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One of the great benefits of being able to speak after lunch is
that you have a very limted set of people who actually attend.
And secondly, those who attend tend to fall asl eep about hal fway

t hrough your presentation. So I’'Il throw all the jokes up
front. That way you will renmenber how convivial and interesting
| am And then you' |l fall asleep and not have the slightest

i dea what | said.

| want to do a couple of things, since we’'ve got this group
assenbl ed. We have an opportunity because you represent so nmany
different views of the business side of the Departnent of

Def ense, whether it be managenent at the staff level or in the
operating divisions in the agencies or in the places that think
about how to run the business of the Departnment of Defense
better.
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Meeting Agenda

* What isthe SEC?

* What are the Business Imperatives?

* What are the Principles Driving the Effort?
* What About Defense Agencies?

* Next Steps?
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| want to do two things today. You nmay object because | have
five steps to get there, but there are two objectives. One is
to give you a little insight into what the senior executive
council is, since it is a newentity that is trying to do sone
different things. And the second thing is to give you sone
sense of how that body and the individuals inside it are tending
to think in particul ar about defense agenci es.

This is not a speech. | have no notes. It is not so good as to
be worth witing dowmn. So, you can fire questions at any point.
"1l reserve questions for the end. But if there s sonething
absol utely burning that you don’t understand or you want to ask
a question about, don't hesitate to dive in.

The agenda. What is the Senior Executive Council, the SEC?

VWhat do they think the business inperatives are? It is a very
principles based effort. So what are the principles? And what
are the inplications of that? Wat does it nean for defense
agenci es? And what are sone of the next steps and what they're
doi ng.
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Roles of the SEC

» Lead transformation of the business and support
capabilities of DoD

» Senior decision-making body on priority issues
» Develop and provide guidance to the organization
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What is the SEC? The SEC is six individuals who cone together
both in their position hat and as individuals who bring
experience. The Secretary of Defense who has been a little busy
as of late and has not had a lot of tinme to focus on this in
particul ar, but the next five spent a lot of tine: the Deputy
Secretary of Defense Paul Wl fowitz, Pete Aldrich, the Under for

Acqui sition Technol ogy and Logistics ... after six nonths, | can
remenber that there’s a T&L after the “a”. It was an “a” when |
| eft here eleven years ago ... and Tom White, Gordon Engl and and

Jim Roche, the Secretaries of the Arny, Navy and Air Force
respectively.

The concept of operations is bring the senior managenent of the
department together, the senior civilian managenent of

departnment together, the people who worry about the business of
defense, make the roomvery small. And try to get them (a) on a
common agenda, and then (b) try to tie themto the peopl e inside
t he organi zati on who are working on their agenda and who are
exci ted about maki ng change. That's the concept of operations.



They nmeet ... just so you know ... they neet as a group once a
week, Tuesdays from 12:00 to 3:00, except for the third Thursday
of every nonth. That week it’s on a Thursday and that’s from
12:00 to 5:00. They are spending an i mrense anount of tinme
together as they try to think through these el enments of change.
And | will say as you see it’s a rather broad and aggressive
agenda for change. To |lead the transformati on of the business
and support capabilities of the Departnment of Defense.

Secondly, because of who they are and what they represent, they
are just a natural body for trying to make decisions. And so
either in their head as SEC or in their collective roles,
whether it’s on the DRB or the DAB or any other acronym soup you
want to add, they are trying to work together as a group on a
series of managenent issues that they’ ve got.

The third one is to devel op and provi de gui dance to the

organi zation. To step back, you really have to think about what
your organizing principle is in any kind of change of organi zi ng
construct. They really set out four broad inperatives for
change. And what | tried to do here is just say what the
inperative is, alittle bit about what the objective of that
inperative is and then a couple of bullets on what they are.

And I'lIl expand a little bit nmore as | go on.
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SEC L eadership Imperatives

* Implement a Strategy of Transformation
— Objective-- Preparethe United Statesfor evolving challenges of 21t century
« Align people and resources to meet those needs

» Encourage talent to enter and stay in military and civilian service
— Objective-- Inspire peopleto serve
¢ Recruit and retain the best people,
e Train, challenge, and reward them

* Modernize DoD business processes and infrastructure
— Objective— Provide funds for transformation
« Streamline the overhead and flatten the organization
— Speed decision making process
¢ Concentrate on excellence in core processes
— Usebest of class for needsin goods and services, whoever providesthem
* Innovation in the Industrial Base
— Objective — Enhancetechnical and management choicesin smaller supplier base
« Attract investment and talent
— Healthy design teams, military scientists and engineering cadres
* Reduce cycle time and compress the supply chain
e Spur innovation
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The first one is inplenment the strategy of transformation.
Probably the single nost over used word in the Departnent of

Def ense lexicon in the |last twelve nonths, we are transformng
everything. |If you read our owmn literature, if you go back and
| ook at what the Secretary’ s trying to do, he doesn’t think that
everything we’'re doing is transformative.

