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Can we continue to improve and create value 

as individuals and as an organization.
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BACKGROUND

The Secretary of Defense Corporate Fellows Program (SDCFP), initiated by Secretary Perry and continued today by Secretary Rumsfeld, is a long-term investment and a key part of DoD's strategy to achieve the transformation of our military forces and capabilities.  Annually, two officers with highly successful operational command and staff backgrounds from each Service are selected to receive their senior service college credit outside the traditional career path by training with Corporate America.  In this program, they are exposed to businesses reshaping organizational structures and methods of operations to provide innovative and competitive advantages.  And they are able to glean the best of change, innovation, and leading edge business practices that could be implemented to transform DoD.  SDCFP alumni form a cadre of future Service leaders more knowledgeable in the organizational and operational opportunities made possible by the revolutionary changes in information and other technologies.  

Prior to arriving at their corporate assignments, new officers receive a month of general and specific training to acquaint them with the strategic issues and other factors facing DoD.  This includes lectures by subject matter experts on current political/military issues and leading edge technologies; meetings with senior DoD officials, business executives, Members of Congress, the press, and former SDCFP officers and sponsors; and graduate business school executive education. During their one-year assignment, SDCFP officers, as a group, conduct discussion-level meetings with the senior leadership of each sponsoring company, and update senior leaders in OSD and the Services on relevant observations and recommendations.  At the conclusion of the assignment, each member of the SDCFP submits an individual final report and the group, as a whole, provides individual briefings to the Secretary of Defense, Deputy Secretary, Service Secretaries and Chiefs, and over three dozen other senior OSD and Service leaders.

Officers have been assigned to such diverse and innovative businesses as:  ABB, Boeing, CNN, Caterpillar, Cisco, Citicorp, DirecTV, FedEx, Human Genome Sciences, McKinsey, Merck, Microsoft, Mobil, Northrop Grumman, Oracle, Raytheon, Sun, Sears, PricewaterhouseCoopers, 3M, and United Technologies.  Although in different kinds of corporate structures, each is placed at the senior leadership level of their respective companies.  In addition to learning, they provide DoD an opportunity to showcase some of its finest officers at high levels in the corporate world, allowing each to share his or her leadership capabilities, critical and analytical insights, and a first-hand knowledge of military life.  The payback for these assignments is enormous, not only for the respective officer, but also for the Services and DoD at large.  With their experiences at leading edge companies, SDCFP officers bring back knowledge of  today’s corporate realities, such as change management, adaptive and collaborative structures, knowledge management, the virtual workplace, and how to leverage the best of new technologies and human intellect.  And they apply this knowledge in a myriad of ways throughout their military career.  
Additional information is available at:  http://www.ndu.edu/sdcfp/sdcfhom.html.
FOREWORD


The 2001 - 2002 corporate sponsors included:  AMS (formerly American Management Systems), Cisco Systems, Oracle Corporation, Merck & Company, 3M Company, Sears, Roebuck & Company, and United Technologies.  Each has earned a reputation for quality long-range planning; undertaking organizational innovation and adaptation to remain competitive; successfully managing and exploiting the revolution in information and related technologies to become an industry leader.


Each Corporate Fellow has written an individual report on the observations and recommendations derived from the time spent at his own sponsoring company, group visits to all the other sponsors, and exchanges of information among the entire group of Fellows.  Throughout these reports are insightful observations about such topics as organizational reform, information technology, network development and security, biotechnology, strategic planning, acquisition, training, and personnel issues.  This document contains the executive summaries from the individual reports.


Also contained, and derived from the individual reports, are common findings that are shared across the group.  In keeping with the fundamental goals of the SDCFP, these findings are focused on the areas of Operational Change, Organizational Change, Transformation, and the implications for DoD and the Military Services.  Although the findings as presented represent the views of the 2001-2002 Fellows, the areas they cover are generally common across all years.  Each year’s group of Fellow has a unique viewpoint.  The overall commonality widely shared across all years re-enforces the validity of their findings.  
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Introduction

In their book, Built to Last,
 Collins and Porras observed that truly visionary companies relentlessly ask the question "How can we improve ourselves to do better tomorrow than we did today?"  After spending six years studying successful corporations, the authors concluded that these companies do not strive to beat their competition but to beat themselves.  The Secretary of Defense Corporate Fellows, assigned to work within some of the best corporations in America, agree.  Corporate hosts worked constantly to improve the way they created agile organizations, streamlined business processes, developed and employed human capital, and exploited information technology (IT).  This paper discusses each of these and their implications for the Department of Defense (DoD).

Organizational Agility.  In Creative Destruction,
 Foster and Kaplan describe the effort of McKinsey & Company business experts to build a performance database that considered more than 1000 corporations in 15 industries over a 36-year period.  They concluded that the most widely admired companies continuously changed their business paradigms to succeed.  Key to changing paradigms is how the corporation is organized, coupled with an organizational culture that embraces positive change.  Corporate America fosters agile and adaptable organizations by:

· Developing Transformational Cultures 

· Collaborative Teaming

· Adopting Formal Change Management/ Process Improvement Disciplines 

Information Technology (IT).  Corporate America continues to wrestle with IT.  When a corporate executive remarked, "I waste half my IT budget, the problem is I don't know which half," he bluntly captured the business world's challenge(how to invest wisely and then, use and measure the return from the investment in IT systems.  There are a handful of companies that lead the pack when it comes to reaping the efficiency benefits of IT.  Simply put, they get it.  These companies are well beyond viewing IT as support for internal processes.  Instead, they are using IT to help fight the company's battles in the marketplace.  Two areas of particular interest include:

· Exploiting Information Technology

· The Role of Information Technology in Organizational Success

Business Processes.  Corporations continue to wring efficiencies out of their business processes.  As the business and technological landscape evolves, the best companies are changing the way they are:

· Leveraging Size for Spend

· Outsourcing 

· Organizing for e-Business Transformation

Human Capital.  Successful corporations are highly effective in the war for talent.  As with DoD, corporate leaders see their people as the definitive resource for business results and future growth.  Chief Executive Officers (CEO) and their management teams pay close attention to recruiting, developing, and retaining the best employees.  They continually focus on:

· Talent and Performance Management

· Efficient Employee/Customer Support

Organizational Agility

Across our sponsor companies, we found that Information Technology (IT), while important and necessary, was not sufficient in itself to create efficiency or to increase productivity.  The most important factors were related to the organization and its leadership.

In “Developing a Transformational Culture,” we discuss how competitive businesses mold and shape their culture, setting the foundations for accepting risk and rewarding change advocates. Successful companies make change, along with open, continuous communication a key part of their culture.  Communication, both internal and external, permits organizations to adapt to rapidly changing environments, and those businesses that successfully harness the power of communication are ultimately the most successful in changing their organizations. 

In “Collaborative Teaming” we talk about how companies form internal teams at all levels, creating and disbanding them, as situations require.  Additionally, to survive in today’s fast paced and changing environment, organizations have had to fundamentally change the way they conduct business.  Supply chain management is just one way businesses are teaming with other organizations all along their supply line to leverage the core competencies of each individual business entity.  Organizations are also quick to identify their core businesses and processes and divest themselves of those not directly related to their key lines of business.  Ultimately, to reduce costs of support functions and gain greater internal efficiencies, DoD must continue to improve its partnerships and alliances with commercial industry to capitalize on the power of Corporate America.  

How to Transform DoD?  This important question is on the minds of leadership across the Department, and indeed at the highest levels of the Federal Government.  When dealing with the competitiveness of the global economy and the need to quickly transform to stay competitive, a common theme across industry is the adoption of a formal change management/process improvement philosophy.  In the section titled “Formal Change Management Disciplines” we discuss several different approaches to change management and process improvement.  Regardless of whether the companies used Six Sigma, Lean Thinking, Achieving Competitive Excellence, or Balanced Scorecard, all change management processes had common attributes that can be leveraged by DoD to enhance efficiency.  In the end, organizations are tapping into their own power when change becomes the norm.   In order for DoD to really transform, a formal change management discipline must be adopted. 

Developing a Transformational Culture

Vision, Mission, and Quantifiable Objectives.  One of the major challenges to driving transformation and/or change in large organizations is how to get all of the “players” moving in the same direction.  Like DoD, corporations struggle with altering long-standing traditions, breaking up internal fiefdoms, and implementing new systems.  Several of the corporations participating in the Secretary of Defense Corporate Fellows program have implemented processes that help drive change, making the changes easier to understand and motivating their people to help institutionalize them.  
The entire process begins with a corporate vision that is easy to understand, general enough to allow room for growth, and provides a compelling direction for the company leadership and employees to work towards in their day-to-day actions.   Effective vision statements are well communicated throughout the organization to ensure that everyone is working towards the same purpose, short, easy to remember, and applicable to day-to-day operations.  Slogans for this year’s sponsors, such as Cisco’s “Changing the way we work, live, play and learn,” Sears’ “Sears – where else,” and Oracle’s “Unbreakable” are often used to reinforce the company’s constancy of purpose and focus.

To support the corporate vision, a mission statement is developed that defines the “who, what, when and where” for the company.  Managers use the mission statement to develop short-term (1 year) and long-term (3-5 years) goals.  These goals are further defined by quantifiable objectives.  Each objective must be measurable and leaders must have a system in place to monitor the progress toward the objective.  This process of setting goals and objectives continues down to the lowest level employee, helping to set employee’s performance management plans.  To further ensure support throughout the company, each person’s evaluation and incentives are tied to achieving the quantifiable objectives developed by the individual and their supervisor.

Many of the corporations publish their values, vision, goals and objectives on individual cards, posters, and on web sites, ensuring a widespread communication and awareness campaign.  They are living, breathing documents – subject to change as required.  Cisco, a company with a reputation for a strong, cohesive organizational culture, ingrains it in everything they do.  The company gives a “culture card” to each employee and requires they be worn with the company security/identification badges.  The cards serve as a constant and readily accessible reminder of the company’s values, vision, goals, and objectives.  Additionally, every meeting starts with a discussion of at least one of the company’s core values.  These techniques make everyone in the organization aware of the company culture and direction, providing constant and consistent reinforcement and focus on the mission.  

DoD has much to benefit from adopting such successful corporations’ practices of establishing and communicating organizational goals and objectives.  Currently, DoD has not articulated any clearly defined “mission”  (other than fight and win the nation’s wars), or identified short and long-term objectives and, perhaps most importantly, how they impact the individual uniformed service member and civilian employee.  “Transformation” and “Revolution in Military Affairs” are buzzwords often heard in the Pentagon and out in the field.  But ask for a definition and you will likely get as many answers as people you ask.  If DoD adopted and consistently implemented the techniques described here, it could provide the motivation for transformation, align the Services, and have the added benefit of providing an effective tool to communicate the message to the rank and file.  The practice of establishing individual performance management plans with specific initiatives that relate to overall goals and objectives, then tying individuals’ performance evaluations and awards to their plans, is a strong and effective tool for organizational focus and individual accountability.

Communications – Internal and External.  People in the government and the military often marvel at the ability of some corporations to rapidly adapt to a changing environment.  The ability to change rapidly is often attributed to technology, fewer rules and regulations, and the capability to make quick investment decisions.  While these arguments have some merit, the successful companies we have observed attribute this ability to people, processes, and culture.  We explored two questions:  how are they able to manage the change so successfully and how can we apply these lessons to DoD?

Change Management is a major component of any successful change implementation program and we discuss formal change management techniques in a later section of this paper.  Regardless of the technique used, everyone in the company has to know what is being changed, why the change is important, and how it will impact them.  This begins with internal communications.  The success of any type of organizational change can be attributed to how well the change was communicated - prior to, during, and after the change.  It is common for people to resist change due to fear of the unknown.  By recognizing and addressing this, organizational leaders can allay their employees’ fears while setting the foundation for acceptance of the change and a smoother transition. Timely and open internal communications is critical.  

One of the toughest parts of driving change is getting “buy-in,” from the company’s leadership down to the lowest levels of the organization (mid level management being the hardest).  Once the leadership decides on a “new direction” for the company, they identify the stakeholders (internal and external); assign change agents, and identify/develop communications venues for each category of stakeholder.  These venues generally consist of briefings, news releases (internal and external as required), intranet postings and mailings (electronic and conventional).  They also measure the effectiveness of the communications plan through feedback sessions, surveys and interviews.  In this way, they ensure that word is getting out, and the foundation is being set for change to occur.  

The importance of open, internal communications in an organization cannot be over-emphasized.  As time consuming as it may appear, the benefits of continuous communication far outweighs the time and effort necessary to re-establish broken lines of communication.  When good communications exist between senior leaders, middle management, and lower level employees, business operations are simplified and more productive.  Cooperation increases between organizational units and personnel as the communications help to develop trust and understanding.  Without open communications, organizations will breed suspicion, misunderstanding, and negative competition, resulting in sub-optimization of their resources and constrained productivity.  The federal government can learn much from such corporate practices. 

Open communications and associated techniques are not limited to the company internally, but are also targeted at stakeholders outside the corporation.  In addition to the general public, this communication is targeted at corporate shareholders, Wall Street Analysts and the media.  These external communiqués help to keep current and potential customers, partners, advocates, critics, and other interested parties up to date on current company policies, issues, plans, etc.  This eliminates questions, blind assumptions, and conjecture, builds trust in the company and improves external relations.    In order to increase the chances of acceptance, any DoD-wide change plan recommendation should get “buy-in” from the Services, from Congress, and from the public.  While buy-in from the media is not necessary, it would be advantageous for them to be a part of any communications plan and should be used as a major communications tool by the Department to reach out to our main customers, the U.S. public.  It appears that, relative to industry, DoD understands the importance of external communications far better than it does internal.  Senior level communication on current DoD transformational efforts has been focused externally, with relatively little information on the need for, and individual impacts of change filtering down through the entire Department.

Summary

Successful businesses today take seriously the need for a vision, mission, and supporting quantifiable objectives, all communicated continuously throughout the organization.  The most successful companies make this a part of their everyday business processes, rather than an additional duty taken out of hide.  Our sponsor companies were expert at internal communications driven down to the lowest levels of the organization, and also targeting communications to stakeholders outside the company. DoD can learn much from such corporate practices, especially with respect to internal communications.  Communication on current DoD transformational efforts appears fragmented and externally focused.  

Collaborative Teaming

Internal Teaming.  The military differs from the commercial sector in that the uniformed Services not only have a well-established chain of command on paper, but they use it faithfully.  Across DoD, it is common to see decision-makers systematically push issues up parallel organizational chains where they eventually clash for resolution at the points where chains intersect.  Certainly, DoD's dynamics can stray from this model, but, to the greatest degree, the military works through permanently standing organizations and reporting relationships designed to render quick decisions in their core competencies.  This is especially true in peacetime.  Whereas hostilities lead to ad hoc combat teaming arrangements, such as joint task forces, peacetime inevitably marks the return to organizations specialized in regional readiness or the Title 10 imperatives to organize, train and equip.  This retreat to peacetime "stovepipes" makes it difficult to foster improvements across different DoD organizations.   Personnel in each stovepipe are ill equipped to help their decision-makers understand the perspective of other organizations, so proposed solutions are often too narrow.  In addition, many issues that affect many organizations are not deemed important enough to warrant the attention of the decision-makers who bridge the organizations.  As a result, the issues fester without progress or resolution.

Generally speaking, Corporate America works differently across its organizations.  Although assigned to standing organizations, company employees move fluidly around the corporation at all levels to resolve issues and improve processes.  Day-to-day, collaborative teams spring up around specific issues and disband the next.  These teams organize at every level - sometimes at levels below traditional decision-making positions.  Team members exchange information, trade perspectives and evaluate solutions that are often implemented without formal intervention from bosses.  As a result, great corporations are as likely to grow more efficient due to pressure from the bottom of the organizational charts as they are from pressure at the top.

Two forces lead Corporate America to ad hoc, but effective collaboration - a very measurable bottom line and outstanding communication networks.  With respect to the first, corporations receive instant feedback in the form of cost and revenue figures.  Employees are rewarded for improving those figures at their respective level.  They are motivated to wring out savings or sales through all available partnerships and joint efforts.  Enabling this cultural drive for improvement is an advanced communication network.  In a matter of minutes (from their desks, at home, or while traveling), employees can schedule a meeting with people around the world, reserve audio and visual equipment and rooms in another country, pull a database from yet another country, and distribute the data and presentation material in real-time during the ensuing meeting.  In addition, network servers push business data from around the world into global data warehouses.  Employees readily access these central data repositories to review important developments, truths and trends about corporate operations.  Shared data bridges organizational boundaries and helps focus employees on the essential tasks at hand.

