this stockage of parts at the dealer level that they are able to achieve an 80% over the counter parts provisioning level to the customer and the main catalyst of the wholesale system being able to achieve the 99% same day parts shipment to the customer. 

The important element to note is that Caterpillar has proactively worked to fund and develop a very comprehensive supply chain management process that works extremely well for the way they are corporately structured to support their customers.  They continue to develop processes and procedures that will enhance their parts visibility down to the retail level, the same way that the military is working to achieve a seamless supply system, but neither one of us are there yet.

KEEPING AN EYE ON WHAT WAS GOING ON

Throughout my year at Caterpillar I provided monthly updates to the Chief of Staff of the Army.  These monthly updates are provided at the end of this paper to allow you the opportunity to see the variety of activities that went on during my year with this outstanding corporation.

IN SUMMARY


This was an outstanding learning opportunity that will have a profound impact on how I will approach my logistic missions in the future.  The opportunity to learn corporate business practices, as well as see corporate decision making processes in action, have left an indelible imprint in my mind that will forever enhance my decision making process.


Caterpillar is truly a first class company and an unquestionable leader in their industry segment.  The leaders that I have had the opportunity to meet and interact with are some of the most professional individuals that I have ever met.  It was my great pleasure to have been a small part of this great organization for the past year.  

1 October 1998, Report to the Chief of Staff of the Army

Caterpillar's overall mission is to:

  -  Provide customers worldwide with differentiated products and services of recognized superior value.

   -  Pursue businesses in which they can be the leader based on one or more of our strengths.

   -  Create and maintain a productive work environment in which employee satisfaction is attained with high levels of personal growth and achievement.

   -  Achieve growth and provide above-average returns for stockholders.

Key corporate values that they not only expound, but practice diligently every day:

   -  We operate ethically - they work within the standards established by their Worldwide Code of Conduct

   -  We're dedicated to quality - in everything they do and provide, whether it is a product or a service

We're value-driven - they are committed to meeting and exceeding every expectation that their customers expect and demand

-  We're part of a team - teamwork runs throughout the organizational continuum; with their customers, dealers, suppliers, and employees.

KEY EVENTS OF INTEREST

GLOBAL MARKET PROBLEMS.  Since Caterpillar is unquestionably a global organization, the current global market environment is definitely forefront on their minds and agendas.  Throughout the year the market performance in the pacific region has had a dampening effect on their overall growth.  They continue to track this critical marketplace, but they do not foresee any real improvements over the next year.

NEW CEO? - Mr. Don Fites, current CEO will turn 65 in January.  According to current by-laws all members of the executive body; the CEO, Group Presidents, and Business Unit Vice Presidents must retire upon turning 65.  The board of directors is scheduled to meet on 14 Oct 98, part of their agenda is expected to be a decision on who the next CEO will be.  This is expected to create some movement of key players throughout the organization.  Should be a very interesting period of time in the life of Caterpillar.

FAST TRACK - during this time period the Fast Track legislation was voted down.  This was a key piece of legislation for Caterpillar, given their global marketplace and expected global expansion.  Expectation is that this will resurface next year and Caterpillar is hopeful that the outcome will be more beneficial to opening global markets up wider.

WORKFORCE - very dedicated, however it is a maturing workforce.  Caterpillar currently consists of approximately 65,000 personnel, working in 26 different business units.  Demographics show that about 40% of this workforce is 50 years in age or older.  The expectation is that the majority of these employees will retire within the next 10 years.  This aging bubble is followed by a fairly thin group of employees between the age of 35 and 50, the result of a corporate decision to literally stop hiring for approximately 10 years during the 1980's as the corporation downsized and restructured.  This will present a significant challenge for the corporation to find and train the right personnel to carry the organization into the 21st century.

HAPPY WORKFORCE - the workforce is provided an excellent comprehensive benefits package; consisting of very competitive wages, an excellent incentive package based on Return on Assets, comprehensive medical and dental coverage, a pre-paid retirement package, and many other additional benefits.  The emphasis of the corporation is to develop company buy in very early, as a result they also have an excellent investment program where the employee can buy CAT stock and have their contributions matched by the corporation at a 50% rate.

YEAR END PERFORMANCE - the company is getting ready to close its books on the 1998 performance year.  Expectations are high, and it will be interesting to monitor actual results when everything is finalized and tallied up.

ANNUAL PLANNING CYCLE - the company is in the early stages of its annual planning cycle for 1999.  I will have an opportunity to participate in major portions of this process as the year progresses.  They are getting ready now to complete the initial account rollup for the 1999 budget process. 