The idea is to determ ne the | eadi ng edges of change that are
driving us into a new area or into a new way of thinking about
things. There is no prescribed playbook for transformation. It
hasn’t been witten before. W’'re sort of making it up as we
go. But there are sone certain elenents to it.

Qovi ously, the transformati on he nost thinks about is the
transformation of our mlitary capability. Because that is our
primary mssion is to deter, fight and wwn wars. But he al so
views, they all view, that in order to be able to fight and win
the wars of the future, we have to run the business of the
Departnment of Defense better as well. And so define what it is,
define what transformation is, and then begin to realign
resources behind those transformative efforts.

Secondly, encourage talent to enter and stay in the mlitary and
civilian service. This is a highly people intensive business,
both on the war fighting side and on the business side of



defense. You can go read studies on the civilian side. You
know, sonething |ike 60 percent of our workforce is going to be
ready to retire in the next five to seven years. W have an
incredi bly conpetitive environnent. Although, it'’s alittle bit
easier to recruit in the mddle of a recession, |ikelihood we
won’'t be in that environnent for very long. At least let’s
hope. So how do you continue to bring people to the service of
t he nation’ s defense?

We have a very expensive solution right now Being an all -

vol unteer force nmeans we have to pay them conpetitively with ..
somewhat conpetitively with the rates that they get in the civil
sector, quality of life. |If you think about it, add it all up,
personnel costs are over 50 percent of what we spend in the

def ense budget. W just added TriCare for life. That wll nake
it nore expensive in the future than it was in the past. And so
we have a very expensive current solution to this. And so no

i dea what the future solutionis, but it’s a really big
managenent i nperative for the departnent.

An area we’ ve tal ked a | ot about today and a |l ot of this
conference is about is nodernizing DOD busi ness processes and
infrastructure. You know, in one sense, it is to do it better.
I n anot her sense, it is to provide funds to nove noney fromtai
to tooth.

Now, one of the interesting problens in that equation is that
used to be a fixed ... you used to be able to tell what was tai
and what was tooth. Increasingly, those definitions are
becom ng nerged and very blurred. And so as we | ook at
noder ni zi ng busi ness processes and infrastructure, it is not
just about cost. [It’s about what businesses nove to. |It’s
about value. 1t’s how nmuch can you get for what you put into
it. And you ve got to put those two pieces of the equation

t oget her.

And the | ast area may be the hardest is innovation and

i ndustrial base. And by innovation and industrial base, we
don’t just nean the traditional suppliers to the Departnent of
Defense. In that score, how do you get a rapidly consolidating
set of conpanies to think about innovation? | cane fromthe
paper industry in nmy |ast eleven years. Probably the |ast of
the capital-intensive industries in the world to consoli date.

It is now consolidating. | can tell you when you're
consol i dating conpanies; you' re not spending a |lot of extra tine
t hi nki ng about innovation. 1It’s hard. And so those who are

putting all of the defense industrial base together, they wll
do their best to do innovation. But they' re trying to nmake the
conpani es cone together. And that is a very difficult thing.

But the harder problemwe actually have is that the bul k of
i nnovation in the world s econony is not in our traditiona
i ndustrial base. As warfare noves from... well, maybe not
totally fromthe agrarian age since we're sort of fighting in



one of those environnents right now. But, you know, noved into
the industrial age and now noving into the information age, a
ot of the innovation in the information is not in our defense
i ndustrial base.

So we’ve got to figure out how ... and we’ve tal ked about it
year in and year out about how to use nore commercial practices,
be nore friendly, et cetera, et cetera. W are now facing that
reality today. Because where the innovation is and where the
future warfare is not necessarily in the solution set of who our
traditional industrial suppliers are.
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Organizational Design Principles

- ldentify and Align Authorities and Responsibilities
- Then, hold people accountable
- Each position must tie to specific performance goals
- Define Core Competency Needs that DoD must provide for excellence in
warfighting in 21st century
- Direct link to warfighting capability
- Turn focus to outputs/missions
- Reduce Redundancy - focus organizations
- Reduce the Process as well as organizational duplication
- Flatten the hierarchy - remove layers
- Focus Executive staffs to support executive roles
- Lead/manage change, allocate macro resources, formulate policy
- Program management devolved to line organizations
- Speed flow of information and decision making
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As | said, it’s a very principle-based approach. You ve got to
hang a few things on the wall that you re going to go back and

| ook at in any kind of change initiative. And here’'s the set of
today’s two. ldentify line authority and responsibility and
hol d peopl e accountability. This is a very broadly diffused
responsibility environnment. And as you all know as you go back
and |l ook at this, accountability is we all talk about it, but in
reality we don’t do it very well.

Second area is to define core conpetency needs that DOD nust
provi de to be excellent in war fighting in the 21° century. And

| think this isn't ... I'll cone back to this in alittle bit.
But this is a very inportant thing to push at. And | don’t just
say the agency ... | think David Chu is correct in saying it’s
really in the business functioning of the Departnent of Defense,
not just agencies. W'’IlIl look at it in an agency context, but

it’s really witten larger than that.