Most DoD organizations lack the measurable fiscal bottom line of Corporate America.  Even where costs are measured, the military culture biases personnel to maximize mission capability within a given budget, rather than minimizing the budget while holding mission capability constant.  Still, DoD could benefit by creating a climate where its organizations more effectively teamed at lower levels.  If one believes that the experts most qualified to solve DoD's toughest challenges can reside down the chain, vice only up, why not foster an environment where personnel are empowered and equipped for the task?  To do so, DoD leadership has to explicitly encourage spontaneous teaming where applicable.  Otherwise, the inertia of the military culture will preclude it.  Additionally, the average DoD employee has only a fraction of the commercial sector's IT networking capability on their desk.  Investment in IT networks that more readily communicate and share information with the broader community would pay big dividends by providing a more collaborative environment.  A more in depth discussion is found in the section titled “Exploiting Information Technology”.

External Teaming.  Today’s corporate environment is fast paced and constantly changing.  In order to survive and thrive, organizations have had to fundamentally change the way they conduct business.  Gone are the days when companies held “just in case” inventories, and even “just in time” inventory/production systems are not meeting competitive requirements.  A popular television commercial shows “one degree of separation” with the customer, by showing a customer talking with a car dealer who is linked directly to the manufacturing plant.  The machine painting the car being ordered starts, stops, and then starts again as the customer makes the decision on color.  In addition to showing the efficiencies of an interconnected IT infrastructure, the commercial is also an illustration of the agility most companies are moving towards through improved supply chain management techniques.  Supply chain management is enabling companies to reduce inventories and cycle times, while increasing profit and customer satisfaction.  DoD can realize increased efficiencies and support to the warfighter and gain the benefit of reduced costs by more aggressively moving towards a total supply chain focus from the current logistics aspect focus.
The full benefits of supply chain management techniques cannot be achieved without establishing strategic partnerships with the vendors providing the stocks.  In most major manufacturing and retail firms, fewer than 20 percent of their vendors provide more than 80 percent of their stocks.  As expected, most firms focusing on efficiency in supply chain management concentrate on their largest suppliers.  To achieve maximum efficiencies, partners are allowed access to and are full participants in product forecasting requirements.  This allows the supplier to gear production to meet the anticipated need, thereby reducing the inventory both the supplied and suppliers require to meet demand.  In some instances, the corporation does not own the inventory until it is actually used or sold.  While this sounds easy, it is more difficult in execution.  It requires a more long-term view, legal agreements (a conflict resolution system that does not require litigation to resolve); a system of checks and balances (including quantifiable objectives), and in most cases a change in culture.

Supply chain management requires a change to the current model of “figure out what and how much you need, conduct an auction, and buy from the lowest bidder”.  To develop an integrated supply chain, DoD must identify partners who are trusted, can be linked with our systems and have the capability to meet the needs of the Service or Services (cost, quality, technology, financial stability, etc.).  Additionally, DoD has to show that it is a good partner by:

· Being reliable in requirement definition (i.e. do not constantly change – establish periodic review). 

· Assigning the right people to manage the relationship

· Being loyal to a partner

· Paying its bills on time.  

To protect DoD, all of the partnerships should have easily measured termination criteria agreed to by both parties.

Currently, the Defense Logistics Agency is changing its role from a manager of supplies to a manager of suppliers
.  This positive move shows a willingness to adopt supply chain management techniques and should be accelerated.  One of the major obstacles to partnering with industry is identifying what DoD’s core competencies are (in addition to fighting and winning the nation’s wars) so it can then partner with them to outsource non-core functions.  This does not mean abdicating responsibility of the sourcing to the prime contractor as is currently done in DoD Total System Performance Responsibility program
.  Rather, it is  outsourcing while still overseeing those functions that DoD cannot perform as effectively and efficiently as an outside partner.  Any of these changes would require a cost benefit analysis to ensure that they do indeed save DoD time, money, or resources. 

A significant change that is readily apparent in Corporate America is the divestiture of businesses/processes that are not considered “core” to the company.  Whether it is through outsourcing or simply no longer providing the service, companies in general are choosing to concentrate on doing what they do best – and deciding not to try to be all things to all people.  To continue providing the highest level of service to the customer, it is often a “Corporate Team” made up of a consortium of different companies providing the service or solution, each company operating in the business space where they maintain expertise. An example of this in DoD is the Navy/Marine Corps Intranet project that is currently being implemented.  Electronic Data Systems heads a consortium which counts Raytheon, AMS and World Com amongst its members, all working together to provide an end product. This is Corporate America’s version of being “Business Joint”, analogous to the “joint” world we regularly encounter in DoD.  

In order for DoD to get the most out of its defense dollar, partnerships/alliances with Commercial Industry are critical.  With the building and fielding of purely military-designed systems waning and the use of Commercial off the Shelf (COTS) systems increasing, the Department must work hand-in-hand with Industry to appreciate current commercial capabilities and to educate Industry in the breadth and scope of military requirements.  Thus, both must be prepared to work together to determine a solution. This will require a level of cooperation and trust between these two entities that has not been previously experienced, as well as requiring a change in DoD's attitude towards industry.  In order to more fully leverage the expertise resident in Corporate America, acquisition and legislative guidelines must be enacted that will transform DoD into an entity with whom corporations want to do business.  Unfortunately in the current business environment, this is not always the case. As a result of bureaucratic processes, shifting priorities and extended unfavorable contractual agreements, corporations such as Hewlett Packard, no longer view DoD as a prospective customer. If DoD is to become an attractive customer, things must change.  For example:

· Share risk.  Develop a more equitable, balanced, risk sharing arrangement between DoD and Industry. Inasmuch as Corporate America no longer possesses the resources to solely research, test and develop prospective solutions that DoD may or may not require and which have limited commercial use, potential technologies and solutions are not being brought forth.  It is increasingly commonplace for companies not to bid on contracts that provide important capability to DoD because contracts are structured to place the risk squarely on the shoulders of Industry
.  This cannot continue. 

· Change laws.  Continue to review and, as required, change laws and regulations currently on the books that govern DoD acquisition community.  These requirements are rarely conducive to the rapid procurement cycle that resides in Corporate America and as a result hinder, more than help the process.

· Know the players.  To enhance its working relationship with Corporate America, DoD needs a better understanding of how this entity works and thinks.  While resident in much of the OSD civilian leadership, such knowledge is severely lacking in the uniformed Services.  Partnership programs such as the Secretary of Defense Corporate Fellowship Program, provide valuable insight and experience to officers and should be expanded to include more junior officers and mid/high level government civil servants.

· Educate. Continue development of curriculum at the Defense Acquisition University to train acquisition professionals as “smart buyers”.  The curriculum must include industry best practices as well as governmental rules and regulations.  This will go a long way toward making sure the acquisition professionals entrusted with Program Management Office (PMO) responsibilities are the best and the brightest in order to fully support the warfighter.

Summary

Corporate America is especially adept at ad hoc, but effective collaboration, across the organization and at all levels.  The lack of a measurable fiscal bottom line should not deter DoD from creating a climate where organizations more effectively team, especially at lower levels where immediate tactical decisions can be made.  Too often within DoD, decisions are made in stove-piped organizations that have only a narrow view of the problem.  In addition, Industry is learning how to collaborate more effectively with external organizations.  Supply chain management is just one example of how, combining technology with new processes, businesses have teamed with external sources to capitalize on each other’s strengths.  DoD should take advantage of its “people power” by following industry’s lead in external and internal teaming arrangements.  First, and foremost, DoD must develop a more equitable risk sharing arrangement with industry.  Finally, it is important that personnel at all levels of DoD strive to learn and understand what makes Corporate America tick; how industry works and thinks.  

The Power of Change Management 

No business is insulated from the pace and competitiveness of the global economy.  Profit margins quickly erode.  Market share rapidly shifts.  Business processes that are first-class today are inefficient by industry standards tomorrow.  How do successful corporate captains navigate their companies through such dynamic and unforgiving oceans?

In more and more cases, corporate executives are embracing formal change management/process improvement disciplines to keep their companies agile and competitive.  Techniques with monikers such as Lean Thinking, Six Sigma, Achieving Competitive Excellence (ACE), and Balanced Scorecard are attracting followers who argue that successful companies cannot and should not leave change to chance.

Although each change management/process improvement discipline is unique in terminology, organization and processes, there are common themes across the board.  Most seek to synchronize employee actions, from top to bottom, with well-defined, customer-oriented, and often ambitious business objectives.  Corporate leaders then train their organizations in the art and science of measuring progress toward those objectives.  Along the way, employees are exhorted to cast a critical eye on all processes with the goal of reducing defects, introducing improvements, or eliminating the process altogether.  In effect, corporations are tapping into their own power when change becomes the norm.

There are two particularly crucial elements behind most successful change management initiatives(support from leaders and the investment of dedicated resources to the task.  When CEOs and their direct reports, and their direct reports, ad infinitum, are fully engaged with the initiatives, it is no surprise there is action across the entire company as employees work to support their bosses.  Additionally, when leaders tie compensation and performance ratings to their employees’ ability to add value through change management initiatives, it is no wonder the action is rapid, even revolutionary, across the company.  The leaders of successful corporations do not pay lip service to change management; they are fanatical about it.  Dedicated resources are the second element behind the success of formal change management disciplines.  It is now common to see corporations dedicating full time employees to formal change management positions.  In addition, all other employees can count on mandatory training in the tools and philosophies of their company’s change initiatives.  The result: a cadre whose job it is to foster change and an employee population trained to implement it.

During 2001-2002, Secretary of Defense Corporate Fellows worked with four change management/process improvement disciplines that potentially have merit for DoD:  Balanced Scorecard, Lean Thinking, Achieving Competitive Excellence (ACE), and Six Sigma.

Balanced Scorecard.  Originally developed in the early 90’s by Drs. Robert Kaplan and David Norton as a means to assist in personnel evaluations, the Balanced Scorecard methodology has since evolved into a means to manage the strategic development of an organization.  It does this by allowing an organization to clarify its strategic vision and goals and then to translate these ideals into action.  The Balanced Scorecard approach provides feedback around both the internal and external business processes in order to continuously improve strategic performance and results.

The Balanced Scorecard Methodology centers on the analysis of an organization from four separate, yet interrelated, quadrants (Figure 1):

· Learning and Growth Quadrant (employee skills)

· Internal Process Quadrant 

· Customer Quadrant

· Financial Quadrant

Each of these views comes with tailored metrics, data collection and analysis in order to more clearly define and influence the development of an organization’s strategic vision.


                                       Figure 1.  Balanced Scorecard Quadrants                      

At AMS, the Balanced Scorecard approach is listed as one of the CEO’s Top Ten Initiatives for 2002.  It is viewed as critical to the company’s successful transformation from a mid-level to a high-level service provider of intelligent IT business solutions.  Within the Department of the Navy, the Balanced Scorecard approach is being used to aid in the development and implementation of operational deployment of Battle Group assets.  They routinely run operations across all four quadrants below to identify areas ripe for improvement.  The results indicate the Balanced Scorecard may be useful in other parts of DoD, as well.

Lean Thinking.  The principles of “leanness” can be applied to a variety of organizational functions in DoD, from the combat arms operational environment to administrative support activities.  Unlike Total Quality Management (TQM), which captures intuitive approaches to communication and management processes to focus on the customer;  Lean Thinking is a quantifiable approach designed to improve “flow” and remove waste from the organization.  Rather than introducing yet another “new wave” approach to better business practices, Lean Thinking can be treated as an extension of TQM, as was the case in its inception at P&W.  Case studies of Lean Thinking companies often show organizations that have adopted the circular management processes and communication approaches of TQM, but have taken a step beyond to rethink their entire way of doing business.  This rethinking requires the organization to observe the whole product or service through the eyes of the “customer” rather than just looking inward toward its own operational “efficiency”.
Lean Thinking principles address three types of “flow”: 

· Flow of information.  In industry, “flow of information” is the “order” for a product. Similarly, in DoD, it is the communication of requirements for resources, equipment, etc.

· Product flow.  In industry, “product flow” is the manufacture of the “order”.  Similarly, in DoD, it is providing resources, equipment, etc., as required.  

· Cash flow.  In Industry, “cash flow” is the “payment” for the “product”.  Similarly, in DoD, it is the management of fiscal resources consumed for providing resources, products, etc.

Several books have been published that discuss aspects of, and how to implement Lean Thinking in an organization.
,
  Additionally, and perhaps most importantly, the Lean Enterprise Institute has been created to develop new applications and methods, and to provide updates of current trends and innovative processes of Lean Thinking.  The Institute is favorably disposed to providing consultation to DoD if requested.   The “removal of waste” aspect of Lean Thinking can be captured in the application of “quality tools" such as ACE or Six Sigma.

Achieving Competitive Excellence (ACE). This P&W homegrown system is a structured approach for changing culture and work practices.  The ACE mission is to achieve a level of quality and productivity improvement that satisfies customers and allows the company to produce increased workloads more efficiently.  ACE is also a collection of management tools organized to support a stepped progression of increasingly difficult-to-attain criteria that focus on “first things first.”  The end game is to guide the organization toward defined objectives.  In sum, ACE is an application of Lean Thinking principles that allows the organization to remove “waste” and optimize “flow”.
Although ACE was designed for industry, several of its elements have applicability to certain DoD functions.  These elements include different approaches to problem solving, organizing and feedback.  What makes these elements unique, however, is that they always employ standard processes and have measurable results.  When observing ACE in practice on P&W’s production floor, it is easy to imagine potential defense applications in maintenance of aircraft, armored vehicles, or any mechanized combat system.  As a result, several areas of ACE merit further study by DoD.  They are:

· Relentless Root Cause Analysis (RRCA).  The “persistent pursuit of the most influential factors that drive failure”.  DoD could include analysis tools in a standard RRCA procedure guide for trained and designated root cause analysts.

· Mistake Proofing.  DoD could use this tool to validate existing maintenance practices and procedures.  Trained, designated personnel can conduct this validation according to maintenance instructions, technical publication reviews, and other documentation.

· 6 S.   This philosophy is a step beyond “clean and orderly.”  It describes a facility layout that immediately and visually describes the workplace organization, work processes, status of schedules and abnormalities.  The six S’s that guide the foundation of the visual workplace are Safety, Sort, Straighten, Shine, Standardize and Sustain.  DoD should investigate applying these as a standard approach to creating a safe, organized, visual workplace in maintenance or office areas.  An added advantage to this philosophy is that it saves time.  For example, the daily standards of conduct that 6S drives is credited with eliminating the need for weekly inspections.

Six Sigma.  This is a system for maximizing and sustaining business success.  It is a fact-based process driven by interpreting customer needs, disciplined use of data, statistical analysis, and diligent attention to managing, improving, and reinventing business processes.

First conceived at Motorola to reduce quality defects on the manufacturing line, Six Sigma is more broadly applied today.  General Electric (GE) became synonymous with this change management/process improvement discipline when it applied the principles across all aspects of its daily business.  Jack Welch, GE's iconic former CEO, credited Six Sigma with transforming his company as growth raced ahead at a record setting pace.  In the wake of the GE story, numerous Fortune 500 corporations are now using Six Sigma methodologies.  Six Sigma teams are tackling any business process that can be measured including transactional processes left out in the cold by previous quality initiatives.

In very simple terms, Six Sigma works because it engages the entire company to pursue common corporate goals through the DMAIC process, an acronym for Define, Measure, Analyze, Improve, and Control.  At 3M, for example, almost one percent of its 75,000 employees are now full-time Six Sigma change agents.  And this group is drawn from the pool of people with the top 20 percent performance ratings and highest career potential.  These change agents, bearing titles such as Black Belts and Champions, lead over 1,000 projects that are all aligned with three corporate-wide objectives:  accelerate growth, improve productivity and increase cash flow. 

DMAIC, is the at the heart of Six Sigma and is a methodology designed to logically control variation in any business process.  All processes naturally contain variation and excessive variation can lead to defects in the ultimate output.  Six Sigma with its DMAIC approach, aims to reduce such variation.  Whether it be for processes related to administration, finance, human resources, manufacturing, procurement or even sales.  In the end, controlling  variation leads to more efficient, effective and reliable processes.  Inevitably, that means cost savings, greater productivity, faster timelines and more cash to invest in growth.

There is no question that a change management process/improvement discipline can promote effective change in DoD.  The real question is whether DoD can engage its leaders to avidly embrace the discipline, “bite the bullet” to create full-time change agents, and fund training for all personnel.  Corporate experience shows that disciplines, such Six Sigma, demand the all out commitment of any organization that hopes to achieve success across the board.  It is unlikely, however, that DoD could simultaneously launch a change management initiative in all Services and agencies.  A more practical course would be to demonstrate the tools on a smaller scale.  Such a demonstration would highlight how to modify the Six Sigma template to suit the defense environment.  It would also offer evidence of success to military personnel who still remain wary of quality programs gone awry.

Summary

The country faces a great many challenges in the years ahead, so to protect our nation and our way of life, DoD must transform itself into an agile, forward thinking organization.  To increase the opportunity for success of the Department's current transformation effort, the implementation of a formal DoD-wide change management process would serve to codify the numerous independent efforts already underway.  A disciplined change management process will ensure all levels of the Department address the most critical aspects of transformation first.  More important than what specific change management discipline is used, is that a formal process be implemented at all levels to drive change within DoD.  Adoption of a formal change management process must not be viewed as another TQM initiative to be taken out of hide, but rather an approach embraced by senior leadership as a means to greatly improve all daily activities of the Department of Defense.