THE NEXT MONTH includes attending the annual Council of Logistics Managers in Anaheim, California; a visit by BG Doornick and her commanders from the Defense Distribution Centers; the Parts and Service Support (P&SS) Distribution Managers meeting; the P&SS quarterly Business Plan Meeting; and on 9 Nov a visit by LTG Glisson, LTG McDuffie, and LTG Thompson.

1 November 1998 report to the Chief of Staff of the Army

Key Issues/Events of Interest

NEW CEO.  On 14 October the Board of Directors selected Glen Barton (previously one of the four group presidents) to be the next CEO of Caterpillar.  He will replace Don Fites in January, when Mr. Fites turns 65.  According to corporate by-laws, the senior executives of the company must retire when they reach the age of 65.  Don Fites will remain on the Corporate Board of Directors for an additional 5 years, until he reaches the age of 70.  This has caused some additional moves, but it is not expected to change the current direction or goals of Caterpillar, Inc.

3d QUARTER RESULTS.  On 16 October they released 3d QTR results which represented the "best" 3d QTR in corporate history.  A very noteworthy accomplishment considering the soft Asian economy over the past year.  Sales and Revenues for the QTR were $5.17Bill and Profits after taxes were $336Mill.  The corporation also announced a new share repurchase initiative to buy back a portion of outstanding stock over the next 3-5 years.

FUTURE LOOK.  Sales and Revenues are projected to be about the same in 1999 as they were in 1998.  They expect the markets in Asia, Japan and Russia to continue to decline; the markets in Canada, Latin America, and Australia are expected to show some decline; and the markets in Europe and United States (which represent approximately 70% of their sales) to increase.

WORLD's MOST ADMIRED COMPANIES.  Recently Fortune Magazine published their list of the World's Most Admired Companies.  Caterpillar topped the list in their industrial category of Industrial and Farm Equipment.  They were also ranked in the TOP 25 of all companies regardless of industrial category.

COUNCIL OF LOGISTICS MANAGEMENT.  I attended the annual Council of Logistics Management Conference in Anaheim, CA.  This is a world class conference of over 6,000 of the top logisticians from around the world, lasting four days.  It provided 8 different training sessions, each session offering over 40 different presentational topics as part of its curriculum.  It's focus on all facets of supply chain management proved to be a great opportunity to capture some of the service industries best business practices from the real corporate leaders.  This would prove to be a great educational opportunity for any senior military logistician who is working to keep abreast of what our commercial counterparts are doing.

DEFENSE DISTRIBUTION CENTER.  Had the opportunity to spend a day with BG Doornink and her DDC facility managers when they came to Caterpillar as part of their commanders conference.  They had the opportunity to see how CAT runs its operation, manages its data base, and discuss the Department of Defense Caterpillar Enterprise Study Solution Plan (Transforming DOD Logistics for the 21st Century) that was completed in September 1997 by Caterpillar and Anderson Consulting.

MR. ROGER KALLOCK, LTG MCDUFFIE, AND LTG GLISSON.  On 9 November Caterpillar will host Mr. Kallock, LTG McDuffie and LTG Glisson to show them how to apply Caterpillar capabilities to the Department of Defense and demonstrate the Caterpillar Dealers Capabilities.  Should prove to be a very educational day for everyone.

CATERPILLAR GOES TO THE ARMY.  I have started to work on an educational opportunity for Caterpillar's Senior logisticians to visit and see first hand how the Army does logistics in March 1999.  Current plan would include seeing garrison logistics operations (planning to visit Ft Hood), wholesale supply distribution operations (San Joaquin Depot in California) and tactical log operations at NTC.  Jim Baldwin, VP for Parts and Service Support (internal Caterpillar logistics), has already cleared his calendar and all of his direct hires are making plans to attend.

1 December 1998 report to the Chief of Staff of the Army

Key Issues/Events of Interest

BACKGROUND NEWS.  This is a 10-14 minute video tape that is created by Caterpillar every other week to broadcast highlights of the past two weeks to the employees of the corp.  I have sent a copy of one of these news tapes to COL Hoffman.  They send these to every facility they have around the world.

DISTINGUISHED VISITORS.  On 9 Nov LTG McDuffie, LTG Glisson and MR. Kallock visited Caterpillar.  They received a CAT overview; a logistics overview; reviewed the CAT enterprise study for the DOD; and closed with a tour of the Altorfer dealer here in Morton.  Great overview with the key elements of discussion surrounding the congressional language changes needed to implement the type of processes Caterpillar uses to support a single DOD logistics system.

