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Executive Summary

This report is the culmination of my Fellowship at PricewaterhouseCoopers, L. L. P. as part of the Secretary of Defense Fellowship Program as outlined in DOD Directive 1322.23.  

PricewaterhouseCoopers (PwC) was formed in July 1998 from the merger of Price Waterhouse and Coopers & Lybrand, L.L.P.  The merger created the world's largest professional services organization, practicing in 152 countries and employing 145,000 professionals.  Their 1998 revenue was $15.3 Billion dollars, and they anticipate a 20% growth per year for the next five years.

PwC is a matrix organization.  They are organized by geography, industries, and lines of service broken out as follows:

· Geography

· Americas

· Europe, Middle East, and Africa (EMEA)

· Asia

· Central and Eastern Europe and the CIS

· Industries

· Energy & Mining

· Financial Services

· Technology, Information, Communications, & Entertainment (TICE)

· Consumer and Industrial Products (CIP)

· Services

· Lines of Service

· Assurance and Business Advisory Services (ABAS)

· Global Business Processing Outsourcing (GBPO)

· Financial Advisory Services (FAS)

· Global Human Resources Solutions (GHRS)

· Management Consulting Services (MCS)

· Tax and Legal Services (TLS)
During my time with PwC, I had the opportunity to observe numerous best, and not so best, practices of the organizations PwC contracts with.  PwC itself is continuing to work through the merger of two large firms, but I was impressed by the way the two legacy firms came together and focused on meeting PwC's objective of becoming the number 1 or 2 professional services firm in the world.  The following recommendations are based on my observations of practices within PwC as well as Corporate America as whole, as well as my experiences within DoD over the last 25 years.  They are provided as the start point of discussions only and shouldn't be considered as a total solution or outside the context in which they are presented.

· Human Resources.  The following recommendations are provided for consideration:

· There are numerous occupational specialties that aren't leadership focused but are technology focused or are narrowly defined by the skill they require.  DOD should investigate the possibility of identifying those skills that are needed and could benefit from bringing in someone at a higher pay grade than entry level which we do now..

· DOD should make it easier to allow certain skills to come in the military, leave, and come back at a later date without loss of rank.

· DOD should establish personnel kiosks within units that gives the individual greater access to services without having to visit several different organizations.  For example, a soldier should be able to go to a kiosk, fill out a travel claim, make a doctor/dental appointment, check on a dependency application, then find out their current pay status or the possibility of future assignments, all electronically, all in real time. The use of the smart card that is currently being piloted can be used as an authentication/security device to allow access by authorized persons only to personnel files.

· DOD should review many of the business rules established for financial transactions with the military and civilian employees.  Where the standard business practice is to place more trust in the employee and require less documentation, review, audit, and approval in a claim reimbursement, the DOD seems to thrive on the notion that the average employee cannot be trusted and therefore must be thoroughly reviewed, audited, etc.  Reimbursement of travel expenses within a wired corporation is a matter of days, normally requiring an online submission for reimbursement followed by paperwork to support.  An average of 3-4% of the claims is audited and anyone found filing a fraudulent claim is punished, usually through termination of employment. 

· DOD should review the "up or out" policy of promotion.  If someone does a good job, likes the position he/she is in, and doesn't concern themselves with promotions, why can't we let them stay there? 
· Industry is attacking human resource problems by implementing innovative programs to get and keep employees that go far beyond focusing on direct compensation.  In one name or another, companies are adopting a "one size fits one" approach to this issue, which tailors a comprehensive human resources package to each and every employee.  Employees can pick and choose between multiple and varying plans to include:  medical, dental, college, stock options, training, compensation, work at home, office and home equipment, and job enrichment.  DOD currently uses very few innovative programs.  Examples of possible initiatives within DOD include better performance incentives within the pay structure that are not always tied to promotions and the creation of a 401(k) type plan for all personnel that provides retirement savings beginning on Day 1.  
· Strategic Planning.  Today's market dynamics and the ready access to information in a global economy serve to keep the focus of companies in the short term in order to gain an advantage in the market and maximize shareholder investment.  Strategic planning today is driven from the top and normally looks out no farther than 5 years, and typically looks only 2-3 years out, depending on the industry.  The goal of strategic planning is to provide a broad overview of where the company is going in the next few years, with details limited to the next 12 months and increasing vagueness further out.  Companies realize they cannot tie themselves to a plan that is rigid and inflexible, and their budget priorities and ability to shift monies quickly reflect that understanding.  The plan remains agile, allowing timely adjustments for the market situation.  Agility is the key to strategic planning within Corporate America.  The ability to shift funds on the fly to meet unexpected market fluctuations as well as take advantage of unanticipated breakthroughs is absolutely critical to the success of the corporation.  DOD's rigid strategic planning process and unbending POM cycle, which drives its business practices, would quickly bankrupt any corporation that chose to adopt that model.  Through changes in legislation as well as business practices, DOD must adopt a more flexible strategic planning process, coupled with an ability to shift funds as required to meet unexpected demands and opportunities.

· Knowledge Management

· DOD must leverage current and future IT capabilities through the development of a DOD intranet.  The development of a DOD intranet provides a platform for the capture and dissemination of information that may occur in one service or agency, but is useful across a broader spectrum of the Department.  DoD must develop the ability to access all Lessons Learned databases across the enterprise.

· There is a need to develop a best business practices database that can be accessed by all of DOD and focuses exclusively on sharing information about problems and successes in conducting the business operations of DOD.  Often there are many good practices occurring at the local level, but there is no mechanism for disseminating these practices other than the "good old boy" network, which is hardly definitive or efficient. 

· Finally, one of the problems that continues to plague DOD in its efforts to leverage information technology and improve the ability to rapidly gather and disseminate information is the lack of a common operating environment and the lack of a more strict DOD-wide standards for computing equipment. 

· Outsourcing.  DoD must continue to explore outsourcing non-core competencies to achieve greater savings and efficiencies.  Some potential activities for outsourcing within DOD are:

· DFAS.  There are numerous areas within DFAS that can be outsourced with no adverse impact on DOD operations, yet with large cost savings and the potential for greater efficiencies.  A review of the DFAS operations may indicate that some functions of DFAS are considered core competencies for DOD and therefore should be retained within the Department. 

· Base Finance Offices.  Consideration should be given to outsourcing all the activities at a base finance office.  There are no critical issues that absolutely require the presence of a DOD person to conduct financial transactions, receive travel claims, conduct audits, etc. 

· Installation Public Works.  Running the infrastructure of a military installation is not a military core competency.  Operating water, sewage, electrical, building maintenance, and other installation operations is not a unique military capability and can be outsourced.  There have been contracts let to develop bases for deployed forces in such places as Somalia, Haiti, and Bosnia. 

· Military Housing.  The DOD should contract all military housing with private firms for construction and maintenance.  Military housing is not a core competency of DOD.

· Medical Specialties.  There are some medical specialties that can be outsourced to local hospitals and do not require military physicians.  Some of these specialties include obstetricians and pediatricians, neither of which are required on the battlefield.

· Exchanges and Commissaries.  Exchange and commissary operations can be completely outsourced to large corporations such as Wal-Mart and Giant Foods to operate.  As for exchange capabilities within a theater of war, the operation can still be outsourced, much like many of the camp building activities have been outsourced to firms like Brown and Root.

· Government/Business Partnering. Achieving efficiencies in DOD through partnering with business is absolutely vital and requires numerous changes by DOD, to include:  

· Review/revise regulations regarding the awarding of contracts to allow longer-term relationships without the need for recompeting, including the use of incentives to create the "win-win" situation necessary for successful partnering.

· The adoption by DOD of commercially accepted practices, such as the acceptance of independent audit findings versus the requirement for an audit from the Defense Auditing Agency adding additional expenditures for marginal value.  

· The imposition of severe penalties for companies that violate the trust and partnership agreement rather than pre-supposing criminal intent by all and conducting business accordingly.  These penalties must prevent the offender from participation in any DOD or other government contract for a period of at least three years, as well as fines and the criminal prosecution of those responsible for the fraud.

· Create an environment of agility that allows rapid partnering through speed, decentralized decision making, and removal of unnecessary regulations that foster a "business as usual" atmosphere.

· Enterprise Resource Planning (ERP) Systems.  There are numerous opportunities for implementing ERP systems within DOD and its agencies, whether through commercial packages or custom development.  These systems are not confined to just the business practices of DOD, but can be developed for sharing operational information as CINCPACFLT has demonstrated.  The speed at which businesses and the world are moving demand that DOD take a proactive approach to streamlining activities and leveraging the power of information technology to remain in the forefront and provide the greatest benefit to the taxpayer for the investment made.  An effective ERP system would save countless dollars, reduce manpower requirements, and streamline the business side of DOD to release resources for operational requirements.

There are additional recommendations within this report that are provided, again, as a starting point for discussion and thought.

The Fellowship program is a worthwhile program to remain connected with industry from the inside.  Valuable lessons will continue to be learned, however, it is up to the leadership within DoD to thoroughly study the recommendations with an open mind to change.  That, in the end, is the biggest challenge for DoD.