Information Technology (IT)

Just like DoD, Corporate America wrestles with the best way to use IT.  Sponsor companies are reaping the benefits of aggressively pursuing IT as a means to reduce costs while adding profit margin during times of slow revenue growth.  These organizations all have one thing in common:  they view IT as a strategic resource rather than using it in a supporting role.

In the section on “Exploiting Information Technology”, we discuss how successful companies have exploited the power of the Internet.  Using web-enabled tools, organizations have achieved remarkable returns on IT dollars spent in three areas:  Training and Education, Shared Services, and Technology.  Moving DoD to a shared services/consolidated IT paradigm is a road paved with potholes.  However, viewing the Pentagon as an enterprise, and implementing a consolidated IT structure, would demonstrate that leadership is serious about making significant and revolutionary changes in their approach to IT and moving DoD into the 21st Century.  

Today’s leading companies recognize that IT serves more than a supporting role in their efforts to leverage the power of the Internet.  A common success factor behind organizations that have truly transformed into an e-business is the strong force of the companies’ most senior leaders, starting with the CEO.  In “The Role of Information Technology in Organizational Success” we show how leading companies approach IT in a much different manner than DoD.  These companies see that transitioning to web-enabled employee support tools is a necessary retention tool, as much as it is a means to reduce overhead and consolidate services.  

Exploiting The Web

By far, the most striking transformation in the workplace is the way corporations have leveraged IT to increase operating margins and productivity.  Their new business model depends on shared services and self-service methodologies, and these new processes work mainly because implementing organizations have creatively leveraged information technology, most especially the web, to transition to the new business paradigm.  

To varying degrees, this year’s sponsoring companies have all exploited the power of the web.  The most striking difference we found is the way they used the Internet versus the way DoD uses classified and unclassified data networks.  Competitive businesses today recognize that the web enables them to collaborate, create virtual teams, conduct daily operations more efficiently, and permit consolidation of services.  These companies are becoming extremely efficient at running their businesses over the Internet.  Today, DoD uses the web primarily as an information-sharing tool.  There are rare instances of web-enabled products, but even those are just a subset of what is possible.  DoD seems slow to adopt the shared services and self-service models that industry leaders have capitalized on, and truly exploit the power of the Internet.  DoD’s inability to aggressively implement web applications results in the inability to realize the competitive and productive gains that the Internet can provide.             

DoD should leverage the web to increase its productivity, increase its tooth to tail ratio, and reduce its support resources in three major areas:   


Training and Education.   In Industry today, the classroom seminar is only a small part of an overarching training and education program.  The majority of training is conducted using web-enabled tools that permit employees to participate in cyber-seminars from virtually anywhere on the globe.  In most cases, DoD still requires personnel to originate a training session from a dot.mil domain, thereby severely restricting the mobility of the force and their ability to use time away from station effectively.  Current Computer Aided Training in the military is not even close to being interactive, but is more along the lines of “read, digest, take a test”-- truly boring to a work force that is now comprised largely of a generation of service members raised on computers and videogames.  

Furthermore, it is generally recognized that the video tele-conference (VTC) has rarely lived up to the early billing it got in the mid-90’s, and provides limited only capability to share information.  Today’s tools permit viewing live training sessions via web-broadcasts and interactive training, combining the web and telephone links.  These are just a few of the ways corporations are reducing travel costs, reallocating training and education support personnel, and consolidating training and education functions.  DoD can easily reduce training and travel costs at a magnitude even greater than Corporate America given the size and mobility requirements of the organization.


Shared Services.  As mentioned in the section on “Efficient Employee/ Customer Support”, the Internet makes this new business paradigm possible.  At sponsoring companies,  employees get all hiring, promotion, pay raise, benefit and compensation, and business operations information over the web.  They can even exercise stock options in a paperless environment.  Employees can sign up for benefits, book travel, file travel vouchers, and order supplies using web-based products from anywhere-- the office, home, or on the road.  They can even receive e-mail by voice communication, when computer access to the web is not possible.  

Today in DoD, when personnel do something as simple as outprocess for a Permanent Change of Station (PCS), they are still required to hand carry a checklist to numerous base organizations to “sign out”.  This is just one simple example of how DoD can use the web to streamline its organization and permit its personnel to be more productive and efficient.  Just imagine if this whole process was web-enabled.  When someone reported to a base, they could sign up to have their household goods delivered (having tracked their shipment), submit a request for e-mail, complete and submit a PCS travel voucher, inprocess in DEERS and Tricare, and take initial administrative and orientation briefings, all via a cyber session.  Instead of needing a week to inprocess, our personnel could be up and productive after a few hours on their first morning at work.  The same goes for PCS out-processing and departure.  

The Enterprise Resource Planning (ERP) and Customer Relations Management (CRM) tools that make this possible are not hard to implement and are in use today across all types of business organizations. The examples cited are just a small subset of what the web makes possible.  The opportunities throughout DoD are endless and range from morale and welfare functions, to personnel support, to civil engineering, to operations, to logistics, and everything in between.  DoD is truly lagging behind Corporate America in implementing simpler, cheaper, more efficient processes for routine personnel matters.


Technology.  By far, all our sponsor organizations have either already consolidated their technology departments or are in the process of doing so.  The most dramatic example is the enterprise approach to e-mail.  Oracle hosts email for all 44,000 world-wide employees at a single location, with a real-time redundant backup system several states away.  This consolidated system works because of tools in place that permit aggressive management of the system from anywhere in the world.  E-mail and software problems are addressed via the web and employees have 24/7 access to helpdesk personnel since technical support “follows the sun."  Even more importantly, the web-enabled tools have permitted the centralization of critical technology personnel, such as database administrators and systems administrators, at just a single location.  At Oracle, the database administrators are not even co-located where the data center is, but on the opposite coast.

However, the consolidation of technology goes beyond email, and includes the way organizations are deploying their ERP and CRM tools.  The trend is toward web-enabled, consolidated systems physically located at one or two locations for worldwide access.  Again at Oracle, there are no servers at any of its operating locations, including major operations that may have in excess of 5,000 employees.  All servers, databases, software and hardware are housed at its consolidated data center.  Even overseas operations use this system, and have no dedicated systems in country, or even on the continent.

Moving DoD to a shared services/consolidated IT paradigm will not be easy.  One of the primary lessons learned from organizations who have consolidated their IT responsibilities, is that all had to adopt a  “just do it” mentality,  and even then, often required a “strong benevolent dictator” type CEO to direct the change.
  

The Pentagon could be the centerpiece of instituting IT change and the first system to start with is e-mail.  The paradigm shift required is to view the Pentagon as a single enterprise made up of several business units, rather than viewing it as uniquely separate entities made up of the four Services, the Joint Staff, and OSD.  The only way consolidation of IT functions will work, is to make sure all Pentagon entities understand this new business model.  Communication, guidance, and support from the top would be critical.

In keeping with the new paradigm, we recommend directing that all IT support for the Pentagon be provided by a single entity, beginning with consolidating all e-mail systems into a single domain.  Simply put, this would mean that anyone assigned to the Pentagon has the same email domain, e.g. username@pentagon.mil.  Why do we need multiple domains, such as osd.mil,  js.pentagon.mil, army.pentagon.mil, af.pentagon.mil, and navy.pentagon.mil, to name just a few?  Managing all of this redundancy is an incredible waste of resources.    

Third, there is no reason why e-mail and other information needs to be hosted on-site.  Instead of creating redundant, co-located systems we should be moving all data off-site and making it accessible from anywhere via high-speed links.  After the 9/11 attack on the Pentagon, non-essential personnel not required to remain on site could have gone home, logged onto the web via their own Internet provider, and done their work from home until their offices were rebuilt.  Taking that even further, they could have continued to collaborate via virtual teams using various project productivity tools.  

We can no longer afford the manpower and dollars wasted permitting each of the Services and staffs headquartered in the Pentagon to run their own IT infrastructure, e-mail and messaging systems.  DoD has been directed to take a 15 percent cut in headquarters personnel,  so it makes sense to consolidate IT, remove that responsibility from the Services, Joint Staff, and OSD, and send those active duty and contracting personnel back out to the field.  

The way to make this initiative work is to incentivize the Services by allowing them to keep the funding they currently use for the Pentagon IT support, use it for other pressing programs, and direct that the Services no longer spend any funding to support unique e-mail systems.  Since NISA-P already has, at least on paper, responsibility for the IT infrastructure of the Pentagon, make it a joint organization, with funding and responsibility to act as IT service provider for all Pentagon entities.  We recognize that this idea has been tried before and failed.  In our opinion, the idea failed because it lacked buy-in from the Services, support from leadership, and incentives for the various organizations to support a single IT organization.  Strained DoD resources no longer permit the luxury of duplication of effort by Pentagon entities, and multiple servers and databases are ideas way past their prime.  

In keeping with the Business Initiatives Council (BIC) practice of starting small and planting the seeds for future initiatives, once this methodology is demonstrated as viable for e-mail, move to consolidate other systems, as we addressed earlier.  Then move the systems, the related data, hardware and software, off site to ensure security, reliability, and redundancy.  Implementing the suggestions outlined here will truly create a Virtual Pentagon, increasing efficiency and more importantly protecting our people and our information.

Summary

Today’s successful e-businesses have leveraged the web in three distinct areas:  education and training, shared services, and technology support.  Recognizing the importance of the “network”, premier organizations have consolidated their IT infrastructure and moved to conduct their business entirely over the Internet.  The most effective way to demonstrate this point to the Services is to consolidate e-mail, and then other common network services, within the Pentagon.  By instituting change at the headquarters level, stovepiped organizations will see the overwhelming benefits to consolidation, and recognize that DoD leadership is as serious about transforming the way it conducts everyday business as it is about transformation to execute operational missions.  The availability of technology is no longer a barrier; the only barriers now are culture and tribalism.

 IT’s Role in Organizational Success

As organizations adapt to their changing environments and evolve to maintain their competitive advantage, so has the role of information technology.  No longer is it simply advantageous for an organization to automate and streamline certain manual functions and processes; information technology is now being embraced as a strategic partner in all aspects of an organization’s operations.  Today’s industry leaders recognize the exponential power behind leveraging the current and future use of information technology in their organizations.  DoD must take the same steps to seize the vast opportunities and advantages that information technology offers when viewed as a strategic partner as opposed to a supporting role player in the organization.

Relegating the role of IT to a mere support function in an organization is a common mistake that many organizations make when they do not realize that IT can have a substantial positive impact on all levels of operations in an organization.  Making the initial change from manual processes to automated systems is definitely laudable, but making the transition to viewing IT as a strategic factor in all business operations, and subsequently making the jump to integrate IT into planning, budgeting, implementing, and analysis stages truly distinguishes an organization as mature and forward-thinking.

The concept of recognizing IT as a core factor in an organization’s success is not a new one.  In fact, the recommendation for DoD to embrace the use of IT as a strategic investment in all facets of the organization’s operations has been repeated from year to year, since the inception of the Secretary of Defense Corporate Fellows Program.  This year, the distinct advantages of incorporating IT into the entire spectrum of a company’s operations has been proven by such industry leaders as Cisco, Oracle, and AMS.  The success of these companies comes from expanding their use of technology, realizing the productivity and efficiency gains that leveraging IT can bring.  From an integrated human resources system that offers a variety of online self-service functions for employees, to a complex manufacturing and logistics tracking system that allows immediate response to operational queries, these highly successful businesses have realized the competitive advantages of incorporating IT into all facets of their strategic operations. 

Another common success factor behind those organizations that have effectively transformed into true e-businesses is the strong force of the CEO.  In several of our sponsoring companies, the CEO is the de facto CIO.  In every instance, the strong personal involvement of the CEO was the single most important factor in driving change in the organization.  This means that it is important for leaders to understand that the role of IT is more than an enabler; it is the critical component for success.  Organizational leaders truly hold the key to setting the right tone to incorporate IT into all operational levels.  

Funding for IT is another very real distinction between the way DoD views IT versus how IT is viewed by leading edge companies. At Cisco, 65 percent of its capital expenditures went to IT initiatives.  For too long DoD has sacrificed spending on IT systems that could effectively transform the business of the organization.  In today’s environment, the war on terrorism makes it even more important to allocate appropriate funding for e-business IT transformation.  While the mood is relatively favorable inside the beltway, DoD must fight for and win the necessary funding to rid itself of an aging IT infrastructure and legacy IT applications that hamstring DoD's ability to share information.  

The old, archaic IT systems that DoD uses to recruit, train and equip the warfighter directly impact retention.  At both AMS and Oracle, transitioning to Business to Employee (B2E) web-enabled tools was a necessity simply to retain their talent pools.  This is just as true for DoD, where the force is primarily composed of 18-22 year-olds raised with technology.  Unfortunately, today’s Service Member usually has greater access to better tools and information at home than in the motor pool, garrison training facilities or in the field.  It is demoralizing for Soldiers, Sailors, Airmen, and Marines to find upon entering the world’s best military, that they are in an organization 20 years behind in exploiting information technology.  

Summary

It is crucial that a significant piece of the transformation pie be allocated to IT.  The proposal to employ a “bishops fund” to finance programs related to military transformation, must include a portion for IT transformation, for this is an area with huge potential for a good return on the investment.  Money, however, is only part of the equation.  Our mindset must evolve to move IT into the realm of a strategic asset rather than a support function.  Organizations in Corporate America that made this decision years ago are reaping the rewards today.  Additionally, DoD must hold a tighter reign on its functional communities and develop an overarching IT transformation plan, ensuring that the individual Services, and the functional communities within the Services, no longer buy their own IT without any regard to the impact on the Department as a whole.  Smart partnering between the Services, from the planning of our DoD IT infrastructure to the development and implementation of common applications, will reap huge productivity and efficiency gains that the Department has failed to give the United States public in past years. Though IT strategic planning is a key factor to DoD’s success in e-business transformation, it cannot do the job in isolation.  If we hope to move DoD business processes into the 21st Century, then planning has to be backed by strong leadership, willing to apply the necessary dollars.  Our troops and our country deserve a world-class Defense Department that runs its everyday business efficiently.  As senior leaders in this major industry, it is inherent upon us to take the responsibility and drive this much-needed and much-awaited IT transformation that will position us to maintain competitive advantage in national security and world peace-keeping roles.

Business Processes

Refining core business processes is the most crucial element in remaining competitive in today’s global economy.  Each of this year’s Fellows found this to be a common theme across the sponsor companies.

Across the world, companies are continually searching for ways to leverage their size and purchasing power.  In the section, “Leveraging Size for Spend”, we focus on how Corporate America is aggressively pursuing the benefits of strategic sourcing.  Given the size of DoD procurement budget, the Department’s benefits would greatly exceed that realized by industry if it were able to leverage its size and buying power for such common things as supplies and travel.  

Frequently within the Services there is a negative connotation associated with the term “outsourcing”.  Not so in Corporate America.  The section on “Outsourcing” discusses approaches used by Industry to capitalize on Business Process Outsourcing (BPO) and associated benefits.  BPO is being implemented, in a limited fashion, within DoD but a great deal more can be accomplished.  DoD should actively pursue BPO arrangements where they make sense.  

In “Organizing for e-Business Transformation” we discuss the Business Initiatives Council (BIC), and make suggestions for organizing strategic players to make DoD’s implementation of e-business initiatives a reality.  DoD is falling further and further behind in leveraging the power of the Internet and capitalizing on Industry lessons learned in the IT arena.   Lastly, it is imperative that DoD consolidates its IT budget and oversight into a single entity to ensure  the Department realizes the best return on this investment.   

Leveraging Size for Spend

In 2000, a survey of the nation's 250 largest purchasing operations for manufacturing found that they paid out over $1.66 trillion for goods and services.  Interestingly, however, only one in four of those large corporations believed they were exploiting their size to pool their purchases, realize volume discounts, and cultivate a small number of high-performing suppliers.  In fact, the survey showed the median corporation estimates it is only leveraging 57 percent of its total procurement spending.

However, Corporate America is aggressively tuning in to the benefits of strategic sourcing.  In addition to the huge potential savings connected with aggregating company-wide purchases, they look to accrue other benefits.  These benefits include better non-price contractual terms, reengineered business processes, integrated supply chains, improved product designs through supplier standardization, and greater quality of dedicated suppliers.

While each company approaches strategic sourcing differently, there are practices common to the most successful procurement operations.  First and foremost, successful companies centralize their purchasing authority with executives at the chief procurement officer or vice president level.  These executives often report directly to the CEO.  Second, highly leveraged corporations are standing up numerous cross-functional sourcing teams to specialize in specific goods and services.  For example, a company may charter a team to strategize procurement of chemicals around the world.  Other teams would similarly specialize in metals, advertising, travel or even janitorial services.  Working together, each team develops the most effective and efficient way to collaboratively purchase its respective goods and services.  Third, corporations are using technology to enable this process.  Many firms have installed automated procurement systems that collect and disseminate data on their global spend, giving global commodity teams invaluable information for future purchasing decisions.  Finally, companies are garnering tremendous results using e-procurement methods.  In the past, corporate purchasers chose from various suppliers, contracts and methods of payment.  Executives are now making those decisions in advance by funneling all employees to on-line catalogs and contractual vehicles for their purchases.  This simple concept has dramatically simplified purchasing, improved the ability to aggregate purchases with specified suppliers, and jumpstarted databases on spend histories.