INFOTECH '98.  This was a showcase of information technologies which make Caterpillar a high velocity company and hosted by the corporate information services department.  It consisted of 70 different displays/demonstrations that were grouped into the five key process areas of 1) Sales Capability, 2) Concurrent Product and Process Development, 3) Order Fulfillment, 4) Product Support and 5) Management of the Enterprise.  The significant part of this event was that they were really looking for dialogue and feedback as to how to make the systems more user friendly and better for the future, not just demonstrate the current state of the systems.

CONTINUOUS IMPROVEMENT PROGRAM (CIP).  The P&SS business unit concluded its 1998 CIP campaign with a total of 461 continuous improvement plans submitted.  This was up from the 305 plans that were submitted last year.  From these three plans were selected in each of three categories:  1) Business and Technical, 2) Regional Distribution Centers and 3) Major Distribution Centers to present their plans to a panel of outside experts for selection as the winner in each category.  The three winners were recognized at an awards luncheon with gold watches.  The submissions for next year have already started to arrive and the process continues.

1999 BUSINESS PLAN AND BUDGET SUBMISSION.  The process of developing the 1999 business plan continues, largest element of dichotomy exists between the sales projections of the marketing departments and the forecasts of the product divisions (currently a 1% difference).  This directly influences the 1999 budget development and submission that gets briefed on 23 Dec to the Executive Council and goes into effect on 1 Jan.  The four key drivers for the budget submission are:  1) accountable profit (which Corporate HQ has stated must be the same as this year), 2) Return on Assets (which will be driven by the other three factors), 3) employment (which must remain the same as '98), and 4) costs (which must remain flat).  Should prove to be an interesting December.

BOEING AIRCRAFT VISIT.  The SECDEF Fellows spent three days at Seattle visiting Boeing Aircraft.  The highlight of the trip was the discussions we had with Mr. Harry Stonecipher (President and Chief Operating Officer) who came to Boeing from McDonnell Douglas.  Some of the key points he made were:  1) biggest challenge to Boeing is understanding and figuring out how much a production process really costs; 2) developing councils of expertise to develop the lateral communications required to bring the three major elements of Boeing, Rockwell, and McDonnel Douglas together as one entity; 3) developing "Trust" between all members of the product team (suppliers, developers, production, and customers), 4) fix the revolving door legislation that prohibits expertise from flowing back and forth from industry to defense;  and 5) the biggest mistake we make today is to believe that innovation and innovative ideas are all based on the United States.  Bottom line feeling is that this is ONE really big company, but it is really three companies under one corporate logo.

MALCOLM BALDRIDGE AWARD.  The 1998 Malcolm Baldridge awards recognized Caterpillar Solar Turbine Engine production facility in California for its National Quality in the Manufacturing Category.  This is one of only three award winners to win on their first try.

VISIT WITH THE ARMY DCSLOG.  I recently met with LTG Coburn and had a great discussion with him regarding the Council of Logistics Managers conference that I attended in October.  We also talked about the Revolution in Business Affairs and the Revolution in Military Affairs, which extended into a discussion about the Revolution in Military Logistics.  LTG Coburn has now included me in his ongoing dialogue with him and the logistics community with regards to this endeavor.  I look forward to sharing any insights I can with regards to what I'm finding in the commercial logistics field.

PRE-COMMAND COURSE REQUIREMENTS.  Attended the Senior Officer Legal Orientation course.  Found it to be a very good review of what I learned through the school of hard knocks while in Battalion command.  Great course, but really needs to be given to the commanders going into Battalion command. 

CATERPILLAR GOES TO THE ARMY.  Work continues on this educational opportunity for Caterpillar's Senior logisticians to visit and see first hand how the Army does logistics.  We plan to visit Ft Hood on 15-16 March, Red River Depot on 17 March, and NTC on 18-20 March.  Jim Baldwin, VP for Parts and Service Support (internal Caterpillar logistics), has already cleared his calendar and all of his direct hires are making plans to attend.

HOLIDAY WISHES.  Sir, I'm sure that you will be traveling over the holidays to visit the great soldiers we have deployed throughout the world.  I pray for your safe journey.  Kathy and I wish you and your family a very happy holiday season. 