Overview

This report is submitted as a synopsis of the fellowship conducted at the Washington Consulting Practice, PricewaterhouseCoopers, L.L.P. in Rosslyn, Virginia during August 1998 to May 1999.  This fellowship was conducted as part of the Secretary of Defense Fellowship Program outlined in DOD Directive 1322.23.

Upon arrival at PricewaterhouseCoopers (PwC), I was not assigned a specific track or task, but instead given an overview of the firm and expected to make my own way.  This was my introduction to a unique aspect of their culture.  The culture within PwC Management Consulting Services (MCS) revolves around the entrepreneurial spirit of the consultant and his/her willingness to actively seek projects for their involvement.  All consultants, whether recent college graduates or experienced businesspersons, are not assigned specific engagements, but expected to market themselves within the Firm to become part of an engagement team.  While this practice may be disconcerting to some, it does provide several benefits.  First, those who lack the drive to become actively engaged are quickly identified, and if they can't be trained, are terminated.  Second, it provides the individual consultant more control over his/her career, allowing them to focus in a particular area of interest, or experience multiple areas of interest and develop a broader perspective.  Finally, a consultant becomes part of an engagement team based in part on their reputation for team work and cooperation, thus perpetuating an atmosphere of teamwork, dedication, and a singular focus on meeting the client's needs (mission accomplishment). 

This paper will discuss a variety of topics applicable to DOD based on observations, experience, and discussions with businesspersons around the world.  The topics include Enterprise Resource Planning (ERP) systems, outsourcing, human resources, strategic planning, knowledge management, trust, and others.  The recommendations within the paper are broad and intended to provide points for further discussion and study, as opposed to a detailed analysis of current business practices.

A theme that runs throughout my recommendations is agility.  A business' survival rests in large part to its ability to quickly identify and understand the market, shift resources as required, reengineer processes and restructure organizations, and successfully manage complexity and uncertainty at ever increasing speeds.  Success in a dynamic environment for any organization--large or small--requires agility, something that is lacking within the DOD structure.  Some of the lack of agility is caused from outside sources, such as the political landscape and congress.  Other causes, however, are found within DOD, and we have the ability to influence them.  It is to that end that this paper is focused.

Finally, I want to thank PricewaterhouseCoopers and all the professionals I met and worked with throughout the year.  They were gracious, accepting, and incredibly proud of their organization and went out of their way to ensure I was a member of their team. The leadership of the Washington Consulting Practice (WCP) was very open, cooperative, provided invaluable suggestions on projects to observe and participate in, and ensured I had access to all areas of interest.  I enthusiastically recommend placing another Secretary of Defense Fellow at PwC in the future.

PricewaterhouseCoopers

On July 1, 1998 PricewaterhouseCoopers formally came into existence as a result of the merger of Price Waterhouse (PW) and Coopers & Lybrand, L.L.P. (C&L). Each legacy firm's roots began in London in the mid 1800's, and through mergers and acquisitions, they grew to become some of the largest and most prestigious professional services firms in the world.  The merger established PwC as the world's largest professional services firm, employing some 145,000 personnel with offices in 152 countries and FY 1998 revenues in excess of $15 Billion, making it the 61st largest employer in the world.

With each firm a successful enterprise in its own right, why did they merge?  Through the rapidly changing dynamics of the marketplace, the explosive growth of the global economy, and the increasing demand for critical, professional services, the partners of Price Waterhouse and Coopers & Lybrand, L.L.P determined their respective strengths and weaknesses would be offset by the merger, creating a firm that could assist the client from development of a strategic vision through implementation at the local level.  Below is a brief summary of the legacy firms' strategies and their common vision.

PW place emphasis on:

· Global 500

· Complex, multidimensional global projects

· Project scale

· Enterprise Resource Planning (ERP)

· Consumer and Industrial Products Industry

· Streamlined service offering

· Global consistency

· Solutions (or product) orientation

C&L placed emphasis on:

· Partnership with clients

· High-level client relationships and boardroom access

· Telecommunications and Government sectors

· Large national clients and those just below Global 500

· Local sensitivity, closeness to the market

· Diverse service set, tailored to local markets

· Integrated at client account level

Common Vision

· Ambitious growth objectives

· Global reach and global service offerings

· Bigger clients

· Larger, multidimensional projects

· Integrated consistent service offering

· Industry knowledge and Thought leadership

· Delivering value/results/solutions

· "Creating strategy and making it happen"

· Best people and employer of choice

· Critical mass in significant markets

Given the respective strategies and common goals, the merger of PW and C&L into PwC created the opportunity to realize their vision as the economy expands globally and information technology fundamentally changes the way the world conducts business.  The merger provided a stronger market position for the new firm, with greater service offerings and a highly effective global capability to provide the right services at the right time and the right place.

Within the PwC organization, I worked in the Management Consulting Services Line of Service at the Washington Consulting Practice.  The MCS is the fastest growing segment of PwC.  The growth of management consulting worldwide is expected to grow at an annual rate of approximately 15% annually through 2002.  The drivers of this growth include:

· Globalization

· Complexity and volatility in the market environments

· Technology advances

· Focus on growth and customers

· Outsourcing and shared services

· Preference for service integrators

· Desire for world-class experts

Although the global consulting growth is expected to be at 15%, PwC expects to grow the MCS practice at a much greater rate, and in the first three quarters of FY-99, did in fact grow the business at an annual rate of 41%.  This level of growth is aggressively pursued and supported by the MCS "Aspirations":

"We aspire to be the leading global consultancy providing integrated management consulting services from strategy through implementation 

derived through long term relationships with major multinational and 

national clients bringing value and lasting impact  through quality, 

motivated professionals with deep expertise in our selected markets."

The Washington Consulting Practice (WCP) focuses primarily on government consulting at the federal, state, and local level, although some commercial consulting does occur from this Practice. 

Organization

PwC is a limited liability partnership, with approximately 9,000 equity partners worldwide.  Each of the partners has a voice in the direction of the firm, and without appropriate delegation, attempting to get consensus on anything is practically impossible.  Hence, the partners have elected a leadership committee of nine partners, and appointed an oversight board to review the many aspects of both completing the merger and moving the firm into the new millennium (Global Oversight Board (GOB)).  PwC is a matrix organization, organized by geography, industry, and line of service.  While appearing to be complicated, this structure provides PwC flexibility to meet a client's needs utilizing global resources.  PwC advertises going to market by industry, with the capability to provide a wide range of services to their clients via their lines of service--drawing the required expertise from any part of the practice, anywhere in the world.  The industry leader is responsible for developing and maintaining the relationships with the clients while ensuring a full understanding of the clients' needs, then leveraging the talents of the professionals across the lines of service to provide the necessary support and service.  The illustration below illustrates the matrix. 
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· Geography

PwC divides their global operations into four geographic areas.  They are the 

Americas; Asia; Central/Eastern Europe and CIS; and Europe, Middle East, and Africa (EMEA).  The division by geographic regions provides control of an organization spread across 152 countries and an ability to focus regionally on gaining new clients and developing services and products that are unique to a particular region.  It is part of their "think globally, act locally" strategy that enables them to fully understand the unique requirements of a region or culture, yet leverage the global organization to provide solutions to an ever-shrinking world.

· Industries

As stated earlier, industry leaders within PwC are responsible for a complete understanding of their clients and their unique industry needs.  It is through long-term client relationships and the provision of services to those clients that PwC continues to grow.  The industries are noted below.

· Energy & Mining

· Mining, Petroleum, and Utilities

· Financial Services

· Banking, Capital Markets

· Insurance, Investment Management

· Real Estate

· Technology, Information, Communications, & Entertainment (TICE)

· Consumer & Industrial Products (CIP)

· Consumer Packaged Goods

· Pharmaceuticals

· Retail

· Industrial Manufacturing

· Automotive

· Services

· Government sector

· Hospitality

· Healthcare

· Education/Not-for-profit

· Transportation

· Engineering

· Construction

· Lines of Service (LOS)

Finally, PwC is organized by Lines of Service.  The personnel within PwC are employed within lines of service and provide the expertise required by the clients.  They work in concert with the industry leaders to ensure the services provided are appropriate for the particular industry involved.  The lines of services and a brief description of each are provided.

· Assurance/Business Advisory Services (ABAS).  ABAS provides CFO's a range of services to achieve innovative and cost effective solutions to complex business problems.  Some of the services provided in by ABAS are:

· Advises on business, financial, and strategic risk management and on changes in legislation and regulation

· Financial Statement and Internal Audit Services

· Systems Risk Management

· Transaction Support

· Regulatory Compliance

· Shareholder Value Services
· Tax & Legal Services (TLS).  Advises businesses, individuals and organizations on tax strategy, planning, and compliance; international tax services; transfer pricing, and multistate tax consulting

· Financial Advisory Services (FAS).  Provides comprehensive financial, economic, and strategic advice to companies with complex business problems and disputes. 

· Mergers & Acquisitions (M&A) works with companies on such issues as international reorganizations, mergers and acquisitions. 

· Business Recovery Services (BRS) advises and implements group rationalizations and turnarounds of underperforming companies as well as bankruptcy and other formal insolvency procedures. 