The size of DoD's procurement budget greatly exceeds that of any corporation.  Even acknowledging that a large share of defense dollars go to systems with only one supplier, the military's spend for more common supplies is certainly enormous.  Using a corporate model, DoD should:

· Aggregate purchases across Services and agencies wherever feasible

· Set up cross-functional sourcing teams to develop purchasing strategies

· Migrate to common procurement systems that automatically execute transactions from order to deliver

· Reduce the number of options for purchasing agents in order to drive transactions to preferred suppliers who provide more value added, often less expensive goods and services

Summary

While the Defense Logistics Agency (DLA) and Government Services Agency (GSA) currently attempt to leverage the size of the government their efforts are still falling short.  GSA currently stocks numerous office supplies.  Unfortunately, due to its bureaucracy overhead, the supplies can usually be purchased at lower cost from a local commercial office supply business, such as Office Max or Office Depot, at a price that also includes delivery to the installation/office.  GSA should contract with commercial office supply business for lower prices, not stock any of the items (saving inventory and facilities costs), and improve service to the field.  This is but one example of how the government and DoD can leverage size to the benefit of the taxpayer and the warfighter.  Competitive businesses approach strategic sourcing differently, but all consolidate their purchasing authority, stand up cross functional teams to specialize in specific goods and services, and use technology to enable this process.  The size of DoD’s procurement budget exceeds that of any corporation.  By following industry’s lead, DoD could greatly enhance its purchasing dollar and leverage its size through strategic sourcing.  

Outsourcing

Business Process Outsourcing (BPO), the practice of divesting processes normally performed “in house” by a corporation to an outside service provider is a business medium that is gaining acceptance throughout Corporate America.  Central to the concept of BPO is a corporation’s ability to distinguish between “core” and “non-core” competencies – never an easy task. Absent a corporate strategy that delineates what is a core competency and what is not, a serious, often contentious, introspective review must be conducted to determine the viability and applicability of a process to outsourcing.  This exercise can often provide an additional, unintended benefit – that of business intelligence.  Depending on the scope and magnitude of the preliminary effort, a corporation’s process analysis can provide all those involved with a better understanding of their business environment – something that can favorably impact their ability to run the corporation.  Within DoD,  this exercise could prove exceptionally enlightening, as well as extraordinarily challenging.

The benefits of forming BPO relationships are numerous.  Some of the more attractive include:

· Achieving cost reductions.  Through reengineering, process improvements and advanced technologies, successful BPO endeavors can eliminate unnecessary operating costs while reducing and bringing other administrative costs under better control.

· Focusing on core processes.  Management is freed up to focus more time, energy and resources on building core businesses/competencies while the BPO provider assumes full responsibility for managing the daily “back office” operation.  The company’s “back office” becomes the BPO provider’s “front office”.

· Improving service quality.  BPO providers organize and manage the business processes with a view to providing a higher level and quality of service to the business units, subsidiaries, and other users throughout the company, generally at a lower cost.

· Obtaining outside expertise.  The BPO provider’s top business, industry and technical specialists provide the client company with valuable guidance and skills which are the provider’s core competencies and which the client may not have in house.

· Maintaining the competitive edge.  The BPO enables management to focus on building a more competitive business and provides the supporting systems and services to help companies compete more effectively.

· Making continuous improvements in process.  BPO providers can focus on designing, building and managing business processes to operate better, faster and less expensively.  Key to this is working with clients to make continuous improvements in process effectiveness and efficiency.

· Gaining greater internal flexibility.  Through outsourcing, management can focus on more strategic issues and other important initiatives and has more flexibility to assign staff and allocate resources to high value projects.

· Gaining access to advanced technology.  The BPO is responsible for designing and implementing a leading-edge enterprise system to support the business processes and manages the associated technology infrastructure.

The bottom line is that, along with providing the above benefits, outsourcing enables the reapportionment and redirection of capital and resources to core business functions.

In several of this year’s sponsoring companies, BPO is delivering tangible results.  At Cisco, a leading provider of Internet hardware and network solutions, BPO has enabled the company to almost entirely divest itself of the nuts and bolts process of manufacturing IT hardware components.  As a result, more resources are focused on technology research and development.  P&W no longer provides IT infrastructure in house – this service is provided better and cheaper through BPO and allows the company to continue to focus on its core competency of building better aircraft engines.  These are just two examples of the benefits of BPO.  Central to each example was a clear definition of what constituted a “”core” and “non-core” competency and whether it was applicable for outsourcing.  While maintaining full control over the processes, these companies freed up valuable resources for their more critical functions.

As with any business venture or partnership, communication between the involved entities is critical to ensuring the benefits are realized.  Central in this dialogue is aligning customer expectations with perceived results.  The Gartner group reports that in over 50 percent of all failed BPO endeavors, the underlying issue revolved around the customer’s perception that they did not see the return that they had expected.  In order to prevent this, it is important early on to make certain that customers and providers work together to set realistic expectations and then execute and measure outcomes against these expectations.  The tangible result of clear communication between parties is the formulation of a service level agreement that states clearly defined penalties for non-compliance while providing incentive thresholds that, if achieved, will give financial benefits to the provider. 

What makes the concept particularly attractive in DoD arena is that the most mature BPO sectors, those that deal with providing Human Resources (HR), Administrative, and Financial Management services, are all areas of demonstrated need within DoD.   An inefficient travel management system and a financial management system that wastes over 15 billion dollars annually are just two examples of business processes that would appear ripe for BPO on some scale.  This is an option that should be considered in addition to the streamlining and consolidation effort discussed in the section on “Efficient Employee/Customer Support”.

Several BPO efforts are currently underway within DoD.  The Navy-Marine Corps Intranet (NMCI) is a divesture of substantive IT services to a consortium headed by Electronic Data Systems; a landmark BPO that shows great promise.  The National Security Agency’s GATEKEEPER is a similar initiative.  DoD Comptroller has contracted with Industry to provide Financial Management Architecture, a project to make the financial systems of the Department more effective and interactive. The Army has outsourced a portion of its overseas logistics capabilities to a Texas-based firm and is experimenting with divesting a segment of its recruiting component to a civilian firm.  The Army has also contracted with Smartforce.com to provide e-learning opportunities to its members.  This is discussed further in the section on “Talent and Performance Management”.  All of these are examples of attempting to gain improved service, save resources and realign priorities through business process outsourcing.

Summary
Perhaps the single most important attribute of Corporate America is its ability to directly understand its sources of competitive advantage, and clearly define how operations can contribute to that advantage.  In an environment where bottom-line drives everything, business operations strategists continuously analyze these advantages with the intention of identifying what among them are core capabilities.  Once identified, the core capabilities are further studied to leverage and develop strategies to extend them in business operations.  In a never-ending effort to be efficient, industry places a focus on exploiting and developing core competencies and leveraging partnerships on non-core ones.  Growth aspirations, whether organic or through acquisitions, are linked to or natural extensions of core competencies.  Industry typically adopts the approach to “keep only what they can be the best at in house.”  In sum, “if it isn’t a core competency, it is outsourced”.  In private industry, “outsourcing” is not a four-letter word.  Successful organizations have used BPO to reapportion capital and resources to core business functions.  Within DoD, there are numerous areas where a sane and structured approach to business outsourcing could realize real benefits.  The critical first step is identifying “core” and “non-core” competencies, which we realize is easier said then done.  As with any strategic approach, communication up and down the chain is a necessary component to any BPO undertaken by DoD.  Operational tempo and the current environment require DoD to team with industry to provide non-core services, so that the limited resources of the Department can be put toward those crucial functions that DoD identifies as its core competencies.  DoD should aggressively pursue the investigation and implementation of BPO throughout the Department.  As stated earlier, certain disciplines within DoD appear extremely applicable to some form of outsourcing.  These include personnel administration, travel management, personnel finance and accounting, education programs administration, medical services (non-tactical), and IT.  With the exception of medical services, all others could be Web-based services that are efficient, responsive and employ state-of-the-art technology.  An additional benefit of web-enabling is the reduced update/implementation timeline for the incorporation of new requirements and functionality.

Organizing for e-Business Transformation

DoD currently gathers information on e-business transformation from a variety of sources, including, but not limited to, the Defense Science Board (DSB), the Business Initiatives Council (BIC), the newly created Defense Business Practices Implementation Board (DBPIB), the Secretary of Defense Corporate Fellows Program (SDCFP), and other various educational programs.  But, up until now, many of the ideas and concepts being reviewed/studied by these organizations (and their predecessors) have gone into a black hole, gathering dust on some shelf somewhere for lack of time, resources, or desire.  The slowness to adopt smart ideas seems to be more a function of a lack of sponsorship and resources (both fiscal and manpower) than a lack of interest.

The creation of the BIC goes a long way toward addressing this issue.  The buy-in by all the Service Secretaries ensures that the BIC is more than just another “tiger team.”  But, up until now, the initiatives adopted by the BIC have been relatively benign, narrowly focused, and small in scale.  Good initiatives, just not aggressive.  This begs the question as to what will happen when the BIC begins to really delve into ideas that require overwhelming changes and that threaten Service programs.  

The majority of the recommendations cited in this report require advocacy from the highest levels of DoD leadership.   As such, a clearly defined individual/organization should be designated with the responsibility for driving transformation of the business processes of the Department.  While the Secretary of Defense, is ultimately responsible, he needs a single point of contact to make it happen.  Just as the Office of Force Transformation was created to concentrate operational transformation, DoD should identify a strong advocate to implement radical transformation in DoD’s business processes.

Additionally, we recommend a stronger link between the SDCFP and the BIC.  For one year, seven or eight officers from across the Services sit in corporate boardrooms, privy to how business decisions are made and how successful organizations change.  They bring back a wealth of experience and lessons learned that DoD would benefit from hearing.  Consequently, we recommend the following:

· Secretary of Defense Corporate Fellows attend various BIC Process/Functional Board meetings and Joint Integration and Support Team Meetings.

· Secretary of Defense Corporate Fellows present their midterm and final briefings to the Business Initiatives Executive Steering Committee (ESC).

· When command opportunities and career path allow, Corporate Fellows should be detailed to follow-on tours that allow use of the experience garnered during the program.  

DoD is requesting an IT budget of $26.5 billion, or a 12 percent increase for 2003.  Who is responsible for ensuring these funds are allocated to the most appropriate programs?  We recommend giving DoD Chief Information Officer (CIO) more of a say in the overall approval of individual Service IT programs and giving him program authority for implementing many of the IT recommendations we have made here, most especially in the areas of common or shared services.  The Army has given its CIO the authority to determine how the Army’s IT dollars are spent; the other Services need to follow the Army’s lead, and do the same.  This will limit the waste of IT dollars by functional communities on stovepipe programs that contribute little to e-business transformation and ensure cross-compatibility between the Services.  Additionally, within DoD it is not clear where the responsibility for IT transformation resides.  Is it the DoD CIO?  The Assistant Secretary of Defense for Command, Control, Communications, and Intelligence, ASD(C3I)?  The ASD for Acquisition and Technology, ASD(A&T)?  What role does the Joint Staff play?  The only way to truly capitalize on the increased IT budget is to make the DoD CIO ultimately responsible for IT transformation across the Services. 

Summary
The BIC is a great start toward moving DoD into the IT 21st Century and the Services should capitalize on this avenue for change.  Our year in industry has shown us what is possible, today, not 10 or 15 years from now.  The time is ripe for the Services to begin sharing information and for DoD to consolidate common functions to conduct military business and operations more efficiently and effectively.  IT programs that take two or more years to implement are useless, as they will be out of date before they are fielded.  The BIC needs to aggressively pursue some of the recommendations outlined in this report.  We also recommend giving the DoD CIO the responsibility for moving DoD forward into the e-business realm.  But, with that responsibility must come authority, both funding authority and the legitimate power to make changing the business of DoD a reality.  In Industry, we have seen that transformational change only occurs when strong leadership is behind it.  The organizations that successfully implemented e-business process changes centralized IT decision-making at the highest levels.  

By adopting the recommendations to view IT as a strategic resource, and centralizing the authority to make radical changes in our IT posture with DoD CIO, DoD should be successful in overcoming tribalism among the Services and protectionism of individual programs.  

Human Capital

Successful corporations continue to win the war for talent, and retention is not an issue of interest only for the Department of Defense.  Corporate leaders know their people are their most precious resource and aggressively manage their talent pools.  In the section on “Talent and Performance Management,” we discuss how Industry benchmarks DoD’s approach to leadership development.  However, Industry does lead DoD in the e-learning arena and the Department could benefit greatly by creating a DoD-wide e-learning initiative.  Performance Management is of crucial importance to industry and several of this year's sponsor companies have adopted a unique performance management process that recognizes the developmental needs of subordinates.  Included in personnel development are incentives for employees to continue education that well exceed those educational programs offered by DoD.

Recognizing that people are not only their greatest, but also their most expensive resource, Corporate America continues to search for ways to streamline their organizations and share services across the enterprise.   Duplication of effort is generally the first target of efficiency experts, and DoD can capitalize on adopting a “shared services” approach to common functions.  Human Resources, Health Care, Legal, Supply Chain/Procurement, Information Technology, and Finance are all areas where the Department could exploit economies of scale, thereby increasing the productivity of its more precious resource—People.  

Talent and Performance Management

It is widely recognized that DoD invests an enormous amount of time and money on development of individual and leader skills.  Corporate America often uses the military as a benchmark for these types of programs.  One of the models that all of the Services use for leadership development involves rotational assignments through positions which allow broadening of experience in the organization as well as enhancing leadership skills.   Cisco and Sears Logistics Services recognized the importance of this type of training and advocate rotational assignments to accelerate development of leaders from across the company who have been identified as “top talent or high potential”.  The Merck Human Resources (HR) division is also instituting a program for rotational assignments.  The intent is to rotate HR professionals into “line” positions to enhance their business acumen and accelerate development.  Likewise, 3M has implemented an intensive leadership development training program, using internal executives and external consultants to train identified frontrunners for more senior management levels in the company.

Among all employee services, e-Learning offers the greatest long-term benefits with minimal investment and risk.  Clearly, a DoD-wide e-Learning initiative would allow DoD to train and educate its personnel to build job-related and promotion-enhancing skill sets, but of equal importance, to prepare them for “life after military service”.

DoD should establish a Learning and Development Institute (leveraging existing DoD educational institutions), which could offer distance learning and resident training programs from numerous reputable universities.  A service member could enroll in a web-based distance-learning program or participate in a resident degree-oriented program.  In either case, if the curriculum supports the member’s education and training strategies as identified in his/her Individual Development Plan (to be described later), DoD Education Support Program could cover all tuition costs, books, academic fees, and paid time off for study.

To support education and training strategies, electronic newsletters should be published that offer members an efficient communications channel for obtaining information about training, development and educational opportunities across their respective Services and DoD.  Additionally, communication vehicles can be established in Portals where members can register to receive information on courses within a specific discipline.

Unless a topic is Service-specific, these professional education opportunities should be offered DoD-wide.  Each Service is currently developing its own separate e-learning system so there is a great deal of duplication of effort.  This also fosters competition between Services for recruitment and retention of people, a situation detrimental to DoD since competition with Corporate America is already so significant.  The Army currently offers an e-learning program to its military and civilian employees.  This program is outsourced to Smartforce.com and offers as many as 1500 courses designed to build IT, communication, and interpersonal skills.  It is designed so that a member can access any of the courses 24/7 from any location, with immediate personal assistance/mentoring available on demand.  There are some associated system and bandwidth requirements but overall the program has great potential as a benefit to members, including those who are preparing for life after military service.  As discussed earlier, DoD should be leveraging its size to outsource this type of program for all of the Services.  This will ensure the availability of top quality educational opportunities to all service members and civilian employees.  

Some of our host companies, Merck, Pratt & Whitney, Cisco, and Oracle, have implemented a unique performance management process – one that incorporates an individual development plan.  On an annual basis, supervisors and their subordinates conduct a detailed analysis of the subordinate’s job performance.  This analysis, generated by the supervisor (as is the case with DoD military evaluation process), identifies and documents individual competencies.  However it takes a further important procedural step to recognize the subordinate’s developmental needs.  These “needs” may be proposed by the supervisor, the subordinate, or both, and are based, not on just on shortfalls, but also advancement requirements, and/or personal ambition.

If the Services were to adopt this “next step,” the supervisor, in effect an education and training advocate, would generate an individual development plan, which identifies and plans work-related training requirements and personal/professional education goals.  Once generated and approved, the plan would become an official document authorizing expenditures and efforts.