1 January 1999 report to the Chief of Staff of the Army

Key Issues/Events of Interest

1999 BUSINESS PLAN AND BUDGET SUBMISSION.  On 23 Dec the P&SS Vice President and his direct reports briefed the Corporate Executive Council on their budget submission and business plan for 1999.  The budget submission was based on an adjusted world wide parts orders projection that represented a 5% reduction in sales from the 1998 plan and a 1% increase from 1998 actual sales.  This represents the downturn in the Asian market in '98 and the positive expectations of the North American market in '99.  Manpower was held constant from '98 to '99; profit is expected to be about the same; and return on assets is expected to increase slightly.  Operating costs were projected to climb by approximately 9%.  The Executive Council required them to increase their enterprise profit by $8 million.  This resulted in the reduction of  their proposed expenses (projected at $660m) by 1.2%.

4th QUARTER PROJECTIONS.  Wall street analysts revised their projected earnings for Caterpillar's 4th Quarter in a downward direction.  This projection was driven by sluggish overseas sales, especially in the Asian market.  The parts business failed to achieve estimated 1998 world wide sales by over 5%.  Feelings here are that the wall street folks have significantly understated the actual value of Caterpillar stock.

UAW ARBITRATION.  Mid month an arbitrator ruled in favor of the UAW in a contract dispute that dates back more than 6 years over cost of living adjustments that were not paid during the time when a signed contract expired in two facilities that had "no strike" clauses.  This effects approximately 850 employees and is expected to cost Caterpillar millions of dollars.  Caterpillar has decided to appeal the decision, which has added significantly to the leadership challenge of healing labor relations between the hourly employees and management.

6 SIGMA????  The supply chain managers are working on a goal to achieve 98% record accuracy worldwide in the year 2003.  With regards to 6 Sigma; it is believed that the 6 Sigma level of accuracy cannot be achieved with current supply management systems, especially one with as much human intervention as parts picking and shipping.  There are currently no plans in the foreseeable future to absorb the enormous cost of leap frog to a 6 Sigma level of accuracy.

DIAGNOSTICS vs PROGNOSTICS.  One thrust of CAT's future expectations is to gain efficiencies by building prognostics into their systems to provide predictive processes that identify near term failures before they occur.  Reality is that they are working very hard at figuring out how to train their service technicians in the fine art of diagnostics.  The Army's emphasis in training master diagnosticians is far ahead of where CAT is at in this process.

INTERNET COMMERCE.  Caterpillar has not been a leader in internet commerce due to a historical Corporate position that the internet was not the way they would do business.  Very recently, the Corporate Executive Council has reversed that position and many facets of the corporation are now looking very hard at how to get into the internet commerce game, and catch up with the rest of the ECommerce world.

CONSTRUCTION EXPO (CONEXPO).  Plans are being made by Caterpillar to be the largest corporate display at the CONEXPO event scheduled for 23-27 March in Las Vegas, NV.  They will also host their dealers to a special hands on display at their training grounds at Tinaja Hills, AZ from 21-28 March.  This year's theme is "Partners to Build a Better World" and will include the introduction of some new compact construction equipment.  CAT is planning on taking me with them to participate in both of these expositions.

CAT GOES TO THE ARMY.  Still working a modified trip planned for 14 - 20 March.  During December, COL Reischel (NTC Chief of Staff), informed the FORSCOM DCSOPS that they could not support this visit during the March NTC rotation.  As a result, the NTC portion of the trip was disapproved by FORSCOM.  I have now gone back to FORSCOM and requested an additional day at Ft Hood in an attempt see tactical logistics (in addition to the garrison logistics previous planned) and some tactical combat operations.  Pending FORSCOM approval of the visit to Ft Hood, I will continue to coordinate trip requirements.

1 February 1999 report to the Chief of Staff of the Army

Key Issues/Events of Interest

GLEN BARTON BECOMES NEW CEO.  On 1 February, Glen Barton became the new CEO of Caterpillar, Inc.  This change of leadership is not expected to change the current course or philosophies of the company.

1998 YEAR END FINANCIAL RESULTS.  1998 ended on a positive note for Caterpillar, recording the best 4th Quarter in company history.  1998 marked the 6th straight year of record sales and revenues (up 11% from '97 at $20.98 billion) and the 2nd best profit year (although down 9% from '97, at $1.51 billion).  Profits were down from '97 primarily due to heavy sales discounting in North America to match competition.  Although the wall street analysts called the $1.51 billion in profits "punk earnings"; the corporate leaders were very satisfied with the results given the global economic challenges they faced throughout the year.

1999 OUTLOOK.  1999 is expected to be a very challenging year.  They expect sales/revenues to be slightly less than '98 and profits to be moderately lower than '98.  However, as a result of acquisitions over the past few years, the continued investment in internal growth initiatives, and the broadest product line in the industry; the Corporate headquarters feels that they are moving into 1999 in a position of real strength.