Third area. Actually, the third and fourth go together, reduce
rent, redundancy and focus the organi zations and flatten the
hi erarchy and renove the layers. This is just a God-awful,

di vi ded concept of organization. Wile Don and | agree it would

be nice to get it all, everything, all into one neat bucket, it
isn’t going to happen. The question is how do we begin to t hi nk
about aligning ... focusing organlzatlons and aligning themto

what we want themto do. And that’s a big challenge. These are

not new i deas. These are not new principles. These are things

we’ ve been working on for a while. But these are things they’ ve
cone back to.
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One of the ones we’'ll work on in the near future is focusing the
executive staff to support executive roles. The operating
concept of this teamof managenent is that there is a difference
between staff and line. And we have tended to blur them
dramatically. And so they will hammer at those issues and try
to figure out how to think through that.

Executive staffs ought to focus on | eading and nmanagi ng change,
all ocating nacro resources and driving policy and overseei ng

i npl emrentation. Now, we would say that’s what OSD does today.
OSD woul d say that’s what it does today. | would contend for
the sake of argunent that it’s probably a step or two down bel ow
what this managenent team envisions it ought to do.

And the last one is speed the flow of information and deci si on-
maki ng. That’s kind of an outcome of nuch of the other ones,

but it’s so inmportant. If you think about warfare in the
future. | nean, our decision cycles are shorter and shorter and
shorter. And on the warfare side, we’'re at |east pushing at how
to do that. On the business side, we’'re not getting better

fast. We're very slowin our ability to nake deci sions.

Because of many things, we are a very consensus- based

organi zation. It tends to drive the notion of not taking risk.
CGeez, don't float up tough ideas. Because soneone’s going to
yell at you. W’IIl have to sit in countless neetings about it,
et cetera, et cetera. |It’'s okay to be edgy in the age of

i nformation, but you al so have to do good staff work when you're
doing that. So those are sonme of the principles.
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Shifting World View

Central Planning

Fixed, Predictable Threat

Mature Business and
Organization

Inputs Based —Focus on
Budget

Appropriated Funds—" Cost
isFree”

Segmented Information —
Closed Architectures

Stovepiped and Competitive
Structure—"Zero-Sum
Enterprise”
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| put this together to kind of provide context. And it’'s always
dangerous because it’s a series of characterizations and you get
in trouble anytime you characterize. But | wanted to put al
the activities you see going on in a little bit of a context.

Because if you go back and really ... if you get an hour to talk
to Runsfeld when he was really being sort of reflective, his
overall is we are shift ... what we're in the mdst of is a

nassive pultural shift froma cold warrior to a nodern
i nformation age here.

One of the problenms we have is that the senior nmanagenent of the
Department of Defense, be it civilian or mlitary, stays inits
position for on average sonethi ng between two and four years.

So, you’'re tal king about |eading a culture change shift when
none of the agents of change are likely to be there nore than 24
to 36 nonths.

That doesn’t happen in conpanies. | nean, you go |ook. Jack
Welch is today revered. Renenber that in the m d-80s, he was
Neutron Jack. Everybody hated him He was the pariah of nodern
industry. It took hima long tine to drive GE through that
change. He had to drive hinself through the change in the
process.
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This colum is neant to characterize how we have behaved in the
past. Wat would we |like to be in the future? And what are
sone of the bridging nechanisms that we're using to get there?
You know, central planning. W talked a |ot about that. W had
a very fixed and predictable threat, you know. W could program
the Soviets out 15 years just |ike we programred oursel ves out
and it becane very easy to think about it.

We are a highly mature business and a very mature organi zati onal
structure. W are focused alnost ... particularly at the
executive level ... alnost entirely on inputs. The senior
executives spend alnost all their tinme arguing about what goes
in the pipeline not what conmes out. For the nost part, we
operate in an appropriate fund environnent where cost is free.
We are a very segnented information environnent, closed

architectures. | nean, Gordon Engl and has the best anal ogy. He
says | work in a building full of dark corners. And that is
where all ny information is, in the dark corners. | can't find

it. Now imgine take that for the Secretary of the Navy. Now
go be the Secretary of Defense and it’s a magnitude worse.

And we’'re in a stovepi pe and very conpetitive structure. In
fact, we're built to be a zero sumenterprise. | nean, we heard
it today. |If the agencies get nore, the services get less. And
that is the mndset that this organization ... in fact, that’s
where conpetition is. Ideas are in a zero sum environnent, zero
sum enterprise
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Shifting World View

Central Planning Adaptive and Dynamic
Planning
Fixed, Predictable Threat Capabilities Against
Ranges of Shifting Threats
Mature Business and Mix of New and Mature—
Organization Support “ Start-Up”
Ventures
Inputs Based — Focus on Output based — Focus on
Budget Results
Appropriated Funds—“Cost is Market-ike and price
Free” based —“ Cost is Cost”
Segmented Information — Integrated Information —
Closed Architecture Open Architectures
Stovepiped and Competitive Aligned Structures with
Structure —“Zero Sum common and shared
Enterprise” objectives
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Wiere would we like to go? To a nmuch nore adaptive and dynam c

pl anni ng environnment? You know, the world around us is changing
very rapidly. W don’t have that fixed central ability to have
fixed central planning. W’ ve got to plan and change and adapt

and have that cycle of decision-nmaking be very short.