· Dispute Analysis and Investigations (DA&I) advises companies and their counsel on fraud and other forensic investigations and dispute analyses. 
· Project Finance & Privatization (PF&P) is an international advisor to governments on implementing public-private partnerships. 
· Corporate Value Consulting (CVC) assist clients in valuing tangible and intangible assets and in formulating capital expenditure strategies.

· Global Human Resources Solutions (GHRS)

· Develops integrated human resources solutions

· Expertise in organization effectiveness and development, actuarial benefits and insurance, HR outsourcing, and workforce solutions

· Global Business Processing Outsourcing Services (GBPO).  The outsourcing of non-core competencies by companies around the globe is becoming more commonplace as they move to streamline their operations and reduce costs, focusing on their core capabilities.  PwC provides clients with seven Business Process Outsourcing services which center around the firm's core competencies in the following areas:

· Finance/Accounting - Management of financial and accounting department functions to streamline planning, controls, and processing.

· Applications Process - Management of enterprise resource planning systems and individual software applications that support business processes.

· Procurement - Management of strategic procurement and global sourcing to optimize business performance and profitability.

· Human Resources - Management of cost-competitive HR programs designed to attract, retain, and motivate work forces.

· Real Estate Management - Management of facilities to improve real estate operations, property usage, asset management, and administration.

· Internal Audit - Performance of a top-down review of the company's associated business, operating, and financial risks to strengthen controls and better manage risks. 

· Tax Compliance - Development of a plan that details roles and responsibilities, coordination of tax planning/compliance, and data collection/analysis and management of home country and international tax return processing for corporations, partnerships, and other entities. 


· Middle Market

· Entrepreneurial Advisory Services (EAS) provides dedicated services to middle market and growth companies on a broad range of issues

· Services include business planning, general business advice, audit compilation and review, tax compliance and planning, small systems consulting, and operations improvement

· Management Consulting Services (MCS).  MCS provides integrated management consulting services, from strategy through implementation, derived through long term relationships with major multinational and national clients.  Within MCS, the consultants are assigned to Strategic Change, Process Improvement, or Technology Solutions.
· Strategic Change.  Strategic Change assists corporations in developing value-creating enterprise-wide business and market strategies that leverage an organizations market position, operational competencies, processes, and culture.  From the overall corporate strategy are derived other supporting strategies:

· Technology Strategy

· Organizational Strategy  

· Operations Strategy

· Change Strategy

· Process Improvement.  Process Improvement consultants within MCS develop and implement, in conjunction with the client, improvements in business and financial processes.  The activities within Process Improvement are:
· Market and Customer Management (MCM).  MCM focuses on leveraging the three key drivers of revenue growth: products and services, channels and networks, and markets and customers.  They focus on time-to-market, sales productivity, customer care/call centers, and relationship marketing through process change and enabling technologies.
· Supply Chain Management (SCM).  SCM delivers enhanced customer service and economic value through improved management of flow of materials from source to consumption. 
· Financial & Cost Management (FCM).  Through FCM, PwC improves the effectiveness of clients' financial functions. 
· Human Resources Management (HRM).  Enhance the effectiveness of human capital; manage the HR function transformations being driven by globalization, technological change, and the continuing demand for workforce cost reduction.
· Information Technology Management (ITM).  Improve the responsiveness, effectiveness and strategic alignment of information systems development, delivery and operations.

· Technology Solutions
· Enterprise Resource Planning Systems (ERP).  ERP Systems provide integrated cross-functional software solutions. The market includes SAP, Oracle, PeopleSoft.   PwC is the world's largest implementer of the SAP ERP system.

· Systems Integration (SI).  Systems Integration is the identification, co-ordination, delivery, implementation and life cycle support of hardware, software and solution sets. 

· Human Capital, Operations, & Risk Management.  These parts of the infrastructure of PwC provide services within the Firm and support all geographic areas, industries, and lines of service.

Firm Values

Every corporate and governmental entity has developed a set of values that govern every facet of the organization, from the development of the strategic plan, to who they will hire, to the last implementation detail of the corporate plan.  Those companies with entrenched values place a great deal of stock in them and ensure they are widely disseminated and followed.  Within PwC, their values are well defined and absolutely critical to the operation of the firm given the diverse nature of their service offerings, the decentralization of decision making, and the distributed network of professionals serving around the world.  Additionally, the development of a set of values that is applicable to everyone in the firm, regardless of location, is difficult and requires a firm understanding of the local culture.  PwC's values are:

· Integrity

· Team Work

· Mutual Respect

· Personal Responsibility

Every new employee is indoctrinated with these values and business ethics.  To sustain and nurture an ethical climate within the Firm and adhere to their values, PwC has established an Ethics and Business Conduct Office with a partner assigned as the Global Leader.  This office is continuing to develop and refine PwC's Ethics and Business Conduct Program.  The objective of this program is:

"...to prevent and detect violations of not only the law, but also internal policies and general business standards; to prevent situations and events from transpiring which could have a negative impact on our clients, workforce or reputation, or are otherwise in conflict with our Firm Values.  Through education and consultation, the Program provides each of us with the resources and guidance necessary to make difficult ethical or policy-based decisions."

Besides the initial training in ethics, PwC continues to develop learning modules within training courses of the Firm in order to create a common culture of ethical behavior throughout the Firm.  As can be expected, the merger of the two legacy firms requires a review of all ethics and values documents, and revisions are currently underway as required.  Notably, PwC is endeavoring to develop a worldwide ethics program that addresses the nuances of the numerous countries in which PwC operates.  This is a monumental undertaking, but PwC believes that creating, implementing, and maintaining the program will not only ensure the members of the Firm conduct themselves appropriately, but will also endear clients to PwC for the long haul.  Information about the Ethics and Business Conduct Office /Program is located on the Firm's Intranet.

As part of the ethics program, PwC has established a confidential ethics hot line, providing members of the Firm the opportunity to report violations of the Firm's values and business ethics standards.  

Human Resources

Like the military, today's companies are struggling to meet the demands of the information age with qualified personnel.  Hiring, training, and retaining personnel are large items on the corporate budget and consume the time of many devoted professionals.  PwC, as a professional services firm, focuses primarily at the college graduate level, with a large percentage of their employees possessing advanced degrees, primarily MBAs.  PwC has developed a four-point program designed to recruit, train, and retain the best-qualified personnel for their firm.  The projected growth in revenues for the firm, which relies primarily on the knowledge and skill levels of its employees, requires a rapid growing of the work force.  During the first half of their FY 99, the MCS recruited approximately 1,000 new consultants a month across the firm, with approximately 100 of those assigned to the Washington Consulting Practice (WCP).  Concurrently, they experienced a lower than industry average rate of attrition, which historically has risen as high as 25% turnover in a year.  Their current turnover is under 20% per year.  To answer how PwC recruits, retains, and trains its employees, we'll start with their focus as illustrated below.
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It may sound cliche, but the focus on the people is the number one aspect of not only Human Resources personnel, but of every partner, director, and manager in the Firm.  The skill sets of the individual members of the firm provide the value to the client, and PwC endeavors to create programs and an environment that makes them the "Employer of Choice."  The four steps of the PwC human resources program are--Attract, Deploy, Develop, and Retain.

· Attract.  Unlike DOD, PwC, and business in general, draws their workforce from a variety of sources and brings them in at different levels within the firm, based on their requirements and the qualifications of the person hired.  PwC focuses on particular skill sets and classifies their hires in four categories:
· Strategic Hires.  These are exceptionally qualified individuals with unique skills that are required for a particular engagement.  Their tenure with the firm may continue beyond the engagement, but that is not guaranteed.

· Experienced Hires.  An experienced hire is someone who has significant work experience prior to joining PwC.  They will have certain skill sets required by the firm, but there is no anticipated end to their employment.  An experienced hire will have demonstrated skills in teamwork, leadership, decision-making, and a drive towards mission accomplishment.  A particular factor in hiring an experienced worker is their ability to successfully adapt to PwC's corporate culture.  A person seen as to rigid and unable to think on his feet will not be hired.

· Graduates.  A percentage of the new hires for PwC are fresh from a four-year degree program.  While degrees in such areas as economics, computer science, accounting, etc. are actively sought, there is no hard and fast rule as to the degree a person must possess in order to gain employment with PwC.  New graduates are usually brought on to a team as a researcher.  As they gain more experience and demonstrate their abilities, they are given greater responsibilities.

· MBAs.  Like all professional services firms, PwC actively recruits MBAs from the top business schools within the country.  They become part of engagement teams solving complex business problems for a client. 

PwC's marketing strategy to establish themselves as the employer of choice includes the use of referral bonuses to current employees ($3K - $7K, depending on level of new hire), challenging assignments, world-wide opportunities, generous benefits, and a focus on the family.