Finally, as discussed earlier, service members would have access to DoD-wide outsourced e-learning portals and educational support services to work toward completion of their individual development plans.

With respect to incentives, supervisors should be required to ensure his/her subordinates are provided with a minimum number of hours of training per annum.  Training and education achievements among subordinates should be reflected in the leader’s performance feedback.

Informal DoD equivalents of individual development plans for active-duty service members are generated by training Non-Commissioned Officers (NCOs) or Officers, career counselors, or conscientious and knowledgeable supervisors.  However, to date no cross-Service formal standard is established, nor are supervisors (NCOs or Commissioned Officers) accountable for subordinates’ education to such a degree as described above.

The concepts of individual development plans, and generous professional education opportunities supported by outsourced web-based services and tools across all branches of the military (for standardization and cost savings) may be considered by some as too liberal, too costly, and potentially anti-retention.  The same arguments were raised at United Technologies Corporation (UTC) seven years ago when the CEO, George David, proposed one of the most generous education-support programs in Corporate America.  At the onset of this program there was significant anxiety.  The question lingered: “Would people take advantage of the corporation, be educated on our nickel and then take off and go work for somebody else?”  The fact of the matter is that at UTC, approximately 4 percent of workers who seek company-financed college degrees and certificates leave each year.  The attrition rate for employees who do not participate in the program is 8 to 10 percent per year.  Available evidence shows companies that “make it easy” for employees to go to school and gain more marketable skills develop employees that are both more mobile and more loyal because mobility applies internally, as well as externally, and employees don’t feel they have to leave to better themselves.  

Currently all of our Services and about three-quarters of large U.S. companies offer aid for college courses, principally to help in recruiting.  At most companies approximately 10 percent of employees enroll in college-level programs.  At UTC it is 20 percent.  Like the military, most companies reimburse workers at the end of the semester, cover only part of the tuition, limit to job-related courses, and require a “pay back period” of continued company employment.  At UTC, if a curriculum is in accordance with the employee’s individual development plan, which does not necessarily insist on job-related material, the company will pay all tuition and fees up front and provide company stock on successful course completion.  This program has been an enormous success and a former UTC hourly wage worker, who earned an Associate’s degree in management and was subsequently promoted to a managerial position, best sums up its benefit to the company.  He states, “Now that I have my degree, and they offered me a job (to use it), in a field that I like, there’s no reason to think about working anywhere else”.

The program works at UTC and should be considered at DoD.  George David said, “UTC can’t guarantee lifetime jobs, but it can offer skills and knowledge that can protect laid-off workers.”  DoD version of this statement should read: “Someday our Marines, Sailors, Soldiers and Airmen will all be veteran Marines, Sailors, Soldiers and Airmen… for their selfless service, we owe it to them to build their skills for life after military service as well as for while they are in …”

A significant challenge to U.S. industry is finding and recruiting desirable prospective employees.  To industry, DoD is a promising source of educated, disciplined, mature, responsible, leadership-experienced employees.  It is foolish for the department not to recognize this and not to take proactive steps to manage it.  One possible solution involves the implementation of a system that allows for better communication between industry and departing DoD uniformed service members.  

The solution is an efficient, web-based, standard DoD-wide placement assistance program, similar to job placement services provided by most commercial organizations.  One year prior to an end-of-service enlistment obligation, retirement, or resignation of Commission, service members can elect to have their resumes entered into a DoD database.  The intent is to make the individual’s qualifications, education, specialties, and experience accessible to prospective employers.  Privacy considerations are important at this point, however, as it may not be common knowledge that the service member is contemplating a job change.  Additionally, industry could post job listings on this site to allow service members to explore future opportunities.  Existence of this web site would have to be publicized to Corporate America.  When candidates with desirable qualifications are found, the employer can submit a request for further information by electronic means.  The candidates can periodically access the site to inquire on “hits” to their respective resumes, and respond as they wish, much like a DoD version of the highly successful “Monster.com” model.  Incorporation of such a mechanism would further demonstrate DoD's willingness to take care of its most valuable resources beyond their departure from active duty service.

Summary
DoD invests enormous time and money on the development of individual and leadership skills, and this is an area where industry continues to use DoD best practices as benchmarks.  Nevertheless, adoption of a DoD-wide e-learning initiative would allow DoD to train and educate personnel more effectively.  Like DoD, performance management programs are alive and well in Corporate America.  However, unlike DoD, the focus of industry programs are on individual development rather than promotion and compensation, Furthermore, Corporate America sees the value in providing a full range of educational benefits for their employees, often without requiring employment contracts.  Finally, placement assistance within DoD can be greatly enhanced by implementing a DoD-wide, web-enabled program.   

Efficient Employee/Customer Support

In today’s business environment, with slowing revenue growth and increasing demand for resources, competitive corporations have turned their sights inward, eyeing their internal organization for ways to increase operating margins and eek out productivity gains as a means to enhance net income.  

Duplication of effort is generally the first target of efficiency experts.  Increasingly, we found our sponsor companies adopting a “shared services” business model as a way to slash overhead and gain efficiency.   Specifically, organizations consolidated many common functions, such as human resources, finance, information technology, supply chain management/ procurement, and customer management.  In most cases, they capitalized on web-based technology to facilitate this transition as discussed in a later section called “Exploiting Information Technology.”  

Here, we will discuss the value proposition to DoD by consolidating six common business functions:  

Human Resources(HR) support.  One area that most, if not all, of this year’s sponsoring companies have streamlined is human resources.  In industry, this transformation is called Business to Employee (B2E).

Currently, DoD has at least five different and distinct HR support systems, all performing similar functions.  Prior to the Goldwater – Nichols Act, this did not present a major obstacle to the way the military services were organized and administered.  With the requirement for the services to operate jointly, this is no longer the case.  The current mix of HR support systems are not interoperable, they cause confusion, increase processing times, and result in decreased support to the service member.  Technologies and methodologies exist to support a transformation in the way DoD manages its Human Capital, but it will take a complete review of DoD Human Resources processes to make it happen—technology is simply the facilitator.

Personnel management costs could be significantly reduced and levels of service increased if each Service’s unique personnel support organizations were consolidated under an umbrella organization.  The individual Services would retain local management capability as appropriate, but would be consolidated at the strategic and operational level, and all would operate using the same standardized processes and data banks.  This approach is being implemented at the unified command level.  However, even at unified commands, the J1 administrative departments operate using the general rules of the supporting Service, resulting in confusing and inefficient systems.  All Services have the same goal – to place the right skills and capabilities in each required slot and ensure that each person gets the right training and assignments to advance.  There is no reason that the Services could not adopt standardized policies and processes to manage all DoD personnel, military and civilian alike.  Services would still provide their own unique career path guidance and personnel to manage their own members.

The trend in Corporate America is to transition personnel management functions from primarily paper-processing tactical organizations to strategic organizations with more of an advisory or consulting role.  Many of the day-to-day support functions (i.e., leave, temporary duty, reassignment requests, school requests, etc.) have moved to an automated self-service system where the individual and the manager are responsible for processing and approving the action.  Systems and processes can be developed or already exist to automate these functions.  A simple example is the differing leave systems among the Services, with the only common element being that they all still require the supervisor’s personal signature, rather than permitting automated processing.  Ten years ago Corporations had similar systems, but now this same process is done electronically, from the individual to the approving supervisor and then simultaneously providing inputs to the finance and personnel systems as required.

As an example, Oracle combined 70 separate HR databases and systems into one overarching corporate system.  The driving force behind this consolidation of systems was the CEO, who was fed up with disparate information and inability to get a strategic snapshot of the corporation (e.g., how many employees there were, where they operated, what type of benefit plans they needed, and how they contributed to the bottom line).  

The common theme is “self-service”, where the employee is given the resources and empowered to take care of his or her own business.  Within DoD, we already have a “self-service” mentality, but unfortunately do not have systems or resources in place that allow us to do something as simple as an address change quickly and efficiently.  

Consolidating common HR support functions among the Services would allow DoD empower individual Sailors, Soldiers, Airmen and Marines, while maintaining the flexibility to strategically manage its most precious resource - people. 


Health Care.  Health care is another area where DoD has significant duplication.  Theoretically, there is one high standard of care for all of the Services, so why do we have three different healthcare systems and medical training programs (not including TRICARE, which is a start towards one system)?  It is not unusual to find military bases co-located or very near each other with each having medical facilities, doctors and associated overhead support.  Based on the shortage of medical personnel this duplication of capability is a luxury the Services may not be able to afford.  A consolidation of medical facilities, administered by an overarching DoD health organization would go a long way toward cutting duplication among the Services.  


Legal.  Each Service and DoD has its own legal department, duplicating functions and providing conflicting guidance.  Again, this is a function that is consolidated in unified commands.  It is currently possible to have a legal issue work its way up the joint chain and Service chain for adjudication at DoD level - an exceedingly inefficient process.  Consolidating this function would reduce the number of Service legal schools, put more lawyers in the field, and streamline the legal process.  Corporations generally have a single legal department to provide legal advice and outsource much of the litigation that is beyond the scope of that department.  DoD should adopt a similar model. 


Supply Chain Management/Procurement.  Increasingly evident across our sponsor companies was the move toward centralized procurement and leveraging large purchasing power to negotiate best prices with their suppliers.  We expand further on this idea in the section called “Leveraging Size for Spend”.  Here, however, we would like to touch on how corporations have added to their operating margin and increased employee productivity by consolidating their supply chain and procurement functions and going toward a shared services model.  

Oracle saved $150 million in the first year by consolidating their supply chain/ procurement processes and implementing automated supply chain management tools. Cisco also saw productivity gains by using this business model.  Both of these corporations provide their suppliers with self-service tools and use web based i-Procurement for literally all functions along the supply chain.  They conduct totally paperless purchasing using tools such as purchase via reverse auctions on public exchanges.  The whole area of procurement is being revolutionized simply because of increases in efficiency.  Typically, our corporations have found 10 to 20 percent savings of total material costs.  In just the self-service piece of procure to pay, Sears Logistics Services estimated they saved about $6 million and saw a 300 percent return on investment.  Additionally, they reduced purchasing headcount by 20 percent.

The whole idea is to create an electronic collaboration all the way up and down the line to reduce cycle times, the cost of procurement, and the inventory, making the entire supply chain more efficient.  As a mass distributor, DoD has tremendous potential for revolutionizing the logistics cycle using the i-procurement business model.  

Booz Allen Hamilton, Inc. (BAH) conducted an independent study that found the Federal Government could realize even larger savings than Oracle, despite the fact that they are much further along on the e-transformation path than is DoD.  There is a much greater distance between the “as is” and the “to be” for DoD.  Consequently, there is greater potential to garner much higher returns. Furthermore, DoD’s size and complexity means that there are even greater benefits to be realized on the “buy side” of the equation.  


Information Technology.  Our sponsor companies have been quick to capitalize on cheap and abundant bandwidth, by leveraging the web and consolidating their IT departments.  Several sponsor organizations have consolidated data centers previously located throughout the globe into one or two global centers responsible for providing worldwide email support, web services, database support and administration, and information systems support for all functional areas.

The BAH study further states, the current fragmentation and decentralization of DoD’s IT infrastructure and support translates into a potentially big return on a small investment to consolidate IT functions.  Furthermore, IT infrastructure improvement is a necessary first step and a key enabler in transitioning to the shared services, e-business model.  

We found that in all cases, IT was addressed as a critical and necessary component of consolidation, not simply an afterthought.  DoD must take the same approach to ensure success.


Finance.  Talk to just about any service member, and they will cite dissatisfaction with the level of support they receive when it comes to anything financially related.  Compensation aside, DoD’s archaic financial systems are retention, morale and readiness issues that must be addressed.

This is one area where we found our sponsor companies were exceedingly aggressive, because it directly impacts their business bottom line.   Cisco consolidated its various disparate financial systems into a single system that provides the ability to determine, on a daily basis, the accurate accounting of its balance sheet and income statements.  In less than 24 hours after the close of the quarter, Cisco has its financial data for the quarter calculated and releasable to the public.  This allows proactive management of the organization’s portfolio in near real-time and provides company executives with more information on which to base business decisions.  

The gap between the capability of DoD financial systems and Industry financial systems continues to expand.  DoD must move now to address this significant shortfall in its capabilities and overcome Service inertia to implement a realistic and real-time financial accounting system, for all the Services.  The Defense Finance and Accounting System (DFAS) has begun to move some capability to self-service (direct deposit, leave and earnings statement, travel voucher status) but is moving slowly.  DFAS and its various mega centers should all be migrated toward a single system.  In keeping with the Business Initiative Council’s (BIC) philosophy of start small and get the quick win, we recommend the beginning  with the on-line, travel voucher system now in development and the military pay system.  There is perhaps no bigger morale issue than the problems DoD personnel encounter almost every time they file a travel voucher.  DoD personnel should be able to submit vouchers from anywhere on the globe, at any time.  Cisco implemented a web-based e-travel system and reduced the turnaround time for expense reimbursement from 21 days to two days.  Reducing this timeline yielded the unexpected benefit of improving retention among their highly valued, technical employees.  Overhead was also greatly reduced when all travel claims processors and paperwork was eliminated by a computerized process requiring only a handful of systems administrators to maintain and auditors to investigate any irregularities identified by the travel claims application during processing.  With this realization, Cisco moved quickly and implemented the system in less than six months.  

Summary

In the end, by moving to a shared services model and consolidating common functions, our sponsor corporations exploited economies of scale, reduced complexity, and enforced consistent business practices across the enterprise.  However, it must be stated that technology is simply a facilitator of this business model; the most important areas to address are process changes.  We believe DoD would garner the largest gains in procurement and business to employee e-transformation by moving to self-service, HR consolidation, and IT consolidation.  Not all costs and benefits for government processes can be measured in strictly monetary terms but moving to an e-Government system would yield significant results and have a significant impact on organizational performance.  A BAH study showed that a federal agency could achieve significant results even if it only garnered a relatively small percentage of the benefits Industry has seen through its e-transformation and consolidation efforts.  They found that if a federal entity achieved only 50 percent of the procurement benefits, 35 percent of the IT benefits, 25 percent of the Enterprise Resource Planning (ERP) benefits and just 10 percent of Customer Relations Management (CRM) benefits, the e-transformation and consolidation of processes and functions project would show a greater return on investment than industry has realized (because government agencies have further to go) with a nominal break even point of three years after full implementation.  Overcoming Service rivalry to consolidate the common business functions outlined here will be difficult at best.  Another challenge is to adjust DoD processes to fit COTS packages that support the changes proposed.  Customization of applications is a big cost driver, greatly increases the probability of errors and system failures, and should only be done when absolutely necessary.  Too often, DoD wants to put the current process on a computer and call it automation when the real requirement is to fundamentally change or streamline the processes.  That is why we see that the most critical success factor as the strong senior DoD leadership necessary to initiate and sustain organizational and process transformation.  

AMS, Inc.

CDR Joseph Beadles, USN

Assignment Overview.  My Secretary of Defense Corporate Fellowship Program (SDCFP) assignment was with the Federal Defense Group Business Unit of AMS (formerly American Management Systems), Inc.  While at AMS, I worked on the AMS management team that developed the company’s response for DoD Financial Management Enterprise Architecture proposal.  I also contributed to the development of strategic and tactical implementation plans for the company’s Automated Data Capture System.  In addition to these projects, I was afforded the opportunity to attend and contribute during numerous Executive-level strategic business development sessions as well as participate in a wide range of learning and educational opportunities.  Lastly, I conducted several visits and interviews with key AMS management and executive personnel at the company’s Fairfax, Virginia offices and San Diego, California field offices. 

Company Background.  AMS is a $1 billion international business and information technology consulting firm whose customers include 43 state and provincial governments, most federal agencies, and hundreds of companies in the Fortune 500. With deep industry experience and technical know-how in all levels of government and throughout the private sector, the company delivers results that measurably impact business performance and the relationship between an organization and its customers. Founded in 1970, AMS is headquartered in Fairfax, Virginia, USA, with 49 offices worldwide. 

AMS is organized around the premise of the vertical market silo or business unit (BU).  These BU’s reflect the vertical market segments in which the company operates.  AMS maintains a strong market presence in the Federal, State and Local government and Financial Service sectors as well as providing Telecommunications and Health Care & Utilities solutions.  In 2001, over 70 percent of AMS revenues came from the government and financial services markets.  

Corporate Experiences.  My assignment coincided with a very turbulent time in the life of the company.  Economic conditions coupled with the emergence of a myriad of different issues, some external, some internal to the company, combined to make for a dynamic tour.  While at AMS, I was exposed to: 

· Corporate Restructuring. AMS corporate model was changed to allow for greater efficiencies, provide better response to the market.

· Staff Reductions.  AMS conducted the largest round of personnel layoffs in their history.  

· Process Consolidation.  Transition to a Shared Services business model for Human Resources (HR), Administrative, and IT service was completed. These functions, previously conducted independently between the BU’s, were combined into a single entity.