Moving to a capabilities-based rather than a threat based
environnment, we don’t know which bad guy we’'re going to dea
with when. We know that in order to deal with bad guys of the
future, we have to have certain types of capabilities. Qur
whol e systemis based upon threat-based requirenents.

Everything we do is built froma threat-based requirenent.

We’' re now saying you' ve got to nove to a capabilities based
environment. |It’'s a very different mndset and hard to do.

We need a m x of new and mature environments. And supporting
startups is not sonmething we’re really good at. W don’'t tend
to support startups. W need to be very nuch output based and
focused on results. W talked a |ot about that today. W now
need to drive in that direction. Mre market-like and price-

i ke environnents where cost is cost. And you' ve got to figure
out how to manage it, where you' ve got visibility into it.
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I ntegrated i nformation,
in one sense the hardest and nost
structures with common and shared objectives.
it’s about cascadi ng objectives down through
How many of you who work in ... | won't ask
We don’t provide

the literature
an organi zati on.
t he question because you' d have to answer.
obj ectives to our enpl oyees based upon what we want the outcones
And we need to do that.

open architectures. And the |ast one
I mportant, align
If you go read
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Shifting World View

Driving the Transition

Central Planning Build Strategic Choice Adaptive and Dynamic
Planning Capability Planning
Fixed, Predictable Threat Capabilities-Based Capabilities Against Ranges
Approach of Shifting Threats
Mature Business and Culture Change — Risk Mix of New and Mature —
Organization M anagement Support “ Start -Up” Ventures
Inputs Based — Focus on Metrics— Target Desired Output based — Focus on
Budget Outcomes Results
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These are sone of the nechanisns we’'re using to nmake that
transition to bridge. W’'re working a lot on building strategic
pl anni ng, strategi c choice planning, you know. W’ ve got to get
out of the nmano-a-nano debates over individual prograns and
begin to think about how do you trade off? How do you have
groups of capabilities and conpare thenf

Capabi lities based approach. W tal ked about that a m nute ago.
In the culture change, drive the notion of risk managenent. W
talk about it in specific acquisition prograns. But nore
broadl y, how do we trade various kinds of risks off against each
other? W do it all the tine. Mst of the time we do it
wi t hout understandi ng what the inplications of those trades are.

Move to nmetrics targeted on desired outcones. | put working
capital fund and conpetitive environnents. They are the kinds
of places that begin to show cost, that begin to force the ideas
agai nst each other which is good. And then information and
processes. There's ot of work going on in the financial
systens noderni zati on arena, which is, | think, sonme pretty good
work. The problemis that the financial one ought to be part of
an overall business enterprise effort. W’ve been very slowto
get tothat. It’s allowed us to kick off multiple ERPs in the
sanme environnment. You're not going to like that answer. | can
prom se you, you are not going to like multiple ERPs doing the
sanme thing. They' re not nade to work together. They' re made to
wor k individually. And organizational process redesign. The

| ast great hope of people who run out of other things to do,
rearrange the deck chairs on the Titanic. |It’s fun to do.
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W said we’d tal k about agencies. | won't spend a |lot of tine

on this since the first panel did a rmuch better job than I
could. But nmy conclusion is there’s an absolute risk in
generalizing how we did in agencies. However, since |’ve got
the floor, | can generali ze.

In general, there was significant streamining. | nmean, they
brought a lot of things together and were able to gain
efficiencies. There is increasing focus on the perfornmance of

t hose functions, whether it be through comon data systens or

t he begi nning of work on end-to-end. And clearly, | think an

i ncreased enphasis on joint. Al of which are good things. |
put the DFAS operating costs, DLA manpower. You could put a
whol e bunch of pretty good exanpl es of where they’ ve been fairly
effective in outputs, getting better outputs.
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The question is where do we go next? And so I'Il kind of try to
frame that. Organizationally, you always draw a |ine on a bl ock
chart. And by the way, in case any of you belong to the general
council’s organization, this is not nmeant to be an organi zation
chart. |It’s nore a flowhart of how things work. | get to

| ecture every time about the fact that the Chairman is not in
the line of command and so | just had to throw that out just in
case any of you were lawers. So | could skip that question.

So this is kind of a way of thinking about how the organi zati on
fits together. W are our on own econony.

| f any of these agencies rank fairly high in the U N charter of
country GDPs, throw it all together, we're way up there. And so
we have our own econony of consuners, providers, agencies who
performa nunber of roles. But in general, they connect ...

ei ther connect these together or connect to the outside world or
provi de some common function for the senior executive.
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And, of course, we have a whol e bunch of private sector folks
over here. But one of the reasons to put this up is to say, you
know, the m ndset of the organization, the m ndset of the senior
managenent, the senior executive council, is to begin to define
these roles and m ssions. Wat do these people do? W're here
to fight and win wars. So the force enployers really have got
to be the central focus of what it is we're supposed to provide.
It doesn’t nean that they’'re omiscient and that their judgnent
is the end. But providing for themso we can fight and win wars
is what we’re about. So they're the consuner in the economc
nodel .