· Deploy.  As part of the "attract strategy", PwC hires persons with the right skill sets to meet the clients' needs and then deploys them at the right time to the right job.  Identifying the necessary skill sets among thousands of employees is a daunting task, and PwC recently implemented a new appraisal program, known as the Global Capabilities Framework (GCF), to assist in this endeavor.  The GCF was designed to quantify skill levels and capabilities and tie them to assignments, promotions, and bonuses.  The diagram below illustrates the GCF.
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Our focus

:  Our People

Deploy

Attract

Retain

Develop

The GCF provides a common language with which to identify/classify the skills of an individual, as well as provides a common framework that is used globally to ensure a universal understanding of skills exists.  The GCF allows the consultant the freedom to pursue the areas that support the firm's business goals and interests them.  Each year the assessment of skills based on the GCF demonstrates growth and opportunities for further growth.  Practitioners who develop their skills beyond the GCF become partners and Directors who run and grow the business.  This level requires a demonstrated ability to manage engagements, develop client relationships, evolve the practice, and manage operations, economics, and resources.

· Develop.  As with any world-class organization, PwC continuously develops the skill levels of their employees to encourage retention and provide better service to their clients.  Career development is achieved through assessments, mentoring, future planning, a rewards system, and world class training.  

· Training is an ongoing endeavor at PwC.  Each employee is required to receive a minimum of 20 hours of continuing education per year, and a cumulative total of 120 hours every three years.  On a monthly basis, PwC publishes the available continuing education courses available, and the employees register for the courses that meets their needs in coordination with their coach and engagement manager (not necessarily the same person).  In addition to regular classes, PwC maintains a large number of courses on the network, utilizing computer based training (CBT) as another mode of training.  Certain courses can be downloaded to the individual computer and the consultant can continue the training while on the road.  PwC has also established a world-class training center in Tampa that hosts numerous courses in a campus atmosphere, complete with dormitories for lodging arrangements.

· Coaching/mentoring is an important part of the development process.  Each consultant is assigned a coach who assists in developing a career plan and goals and conducts assessments.  The personal interaction with an experienced consultant is particularly critical for the new hire who can sometimes feel adrift in an environment that expects the individual consultant to find their own engagements.

· Retain.  The ability to retain qualified individuals is absolutely critical to the continued success of PwC.  High attrition reduces the available skill sets and increases costs associated with attracting, hiring, and training new personnel.  Some of the measures used by PwC to retain their personnel include:

· Compensation.  PwC compensates their employees at the high end of the market scale.  This helps attract the top quality people as well retain them.

· Consultant Share Units.  Bonuses are paid to consultants based on a concept called Consultant Share Units, or CSU.  These bonuses are paid to consultants based on their level of achievement and performance, as well as their longevity.  The partners of the firm have established a fund approaching $100 million dollars to pay these bonuses.  At the end of the fiscal year, each consultant receives a certain number of share units based on their performance relative to their peers, their GCF level (1-6), the eligible base pay level and the value of the CSU.  Each CSU is worth an amount determined by the profits of the firm for the year.  At the end of the fiscal year, the consultant is given one-third of the incentive in cash, and the remaining two-thirds is placed on account.  At the end of the next year, the same process is used to determine the bonus for the year, and one-third is paid from the current year and one-third from the previous year.  Should the value of the CSU go up, so does the deferred payment.  By the third year, the consultant is receiving a full bonus with averages 5-45% of base pay, depending on GCF level and performance.  CSUs are similar to executive phantom stock used by many corporations--they are designed to reward longevity.

· Worklife Quality.  PwC has established an office to monitor worklife quality, trying to help the employee balance the requirements of work, family, and personal development.  Some of the programs established are:

· More Nights @ Home.  This program is rethinking the traditional consultant lifestyle, establishing new ways to meet the client's needs while meeting the needs of the consultant as well.  Part of this program is called "5-4-3" where the consultant works five days a week, is at the client site for four of those days, but is back home by Thursday night so that only three nights are spent away from home per week.  The use of information technology has significantly contributed to the ability to accomplish this particular aspect of worklife quality.  The use of telecommuting, voice mail, etc., reduces employee stress and enhances their contributions to the engagement.

· For Your Convenience.  This is a program subsidized by the partners that, for a modest fee, provides someone to run errands for you while you work.  This includes picking up laundry, taking the car to the repair shop, remaining at the house while a repairman comes to fix an appliance, etc.  This program allows the consultant to focus on work rather than the numerous tasks that take time away from the client.

· Personal Survival Clinics.  Personal survival clinics are being tested and placed in offices throughout the country to help the consultant cope with stress management, exercise and diet, and overall physical health.

Like Corporate America, DOD has problems attracting and retaining good people in order to accomplish its mission.  The target audience is seldom drawn to the military by patriotism or a sense of defending our country against a well-defined enemy.  Unlike the Cold War, there is no identifiable enemy and the numerous peacekeeping missions currently underway fail to stimulate the active imaginations of would-be warriors.  There are numerous anecdotal stories of how there is a lack of appreciation for the young soldier, sailor, airman, or Marine.  Finally, DOD has a hard time competing with industry for certain critical job skills.  The following recommendations are provided for consideration:

· There are numerous occupational specialties that aren't leadership focused but are technology focused or are narrowly defined by the skill they require.  DOD should investigate the possibility of identifying those skills that are needed and could benefit from bringing in someone at a higher pay grade than entry level which we do now.  Why can't we bring someone into the military in a technology-related field, send them through boot camp, then promote them to E-5/E-6 and put them in their speciality?  We already do that with some of the other specialized occupational fields, such as band (the members of the Marine Band start at E-6), doctors, and Chaplains.

· DOD should make it easier to allow certain skills to come in the military, leave, and come back at a later date without loss of rank.

· DOD should establish personnel kiosks within units that gives the individual greater access to services without having to visit several different organizations.  For example, a soldier should be able to go to a kiosk, fill out a travel claim, make a doctor/dental appointment, check on a dependency application, then find out their current pay status or the possibility of future assignments, all electronically, all in real time.  We have a generation of men and women who are quite comfortable with this, and certainly the technology exists to make this happen.  The use of the smart card that is currently being piloted can be used as an authentication/security device to allow access by authorized persons only to personnel files.

· DOD should review many of the business rules established for financial transactions with the military and civilian employees.  Where the standard business practice is to place more trust in the employee and require less documentation, review, audit, and approval in a claim reimbursement, the DOD seems to thrive on the notion that the average employee cannot be trusted and therefore must be thoroughly reviewed, audited, etc.  Reimbursement of travel expenses within a wired corporation is a matter of days, normally requiring an online submission for reimbursement followed by paperwork to support.  An average of 3-4% of the claims is audited and anyone found filing a fraudulent claim is punished, usually through termination of employment.  The manpower and associated costs saved far exceeds any lost money due to fraudulent claims, and improves the worklife quality of the employee.

· DOD should review the "up or out" policy of promotion.  If someone does a good job, likes the position he/she is in, and doesn't concern themselves with promotions, why can't we let them stay there?  Why can't a Captain stay a Captain for 20 years if they do a good job and are willing to stay in that position?  We've spent so much time worried about hitting the gates for promotion and getting our tickets punched, that many officers really have become a jack of all trades and a master of none. 
· There have been numerous studies regarding reorganization as well as compensation.  Several blue ribbon panels have all made recommendations regarding the restructuring of the pay scale and incentives, yet very little has changed in the last quarter of a century. Industry is attacking this human resource problem by implementing innovative programs to get and keep employees that go far beyond focusing on direct compensation.  In one name or another, companies are adopting a "one size fits one" approach to this issue, which tailors a comprehensive human resources package to each and every employee.  Employees can pick and choose between multiple and varying plans to include:  medical, dental, college, stock options, training, compensation, work at home, office and home equipment, and job enrichment.  DOD currently uses very few innovative programs.  Those programs offered within DOD usually fall within the "one plan fits all" category.  This is done primarily to maximize plan management, whereas a "one plan fits one" maximizes employee satisfaction.  Examples of possible initiatives within DOD include better performance incentives within the pay structure that are not always tied to promotions and the creation of a 401(k) type plan for all personnel that provides retirement savings beginning on Day 1.  
Strategic Planning

Strategic planning within Corporate America has declined recently, after a boom in the 80's when strategic planning cells and groups were the norm.  The strategic planning groups were seen as necessary to plan for expansion and growth in the national and international markets, and the merger fever of the 80's served to highlight the necessity for advance planning.  Over time, however, the strategic planners were seen as out of touch with marketplace, unaware of the day-to-day realities of the front lines, drafting grand visions and strategies that became nothing more than paper on a shelf.  The strategic planning cells and groups began to disappear from the corporate structure, sometimes in favor of the corporate leadership assuming the responsibility for forward thinking and planning.  Unfortunately, this approach has largely proven to be unworkable since the leadership is focused more often than not on the issues of the moment and the day-to-day operations, trying to increase shareholder value.  Strategic planning isn't happening in many places.

Another factor significantly affecting the strategic planning process within corporations is the speed at which business is operating.  The advent of electronic commerce, the increased use of "virtual" showrooms and networked supply chains, and the internet explosion giving almost everyone easy, timely access to information, has rapidly increased the speed that a corporation must operate in order to remain competitive in an international networked environment.  Any process corporations use to develop a future vision and strategic plans must fit into this reality--thinking outside the box, making rapid adjustments for new circumstances as they arise, and continually evaluating/evolving the company to meet the customers' needs.