· A Changing of the Guard.  Alfred Mockett took over the leadership reigns in December 2001, becoming the first person from outside AMS to hold the position of Chief Executive Officer. 

· Business Uncertainty.  AMS became involved in a high visibility lawsuit with the Federal Government over problems with the Federal Thrift Savings Plan.

· Corporate Communications.  AMS Ascending was launched to enhance corporate external/internal communications.

Each of the above instances provided a unique and significant learning experience on how Corporate America conducts its business.

Corporate Best Practices.  The central tenet of the Corporate Fellows program is the identification of potential industry Best Practices that can be applied within DoD.   While at AMS, I was exposed to a myriad of different business processes, corporate strategies and technologies.  Of these, I recommend DoD consider further study and possible incorporation of the following initiatives:

· Business Process Outsourcing (BPO).

· Divesture of business processes to outside service providers.

· Enterprise (DoD-wide) computer application integration.

· Technology that allows integration of disparate data systems.

· Enterprise (DoD-wide) Business Solutions.

· Analytic framework to accurately map out enterprise dependences and interrelationships. 

· Use of Balanced Scorecard for process improvement.

· Formal Change Management methodology.

· Knowledge Management.

· Technology/Change Management tool to ensure development/retention of Corporate Intellectual Capital.

Each of the above initiative provides capabilities that would benefit DoD now.    

Recommendations for the SDCFP.  The Fellowship was an incredible learning experience and one that provides overall greater benefit than any Service advanced educational program.   Improvement recommendations include:  

· Expand the number of Navy program participants 

· Minimum of six individuals representing differing professional/warfare specialties should participate to ensure experience is filtered throughout the different warfare stovepipes that reside in the Navy.  

· Expand the applicant base of the current program to allow junior officers (O-4 and below) to be eligible for selection.  

· Develop a Strong Linkage to the Business Initiatives Council (BIC).

· Have Corporate Fellows serve as a source of information to the BIC on industry best practices and transformational initiatives. 

· Use BIC inputs to focus Corporate Fellows on high interest initiatives.  

· Enhance teamwork between the DoD customer and Industry partners.

· Optimize the SDCFP follow-on assignment process

· Assign Transformation P-code subspecialty code upon SDCFP tour completion. 

· Identify transformation billets and detail SDCFP alumni into these billets as soon as command and career path allow following completion of SDCF assignment. 

Conclusions.  Program provides an unparalleled Industry experience that benefits the individual and the Service alike.  Increased emphasis on the Industry/DoD partnership is critical as the military transforms.  

Cisco Systems, Inc.

CAPT Natalie Young-Aranita, USN


This executive summary provides an overview of my experience and observations while serving as a Secretary of Defense Corporate Fellow at Cisco Systems, Inc. in San Jose, California from August 2001 to June 2002. 

 I was assigned to work in the Enterprise Operations and Hosting, Information Technology (IT) group, with my sponsor, Lance Perry, who was the Senior Director of the group at the time of my arrival.
  For the duration of my time at Cisco, I was mainly associated with the IT Data Center Operations, although I was given the latitude to explore the diverse Cisco organization and meet with many other people throughout the company.  My objectives for this relatively short assignment were to grasp the concepts and processes that Cisco used to establish themselves as one of the major industry leaders, while also availing myself to the company to reciprocate their openness and generosity as one of the hosts in this year’s Secretary of Defense Corporate Fellowship Program (SDCFP).  My goal was to identify Cisco’s best practices that could be adapted for use in the Department of Defense, and on a much smaller scale, that could be beneficial in future assignments and organizations in my Naval career.

From my preparatory readings prior to reporting to Cisco, I perceived the company to be a fast-moving, dynamic organization with overall high employee morale and leaders who were strongly guiding mission accomplishment.  Upon my arrival at Cisco’s headquarters in San Jose, CA, and personally meeting Lance and his staff, my initial impression of Cisco being a people-oriented company was confirmed and continued to be validated throughout my year in the organization.  It was particularly satisfying for me to find that Cisco’s philosophy of taking care of their people, both employees and customers, as one of their top-most priorities.  This reinforced my own personal belief that people are our most important assets. Cisco’s values and practices of making sure their people are taken care of have resulted in a solid workforce focused on common goals and company success.  I believe that this is the “golden nugget” that I will take with me and value the most from my fellowship experience at Cisco.


Cisco Systems, Inc. is the world industry leader in networking for the Internet, widely renown as the expert in providing solutions for transporting data, voice and video within buildings, across campuses, or around the world.  Cisco has offices in 59 countries throughout the world, with their corporate headquarters in San Jose, California, and regional overseas headquarters in Amsterdam and Singapore.  As of April 2002, Cisco employed nearly 36,000 employees worldwide, with approximately 14,000 employees located in the California bay area region of Silicon Valley.  Approximately 41 percent of Cisco’s workforce were involved in Sales and Marketing, 32 percent in Engineering, 18 percent in Manufacturing, Service and Support, and nine percent in Finance and Administration.


Since 1995, John Chambers has served as the President and Chief Executive Officer of Cisco, with John Morgridge as Chairman of the Board.  Their Executive Management Team consists of the Chief Financial Officer and Senior Vice President, Finance and Administration; Senior Vice-President and General Manager, Switching, Voice and Carrier Systems; Senior Vice President, Worldwide Field Operations; Senior Vice President, Manufacturing and Worldwide Logistics; and the Chief Marketing Officer.  The CEO’s Executive Staff consists of the Senior Vice Presidents for Customer Advocacy, Internet Business Solutions Group, Finance/Workplace Resources, Human Resources, Worldwide Field Operations, Chief Development Officer, Worldwide Manufacturing, Corporate Development, Information Systems, Chief Marketing Officer, Customer Advocacy Worldwide Service Operations, Office of the President, and the Vice President, Market Positioning.  Each of Cisco’s executives is looked upon as an “influencer” within their individual areas of expertise and within the industry.  These leaders have proven their ability to communicate, deliver results, build a quality team, balance planning and reacting, and position their organizations for the future.


Cisco’s goal is to provide end-to-end networking solutions to help customers improve productivity and gain competitive advantage in today’s global economy.  Their target markets are enterprise customers (large organizations with complex networking needs, with multiple locations and types of computer systems), service providers (organizations providing data, voice, and video communication services to businesses and consumers), small or medium-sized businesses (organizations with less than 500 employees with need for their own local area network and connection to the Internet and other business partners), and individual consumers with a need for networking devices and services to connect to the Internet from their homes.  Cisco hardware, software, and service offerings are used to create Internet solutions so that individuals, companies, and countries have seamless access to information – regardless of differences in time and place.  Cisco solutions provide competitive advantage through more efficient and timely exchange of information, and form the networking foundation for companies, universities, utilities, and government agencies worldwide.  The end-to end networking strategy pursued by Cisco requires a wide variety of technologies, products, and capabilities.  Cisco realizes that the combination of complexity and rapid change make it difficult for one company, no matter how large, to develop all technological solutions alone.  Thus, Cisco’s strategy is to use acquisitions, investments, partnerships, and alliances to fill gaps in its offerings in order to deliver complete solutions to their customers.   A giant influence in the IT industry, a reported 75 percent of all Internet traffic flows through Cisco products.
    


One of the fastest growing and most profitable companies in the history of the computer industry, Cisco enjoyed 11 consecutive years of growth until the so-called “dot.com bust” fell on the industry and the company saw their first decline in January 2001.  Although net sales in fiscal year 2001 were $22 billion, representing an 18 percent year over year increase from $18 billion in fiscal year 2000, Cisco posted an actual net loss of $1.01 billion (or $0.14 per share) in 2001 as compared to fiscal year 2000’s actual net income of $2.67 billion (or $0.36 per share).
  In the spring of 2001, Cisco announced its first major workforce reduction in the company’s 17-year history, laying off approximately 8500 full- and part-time employees.  Despite the current economic downturn and challenging times for the information technology industry, Cisco remains optimistic about maintaining their position as a market leader in the foreseeable future.   

The company continues to focus on basically the same strategic areas that have resulted in their number one position thus far – customer success, profitability, productivity, and teamwork.  Cisco’s execution strategy first identifies their company vision of “Changing the way we work, live, play, and learn,” and their mission of “Shaping the future of the Internet by creating unprecedented value and opportunity for our customers, employees, investors, and ecosystem partners.”  Three- to five-year corporate goals are then established that help to focus and align company employees, and these goals are exploded into subsequent initiatives that are linked to metrics to quantify and track the company’s progress.  CEO John Chambers’ strong belief that staying focused on the corporate initiatives as a team is critical to the success of the company is validated by each employee having a printed card with Cisco’s goals and initiatives that is worn with their employee identification and access badge.  There is no question as to the direction that the company as a whole is working towards collectively.  Focus and alignment is obviously a key factor in Cisco’s success, and their vision of enabling others to capitalize on the Internet is definitely becoming a reality.

The major areas that stand out at Cisco which I believe contribute towards the success of the company are: 

· Intense focus on organizational culture.

· Leadership and performance management practices.

· Change management processes and techniques.

· Leveraging of technology throughout their support and operational functions.

· Key use of partnerships and alliances to enhance their operations.

Cisco’s leaders have come to recognize the value in each of the above areas, and work to continuously refine and incorporate these practices in their business operations.  I have expanded on each of these areas in my full report describing my fellowship experience at Cisco. 

Cisco’s position as an industry leader is not an accident or aberration.  The vision, focus, and influence that the CEO and executive leaders in the company consistently provide are clearly responsible for the making of such a strong organization.  Any organization, large or small, can learn from how and what Cisco does to build such an effective company.  Adapting any of Cisco’s “best business practices” and implementing such process improvements would surely result in efficiency and productivity gains.  With the tremendous size of an organization like the Department of Defense, even the smallest changes and process improvements would have substantial impact on the bottom line of overall operations.  I believe that we have much to learn from Cisco’s basic tenets of customer satisfaction, workforce alignment, process improvements, and capitalizing on available technology.

Merck & Co., Inc

LTC June K. Sellers, USA

This is an overview of my observations and experiences while on fellowship with Merck & Co, Inc., from August 2001 through July 2002 as part of the Secretary of Defense Corporate Fellowship Program (SDCFP).  

My sponsor in the company was the Senior Vice President for Human Resources (HR), Ms. Wendy Yarno.  From the outset she offered her complete support in helping me to achieve personal as well as SDCFP goals.  In order to fulfill the obligations of the fellowship program, my goal was to learn about business processes and practices from the inside of a major corporation (a leader in its industry) and bring lessons learned back to the Department of Defense (DoD).  This involved exploring differences in culture between DoD and Corporate America, exploring the methods Merck used to instigate and then to manage change, and exploring the effects of external influences on Merck’s business practices.  While gaining knowledge about the inner workings of the company, I made every effort to expose this small piece of Corporate America to the military.  

Upon arrival, Ms. Yarno made me a member of the HR Executive Committee (HREC) so I was able to observe the inner workings of her organization at the most senior levels.  Within HR, I also worked very closely with the senior team of the Talent Management/ Organizational Effectiveness division and with several major project teams.  Actively participating at these different levels, a cross-section of the organization, allowed me insight into how strategy, plans, and policies are developed and translated throughout the workforce.  It was an incredible opportunity to view a successful corporation from the inside, as an observer rather than a stakeholder, and identify those attributes that could be of benefit to the Department of Defense.  At the same time, my “fresh” perspective proved useful to Merck in several HR endeavors.  

Merck & Co., Inc., headquartered in Whitehouse Station, NJ, is a global research-driven pharmaceutical company.  The company employs more than 69,000 people in 70 countries (60 percent in the U.S.) charged with discovering, developing, manufacturing, and marketing a range of human and animal health products, either directly or through joint ventures.  The company was formed as a U.S. sales office in 1891, moved into manufacturing in 1903, and research in 1933.  George W. Merck, the company’s founder and President from 1925 to 1950, made the statement, “We try never to forget that medicine is for the people.  It is not for the profits.  The profits follow, and if we have remembered that, they have never failed to appear.”  Company literature claims that this statement established Merck’s culture and remains the guiding principle behind everything they have done since.  

At the beginning of my year there, I set out to determine if Merck’s culture and work ethics were really as idealistic as the George Merck quote implied.  My exploration showed that the quote is much more than mere words on paper.  It is a mantra readily quoted by any employee to explain who they are, what they do, and why they do it.  The company culture is very strongly rooted in the message represented by the quote and provides the foundation on which employees build pride in their work as individuals and as part of the Merck team - it drives the company’s mission.  This unity of purpose is what allows Ray Gilmartin (Chairman and CEO since 1994) to claim that Merck’s ethical standards give the company a very strong competitive edge.

Merck’s success is credited to an ability to translate cutting-edge science into breakthrough medicines and then deliver drugs and vaccines to people in an ethical manner.  In the past five decades, Merck’s breakthrough discoveries have resulted in over 200 products.  Scientific and business environments have changed drastically over time yet Merck continues to rise to the new challenges.  In the past six years, they have launched 17 new products whose success can be attributed in great part to their Worldwide Business Strategy Teams (WBST’s) instituted in 1995.  The WBST’s drive worldwide business strategies, develop and propose strategic initiatives and programs to support franchises, and improve cross-geography, cross-functional communication, coordination, and decision-making ability.  An efficient, effective, and responsive franchise management process is key to responding rapidly to change and opportunity.  Also, recognizing the rapid advances being made in many areas of science, Merck has now developed over forty external collaborations that provide access to the latest products and technologies.  These collaborations keep Merck on the cutting-edge of science by augmenting their already remarkable in-house capabilities with the latest skills and technological abilities resident in industry and academia.  

Commitment to access is also deeply rooted in Merck’s culture and is likewise attributed to George W. Merck:  “We have achieved little unless we deliver the best medicines we can discover and develop to people who need them, wherever in the world they may live and whatever their circumstances.”   Merck demonstrates this commitment through projects such as the Botswana Comprehensive HIV/AIDS Partnership that, together with The Bill and Melinda Gates Foundation, advances the treatment, care and prevention of the disease in Botswana.  Another such project is the Mectizan Donation Program that provides free medication to treat river blindness.  In these projects, as well as in routine daily activities, employees often cite “because it’s the right thing to do” as their only reason for pursuing a particular endeavor.  

In addition to my role as general observer of Merck operations, I was involved in three major projects during my year at the company.  I led an effort to bring greater efficiency to management of the portfolio of HR projects; I was a member of a team initiated to enhance and revitalize the Performance Management process in the company;  and I was co-lead for a two-week workshop designed to focus on specific diversity issues in the company and recommend plans of action.      

The HR Portfolio Management Project was my initial assignment on arrival at Merck.  I was tasked to develop tools to bring cohesion, coordination, communication, capacity management, and integrated implementation to strategic program development within HR.   I began by interviewing the senior leaders in HR and their senior teams as well as members of individual project teams in an effort to identify the issues.  Initially, it appeared that all anyone wanted was a synchronized calendar that would give a visual picture of all of the HR projects and their interactions on a timeline.  After many interviews, I came to the conclusion that the project timelines could not be effectively calendared until the project teams started speaking the same language.  By integrating the different methodologies in use in the company, I was able to define five phases by which all HR projects could be managed:  project definition, design & development, implementation planning, roll-out, and maintenance & measurement.  In addition to normalizing the language, I tried to emphasize the importance of early “line” involvement to enhance feasibility of the final product; continuous communication up, down, and across the organization; leveraging of lessons learned from previous/ongoing projects; and definition of roles and responsibilities within project teams.  The HREC approved the overall concept and associated calendar for immediate implementation in the organization.  They also added a new member to the HR senior team to manage this program in his role as Senior Director for HR Global Operations and Strategic Resource Planning.  This project gave me the opportunity to really get an inside view of the processes in the HR organization.  I saw incredibly talented people grappling with the same issues we see routinely in DoD – lack of communication across stove-piped organizations leads to duplication of effort and inability to leverage lessons learned.  Simply speaking the same language can preclude the routine “reinvention of the wheel”.  

Merck conducted a worldwide employee opinion survey in 2000 and results showed an employee perception of problems with the company’s performance management program.  Specifically, employees voiced a need to improve the ability of performance reviews to identify strengths and weaknesses, as well as their utility in differentiating employees based on performance.  Merck’s management committee chartered a task force to identify the underlying issues and recommend actions and they conducted extensive research (internal and external) into current theory and best practices.  The task force concluded that the basic components of Merck’s system were sound but implementation was weak and variable across the company.  They proposed enhancements that focused on each component of the system:  objective setting, feedback, measurement, and link to compensation.  They proposed strengthening objective setting through better alignment of objectives with department, division, and company objectives and by clarifying performance expectations.  The proposal for improving feedback focused on clarifying accountability and improving the skills of managers and employees to give and receive feedback.  Proposals to enhance performance measurement were probably the most complicated.  The team proposed multiple dimensions against which performance would be assessed to provide greater differentiation between top and bottom performers and more directly link performance to compensation.  The project team took great pains throughout the process to account for the thoughts and opinions of employees at all levels throughout the company.  They also did an incredible job of leveraging best practices throughout the company as they developed the enhanced system.  Perhaps the biggest paradigm shift that I noted was the decision of management committee to implement the enhanced performance management system in a phased approach rather than as a complete package per the historical norm.  The intent was to let the system evolve based on feedback from the organization.  The project team instituted a process to continuously evaluate, learn and make improvements to successive pieces of the package.  