MORE COMPETITION LURKS IN VOLVO.  The acquisition of Volvo by Ford has caused considerable interest and concern within Caterpillar.  Volvo has always been a competitor (a smaller but similar product line), with a similar dealer network and support philosophy, but not considered a real threat.  With the merger, Volvo now has approximately $6.5 billion in additional assets to work with, it is believed they will become the next real competitor in a number of currently CAT dominant product lines. 

CORPORATE HR OPPORTUNITY.  On 5 Jan I met with Rich Laven, the Corporate Human Resource Officer and addressed in great length the challenges of his oversight role in a company that has divested the majority of its HR roles down to the business units of the organization.  The key elements of concern were: a) how do you become accepted as a "key strategic partner" in the corporate HR requirements of the enterprise; b) how do you provide tangible value added to the business units; c) how do you influence the corporate business strategy and infuse an element of "personnel strategy" into it; and d) how do you do all this when the previous CEO (Mr. Fites) considered the personnel issues facing the Corporation over the next 10-15 years as a management challenge, not a problem.  All you have to do is look at our military recruiting issues to realize that this is really a problem - not just a managerial challenge.

ARMY CSS PRE-COMMAND COURSE.  During the month I had the opportunity to attend the two week CSS Pre-command course.  I found the course to be an excellent addition to what I'm doing, and  right on track for my assumption of command this summer. 

ARMY PRE-COMMAND COURSE.  The end of February I will attend the Pre-command course at Ft Leavenworth.  Kathy and I look forward to seeing you there.

CATERPILLAR CORPORATE DAY.  As part of the SECDEF Fellows program, Caterpillar will sponsor all the Fellows currently with industry and the SECDEF staff study group for a visit.  This visit will be 3-5 March and will consist of a presentation by Mr. Glen Barton (new CEO), Mr. Jim Baldwin (P&SS Vice President), a visit to the CAT technology center, and tours of the engine production facility, the track type tractor production facility, and the P&SS operations. 

CAT GOES TO THE ARMY.  A group of 12 Caterpillar senior logisticians (headed by Mr. Jim Baldwin) will join me on a visit to the Army, 14-18 March.  We will spend two days at Ft Hood (hosted COL Weston, Corps G4) and one day at Red River Depot (hosted by Mr. Fred Milton).

1 March 1999 report to the Chief of Staff of the Army 

Key Issues/Events of Interest

PRODUCT SUPPORT MARKETING MANAGERS CONFERENCE.  The first week of Feb provided the opportunity to attend this week long conference in Peoria, IL.  Highlights of the week provided the opportunity to hear Mr. Barton, new Caterpillar CEO, as well as Mr. Flaherty and Mr. Owens, two of the Corporate Group Presidents.

Key points from Mr. Glen Barton (this was his first day as the CEO):

- Caterpillar's growth to a $30+ billion company by 2005 or 2006 is very likely

-- growth will come from a) overall industry growth (2% per year); b) increase in the percentage of the current market that buys CAT products (2.5% per year); c) growth due to expanded product lines (1.6% per year); and d) growth due to expanded market region coverage (2.9%)

- the Caterpillar parts business is the number 1 reason the corporation performs as well as it does

- Industry competition is getting much tougher.  They are better organized, with a broader scope and more alliances

- The internet's role is still evolving and Caterpillar must be part of that process, but without losing our personal customer interaction in the process

- Internally the Corporation must continue to improve the design of machines and components; this design must include more proprietary parts and more integrated systems.  This combination would encourage future customers to bring their products to a CAT dealer for systems service and repair

Key priorities for 1999 from Mr. Gerry Flaherty (one of four Group Presidents)

- Make the business plan for the year (incorporates sales, costs, profits, etc..)

- Continue to work Quality initiatives

- Ensure growth initiatives achieve projected targets

- Drive down inventories in the manufacturing segments

- Continue to make wise capital investments in the corporation (projected 1999 investments of $1.2 billion)

- Continue the corporate Research and Engineering initiatives

· Remain flexible in our Corporate Long Term Strategies

ALL PARTS INCORPORATED.  Early this month Caterpillar P&SS completed the purchase of a non-Caterpillar parts provider.  The thrust of this purchase was to provide Caterpillar dealers with a Caterpillar owned entity from which they can buy "non-CAT" parts.  Dealers often support the entire fleet of vehicles that a customer owns, often including equipment that is not produced by Caterpillar, and they historically had to utilize parts catalogs or local parts stores for the repair parts needed for these items.  This business will provide these parts through internet ordering and allow the funds flow to remain in the Caterpillar financial structure.  The dealer network is very excited about this increased corporate parts opportunity.