The creation of PwC from the two legacy firms was done to leverage the capabilities of each firm to provide professional services on a global scale.  They anticipated changes occurring on the business horizon and merged to take advantage of the envisioned opportunities.  But the merger was just the beginning, and the need for longer-range planning and resource allocation was evident.  Hence, PwC formalized their strategic planning process, creating a strategic planning cell that reports to a group of partners known as the Global Oversight Board (GOB).  The GOB reviews the strategic planning process and outputs and recommends approval/modifications to the senior leadership within the firm.

The PwC philosophy for business development, and correspondingly strategy development is illustrated below.  PwC espouses, and demonstrates daily, that to be number one or two in their business, they have to move beyond incremental change, must think "outside the box", and must be willing to take the bold steps necessary to move ahead of the competition.  It is this philosophy that drives strategy development as well as business development.


The strategy development process begins in September during a fiscal year, which begins on July 1.  The development of the strategy is divorced from the business planning and budgeting, to provide an unconstrained environment for idea development and processing.  The figure below outlines the strategy development process leading to the business plans and budgets to support the strategy.  A key element in the strategy development is the Market Assessments and Business Perspectives block.  The leaders of the Lines of Service provide their priorities and assessments of the market for current services as well as emerging markets, making recommendations on areas of interest that appear promising and merit further exploration/consideration.  For example, PwC began developing the "E-Business" practice within the firm in anticipation of rapid growth in this area in the next few years.  It is a rapidly growing segment within the MCS line of service and money was allocated to develop the practice in anticipation of growth in the practice and revenues.

The strategy development timeline below illustrates the independence of strategic planning from the business plan and budget development.  The business plan is developed once the strategy has been approved and focuses on the following areas:

· 3-Year Business Plans

· Financial/Non-Financial Goals and metrics

· Revenue segmentation and growth

· Investments

· Cost management initiatives

· Summary financial plan

The financial budget that is developed from the business plan is a detailed plan for only 12 months, with summaries for the other 24 months. Budgeting focuses primarily on 


revenue and profit goals within the business units and less on the details of how the money is spent.  In contrast to the Department of Defense’s six year programming cycle, two year budget cycle, and one year preparation and approval cycle, the civilian sector is much more agile and time sensitive. The future is volatile and unpredictable, and to accurately plan their resource requirements any farther out than that is a waste of very valuable manpower resources.  

The development process for the budget is timely and time compressed.  Budget development occurs during the final quarter of the fiscal year and execution begins on the 1st of the fiscal year.  The budgets are normally presented at the business unit level and the level of detail is portrayed in major category or project, but never in great detail.  The firm allows great flexibility to the business units that are accountable for their own sales, return on assets, and profits.

During the year of execution, the status of fiscal execution is continuously monitored and adjusted.  The business unit has the responsibility to generate the planned revenues and maintain control of costs to achieve the required operating profit.  With this responsibility comes the authority to move money at any time during the year between activities or requirements within the business unit without additional review or approval by the corporate officers.  Money does not move between business units and all of the pluses and minuses become part of the overall rollup at the end of the quarter and year to develop the Firm's final financial reports. 

The Department of Defense financial planning and execution process is enormously cumbersome, rigid, and tries to look too far into the future.  Under the current POM process, DOD lacks agility, requires excruciating detail for expenditures that are often nothing more than guesses, and provides no incentives to save money from one year to the next.  This creates an environment that rewards complete expenditure of budgeted monies, without regard to what it is spent on, and punishes those who save money by reducing their budget the following year.  There is no incentive to save and very little, if any, latitude given to the commanders to allocate saved money to another critical area.  Unlike DOD, the corporate world places a great deal of trust and confidence in the officers running the business units to make intelligent and fiscally responsible decisions without an over abundance of oversight and rewards those managers who meet or exceed their fiscal goals for the year.


Today's market dynamics and the ready access to information in a global economy serve to keep the focus of companies in the short term in order to gain an advantage in the market and maximize shareholder investment.  Strategic planning today is driven from the top and normally looks out no farther than 5 years, and typically looks only 2-3 years out, depending on the industry.  The goal of strategic planning is to provide a broad overview of where the company is going in the next few years, with details limited to the next 12 months and increasing vagueness further out.  Companies realize they cannot tie themselves to a plan that is rigid and inflexible, and their budget priorities and ability to shift monies quickly reflect that understanding.  The plan remains agile, allowing timely adjustments for the market situation.  Agility is the key to strategic planning within Corporate America.  The ability to shift funds on the fly to meet unexpected market fluctuations as well as take advantage of unanticipated breakthroughs is absolutely critical to the success of the corporation.  DOD's rigid strategic planning process and unbending POM cycle, which drives its business practices, would quickly bankrupt any corporation that chose to adopt that model.  Through changes in legislation as well as business practices, DOD must adopt a more flexible strategic planning process, coupled with an ability to shift funds as required to meet unexpected demands and opportunities

Knowledge Management (KM)
In a knowledge centric environment, whether business or national security, the ability to capture and disseminate needed information quickly and efficiently is often the key to success in the boardroom and on the battlefield.  PwC defines Knowledge Management as the art of transforming information and intellectual assets into enduring value for their organization and people.  PwC's products and services are almost exclusively based on knowledge, and its intellectual capital is the operative currency in a knowledge economy.  Their viability and profitability are entirely tied to the competitive quality of the knowledge they possess and how well they apply tacit and explicit knowledge to deliver value to their clients.  Knowledge transfer is critically important in a globally integrated firm. Sharing and use of that knowledge must be aligned with the organizational culture and how business is conducted.  As such, PwC has created a Global Knowledge Management (GKM) office that develops and implements KM practices within the firm.  The objectives of PwC's GKM are:

· Develop, communicate, and implement a Firm-wide knowledge management strategy and best practices and assist in the development of LOS and Industry knowledge management strategies 

· Embed knowledge creation, innovation, and sharing into the Firm culture, into their products and services, and into the methods by which they do business with clients 

· Stimulate personally and for the Firm the development, communication, and implementation of knowledge management tools for communications and information sharing to build virtual communities of practitioners 

· Provide leadership in content management 

· Promote and sustain development of a "knowledge value web" 

· Help foster innovation in the methods by which they do business with clients 

· Help establish recognition of PricewaterhouseCoopers as a world leader in knowledge management

Responsibilities and flow of information in the development and maintenance of a Knowledge Management program belongs to the entire Firm, with standards and oversight held at the Firm level.  The diagram below illustrates how knowledge is captured and shared.

It is important to note at this point that the experiences and ideas of the most junior employee are considered as valuable as those of the leadership.  Through the use of the Intranet, consultants not only capture data for future use, but they can generate ideas for discussion/review and seek responses to those ideas.  They are not limited to this forum.  Any consultant is free to carry new ideas to the partners at anytime.  The culture of the firm recognizes that good ideas are not restricted to a handful of senior, experienced managers.  This culture actively encourages participation in idea generation by all personnel.  The only requirement for idea generation is that the presenter has thoroughly explored the available options and presents a good business case for the idea.

With the explosion of Web technology, growing numbers of organizations are sharing information and intellectual capital internally via intranets and externally via extranets, reinforcing the connections between both internal and external communities of practice.  PwC exploits information technology to leverage intellectual capital within the Firm.  Through a centrally managed group known as the Global Technology Support (GTS), PwC establishes the standard requirements for all hardware and software configurations and supports each of the business units.  If anyone has a problem, they simply call an 800 number for support.


· PwC's Global Intranet KnowledgeDirect.  KnowledgeDirect is an up-to-the-moment, interactive knowledge environment used to gather, retain, and make available, information about the Firm, its policies, industry and market information, citations and proposals, and other information necessary for the day-to-day sharing of information to members of the Firm.  Starting May 24, 1999, the annual benefits enrollment period begins, and information about the benefits, as well as a place to register for the benefits, is located on the intranet.  It is an invaluable asset in the communication of information and ideas.

· PwC's Global Extranet.  The PwC extranet gives them the power to significantly and visibly increase the services provided to their clients; reinforces their brand and market image; competes effectively with competitors in cyberspace; and creates penetrates, captures, and holds vital markets of virtual communities. The PwC extranets are as follows:

· Tax News Network -- TNN, an electronic tax and business news service that gives clients faster access to vital tax and business information. 

· International Assignment Services -- IAS is designed to serve as a key information resource for expatriate program managers, program tax managers and the overall expatriate community. 

· Lodging Research Network -- LRN offers lodging industry executives, research analysts, investment bankers, appraisers, developers, lenders, attorneys, investors, consultants and the media a wealth of lodging industry research and data. 

· Intellectual Property Exchange -- IPEX features a board of trade that supports intellectual property transactions and facilitates buying, selling, licensing and trading intellectual property assets.

· Business Executive's Accounting Network -- An in-depth, interactive source of financial accounting and business information for financial executives of large corporations. 

· Securities Litigation -- Helps officers and directors of corporations and lawyers of public companies keep track of new tools, new laws and regulations, what the courts are up to, and pertinent domestic and international events that will help strengthen their knowledge base for making informed decisions and building strong cases on behalf of their company or clients. 

· PointCast Network Telecommunications Insider -- This joint initiative with PointCast brings together the leading publishers, researchers, thought leaders and industry organizations to create a complete information resource for telecommunications professionals. 