The question is how do you get these agencies and services in
the private sector to provide so we can get those outputs nore
effectively? And the top box, the top set of boxes, are
primarily staff. 1t’'s their job to oversee what goes on not to
do. And so a previous debate | would say, a previous debate
about whether all these ought to be centralized in sone sort of
seni or managenent organi zation within OSD, | think the general

t hought woul d be don’t bring nore doing power into OSD. |’ m not
sayi ng you shouldn’t recommend it if that’s what you guys cone
to the conclusion of. But, | nean, the standing assunption of
the | eadership is don't get OSD doing nore. GCet it |eading
nore. Get it framng choice better. Get it being the executive
staff as opposed to a line staff.
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Now t 0 agencies and core conpetencies. | said |I’d talk about
this ... come back to this. | renenber when | was here 11, 12
years ago, there was all this discussion. It was when core

conpetenci es were com ng about in the private sector. W were

| ooking at it. And anytinme you d | ook at anything we did, 85
percent of what we did was the core conpetency of the Departnent
of Defense, it had to be provided. And naybe 15 percent was the
stuff we could argue on the margins.

What this suggests is that we ought to take a little bit harder
| ook at that. Core conpetency does not mean core to what we do.
It means are we going to have the conpetency to provide it? So
it’s both is it central and are we the right providers. So |
kind of laid out a framework, which I’'Il characterize in a

m nut e.

Ask two questions. One, does the function directly link to what
it is we're supposed to do, deter, fight and win war? That’s
one question. The other filter is, is the governnment the best

provider? | used best explicitly to say neither the nost
efficient nor the nost effective. By everything you go through,
best will be different. And you ve got to be flexible enough to

do t hat.
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Provider?
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But if you ask those two questions and | ook at the boxes, it
begins to provide sonmething of a framework for thinking about
what we ought to do and what we ought not do. Cbviously, the
case of yes and yes where it is directly linked to war, fighting
and governnent is the best provider. W better be the best we
can be as fast as we can be it. And drive both into inproving
capability and into integrating ... and | don’t nean

organi zationally integrating, but process integrating for better
ef ficiency.

At the other end of the spectrum no and no, it’s not directly
I inked and we’re not the best provider. You know, you ve got to
ask why are we doing it? Wiy are we in that business at all?
So we ought to be | ooking to out source partner procurenent.
The nore difficult cases are where you' ve got a yes and a no.
Where it is directly linked, but we’'re not the best one, well,
you better partner with whoever is. Because it’'s our job to
provi de the best capability we can provide. The nost
interesting case is where government’s the best provider, but
it’s not directly Iinked to war fighting. |In that case, the
argurment woul d be | ook for soneone el se who can do it better.
Don’t spread yourself so thin.



| What is SEC ” Imperatives " Principles | Agencies " Peth Forward
Defining Core Competency
Doesthe function directly link to deterring,
fighting and winning war?
Yes No
Yes Best We Can Be Does some other structure
| make more sense?
S
Drive to Improve Capability
E?lovsrer;ment (Effectiveness) and Integrate Privatize; A more appropriate
e . Function for Efficiency agency, etc.
Provider?
No Partner with the best available | Why are we in the business?
Find out who does it best if we | Outsource, Partner, Procure
are not already working with
them.
7/31/2002 21

Now, you say it’'s too sinplistic. | nean, it’'s too
sinple. | would say don't nake it too conplex. The
harder you nmake the thought process of this, the nore ..
the less you'll be able to do it. | think DFAS and the
Tom Bloom story is an interesting story. Were Tom says
he conmes in and the first thing he does is he asks the
organi zati on what’'s i nherently governnental ?

The organi zation cones back and says 85 percent of what
we do is in DFAS is inherently governnental. He takes

t hem t hrough a process. And wthin a couple of nonths,
he cones back and says 85 percent of what we do in DFAS
IS inherently non-governnmental. Because he just made the
filter smaller. He nmade it harder to get through that.
And | encourage you as you think about that, don't neke
the filters too big. Because it will open up sone new
area for you to think about. And, you know, that’'s the
challenge that | think the SECis going to go through as
it begins to | ook at the business agencies. Wiere is it
that we ought to be funding capital and rmanagenent tal ent
to be the best we can be in? And where else should we

| ook to partner and find others to help us be the best we
can be?
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Because they know that in the future, we're going to have
a harder tinme getting talent rather than an easier tine.
Absent the current relative budget infusion we have and
absent, you know, ongoi ng reasons to put that kind of
noney into the Departnent of Defense, which frankly is
not a good answer. | nean, none of us want that outcone.
Absent that, noney is going to be harder to get in the
future than it is in the present. And so that begins to
say nowis the tine to think about the next generation.
We've consolidated much of this. W've started to think
about how to make it better. The question is should we
do it in the future.
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What should we do? The SEC, as | said, and we’'ve witten a few
times, is beginning a process of review ng the defense agenci es,
t he busi ness agencies. That’'s where they’' Il concentrate first.
The first three are DFAS, DI SA and DLA. W’ ve had the first set
of discussions with DFAS managenent. They' re off working on
some things that the group wanted themto work on

The second thing they’'re working on is creating nore conpetitive
sourcing tools. You know, A-76 is a pretty blunt hamrer.
Frankly, A-76 is one of those really great conprom ses between

t hose who want to out source and those who don't. It allows you
to have two years of very intense activity. For those who want
to out source, they can say we’'re working the hell out of it.