CORPORATE INCENTIVE PROGRAM PAYOUT.  The incentive program payouts, based on 1998 results, have been announced and payments will be made on 4 March 1999.  The P&SS business unit did very well, especially considering the very challenging global market place, and attained an incentive payout of just above the business plan target of .900.  I have attempted to correlate this incentive in relationship to military rank equivalents:

- a college new hire (2LT equivalent) would have made approximately $40,000 for the year.  The incentive payout, in addition to their base pay, will be $2,758.

- a mid to upper manager (LTC equivalent) would have made approximately $100,000 for the year.  The incentive payout for this pay grade would be a little over $15,000.

· an upper manager (COL equivalent) would have make approximately $125,000 for the year.  The incentive payout for this pay grade would be approximately $25,500.

INFORMATION TECHNOLOGY DEVELOPMENT IS GETTING FASTER.  During a discussion with my SECDEF Fellow counterpart who is with NETSCAPE, he informed me that the NETSCAPE standard for "release cycle" (the period of time between program inception and program release as a final product) is now 6 months.  If a product cannot be brought to market within 6 months, someone else will beat you to market with the idea.  Approximately two years ago, the corporate expectation was 18 months.  Perhaps the length of a computer year is getting even shorter.

ARMY PRE-COMMAND COURSE AT FT. LEAVENWORTH, KS.  During the month Kathy and I had the opportunity to attend the Ft. Leavenworth Pre-command course.  We  found the candor and frankness of what really lie ahead of us as commanders vitally important.  The longer I'm able to be a part of our military, the more I understand and respect the challenges that lie ahead, especially when the leadership steps up and tells it like it is.  The worse thing that could happen would be to have our leaders sugarcoat the critical issues facing us as commanders, and then have the soldiers ask us the really tough questions that we are not prepared to answer.  Thanks for telling it like it is.

CATERPILLAR CORPORATE DAY.  As part of the SECDEF Fellows program, Caterpillar will sponsor all the Fellows currently with industry and the SECDEF staff study group for a visit.  This visit will be 3-5 March and will consist of a presentation by Mr. Glen Barton (new CEO), Mr. Jim Baldwin (P&SS Vice President), a visit to the CAT technology center, and tours of the engine production facility, the track type tractor production facility, and the P&SS operations. 

CAT GOES TO THE ARMY.  A group of 11 Caterpillar senior logisticians (headed by Mr. Jim Baldwin) will join me on a visit to the Army, 14-18 March.  We will spend two days at Ft Hood (hosted COL Weston, Corps G4) and one day at Red River Depot (hosted by Mr. Fred Milton).

CONEXPO '99.  I will be part of the P&SS delegation that will attend the 1999 Construction Expo (CONEXPO) 21-25 March.  We will attend the Caterpillar Dealers show at Tinaja Hills, AZ; visit the CAT dealer in Phoenix, AZ; and attend CONEXPO in Las Vegas.

AN ARMY PROMOTION COMES TO PEORIA.  I'm scheduled to be promoted to Colonel on 1 April here in Peoria, IL.  GEN(Ret) Ross has graciously accepted my invitation to come to the Heart of Illinois and preside over the ceremony.

1 April 1999 report to the Chief of Staff of the Army 

Key Issues/Events of Interest

SECDEF FELLOWS AND SSG VISIT CATERPILLAR.  Early March brought the 12 members of the SECDEF Fellows program to Peoria to visit Caterpillar.  The highlight of the visit consisted of an interaction with Mr. Glen Barton, Caterpillar CEO, that lasted well over an hour.  Key points of his remarks addressing near term priorities were:

- Develop and implement satisfactory 1999 Business Plan (many of us found the wording of "satisfactory" very interesting)

- Generate appropriate bottom-line contributions from recent acquisitions

- Ensure recent growth initiatives achieve projected targets

- Continue focus on Quality

- Reduce our work in-process inventories by $500 million

- Visit at least 20 of our larger operations

- Support our investor relations activities

- Stay close to our dealers

- Continue contact with large mining, construction, and OEM engine companies

- Have one-on-one conversations with at least five of the outside directors

- Defend ourselves in Washington

- Stay involved in the local community

When asked "what wakes him up at 2 a.m." as the CEO - his answer was where the $100 million in sales would come from the next day (this is the daily sales amount to meet annual business plans) AND what is going on in the back rooms in Washington D.C. that he doesn't know about.