· PointCast Network Utilities/Energy Insider -- This joint initiative with PointCast brings the leading publishers, researchers, thought leaders, trade organizations, research organizations and governmental agencies to create the most complete information resource for utilities/energy professionals. 

· PointCast Network Media and Entertainment Insider -- This joint initiative with PointCast brings the leading publishers, researchers, thought leaders, trade organizations, research organizations and governmental agencies to create the most complete information resource for media/entertainment professionals. 


DOD Knowledge Management

Successful Knowledge Management programs require strong leadership championing, strict requirements for use, streamlining to allow ease of access and use, constant monitoring to ensure the information available is relevant and useful, reduced information overload, and committed resources for development and maintenance.  The use of a corporate intranet, utilizing a common desktop that is searchable and customizable, facilitates the knowledge management process.  The corporate intranet also serves as the gateway to the corporate extranet.

DOD must leverage current and future IT capabilities through the development of a DOD intranet.  The development of a DOD intranet provides a platform for the capture and dissemination of information that may occur in one service or agency, but is useful across a broader spectrum of the Department.  A useful example are the numerous "Lessons Learned" databases that exist with the Services and the Joint Staff.  They were created as a vehicle to capture operational information and make it available to others for review and use as appropriate.  Yet, the numerous databases are not adequately connected, difficult to access and are primarily focused on operational and exercise information, excluding such things as best business practices.

Within the Department of Defense are several different lessons-learned systems.  The Army's Center for Army Lessons Learned (CALL), the Marine Corps Lessons Learned System (MCLLS), and the Joint Universal Lessons Learned System (JULLS) are all attempts to capture operational experiences and provide information across the enterprise to capitalize on past mistakes and successes.  Each of these systems focuses on operational information concerning exercises and actual operations.  There is a degree of difficulty in providing information into the system, and even more difficulty in retrieving information from the systems.  The difficulty in using the system is compounded by the fact that access to the various databases is unduly restrictive, preventing someone from the Marine Corps from accessing CALL or vice versa.  The development of a DOD intranet and the ability of all users to access the databases, regardless of location, provide significant opportunities to share information across service lines and develop a better understanding of operational experiences and difficulties.  More disturbing, however, is the almost singular focus on operational experiences, with very little input for business lessons learned.

There is a need to develop a best business practices database that can be accessed by all of DOD and focuses exclusively on sharing information about problems and successes in conducting the business operations of DOD.  Often there are many good practices occurring at the local level, but there is no mechanism for disseminating these practices other than the "good old boy" network, which is hardly definitive or efficient.  The establishment of a web-based intranet with a business lessons learned database can be used to further the DOD's participation in the Revolution in Business Affairs (RBA.  This database would be used capture those practices and experiences that are successful, novel, and contribute to the efficient expenditure of resources.  A perfect example of the need for such a database can be found at the last RBA conference hosted by the Center for Naval Analysis (CNA) during December, 1998.  During that conference, a former commanding officer of the Naval Aviation Depot at NAS North Island, CA discussed the success he had in reengineering the processes within his facility to compete with private contractors and retain aircraft rework jobs from the Navy.  Through his leadership, ingenuity, and hard work, he was able to significantly reduce the time an aircraft was in repairs at the facility, increase productivity of the work force, reduce costs associated with the maintenance requirements of the aircraft, and reduce his work force requirements.  His efforts resulted in the facility being awarded the prestigious Baldridge Award.  When asked how he shared his lessons learned with other depot commanders, he replied that he had not done so.  This is a loss of valuable information, an asset in itself.  The ability to capture timely, accurate information and disseminate it to those who need it is the mark of an agile organization.  Without adequate knowledge management infrastructure, procedures, and support, the DOD will continue to expend unnecessary resources trying to find answers that have already been found.  A perfect example of the use of an intranet within DOD to increase access and speed of information is the ongoing Solution Providers Initiative at CINCPACFLT, which will be discussed later in the ERP section.  The bottom line--DOD must invest in an intranet and make the access to and the sharing of information an absolute requirement in the coming years.

Finally, one of the problems that continues to plague DOD in its efforts to leverage information technology and improve the ability to rapidly gather and disseminate information is the lack of a common operating environment and the lack of a more strict DOD-wide standards for computing equipment.  Corporate standards normally do not support non-standard equipment or software, and if a business unit purchases the non-standard equipment, they do so at their own peril.  Although the services procure the equipment, DOD must establish a common operating environment that facilitates the flow and sharing of information.

Outsourcing

The outsourcing of non-core competencies by corporations across America continues to grow as firms streamline their operations in order to be more competitive on the global market.  Reduction of overhead and costs or acquiring products and services that are not a part of core capabilities are key drivers in outsourcing.  

The first step in identifying what capabilities should be outsourced is determining core competencies within the organization.  Core competencies are those products and services around which the organization exists in the marketplace.  As the market changes, so too can core competencies change, and the company must be agile enough to shift their outsourcing requirements to maintain viability in the market and avoid losing market share.

Much has been written about outsourcing, and as such I won't elaborate any further on the merits of outsourcing except to say that DOD must continue to aggressively pursue outsourcing their non-core competencies in order to save money and reduce infrastructure.  However, the real problem is determining what are the core competencies of DOD.  Instead of creating a broad edict that we must outsource, or privatize, wherever possible, DOD should first, in conjunction with the services, determine exactly what are the core competencies of each service and DOD.  An example of the difficulty in determining core competencies is illustrated by two different viewpoints on outsourcing information technology.  Admiral Klemens, CINCPACFLT, stated in a recent interview that you don't outsource your information technology, that it is a core requirement and capability.  On the other side, the April 12, 1999 edition of Federal Computer Week published an article about DFAS outsourcing the IT services for four major payroll accounts.  Some of the agencies competing for the contract are other government agencies, including the Department of Agriculture's National Finance Center which has already won other contracts for IT services outside of the Agriculture Department.  There has to be some consistency in determining core competencies and until they are determined by service/agency and by DOD as a whole, the outsourcing initiatives will be only partially successful.

Some potential activities for outsourcing within DOD are:

· DFAS.  There are numerous areas within DFAS that can be outsourced with no adverse impact on DOD operations, yet with large cost savings and the potential for greater efficiencies.  A review of the DFAS operations may indicate that some functions of DFAS are considered core competencies for DOD and therefore should be retained within the Department.  Trying to outsource all of DFAS to one company may prove infeasible since the organization is so large.  Trying to outsource all of a large organization at once is much like trying to eat an elephant in one bite.  Smaller bites are preferable.

· Base Finance Offices.  Consideration should be given to outsourcing all the activities at a base finance office.  There are no critical issues that absolutely require the presence of a DOD person to conduct financial transactions, receive travel claims, conduct audits, etc.  These tasks are well suited for outsourcing, resulting in saved manpower.

· Installation Public Works.  Running the infrastructure of a military installation is not a military core competency.  Operating water, sewage, electrical, building maintenance, and other installation operations is not a unique military capability and can be outsourced.  Some installations are moving in that direction now.  There have been contracts let to develop bases for deployed forces in such places as Somalia, Haiti, and Bosnia.  Brown and Root has been especially busy developing the infrastructure required for forward-deployed forces.

· Military Housing.  The DOD should contract all military housing with private firms for construction and maintenance.  Military housing is not a core competency of DOD.

· Medical Specialties.  There are some medical specialties that can be outsourced to local hospitals and do not require military physicians.  Some of these specialties include obstetricians and pediatricians, neither of which are required on the battlefield.

· Exchanges and Commissaries.  A recent study conducted by an independent firm and the GAO suggested that combining the commissary and exchange activities into one organization, millions of dollars in savings could be realized.  To go further, exchange and commissary operations can be completely outsourced to large corporations such as Wal-Mart and Giant Foods to operate.  As for exchange capabilities within a theater of war, the operation can still be outsourced, much like many of the camp building activities have been outsourced to firms like Brown and Root.

This list certainly isn't exhaustive, but is provided as a starting point for discussion.  There are numerous other activities that can be outsourced resulting in savings in dollars and manpower.

With any outsourcing agreement, there is a need for caution to ensure the expectations of the outsourcing organization are met and that anticipated savings and increased efficiencies are realized.  There are numerous considerations to establishing an outsourcing relationship, which are outlined below.  

· Establishing a clear understanding and delineation of the requirements of the outsourced activity by both parties.  Failure to clearly enunciate expectations will result in the expectation remaining unmet.  Any outsourcing contract must be viewed as a "win-win" situation for both the DOD and the contractor. 

· Adopting an attitude that the best value, not the lowest priced bid, will receive the contract.  Low bids are often accompanied by unrealistic expectations of the requirements of the engagement and result in additional costs or poor service, neither of which are acceptable.

· Firms that receive outsourcing contracts must be held to a high standard of performance, and if the performance is not met, then the firms must be barred from bidding on any additional DOD and other government contracts for a period of 3-5 years, no exceptions.  

· There must be performance incentives above the base contract to encourage better performance and service to the customer.

· Trust must exist between DOD and the firms providing outsourced services.