For those who don’t want to out source, they can say we’re going
to ensure that nothing happens.

And the reality is that any manager who’s been through an A76
once doesn’t want to go through it a second tinme even if it was
successful. [It’s a painful exercise.
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W’ ve got to create nore tools. So we’re working on finding

i deas of areas where other types of conpetitive sourcing have
been used in the governnent and used effectively. And to the
extent that those of you know those kinds of ideas, feed them
into the system Because we will be seeking broader authority
to go denonstrate some of those ideas.

W will never get conpetitive out sourcing through A 76. There's
not enough managenent energy in the world, there aren’t enough
saints to drive that process. It’'s too hard. And we've go to

figure out how to broaden the set of tools we’ve got.
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Havi ng gone to the private sector, I’'ll tell you one of the nost

i mportant things you can ever have in your life is a custoner,
particularly in the private environnent because they pay you.
Bel i eve nme, custonmers are harder to get noney fromthan Congress
if you don’t satisfy them But the lesson |learned fromthat is
measure what your custoner really needs and how t hey val ue you.

And that tends to drive you to output based nmeasurenent, end of
t he pi pe measurenment. Then work your way back. | nean, you
wal k through the exanple on things through the cost structure.
It’s the exact sanme thing on everything we do. W got to start
nmeasuri ng oursel ves based upon the outputs we want.

The last point is go. |If you re going to wait for the Secretary
of Defense and the Deputy Secretary of Defense to tell you where
to goin all these areas, you're going to wait a really |ong
time. Not because they're not interested and they don’'t want to
drive change. But because, if you think about it, there are 45
presi dential appoi ntnent Senate confirned jobs in the Departnent
of Defense. W’ ve nom nated 43 of them 42 of them have been
confirmed. So there are 42 people nowin their place. Five of
themgo to all the SEC neetings. There’'s a sixth one called the
Secretary.
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They don’'t have tinme to do all of this, you know, particularly
this Secretary. You know, he’s not going to tell people what to

do individually. [If you come and ask him he’'ll tell you. But
step back. Wat he’'s really trying to do is drive a change in
culture and a change in behavior. It will have rippling
effects.

So, don’t wait for the senior executives to tell you everything
to do. It won't happen. Drive ideas up and drive ideas in and
you' || get reaction. But they will not get to all the things

that need to be done in their tine in office.
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Implementing Transformation Strategy

¢ Continue to Adjust Funding Priorities
¢ EF implementation
¢ Next Planning Cycle (' 04-' 08 plan)
— Focus on defining key strategic change areas
¢ Move Missile Defense forward
¢ Define Management Scorecard
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Implementing the Imperatives
Encourage Talent to Enter and Stay in Service

¢ Modernize Military Manpower Approach and Legislation
¢ Implement Civilian Human Resource Approach
« Strategy for Affordable, Quality Health Care
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|mplementing the Imperatives
Modernize DoD Business Process and Infrastructure

» Executive Headquarters Review (OSD/Joint Staff and Field Activities)
» Defense Agency Review
» PPBS Redesign and Streamlining

» Enterprise Information Architecture
— Financia Modernization Process
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Questions and Answers

Q It seens to ne |ike there’'s an inconsistency here. On the one
hand, you're saying get staff out of managenent. And on the other
hand, you’re saying hol d people accountable and go forth and do good.
Now, who’s hol di ng them account abl e? Wo's in charge here? Wo’s
going to hold their feet to the fire?

A Well, staff does help with accountability. | mean, staff should
be ... OSD ought to be setting the standards, all right? | nean, if
you go into a corporate environnent, the Senior Vice President for
Mar keti ng doesn’'t nmake the decisions on what to do at the genera
managenent | evel. But he or she sets the standards that the general
managers will be judged upon. And if they don't performthem based
upon the standards, believe ne, there are consequences in
accountability.

So staff sets policy, allocates macro resources, drives standards.

We were in a great discussion. | nean, I'll do the anecdotal thing.
Fasci nating discussion. Mddle of DRB. They're trying to close on
300 ... at that point $350 billion budget. DRB session. You've got

all the senior executives around the table. W'’'re discussing the
aging of facility infrastructure. A really critical issue because
we let it get just out of control in terns of age. And we are a
very capital -i ntensive organi zation. Al though we don’t think about
capital and operating costs which David tal ked about earlier which
woul d be good.