Other highlights of the visit included presentations by Mr. Jim Baldwin (VP for P&SS); Mr. Marvin Rosser (Corporate Human Resource Director); Mr. Ken Bennett (Director of CAT Research); and Ms. Dana Davenport (Corporate Information Systems Security).  We had the opportunity to see their 3-dimensional technology development center and learn about their autonomous equipment development program.  Visits included the Engine production facility, the Parts and Service Support Center, and the Track Type Tractor production facility.

CATERPILLAR GOES TO THE ARMY.  Mid-March found a group of 10 senior CAT logisticians visit Ft. Hood, Texas and Red River Defense Distribution Depot.  COL Weston (III Corps G4) put together an outstanding overview of Ft. Hood and Army Logistics for this group.  Highlights included the III Corps Command briefing; the "How the Corps Fights Brief;" a visit to the 62nd Engineer Battalion Motorpool; the 190th General Support Company maintenance shops; the 204th Forward Support Battalion Supply Support Activity; and the Installation DOL.  They also had the opportunity to see a static display; ride in a Bradley; and observe an M1 live fire.  They were all very impressed with the quality and capability of our junior soldiers and NCO corps; the emphasis they heard regarding fiscal responsibility, our "Go to War" mentality, and our product support approach (doing things better, smarter, faster, and cheaper).  They left thinking that things could be better when they were told that the Order Ship Time from the wholesale system for stocks on hand was down to 8.3 days (CAT does this in under 24 hours) and that it takes 2-4 days to get a part that is on hand somewhere on the installation.    

The visit to Red River was also extremely well done and Mr. Fred Milton is to be commended.  It included an overview briefing and a tour of the facility.  The Caterpillar folks left with good feelings regarding velocity management and customer support; but the underlying feeling was "so much capacity and so little usage."

CONEXPO.  This month Caterpillar participated in CONEXPO-CON/AGG in Las Vegas. The entire event consisted of over 1,800 exhibitors of machinery, equipment, and services for the construction, aggregates and concrete industries; and the event was projected to draw over 150,000 participants.  The Caterpillar display was one of the largest at the event and presented a very wide array of equipment offered by the corporation.  As I visited the different displays, I found it interesting that "product support" was a key theme in every display and every sales pitch.  Keeping the customer happy definitely is the recurring theme to increased product sales.

THE DIVERSITY OF BIG AND SMALL.  During March Caterpillar officially launched their new 979 model mining truck.  This truck was designed and built in 18 months and is the largest mechanical truck in the world.  It stands 24 feet high, 30 feet wide, weighs over 600 tons and has a pay load of 360 tons; a very impressive piece of machinery.  They also launched their newly designed skid steer loader (you would recognize this as a Bobcat loader working in your back yard) that stands only 6 feet tall and 5 feet wide.  This new skid steer loader certainly has CAT looking at the customer base differently and they are now in the process of developing an entire line of Caterpillar Rental Stores in their major market areas.

DIVERSITY IN MANY AREAS.  Caterpillar has an extensive line of merchandise from models to shoes to clothing.  They have now become the 3rd largest seller of Corporate Licensed Merchandise; trailing only Coca Cola and Harley Davidson.  I've been told that they expect to sell over $1 billion in merchandise this year.

THE MARKET BOUNCE.  On 12 March Caterpillar announced that it expected first-quarter sales and revenues to be considerably below fourth-quarter 1998 with profit per share about 50 percent less than both the first-quarter consensus estimate of $0.84 and fourth-quarter's profit per share of $0.83.  As a result they announced selected production schedule cuts, employment reductions and/or temporary plant shutdowns, and inventory reductions.  The result of this announcement was the immediate one day drop of CAT stock market value of over 12%.

PROMOTION DAY.  1 April marked my promotion to Colonel, another great day to be a soldier.  General (Retired) Ross honored me by presiding over the ceremony here in Central IL.  

· Interesting side note about how corporations do business: one of the managers approached me about Caterpillar sponsoring and paying for my promotion reception.  He said it would be consistent with how they would recognize a significant event for one of there employees.  Of course I thanked him, but turned him down (legal issue).  At about the same time I received an EMAIL from the command I'm scheduled to take in Korea this summer, reminding me about the  cost to order and send out invitations and that the Change of Command reception cost was something that I needed to plan for.  Not complaining, just found the correlation interesting.