The two-week action planning workshop that I co-led also stemmed from the employee opinion survey.  In this case, one employee population responded less favorably to questions dealing with harassment, bias and respect than did other populations within HR.  The HREC decided to explore the problems using the Organizational Fitness Profile (OFP) process developed by two Harvard professors, Beer and Eisenstat.  The OFP methodology is designed to build fit and fitness by placing emphasis on actions to address the strengths and barriers critical to execution of strategy, on continuous and open communications, and on creating mechanisms to build partnerships between the senior team and the rest of the organization.  HREC started the process by forming a task force from within the employee population that raised the issues.  Partnering with the task force they spent several months exploring the issues in depth through a series of interviews.  Then through a series of joint meetings, they analyzed the anecdotal data and came to agreement on a definition of the issues.  The purpose of the action planning workshop was to gather data to further define the main issues and recommend action plans to “get at” the root causes.  The action planning team was expanded beyond the employee population that originally raised the issues so the twelve-member team was diverse in ethnicity, gender, seniority, and skills.  A key to the success of this group was their willingness to be truly “inclusive”, making every effort to remain open to the opinions, ideas, and perspective of each group member.  The product of the action planning team was presented to the HREC and the original task force and was favorably received.  Their action plans are now being developed into implementation plans with broad support across the organization, truly demonstrating the utility of the OFP process.

Overall, I noted many similarities between Merck and the Department of Defense.  Merck and DoD are both very old, well-established organizations with very strong cultures rooted in high values and ethics.  In drug development there is a zero-defect mentality just as success is the only option in winning our nation’s wars.  This leads both Merck and DoD towards conservatism in the manner in which they approach change.  Resistance to change is continually blamed on the culture.  In DoD, we have a tendency to confuse the “this is the way we’ve always done it” mentality with “culture”, using it as a convenient excuse to resist change.  In truth, we are wrongly blaming our culture for our behavior.  I believe the key is to get “buy-in” from stakeholders at all levels of the organization for whatever facet we’re trying to change.  I watched Merck accomplishing this successfully through very intense internal and external communications plans.  The leadership established a vision and strategy and thoroughly and effectively communicated it to all levels.  DoD would benefit greatly from active communication of a common message across the organization.

Oracle Corporation

Lt Col Linda Medler, USAF

Oracle Corporation celebrates its 25th year of existence in 2002.  What is at the heart of this leading edge information technology (IT) Company, and is there any truth behind the hype of the “Billion Dollar Story?”  Did Oracle really save over $1 billion by using its own software products for business processes?  The Secretary of Defense Corporate Fellows Program (SDCFP) provided a unique opportunity to find out.  

What drove the company to become an e-Business, and did it work?  Ultimately, Oracle leaders recognized early on that it would take much more than implementing the latest technology to transform the company.  Their biggest challenges came in non-IT areas:  the need to standardize and simplify business processes across their global operation, and a radical internal restructure that removed a great deal of power and autonomy from influential country managers.  In the end, some of these senior managers left the company rather than change.  Although the common theme throughout my report centers on information technology and unleashing the power of the Internet, readers should remain cognizant of the other significant and radical changes Oracle leaders made to ensure success in their quest to become an e-Business--and they are still at it!

But, did Oracle really save a billion dollars and almost double their operating margins?  Booz Allen Hamilton, Inc.(BAH) thinks so.  In an independent study, conducted using their own resources, BAH did a detailed analysis of the Oracle story, and their findings are persuasive.  But, of more relevance to DoD, as a follow-on to the study of Oracle, they extrapolated their results to a notional federal agency.  The study showed that a federal agency could achieve significant results even if it only garnered a relatively small percentage of the benefits Industry has seen through its e-transformation and consolidation efforts.  They found that if a federal entity achieved only 50 percent of the procurement benefits, 35 percent of the IT benefits, 25 percent of the Enterprise Resource Planning (ERP) benefits and just 10 percent of Customer Relations Management (CRM) benefits, the e-Transformation and consolidation of processes and functions project would show a greater return on investment than industry has realized (because government agencies have further to go) with a nominal break even point of three years after full implementation.

My report contains some succinct lessons for DoD.  Eleven months in a leading edge IT Company changes one’s perspective dramatically.  It creates the opportunity to really “think out of the box,” and the summary of all this brainpower is found in “Lessons for DoD.”  These lessons may be hard ones for some to accept, but nevertheless, are findings that apply across all levels of the Department.  Here are my Top Ten No-Brainers.

It’s Not the Technology!  Changing their internal business processes was the foremost driver behind Oracle’s successful adoption of the e-Business model.  In a study by Professor Lorin Hitt of the Wharton School.  He found that the strategic value of IT is concentrated in firms that have “modern” organizations, and although IT can create significant value, that value is affected by complementary organizational investments.  Firms that successfully make organizational changes to move to a “modern” business model receive disproportionate benefits for their IT investments.

Leadership is Crucial.  The “Ellison Factor” drove change throughout Oracle.  DoD, indeed each of the Services, needs to find and empower a similar benevolent dictator to drive their e-Business transformation.  DoD must invest confidence and authority in its IT leadership.   Naming one of the Services as the Executive Agent for e-Business Transformation may go a long way to get the necessary buy-in from the uniformed services.  Secondly, perhaps it’s time to recognize the need for a “combat commander for IT” to bring DoD in line with the rest of corporate America and recognize the strategic value of IT to the organization.  Along those lines, either the primary Service CIOs, or at the very least the deputy CIOs, should be uniform wearers to ensure an understanding of the “war fighter perspective.”  Furthermore, these positions should be held for a minimum of four years, even if filled by an active duty member, to ensure continuity of the e-Business vision regardless of administration and the normal two year cycle of the political appointees.  Finally, to help the functional communities realize their e-Business potential, a CIO should be named and placed within each functional area, reporting to the Service CIO, but working day to day alongside their assigned functional leader to help lead them through the transformation.  This person should be an IT professional cognizant of the technology and the functional area’s requirements. 

It is the Money!  It’s time OSD, and the uniformed services, recognize that IT is a strategic resource and no longer view it as simply a supporting function.  If the DoD is to become a lean, agile, adaptive fighting organization, it can not continue to put money for IT systems at the bottom of the Services’ funding priorities--in the “if we can afford” it category.  We can no longer afford not to fund it!  Additionally, IT projects should compete for and garner their fair share of the proposed transformation “bishops fund” as projects aimed at revolutionizing the daily business of the Department will yield results far exceeding their funding requirements.
 

The IT e-Business Transformation executive agent should have oversight and funding authority, for all common DoD IT systems.  Similarly, Service funding authority should be held at the Service CIO-level, with operational support from the service IT staffs.  

IT is a Weapon System.  IT has taken a backseat to “operational” systems far too long.  If Information Warfare is an accepted concept, then IT programs for operations must be classified as “combat” and not “combat support.” Naming an “executive agent” for IT and calling that person the “combatant commander for IT” as previously suggested, will be one more important step towards legitimizing the importance IT plays, not only on the business side of the national defense mission, but on the war fighting end as well. 

Outsourcing is Not a “Four Letter Word.”  It’s apparent that current centralized services within the Defense Department, in the form of  the Defense Logistics Agency (DLA), the Defense Information Systems Agency (DISA), the Defense Finance and Accounting Service (DFAS), and the Defense Commissary Agency (DCA), are not rousing success stories.  The way to cut through red tape and bureaucratic fiefdoms is to create strategic partnerships with private organizations that excel in demonstrated areas of need within DoD.  These include such functional areas as:  finance, personnel, legal, contracting, retail functions, and IT, just to name just a few.  Additionally,  success depends on accepting standard business processes rather than continuing to hold onto stringent and unique DoD methodologies.  DoD leaders need to change their mindset from “why should a function be outsourced,” to “why shouldn’t a function be outsourced?” 

We’re Losing People Over This.  Each of this year’s Secretary of Defense Corporate Fellow (SDCFP) sponsor companies found that the lack of collaborative and portable tools directly contributed to higher turnover of greatly valued members of their workforce.  DoD leaders need to recognize that current antiquated business processes for personnel support are a retention issue, and fix it.  This includes, but is not limited to:  the inability to make flexible and instant travel arrangements and the laborious travel expense reimbursement process (is there anyone out there who really looks forward to dealing with DFAS?), medical benefit non-portability, lack of ability to seamlessly make personnel information updates and changes, and the archaic way soldiers, sailors, airmen and marines are required to process in and out of their military assignments.

Customize and You’re Dead.  A common theme, among SDCFP sponsor companies at the leading edge of the e-Business revolution, is that organizations must fit their business processes to the standard, commercially available, software.  DoD has an incredibly poor record in this area.  For example, in the case of its Military Personnel Data System project (Mil PDS formerly MILMOD), the Air Force wrote 1.8 million lines of additional code for a commercial HR application that had only about 1.5 million lines of code to begin with.
  Now the Air Force has a system that is, in effect, obsolete, stovepiped, and unsupportable.  The product is hosted on an application that is a version behind and uses a database structure that is two versions out of date.  It’s virtually impossible to take advantage of all future improvements the developer has made in its new releases, because the system has become so customized as to be unalterable. It’s time to recognize that we aren’t that unique!  

It’s Time to Change the Culture  Corporate America also has a distinctly different productivity culture.  When companies introduce better products and services, and grow their business by double digits at the same time they are reducing the number of employees, it’s called increased productivity.   In contrast, DoD is famous for complaining about having to “do more with less” because of decreasing manning levels.  The difference is the way the work gets done.  Industry implements productivity tools to increase efficiencies that then permit reduced manning and lower costs.  In contrast DoD cuts manpower first, while keeping the same outmoded processes, and just piles more work on top.  The way to realize those productivity gains seen in corporate America, is to follow their lead and implement tools to permit the troops to be more efficient.  It’s time to reward risk taking and the implementation of systems that reduce functions and manpower, while,  at the same time, saving money.  Organizations and their leaders should be rewarded when they identify systems and processes that will save both dollars and manpower, not penalized by taking both away unilaterally.  

If It Takes More Than Two Years—Forget it!  Industry recognizes the need to “start small, think big, and scale fast.”
  .  Oracle transformed an $11 billion dollar company, including a total organizational restructure, adoption of totally new global business processes based on a shared services/self-service business model, and consolidated its entire IT infrastructure, in just 18 months.  By contrast, current estimates for DoD to field just an e-Travel capability that will allow personnel to electronically file travel vouchers is 2008, for a program that started in 1996!.  The system in development is already out-of-date because it’s based on old client/server architecture and not today’s web-enabled standard travel application.  By 2008, the technology will be so far out of date, the system may be useless.  The bottom line is that DoD program managers who brief IT new projects showing fielding dates past 2005 should have their programs cut.  And that’s giving them two years beyond what is acceptable in industry. 

It’s Time to Play Hardball.  There can be no doubt that transforming the Defense Department into an “e-Business” has the potential to save, at a minimum, 10 percent of the DoD budget.  For FY2003, that would be almost $38 billion that could be re-allocated to increase war fighting capability.
  The Business Initiatives Council (BIC) needs to get more aggressive.  Although the initial 31 initiatives already sponsored by the BIC are relatively benign, narrowly focused, and small in scale, the BIC should still be lauded for trying to pick off a few “early wins.”  But, now its time to adopt a “take no prisoners” attitude to eliminate the bureaucracy of the DoD, and make radical, large scale, change in the way the Department conducts its everyday business. This includes everything up to and including the Planning, Programming, and Budgeting System that has been fundamentally untouched since it was introduced in 1962.  Along those lines, this year’s Corporate Fellows, and the six groups that have come before, have made numerous recommendations in such areas as:  Organization Agility, Business Practices, Human Capital and Information Technology.  It’s time for DoD leaders to realize there are “no sacred cows” and strive to work together to transform the everyday business of the Department.

Ultimately, the Secretary of Defense has given the Services a mandate to change, to move from a stovepiped, red taped bureaucracy to a “learning organization,”--one that is permeable, communicates seamlessly all the way up and down the chain of command, and empowers members at the lowest level to make them more productive.  My report shows how, extrapolating the Oracle model, DoD can change.  Transformation to e-DoD is not something that should be taken lightly nor can leaders underestimate the real challenges ahead.  But the biggest challenge is changing DoD culture.  For in the end, it’s not about the technology—it’s about the people.  

3M Company

Col David Ziegler, USAF

The 3M Company is a diverse manufacturer with total revenues of almost $17B from operations and sales across nearly 300 countries.  The company has been profitable since 1916, when it first paid stock dividends that continue uninterrupted to this day.


Despite past successes, 3M is taking steps to significantly improve its growth.  Under its new CEO, Mr. Jim McNerney, the company is pulling together its traditionally decentralized organizations around shared corporate initiatives.  The initiatives aim to make 3M more competitive by tackling company processes in procurement, research and development, and change management.  These processes include:  

· Improved procurement using global teams, better diagnostic spend data, and less-expensive overseas suppliers.

· Reduced spending on commodities and services that are not directly part of a 3M product or its capital base.

· e-Productivity through new business processes powered by electronic tools such as on-line order entry, supplier-managed inventory, e-Auctions, and e-Travel

· Acceleration of the most promising technologies to market

· Six Sigma.  3M’s number one initiative and a very effective discipline for managing change across the corporation at every level.


In addition to these five initiatives, 3M is fine-tuning the way it manages the performance of employees and nurtures its widely recognized climate of innovation.  Recent changes more quickly identify the company’s top and lower performers with an eye on career development and improved performance in both cases.  Over the course of a year, 3M systematically evaluates every employee, as well as the broader “people health” of its organizations.  


3M cultivates innovation from top to bottom.  From the top, innovation is a watchword in 3M’s corporate vision and customer promises.  When it comes to profits, corporate leaders expect their business units to generate 30 percent of annual sales from products introduced in the last four years.  The same leaders support that expectation through a well-established system of grants and seed money for promising ideas.  3M complements this top-down support for innovation with a bottoms-up push.  Researchers are encouraged to spend 15 percent of their time on product-related projects of their own choosing.  To enhance the quality of those efforts, the company liberally funds education for all employees.


My report draws on 3M’s business approach to make nine recommendations for the Department of Defense:

Align DoD with clearly articulated initiatives and goals.   Just as 3M aligned itself with five centralized initiatives, DoD would greatly benefit from internally aligning its organizations with well-articulated initiatives.

Leverage DoD’s size to achieve procurement efficiencies.  3M buys over $7B in raw materials, services, equipment and supplies.  Under their sourcing initiative the company is collectively working and on track to save $500M by the end of 2002.  Federal regulations, decentralized spending authorities, and different Service systems conspire against centralized spending strategies in DoD.  Where legal and feasible, however, DoD should consider the same actions that corporate leaders are now beginning to launch including: 

· Global spend management teams.

· Centralization of purchasing authorities.

· Automation of spend data collection.

· Expanded business with less expensive overseas suppliers.

Attack “indirect costs” across DoD.  3M reduced indirect spending by $500M in 2001 compared to 2000.  They approached the initiative through cross-functional Indirect Cost Reduction teams.  The same approach could aid DoD in its own efforts to reduce indirect costs. 

Invest smartly in e-Productivity.  3M’s e-Productivity initiative is about using electronic technology, such as electronic data interchange and the Internet, to improve both effectiveness and efficiency. Implementing 3M’s approach would lead DoD to:  

· Automate its purchases from the point of initial order to receipt of goods and services.

· Collaborate more closely with suppliers to manage inventories.

· Use e-Auctions judiciously for appropriate spend categories.

· Conduct all aspects of travel on-line.

Release the power of a common organizational approach to change management.  Six Sigma is 3M’s number one initiative.  It is a change management discipline that engages the entire company to pursue common corporate goals through a common problem solving process. There’s no question that change management disciplines, such as Six Sigma, can promote positive change in DoD.  The fundamental question, for DoD, is whether it could create the conditions required for success.

Institutionalize programs to improve the lower tier of performers.  As with DoD, 3M’s performance management system is designed to find and develop its top talent.  Unlike DoD, 3M recently formalized quotas for its lower-tier performers(its supervisors must rank ten percent of their employees in the “lower” performance category.  A similar policy in DoD might lead to more productive employees who are more loyal to the institution that came along side to help make them more effective.

Encourage and develop a DOD environment conducive to collaborative teaming. Two forces lead Corporate America to ad hoc, but effective collaboration(a very measurable bottom line and outstanding communication networks.  Most DOD organizations lack the measurable fiscal bottom line of Corporate America.  Still, DoD could benefit by creating a climate where its organizations more effectively teamed at lower levels.  To do so, DoD would have to explicitly encourage spontaneous teaming where smart.  In addition, DoD must invest in networks that more readily communicate and share information.