Business/Government Partnering

A complementary operation to outsourcing is partnering.  One of the "coins of the realm" in Corporate America is trust between business partners.  The speed of business in a global market dictates that trust exist and remain inviolate.  Corporate partnerships are designed to provide complementary capabilities in a dynamic market environment and create a "win-win" situation for the participants.  Partnering normally occurs when a market changes and forward leaning companies seek to capitalize on these changes through teaming with a company that allows them to go to market with a timely product or service.  Partnering is often a long-term relationship that maximizes efficiency through shared risk, reduced development and production costs, and increased revenues.  It provides long-term benefits to all the participants.  Often, business partnering requires access to trade secrets to facilitate rapid development of products and services.  In those instances where the partnership trust is violated, the offending company is removed from the relationship and suffers lost revenue and market share, lost opportunities, and a diminished ability to partner with another company in the future, depriving it of future revenue streams.  The DOD structure and competition requirements do not normally allow for the establishment of long-term partnering arrangements with businesses, usually requiring numerous re-competing bids, often awarding for best price, not best value.  Trust between DOD and business is often anathema to DOD, resulting in the imposition of over burdensome regulations that result in inefficiencies, dual bookkeeping, and increased costs to the company which are passed to the taxpayer.  Achieving efficiencies in DOD through partnering with business is absolutely vital and requires numerous changes by DOD, to include:  

· Review/revise regulations regarding the awarding of contracts to allow longer-term relationships without the need for recompeting, including the use of incentives to create the "win-win" situation necessary for successful partnering.

· The adoption by DOD of commercially accepted practices, such as the acceptance of independent audit findings versus the requirement for an audit from the Defense Auditing Agency adding additional expenditures for marginal value.  

· The imposition of severe penalties for companies that violate the trust and partnership agreement rather than pre-supposing criminal intent by all and conducting business accordingly.  These penalties must prevent the offender from participation in any DOD or other government contract for a period of at least three years, as well as fines and the criminal prosecution of those responsible for the fraud.

· Create an environment of agility that allows rapid partnering through speed, decentralized decision making, and removal of unnecessary regulations that foster a "business as usual" atmosphere.

Trust

Within outsourcing and partnering is a requirement for the existence of trust that must be developed and nurtured between DOD and Corporate America. Trust is normally established through long-term relationships, continuous communications, and a mutual understanding of needs in a global environment.  One of the common themes encountered throughout the year was the call for greater trust between DOD and industry.  There have been sensational stories in the news about cost overruns, such as the $600 dollar toilet seat.  When faced with such stories of abuse of taxpayers' money, the reaction has often been greater levels of distrust and increased regulations that add a greater cost to the taxpayer than the original infraction.  Current government regulations for contracting and procurement are burdensome and add costs to the taxpayer that are not acceptable in the corporate environment.  Examples of some of these costs are:

· Companies doing business with DOD must often maintain two sets of financial books--one for the rest of the world, and one for DOD.  This increased cost in maintaining additional financial records is ultimately passed to the DOD and the taxpayer, yet provides marginal value in the attempt to keep a company from defrauding the government.

· DOD should accept corporate audit standards and opinions instead of requiring additional audits from the Defense Auditing Agency.  The Securities and Exchange Commission and other governing bodies require strict standards for publicly traded companies, and accounting firms very seldom willingly violate the conflict of interest and independence rules that assure the opinion rendered is trustworthy.  Given the enormous amounts of money that are invested in the stock market based on these audits, it appears that the DOD is wasting money by requiring additional audits from the DAA.  The DAA still has a useful function in the periodic spot checks of firms doing business with DOD, and done correctly, these audits can still identify improper procedures.  But the potential for savings to the DOD in reduced costs of conducting audits as well as the reduced costs to the DOD for products and services far out weighs any potential losses from fraud.

Most firms will not intentionally cheat the DOD because the contracts are not a substantial portion of their budget, and to do so would damage their professional reputation and reduce revenues.  There will be times when a company defrauds the government and that should be severely dealt with.  DOD can actually wield greater leverage through trust of a company and the potential for losing government business than through overly detailed contracts and burdensome regulations that add cost to the taxpayer and don't prevent abuse.  Severe punishment must be understood and implemented for all concerned should a company violate that trust.  The punishment should include: 

· Firm must be removed from current contract immediately upon determination that trust has been violated.

· Firm must be heavily fined.  Fines must be a part of the contract and should be greater than any potential profits generated from the deception.

· Firm must be prevented from doing business with DOD AND other government agencies for a period of 3-5 years, depending on the severity of the breach.

In the end, the development of a trust relationship between DOD and its contractors will yield better service and results and save taxpayers money through decreased regulation and oversight.

DOD Agility

One of the major factors of success for the larger, multinational corporations is agility, i.e., the ability to act/react to market drivers to bring products and services to the customer in a timely, efficient, and effective manner, at a cost that ensures customer loyalty and acceptance.  Agility is not a "term de jour", something tossed around the boardroom or at stockholders' meetings.  It is, in fact, part of the corporate culture, a value that drives business decisions up and down the line.  It is manifested in the way the company thinks, their business processes and rules, their organizational structure, and in the people they hire.  

Within a corporation, agility is exhibited in numerous ways outlined below:

· the speed with which they identify and meet market requirements 

· the ability to anticipate future needs and requirements of the consumers and willingness to expend the resources necessary to achieve significant market share, leading the pack instead of playing catch-up

· a willingness to restructure a division, company, or the whole corporation in order to take advantage of the anticipated changes in the marketplace  

· decentralized decision making, focused on common objectives and strategies, and generously rewarded through compensation and bonus programs

· total budget discretion at the business unit level, allowing the manager the flexibility to spend money as required to meet his/her revenue and profit goals for the period without detailed oversight by the company or corporation

· continuously acquiring companies providing a complementary service/product in order to provide achieve greater market share

· divesting parts of the corporation that no longer add value to the bottom line before it becomes a drain on resources

· agility is part of the corporate culture

The Department of Defense is not an agile organization, and at times appears to move slower than a glacier.  There are certain organizations that appear to be more agile than most, but on the whole, the DOD is slow to respond to the ever-changing realities of the world, resulting in lost opportunities, excessive costs, and mind-numbing bureaucracies.  In-house fighting between Services and agencies, stove-piped information, and a laborious budgeting cycle are some examples of the lack of agility within DOD to respond to the current world situation, whether in a business or operational context.

Pilots vs. Simulation

As the speed of business has increased, the need to make decisions quickly, change organizational structure, and leverage the capabilities of information technology has also increased.  Like DOD, industry does not like to take unwarranted chances in development of new products and services.  From a DOD perspective, the implementation of a new concept often requires the creation of a pilot program to determine if the concept works and to identify any weak points.  Pilots are, in many respects, a good tool to use to test a new concept/service/product without a full-scale investment in implementation, only to determine that the concept will not work.

More and more, industry is moving away from conducting pilots and embracing the use of simulation to gain a better understanding of the problems inherent in any new scenario.  Pilots are costly, disruptive to ongoing operations, and limited in the information they can provide to the decision-makers.  Models exist today that can simulate a machine, an assembly line, factory or warehouse operations, as well as regional, national, and international network structures, without disrupting current operations, at a fraction of the cost of a pilot, and in less time than a pilot takes.  They are risk free dynamic environments providing the capability to "what-if" scenarios in an easily understood and visual way.  A dynamic simulation model is the only kind of model that enables you to accurately model, analyze, visualize, quantify, and verify dynamic system behavior and performance over time and complex interactions and interdependencies between processes and resources, operational rules and logical constraints.

DOD currently has a robust modeling and simulation capability, primarily focused on operational training and war plans simulation.  There are numerous opportunities for DOD to take advantage of the simulation capabilities that exist for their business practices.  The most notable example is using modeling to restructure the Defense Logistics Agency and their supply chain.  There was a recent announcement that DLA is in the process of creating a pilot to test several logistics concepts in an attempt to streamline procedures and decrease the lag time between the ordering and receipt of materiel by the operating forces.  The announcement noted the pilot would take over a year and extend into the next decade.  There are several other pilot projects between DLA and the services that could have been accomplished cheaper and quicker with simulation instead of creating a pilot program that cannot replicate numerous "what if" scenarios.  DOD should explore the use of simulations instead of pilots as often as possible to reduce costs, generate greater information, and reduce the time necessary to move from concept to reality.

Pre-Conceived Answers

During my time at PwC, I cam across a phenomenon I'll call pre-conceived answers.  By this I mean that on several occasions, services and agencies within the DOD hired management consultant services for a particular project, to provide research and recommendations on the best course of action, only to disregard the recommendations or best practices because it didn't match the answer the agency was looking for.  Reputable consulting firms hired by the DOD will give their very best effort to provide the DOD with sound recommendations, best practices, and in some cases a reality check.  They will not, however, stake their reputation on results that are manipulated to meet a pre-determined outcome.  

In one instance, the Firm was hired to review the information surrounding a Prime Vendor Support contract that was pending and verify that the projected savings were so great it warranted an exception to the requirement to conduct an A76 study.  The results of the work done by PwC did not meet the anticipated cost savings and requirements and there were attempts to adjust the assumptions and timeframes to raise the savings.  In the end, PwC refused to adjust anymore than could be legitimately justified and the study ended.  