SECDEF TRIPS NEXT MONTH.  I have two trips scheduled for next month.  The first week of April I will be in Washington D.C. to visit the PricewaterhouseCoopers headquarters.  The second week I'll be in California visiting Netscape and Cisco Systems.  All three visits should prove very interesting.
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Key Issues/Events of Interest

1st QUARTER RESULTS.  Financial results turned out better than expected for CAT.  Sales and revenues were the best ever for a 1st quarter, however, profits were only 1/2 of those reported for 1st quarter 1998 (down 50% per share).  These better than expected financials resulted in a very positive upward turn in the marketplace pushing CAT Stock from $45 to over $65 in one week.

1999 COMPANY OUTLOOK.  The overall expectation for '99 is for sales and revenues to be down slightly from '98 and profits to be down 10-15% per share.  The key driver in this outlook is the significant sales drop in the Latin American market, however, the Asian Pacific results show that a slight rebound is occurring.

CORPORATE COST CUTTING EFFORTS.  CAT has aggresively implemented 4 cost cutting initiatives.  1) slow production schedules; 2) temporarily shut down selected production facilities whose sales are sluggish; 3) execute employment reductions through the attrition of personnel without replacement; 4) decrease spending where ever possible.

ANNUAL SHAREHOLDERS MEETING.  This month Mr. Glen Barton (CEO) addressed the annual shareholders meeting and emphasized that Caterpillar is a strong, diversified, and resiliant global company that can and is managing successfully through a weak global economic cycle (which is one of the corporate expectations to remain strong in the eyes of wall street).  He also highlighted what he defined as the 3 PILLARS OF CAT STRENGTH, and those are: 1) superior products and services; 2) a world class distribution organization; and 3) corporate financial soundness and stability.

CHAIRMAN'S AQI (ANNUAL QUALITY IMPROVEMENT) AWARD.  Mr. Barton announced the corporate winner of this year's AQI award as:  From Italy to Illinois - an International Breakthrough; this project resulted in a major partnering effort with one of their parts supplier to significantly improve the quality of the parts they provide to Caterpillar.  This initiative saves the company over $2 million per year and is another example of how important logistics is to the corporation and why it maintains its status as the number 1 core competency.
CISCO SYSTEMS.  During the month the SECDEF Fellows visited Cicso Systems in California.  Below are some of the key points made during the day of presentations:

- to succeed in the internet market you must be customer satisfaction focused, a product leader, a market leader, and highly profitable.

-  for CISCO to venture into a market it feels they must be the #1 or #2 competitive player or they won't compete

- they target recruiting the Top 10% of the brightest talent in the market place

- every employee in the company receives a bonus that is directly tied to customer satisfaction.  They know that customer satisfaction indicators have a 6 month lead time to profitability

- every CISCO employee is on-line and the company provides an extensive suite of on-line employee services as part of their compensation package

-trust is fundamentally necessary to run an efficient and profitable operation

- CISCO has acquired a number of other businesses over the past few years, they use acquisitions as a vehicle to buy time, you buy a capability that someone else has, rather than develop it yourself

-  do only those things where you add "unique" value to the product or product line

- interesting fact:  this company has $8 Billion cash in the bank that they aren't sure how to spend

NETSCAPE COMMUNICATIONS CORP.  During the month the SECDEF Fellows also visited Netscape in California.  Below are some of the key points made during the day of presentations:

- the internet reaches 200 million people worldwide everyday and this number is growing by 1 million every 40 days

- internet traffic is doubling every 100 days, a growth rate of more than 700%

- AOL alone reaches more people per day than ABC and CBS combined

- by the year 2002 they project web revenues to exceed $56 billion and business to business internet revenues to exceed $327 billion

- the real evolution of the internet is moving in the direction of Portal Markets, which are expected to be sub-divided into the 6 catagories of 1) context, 2) commerce, 3) communications, 4) communities, 5) content, and 6) connectivity

- the tenure of an employee in the silicon valley in the IT community is 2.4 years,  and there is a 25% shortfall of trained and qualified personnel to fill actual job requirements.  Therefore, to compete in this personnel market Netscape markets to the HR community through what they call a value proposition, and that is:  1) be part of cutting edge technology, 2) have stellar leadership, 3) maintain a well defined and compelling market strategy, 4) be part of a "cool" culture, and 5) provide competitive compensation and benefit packages

· in this environment a long term strategic plan looks out 1 year

SECDEF OUTBRIEFING. The Fellows are currently scheduled to outbrief the Secretary of Defense on the afternoon of the 26th of May.  I am scheduled to outbrief you on the 3rd of June.  I look forward to the opportunity to share with you the myriad of lessons I have learned during this year.
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