And so, the staff said Air Force’'s average age has slipped to 180

years this year. And the Air Force said, no, it hasn't. [It’'s 140.
And the deputy is sitting there going a building is a building, a
runway is a runway. Is it 180 or 140? And what proceeded was a

di scussi on where eventual ly the Deputy Secretary of Defense asked
the Secretary of the Air Force what are the underlying assunptions
in your nodel that got you to 140 versus his 180? At that point
fol ks, the gane is over. Gane, set, match. There’s no deci sions
going to be nade. And | would contend that an Arny building is not
significantly different than a Navy building, is not significantly
different than an Air Force building in terns of howit ages. So
getting the OSD staff to start setting not on everything but on the
things that matter, setting standards, driving nodels, setting
goal s, watchi ng adherence to those goals, seeing if noney’s being
spent in the right area. Those are the things that set
accountability. Not spending all our tinme arguing about trying to
get the Deputy Secretary to deci de whether he’s going to nove $70
mllion fromthis account to that account in the m ddl e of Novenber
because the comptrol | er says he should versus the Secretary.



But if you start making it data based and factual and common
nmeasures and conmon systens, then you redirect the debate to the
output. And believe nme, that is a gigantic difference in the
ability to hold fol ks accountable. Now, where are we at the end
of the day, fire sonmeone for not performng? | don't know, you
know. This is not the private sector. Through all of this, this
is not the private sector. W live in a different world.

Tom was asking ne at the break, you know, one nodel’s a political
nodel , the other one is an econonmc nodel. W live in a hybrid
nodel, flat out. So you can’t take everything that happens in the
private sector and apply it directly. Because it is not a
conpar abl e envi ronnent.

But | can tell you if you get people the commobn data in an open
and integrated architecture where people see things. Trust ne.
Peopl e start behaving differently. Wen information is power and
| get to have ny nodel over here and you get to have your nodel
over there and you're discussing nodels with the senior executives
and you're tal king about $70 million on a $300 billion budget, you
know. Entropy has won.

| would say the new nodel actually increases accountability
because it says whose |ine and whose staff and it drives the data.
And it sets standards and it focuses on outputs. But you've got
to get there to see that difference.

Q | amvery pleased to see that the council is focusing on
personnel, particularly note civilian as well as mlitary. W
know t hat a substantial portion of our workforce is going to be
able to retire shortly. But those people got their experience and
expertise by comng up through a system |’'mvery concerned that
when this process is a largely outsourced, we're not going to have
any seni or managers.

A On that point, |I’'mnot suggesting you out source everything.
| 'm suggesting ...

Q Any area where you do outsource for the governnment when there
are no entry level positions in the governnent anynore, that’s
t ough.



Q Not in sone fields. |If DFAS is successful, there will be a
very snmall headquarters that is largely setting policy and buyi ng
contracts. And sonebody’s got to be the smart buyer. [|If you have
nobody who under stands the processes for which they're buying ..

A.  The processes of accounts payabl e and checking cutting? |

nmean, those are not ... | will contend you can get people who know
how to do that or you can train themto do that. |’'mnot sure
those are inherently ... the way Defense does them...

Q You're going to find it's going to be a ot harder to hire
seni or manageri al accountants when there are no junior accounting
positions in the departnment any nore.

A You may. One of the things you may have to do is pay people

differently. You may have to seek relief on things. | nean, it

doesn’t suggest that at the end of the day that you can’'t get what
you want and continue to live in a sort of conpressed ...

Q I'mnot saying this is an argunent for not outsourcing. But

| 'm sayi ng peopl e have got to take on the big problemof how we're
going to get the people we do need in a conpetitive environment.
And right now if we don’t grow them its’ very hard to get themto
come in fromthe outside.

A But 1’'ll also contend, Debby, that we don’'t necessarily grow
people very well. The mlitary grows people to an extent. But

t hey consciously think about sonmeone’s career and where they want
themto go. Sone of themget nore attention than others. W do
precious little on thinking about our civilian talent and how to
grow it.

Q A hundred percent, we do.

A: And so there are great tools available in the private sector
that we can go get and inplenent if we're serious about it. And
we need to do that with the next generation. O else they're
going to be lost in the sea of what to do.

Q The other problemthat I think this group will have to think
about is one of scope in these IT projects. | think we'd al

agree that a single solution would be just peachy keen if we could
do it. But I’'ve been watching the people who are trying to
consolidate mlitary personnel systens. And there was a clear
direction from Deputy Secretary White in 1996 to go forth and
build a new system based on a commercial product. And that

program hasn’t made it to m | estone two yet.



A: I'mgoing to bet something. |’'mgoing to bet one of the things
that’'s going on is the organization is trying to adapt that system
to its processes.

Q W haven’'t gotten to that point yet. And as a matter of fact,
they’'re not. But, you know, you've got to get to mlestone two
bef ore you can even start doing what you're suggesting.

A. One of ny favorite stories fromthe SEC ... and I’'ll tell one
story out of school was a neeting on the financial systens
noder ni zation that we went to where the teamthat’s working on it
was presenting to the senior executive council. And all of them
had put ERPs into their conpanies or ERP-like entities, but
integrated information systens. And they all said, |ook. Pick
one. You know, pick one. Tell us which one you want it to be.
You've got a wi ndow of two to four years that we're going to be in
exi st ence.