Incentivize efficiency.  At 3M, the entire corporate organization is inherently incentivized and rewarded for performance at the fiscal bottom line.  Given DoD’s strengths with leadership, however, it is not impossible to also visualize defense employees similarly focused on efficiency. While current Federal laws and regulations make it difficult, DoD would more powerfully embrace efficiency if Congress would give them greater latitude to reallocate savings to meet critical needs.  The action would allow DoD to tackle some unfunded requirements internally vice having to throw the bill to Congress at the end of the fiscal year.  More importantly, the lower echelons of DoD might be more powerfully motivated to search out “fat” in order to recoup funds for smarter spending in their own organizations.  

Don’t mistake corporate warfare for military combat, but don’t overlook it either.  Both Corporate America and DoD seek to strategically plan, create agile teams at the operational level to better exploit “field” opportunities, and win tactically in head-to-head competition.  As a result, many of the lessons from Corporate America aren’t just relevant to business efficiency in DoD; they may also be relevant to combat.   For example, the corporate notion of collaborative teaming has direct applications to emerging network-centric warfare concepts and change management disciplines such as Six Sigma could have direct application to warfighting beyond peacetime efficiency.
Sears Roebuck & Company

LTC Robert Stanley, USA

This summary covers my experiences during the year-long Secretary of Defense Corporate Fellows Program (SDCFP) and represents my view of the host corporation and of the program.  Sears, Roebuck & Company from August 2001 to July 2002 hosted me.  I was assigned to Sears Logistics Services (SLS) and Sears Supply Chain, Sears Logistics Group (SLG) as the Deputy of the Supply Chain Management and Vendor Relations Department, and as a Special Assistant to the Senior Vice President, Sears Supply Chain. Additionally, I was afforded the opportunity to participate in the Defense Business Practices Implementation Board (DBPIB), established by Secretary of Defense Rumsfeld and Chaired by William G. Pagonis (LTG USA, Ret).

This summary provides a short history of Sears, discuss Sears’ high level strategy and what corporate tools they are using/developing to meet their objectives.  The bulk of  my report discusses the areas in which I was most involved, Supply Chain Management and Information Technology.  Also included are miscellaneous observations, recommendations to improve the SDCFP, and comments on my brief participation with the DBPIB.  The majority of the sections provide observations, discussion, and recommendations for further study by the Department of Defense (DoD).


Sears is much like DoD in many ways.  It has a long history, a deeply engrained culture, and has a relatively large bureaucracy controlling the activities of the organization.  It is also comparable in size to one of the services, with over 300,000 employees working in more than 2,000 locations.   Sears is also in the process of redefining itself to become more agile and competitive in today’s retail marketplace.  I believe there are many lessons to be learned from Sears’ experience that can be applied (with modification) to the way the DoD and the Services conduct business.


Provided below are the consolidated recommendations for DoD:

· Develop a clear and easily understood vision for transformation and communicate it down to the lowest levels.  This will assist everyone within DoD a better understanding of what we are trying to accomplish and share the Secretary of Defense’s vision of transformation.

· Greatly improve the level of compliance that it receives from its vendors by adapting the Sears’ vendor performance management system to meet the unique requirements of the department.  This concept is very applicable at the wholesale level within DLA and the Service wholesale logistics organizations.

· Adopt/adapt an on line auction tool to reduce procurement costs and timelines.

· Increase strategic teaming with key suppliers through the use of a Collaborative Planning, Forecasting and Replenishment type tool.

· Aggregate purchases across Services and agencies wherever feasible

· Set up cross-functional sourcing teams to develop purchasing strategies

· Migrate to common procurement systems and processes

· Where possible, assign an officer to observe civilian committees.  Officers could assist the executive directors in setting up meetings and capturing lessons learned.  Could possibly be an elective at the Industrial College of the Armed Forces or a DC based Corporate Fellow.

· Better publish the activities and results of the various committees and boards sponsored by the department.  The rank and file is rarely informed on what is going on in the area of business process improvement, nor do they understand the importance of better utilizing DoD resources.

· DoD do further study on:

· The potential of a web based collaborative product development tool. 

· Performance Management. While the uniformed members have a decent evaluation system it could be further improved by including some of the elements in the Sears system.  Elements such as personal evaluation and future training and assignment desires could go a long way towards giving uniformed service members more input their careers.  The civilian component could greatly benefit from this system.  Currently, the training requirements and career paths for our civilian members are non-existent or murky at best. 
· Change Management.  DoD could greatly benefit from the use of shared, formal change management discipline.  Often it is unclear to the uniformed and civilian members why the department is making the changes and even harder for the entrenched bureaucracy to implement changes.  A formal change management discipline could be applied to many of our personnel support and/or business process and dramatically shorten implementation timelines and move to more customer focused processes in support of the warfighter.
· Sears Sigma.  DoD does not have a formal uniform process change discipline in place.  DoD could adopt some tailored “Six Sigma-like” process change discipline to assist in streamlining and making process changes more efficient within the department.  This discipline, once adopted, would need to be taught as part of professional military and civilian education programs.  Initial training could be conducted through the use of consultants in a train the trainer mode.
· Using third party providers to perform disposal functions.

· Consolidating  Defense Reutilization and Marketing Offices (DRMO) into regional offices versus the current base-by-base operations.

· On-line regional or nation-wide auctioning to increase competition and recovery percentages.

· Developing an IT strategy that can be communicated to the field that outlines future systems requirements, legacy system phase out plans, moving shared services to a web based environment, etc.

· Developing an IT project approval process for enterprise solutions and centralize collection of lessons learned, ensuring projects are delivering what was promised. 

· When purchasing new IT applications, define the process first and find an application that fits the process straight off the shelf with minimal customization or fit the process to the application. 

· Change Management

· Supply Chain Management

· Process Improvement

These are a just some of the few lessons that DoD could apply from corporate America.  The military does may things well and there is no better organization in the world when it comes to planning and executing combat operations.  However, how DoD operates the “back office” can be dramatically improved, shifting more money and manpower to the pointy end of the spear.

United Technologies Corporation

LtCol Clyde Woltman, USMC

I was assigned as a Secretary of Defense Corporate Fellow to P&W (P&W), one of the principal Sectors of United Technologies Corporation (UTC).  My initial assignment with P&W was to the F135 Joint Strike Fighter (JSF) Engine Program at the Military Engines Division in East Hartford, Connecticut.  Within the JSF Program I served on the Integrated Program Management Team (IPMT), and participated in a number of Engineering & Manufacturing Development (EMD) Readiness and System Development & Demonstration (SDD) initiatives.  I also participated in two high impact Achieving Competitive Excellence (ACE), worked as assistant the F135 Industrial Manager, contributed to the Commercial and Military Engine European Strategy Development, and directed an Integrated Product Team Leader Training Program.

My Fellowship Strategic Plan called for six months with P&W, followed by a transfer to one of the other UTC Sectors for three months, terminating with an assignment to UTC Corporate Headquarters as an Executive Assistant.  However, my assignment to P&W lasted longer than anticipated due to my obligations to the F135 Program and commitments to several peripheral projects and initiatives.  Nonetheless, this assignment afforded me ample opportunity to observe, work with, appreciate, and study a company in transformation.  In sum, P&W offered brilliant examples of a company that successfully adopted a culture of constant change as a way of life, and therefore provided a good base of study.

During the course of my tour with P&W Military Engines, I traveled outside this division to several of the other P&W business sectors.  I conducted a number of extensive visits and interviews with key leaders and support services of Hamilton-Sundstrand, UTC Fuel Cells, Sikorsky, and P&W Commercial Engines in Connecticut; Space Propulsion Systems Divisions in West Palm Beach, Florida and San Jose, California; and concluded the Fellowship with a two-week Executive Assistant assignment at UTC Corporate Headquarters.

 In brief, United Technologies consists of six Sectors (companies), all of which cover a wide range of products in the Aerospace and Defense, and Commercial and Industrial markets. .  In addition to P&W, the Sectors are Otis (elevators), Hamilton-Sundstrand (flight systems), Carrier (heating, ventilation, and air conditioning systems), Sikorsky (helicopters), and UTC Fuel Cells.  Additionally, P&W, the Sector to which I was initially assigned consists of five separate business Divisions: Commercial Engines, Military Engines, Space Propulsion, P&W Canada, and Power Systems.


With respect to strategy and culture, UTC as a corporate headquarters (HQ) establishes basic tenets for the Sectors to adhere to, but allows them to essentially operate as separate organizational silos.  Focus on customer, shareholder and employee satisfaction; the relentless push for growth; and the leveraging of corporate technologies and resources are common threads that run through the Sectors.  They are given the autonomy to develop their own initiatives that reflect these UTC corporate tenets.  Yet, when necessary corporate HQ will influence certain high-impact initiatives and /or business decisions within a Sector.


My assignment did not entail working directly with UTC Corporate, however I had the opportunity to analyze how its strategies and culture were disseminated among the Sectors of this global enterprise.  In P&W, the tool that I found most effective in promulgating this was P&W’s unique Road Map program.  The P&W Road Map is a simple tool that identifies four standard areas of emphasis for all division and business units.  Each of these areas is further addressed with specific measurable goals and objectives.  They are, in order:

· Customer Focus

· Employee Fulfillment

· Quality Processes and Products

· Financial Performance

The Road Map concept basically starts at the Executive Council (EC) where one-year and five-year Road Maps identify relevant goals and objectives.  Then at every echelon below the EC, in each Division, additional Road Maps are further generated that reflect their respective goals and objectives based on that of the EC.  Road Maps are generated at levels, program dependant, all the way down to individual engine module centers.  I found this method has ensured that the corporate identity is replicated among the five P&W Divisions, and has served to create strong bond between them.

In the aerospace industry, P&W epitomizes innovation and effective transformation in the face of a dynamic political and economic global scene.  This has proven to be the case especially during the last twenty years, commencing with the infamous “Great Engine War” with General Electric (GE) of 1981 - 1984.  This event had potentially destructive effects on the future of P&W, but the company’s leadership took aggressive measures to recover, and vowed to never allow such a situation to develop again.  A decade later P&W was on the road to recovery as it capitalized on the commercial engine market, enjoying the reputation as the world’s largest builder of jet engines
.  However at the onset of the collapse of the Russian countercoup in August 1991, it became evident that much of the military engine business would be gone forever.  Faced with this revelation, the Company underwent a further transformation, which continues to this day.  The catalysts and the ongoing transformation centered on the concept of Lean Thinking
 were the focus of much of my study of P&W.

The premise of Lean Thinking is essentially to do more with less across the board; less human effort (not more), less equipment, less time and less space, while providing “customers with exactly what they want”.  Tailored for the commercial industry environment Lean Thinking tenets can be applied across the functions of management, finance, engineering, manufacturing, sales and marketing, and customer support.   Also embedded in the Lean Thinking philosophy is the provision to make work more satisfying by providing immediate feedback on efforts to convert waste and inefficiency into value.  Lean Thinking can be summarized in five principles:

· Specifying  value by specific product or service.

· Identifying a value stream for each product or service

· Making value flow without interruptions.

· Allowing the customer to pull value from the producer or service provider.

· Pursuing perfection.
P&W thus found itself in the position to change how it thought about the customer, employees, organization and processes.  Lean Thinking saw its genesis in the Military Engine Division, but soon became the P&W standard across all five Divisions.  Additionally, what followed is an interesting reform, which in my observation influenced transformation in the parent corporation and the other sectors of UTC.

This transformation, seen mostly in the last decade at P&W, includes a consolidation and streamlining of practices that incorporated a unique process of program management called Integrated Program Deployment (IPD), and implemented the “home-grown” ACE quality processes and tools.  Both of these contribute to the fundamental principles of Lean Thinking.  Further, their associated cultures permeate the five P&W Divisions.

Early in the System Development and Demonstration (SDD) phase of the F135 engine program, it came to my attention that certain aspects of the US Government contract were polemical within the industry.  The government-mandated requirement for an “alternate engine”, specifically a GE design, has generated some concerns with respect to how “competition” is being governed.  In my Final Report I discuss whether this alternate engine mandate was indeed a catalyst for competition, or a inequitable demand placed on one competitor (P&W) who was engaged in fielding the product while the other competitor, GE, concurrently engineered its product 40 months in trail.  I assert that the alternate engine program fails in three key cases: industry fairness, business, and operational redundancy.

As what seems to be the case for most military personnel exposed to the corporate sector, I was very impressed with the emphasis that UTC places on employee education.  In 1995, Chief Executive Officer (CEO), George David unveiled an aggressive employee education program, which some of his subordinates at UTC thought was “nuts”
.  But the program, one of the most generous in corporate America, is Mr. David’s initiative to take care of his employees, thereby strengthening loyalty, helping recruitment, and in turbulent economic times offers skills and knowledge that could protect laid-off UTC workers.

The UTC Learning and Development Institute offers distance learning and resident training programs from numerous reputable universities such as Penn State, Boston University, MIT, Purdue, and Georgia Tech.  Any UTC employee may enroll in a Web-based distance learning program or participate in a resident degree-oriented program, if selected.  In either case, whether in pursuit of a degree or not, if that curriculum supports the employee’s education and training strategies as identified in his/her Individual Development Plan, the UTC Education Support Program will cover all tuition costs, books, academic fees, and paid time off to study.


One of the goals of the SDCFP is to observe corporations from within and from this exposure to perhaps glean opportunities for DoD to capitalize on industry initiatives.  With that, the following are proposed for consideration:

· Lean Thinking.  The principles of Leanness can be applied to a variety of organizational functions in DoD, from the combat arms operational environment to administrative support activities.  In contrast to Total Quality Management (TQM), which captures intuitive approaches to communication and management processes to focus on the customer; Lean Thinking is a quantifiable approach designed to remove waste from the organization.  Additionally it drives the organization, instead of looking inward toward its own operational efficiency, to focus on the customer’s point of view of the entire “product”.

· ACE.  Although ACE was designed for industry, I am confident that elements of ACE have applicability to certain DoD functions.  Some of these are simply different approaches to problem solving, organizing, and feedback, but in every case they are standard processes with measurable results.

· Competitive Advantage.  Perhaps the single most important attribute of P&W is its ability to directly understand its sources of competitive advantage, and clearly define how operations can contribute to that advantage.  In an environment where bottom-line drives everything, P&W operations strategists continuously analyze these advantages with the intention of identifying what among them are core capabilities.  Once identified, the core capabilities are further studied to leverage and develop strategies to extend them in business operations.

· Core Capabilities Study.  If DoD were to conduct a critical core capabilities study across the Services, it should identify warfighting and all direct support activities as “core”; and non-warfighting/indirect support activities as “non-core”.  This list of non-core/peripheral functions includes personnel administration, finance and accounting; educational support services; medical (non-expeditionary); and Information Technology (IT); and other less significant functions.

· Aggressive Outsourcing.  In DoD, as is the case at P&W, personnel administration, travel, personnel finance and accounting, education programs administration, medical services (non-expeditionary), and IT can be commercially outsourced.  Only companies that demonstrate these functions as core competencies may be awarded outsource contracts.  With the exception of medical services, all others would be Web-based services that are efficient, responsive and employ state-of-the-art technology.  To boost, when a new requirement is identified in any one of these functional areas, milestone timelines would be on the order of weeks vice years.

· Aggressive Education Programs.  In my view P&W has created the ideal performance management process.  One that incorporates an Individual Development Plan and sets the stage for generous education opportunities as noted earlier in this summary.  On an annual basis, supervisors and their subordinates should conduct a detailed analysis of the subordinate’s job performance.  This analysis, generated by the supervisor (as is the case with DoD Fitness Reporting process), identifies and documents individual competencies.  However it takes a further step to recognize the subordinate’s developmental needs.  These “needs” may be proposed by the supervisor, the subordinate, or both, and are based on shortfalls, advancement requirements, or personal ambition.  Thus, if our services were to adopt this “next step”, the Reporting Senior (supervisor) would assume the role as an education and training advocate, and generate an Individual Development Plan (IDP).  The IDP would identify work-related training requirements and personal/professional education goals, and would map out a time/event plan to achieve those requirements and goals.  Once generated and approved, the plan would become an official document authorizing expenditures and efforts.  Informal DoD-equivalents of IDP’s for active-duty service members are generated by Training Staff Non-Commissioned Officers (SNCOs) or Officers, Career Counselors or conscientious and knowledgeable Reporting Seniors.  However to date no cross-service standard is established where Reporting Seniors (SNCOs or Commissioned Officers) are accountable to combine education with the performance management process.  The concepts of IDPs, and generous professional education opportunities supported by outsourced Web-based services and tools across all branches of the military (for standardization and cost savings) may be considered as too generous, too costly, and potentially anti-retention.  The same argument was raised at UTC seven years ago when the CEO, George David, proposed one of the most progressive education-support programs in corporate America.  Corporate statistics quelled this concern, yielding retention rates above average, and a boost in education pursuit at all levels of employment.
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