If the services and DOD agencies are not interested in identifying the best approach to a particular problem, they should not expend the resources to hire consulting firms, expecting they will confirm a pre-conceived answer.  It is a waste of time and money, and no firm with integrity will support a pre-conceived answer unless the facts warrant it.

Enterprise Resource Planning (ERP) Systems

IDC (International Data Corporation), one of the largest analysts in the IT market, defines Enterprise Resource Planning (ERP) as software applications and programs which tie together an enterprise’s various functions - areas of finance, distribution, human resources and manufacturing. This software provides for the analyses of this data to plan production, forecast sales, analyze quality, and so on.  While this definition appears to clearly show what an ERP system is, like an iceberg, it only reveals about 10% of the complexities and benefits derived from implementing an ERP system.

ERP systems have been in existence for many years, and have grown in popularity and sophistication since their inception.  Major companies and corporations use ERP systems to leverage the advantages inherent in the internet age by tying together all the systems within a business, regardless of location, and making the information available to all who need it.  The real benefit of an ERP system is the time saved by inputting data into the system only once, then instantly making it available to everyone else who needs the data.   This helps avoid stove-piped entities within the corporation, the creation of duplicative databases wasting resources of time, personnel, and equipment, clearly identifies the owner of the information responsible for its accuracy, and ensures information is available across the enterprise, facilitating agility in the market place and sound decision making based on factual, timely information.

While the financial applications of ERP systems are well known, most commercial ERP systems support many areas, to include:

· Sales and distribution 

· Materials management

· Production planning

· Quality management

· Plan maintenance

· Human resources

· Workflow, and others.

ERP systems are expensive to procure and implement and the decision to move in that direction cannot be taken lightly.  The return on investment (ROI) of an ERP implementation depends in large part on the industry and business, modules implemented, current business practices, the level of acceptable change within the organization, and the start point of the company when implementation began.  There is no standard figure available of typical savings after ERP implementation.  Experience within PwC suggests that ROI can range from 30% to greater than 100%, but that figure is based on results from Commercial and Industrial Products implementations.  The bulk of the savings that occurred within these implementations were experienced through reduction in inventory requirements and manpower.

Inherent in the implementation of an ERP system is the requirement to review all business processes and rules to determine their applicability in the new system and what processes will be changed.  This is an area that requires a commitment from the senior leadership, through positive action, to ensure the system is not laid over broken or marginal business processes, thereby automating bad processes and reducing the effectiveness and capabilities of the ERP system.

ERP systems can be developed locally to meet specific requirements.  A good example of this is the system implemented by the Commander-in-Chief, U. S. Pacific Fleet (CINCPACFLT).  CINCPACFLT wanted to leverage the capabilities of information technology to increase the flow of information within and across the command, reduce the workload necessary to maintain the information, and reduce the time necessary for anyone to access and use the information.  The CINC determined that the first step was to implement a system within his headquarters, tying together the staff in such a way that the flow of information was unimpeded and the maintenance requirements for the information were manageable.  An additional requirement levied by the CINC was that the hardware/software configurations currently on hand or being procured would have to be used in the development and implementation of the ERP--no new elaborate systems would be procured.

The first step in implementing the CINC's requirements was a thorough review of all the staff processes within the headquarters to determine what systems currently existed and what was required to achieve the efficiencies sought by the CINC.  Process Action Teams (PATs) were established that involved the department heads to determine their requirements and their current processes.  Once completed, ideas began to surface from the members of the PATs on ways to improve the processes.  Over a period of nine months, PACFLT headquarters reduced approximately 250 stove-piped databases with redundant and often erroneous information, to 30 databases available to everyone on the CINCPACFLT Intranet, known as the "Knowledge Home Port".  See figure below.


PACFLT developed this web-based application as a common, virtual desktop.  It comes up automatically when a member of the staff logs on to the network and is used throughout the day.  Through the use of channels, access to various databases and their information is readily available to anyone with access to the CINCPACFLT Intranet.  An unanticipated side benefit to the adoption of a custom ERP for PACFLT headquarters was the reduced time necessary to train new staff officers on the system and where to find the information necessary to do their job.  The time to train a new staff officer was reduced from several months to several weeks, thus increasing the efficiency of the staff, especially during periods of heavy personnel rotation.

As part of the implementation of the ERP system within PACFLT headquarters, the CINC created a Knowledge Manager position, staffed by a Commander (O-5).  The Knowledge Manager's responsibilities encompass the day-to-day maintenance of the ERP system and ensuring the database owners maintain accurate, up-to-date information in the databases.  She provides assistance to the staff with regards to the virtual desktop, constantly seeks improvements in the KHP, and assists all incoming staff officers understand how to leverage the capabilities of the system.  It is a critical position within the command that ensures a useful tool is provided and utilized on a daily basis.

CINCPACFLT has moved beyond the implementation of the ERP system within his own headquarters and into the subordinate commands (Naval Submarine Forces, Pacific; Naval Air Forces, Pacific; and Naval Surface Forces, Pacific).  The extension of the information sharing capabilities to the subordinate commands enables a greater flow of timely information up and down the chain of command, ensures greater accuracy, and ability to improve mission performance.  CINCPACFLT estimates the implementation of his ERP system, to include hardware for the IT-21 configuration, will cost $58 million dollars by the year 2000, with a return on investment of $111 million dollars in man-hour equivalents, resulting in an almost 2:1 Return on Investment (ROI).  

There are numerous opportunities for implementing ERP systems within DOD and its agencies, whether through commercial packages or custom development.  These systems are not confined to just the business practices of DOD, but can be developed for sharing operational information as CINCPACFLT has demonstrated.  The speed at which businesses and the world are moving demand that DOD take a proactive approach to streamlining activities and leveraging the power of information technology to remain in the forefront and provide the greatest benefit to the taxpayer for the investment made.  An effective ERP system would save countless dollars, reduce manpower requirements, and streamline the business side of DOD to release resources for operational requirements.

Risk Management

PwC has made risk management a strategic priority.  As the speed of business increases, the size of the firm grows, and the decisions that must be made in the face of uncertainty and complexity, risk management becomes increasingly important.

PwC's global risk management goals are outlined below:

· Preventative RM 

· To drive, support and facilitate the continuous building and enhancement of risk management skills across all partners and staff of the firm.

· To proactively support and monitor development of Line of Service, Industry and Territorial risk management programs.

· To establish and maintain effective, open channels of communication, dialogue and discussion on risk issues across all Lines of Service, business units and geographies.

· To assess, select, develop and apply the most appropriate emerging techniques and technologies toward the prevention of risk and the enhancement of PwC's profitability and reputation.

· To provide effective leadership in risk management of non-integrated firms. 

· Quality Review 

· To ensure that effective quality review processes are in operation across all Lines of Service in all PwC firms. 

· Security 

· To ensure PwC's knowledge, intellectual property and IT systems are operated with appropriate security. 

· Business Conduct 

· To foster an enhanced ethical culture - one that stresses appropriate business conduct. 

· Regulatory Compliance 

· To ensure there is appropriate compliance by all PwC firms with legal, professional and regulatory requirements. 

· Special Projects 

· To identify additional risk arising through changes in the business from growth, acquisitions, diversification and new products. 

· To manage crises, troubleshoot and intervene in a supportive and responsive manner.


· To address risk management issues of firmwide significance and those that exist across the Lines of Service (e.g., Year 2000).

Conclusion

My participation in the Fellowship program was an invaluable experience that I will carry with me for many years.  As I reviewed the intent of the program as outlined in the DOD Directive, I found that the Directive was overly restrictive in its intent to focus on changes in information technology.  In many cases, the corporate world is struggling to "keep up with the Jones" just to stay even with their competitors.  In reality, I don't think I uncovered anything new with regards to IT--certainly not anything that hasn't been already stated or is simply nothing more than common sense.

On the other hand, working with a management consulting firm gave me an exposure to potential areas of improvement within DOD that gives us the opportunity to take giant leaps forward.  One area that really struck me was the focus on the bottom line and willingness to expend the resources necessary to increase it.  That may sound like an intuitive comment, but given my experiences in the Marine Corps over the last 25 years, it really isn't.  The focus on a single goal--maximizing profits--permeated everything that occurred with the Firm and in every other company I came into contact with.  The streamlining of processes, investments in IT and personnel, all were aimed at maximizing profits, and the employees shared in the focus and the profits.  How can DOD utilize this?  I'm not sure except through the use of some incentive program for military units in the form of additional money to spend for O&M or other activities.  This should be tied to performance, readiness rating, and their ability wisely spend their budget.  If they save money and maintain an acceptable level of readiness, why not give them additional money for some worthy purpose?  I haven't thought through all the details or the potential problems associated with such an idea, but believe it merits a thorough study.

As for the Fellowship program, I believe the DOD can gain valuable information through the reports and experiences of the Fellows, however, I believe the real payoff will be several years after the Fellow completes the program and continues to advance in rank and responsibility.  The Fellows will be able to translate their experiences into action within their area of responsibility and the DOD will reap tremendous benefits.

Finally, The Fellowship program needs to strengthen its preparation for operating in a corporate environment prior to the Fellows reporting to their respective companies.  This particular subject has been raised with the Director of the Fellowship Program, so I won't elaborate any further here.
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