When one of ny senior people or junior people cones in and tells
you the excuse as to why they're different and they can't |ive

i nside that system send themto ne. [I’'ll listen to them |If
they come up with an idea ... if they come up with a reason why
they're different that's different than any other reason | have
heard before, 1’'ll pin a gold star on them [|’'ll pat themon the
back and 1’'ll say thank you very much. Now go do what they want
you to do.

If youre going to gotoit ... | would agree with you. No one

has t hought about an integrated information systemon the scal e of
the Departnment of Defense because there is not scale like this,
all right? There is no scale like this. But at the other end of
the spectrumif you try to think your way through every el enent of
the details of that, you’ll never go anywhere.

And so there’s a bal ance between those two. | don't know ... |I'm
not smart enough. |'mnot the guy who does it to tell you whether
or not it is technically feasible to do on this scale. But at the
other side, | can tell you, you can think about it way too |ong

and way too hard. And so | challenge you to ride that bal ance.



And in nost cases, the current ... and | went through this battle
with International Paper trying to think about inplenenting SAP
when | was at the line level running a business. | was asked ny
opinion. | should never have been asked ny opinion. [If the

Chai rman had nade a decision he wanted integrated information
architecture and that was the way we were going to run the
conpany, we were going to integrate other conpanies through it, |
shoul d never have been asked ny opinion. So | sat there and said
| 've got to get ... |I’'ve got to get smart. |’'ve got to figure this
out. It took me six nonths to figure out that | never should have
been asked.

And so that exanple suggests we want to go to an integrated
i nformation environnment and we think it’s technically feasible to
do on a scale like ours ... and I can’t answer that if. But if we
deci ded, we shoul dn’'t ask people. W should tell themto
i npl ement. Because it is one of those theol ogical divides that
you've just got to get over and go do. | nean, that was what |
you've been through it a lot nore than | have. But, yeah,
mean, you’'ve just got to decide you're going to go. And then
ruthlessly inplenent it. And this is where it will be hard in
this environment. |f soneone stands in the road, you say your
place is now over there. And it may be ... in the private sector,
it is go away.

Q But there was a clear decision by everybody and his uncle to
go do this. But there is not that person who can now say you're a
roadbl ock. Get out of ny way. And if the nmanagenent counci

wants to work on a problem they need to work on that one.

They’'ve got to be willing to give sonebody or the SEC ... they’ve
got to be willing to give sonebody the authority to enforce it.

A:. W changed the nanes to protect the innocent by the way.

Q \Watever they're called. | think that's going to be one of the
bi ggest probl ens here because there isn’'t anybody with the
authority. And therefore, people who wish to drag their feet can
drag their feet intermnably. And every tine a new action officer
cones in, you get the sane old questions and you go back to square
one. And sonebody’s got to nmake that quit. This is the
?dnLnistration that mght be willing to do it. So | w sh you

uck.



Q | noticed that only the Undersecretary for Acquisition
Technol ogy and Logistics is on the SEC. Wiy were the other
under secretaries not included?

A It’s a very sinple decision. The decision goes like this. |If
you've got everybody in the Departnent of Defense who is at the
senior nost level on really inmportant functions or |ines and that
was the way you drew the line, then the SEC would | ook |ike the
old BRBs. And everybody woul d have sonebody with them And no
one woul d ever tal k about anyt hing.

One of the things | learned the last tinme around is if the table
gets bigger than about seven or eight people ... and really even
smal l er than that ... nothing happens. Because you start getting

yourself into these set pieces because we live in a hybrid
political econom c environnment. You get yourself into these set
pi eces and you can't have people sort of hamrer ... these are
hard, hard decisions. You know, where they're going to decide to
finally put their energy, there’'s alimted set of places that
they can spend their energy. They've got to really hash them out
to get there. So that was the reason for the decision. David’s
not happy. Dov’s not happy. | nean, | hear this all the tine.

Concl udi ng Remar ks

| do want to say on behalf of the SEC, this is a really critica
area. | didn't get to the last three slides, but you would see

t hat agenci es and thinking through roles and m ssions and figuring
out where we're going to spend our managenent capital not to
mention dollars is areally critical issue that these folks really
want to drive.

There’'s a reality though. | work for six people, six senior
executives. You're |ooking at the entire staff of the senior
executive council. If the organization doesn’'t start driving

along these lines, they can't multiply their effort. So I
encourage the group as you sit and work on these issues, start

t hi nki ng about ... | nean, propose hard changes. They're willing
to deal with them They can only get so many done thensel ves.
And so ny advertisenent is you've got a wi ndow in which a group of
managers is willing to address the issue.

Whet her they’ll get all the way there, Debby, to driving it

t hrough, |1 don’'t know. | nean, we’ll have to see. They're
fighting a war. They're doing sonme other stuff too. But you have
si x peopl e who have significant Defense Departnent experience and
you've got five of them who al so have very significant business
experience. |It’s an interesting place to try to nmake sone of

t hese changes. End of the commercial. Thanks a |ot.



