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Thanks, Ed. One of the great opportunities ... or one of the great benefits of being able to speak
after lunch is that you have a very limited set of people who actually attend. And secondly, those who attend
tend to fall adeep about hafway through your presentation. So I’ll throw al the jokes up front. So that you
remember how convivia and interesting | am. And then you'll fall aseep and not have the dightest idea
what | said.

| want to do a couple of things. Since we' ve got this group assembled. And you represent so many different
views of the business side of the Department of Defense, whether it be management 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
Department of Defense better.

| want to do two things today. | have to object because | have five steps to get there, but two objectives. One
isto let you understand what the ... give you alittle insight into what the senior executive council is. Since it
isanew entity that is trying to do some different things. And the second thing is to give you some sense of
how that body and the individua’s insiders are tending to think in particular about defense agencies.

Thisisnot aspeech. | have no notes. It isnot so good as to be worth writing down. So, you can fire
questions at any point. I'll reserve questions for the end. But if there’'s something absolutely burning that
you don’t understand or you want to ask a question about, don’t hesitate to divein.

The agenda. What isthe SEC? What do they think the business imperatives are? It isavery principles
based effort. So what are the principles? And what are the implications of that? What does it mean for
defense agencies? And what are some of the next steps and what they’ re doing.

Next please. What isthe SEC? The SEC is six individuals who come together both in their position hat and
asindividuals who bring experience. The Secretary of Defense who has been alittle busy as of late and has
not had a lot of time to focus on thisin particular, but the next five spent alot of time: the Deputy Secretary
of Defense Paul Wolfowitz, Pete Aldrich, the Under for Acquisition Technology and Logistics ... after six
months, | can remember that there saT&L after the“a’. It wasan“a’ when | left here eleven years ago ...
and Tom White, Gordon England and Jm Roche, the Secretaries of the Army, Navy and Air Force
respectively.

The concept of operations is bring the senior management of the department together, the senior civilian
management of department together, the people who worry about the business of defense, make the room
very small. And try to get them (&) on a common agenda, and then (b) try to tie them to the people inside the
organization who are working on their agenda and who are excited about making change. That’s the concept
of operations.

They meet ... just so you know ... they meet as a group once aweek, Tuesdays from 12:00 to 3:00, except for
the third Thursday of every month. That week it's on a Thursday and that’s from 12:00 to 5:00. They are
spending an immense amount of time together as they try to think through these elements of change.

And | will say asyou seeit’'s arather broad and aggressive agenda for change. To lead the transformation of
the business and support capabilities of the Department of Defense. Secondly, because of who they are and
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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 management issues that they’ ve got.

The third one is to develop and provide guidance to the organization. To step back, you really have to think
about what your organizing principle isin any kind of change of organizing construct. They realy set out
four broad imperatives for change. And what | tried to do hereisjust say what the imperative is, alittle bit
about what the objective of that imperative is and then a couple of bullets on what they are. And I’ll expand
alittle bit more as |1 go on.

Thefirst one isimplement the strategy of transformation. Probably the single most over used word in the
Department of Defense lexicon in the last twelve months, we are transforming everything. If you read our
own literature, if you go back and look at what the Secretary’ s trying to do, he doesn't think that everything
we're doing is transformative.

The ideais what are the leading edges of change that are driving us into a new area or into a new way of
thinking about things. Thereis no prescribed playbook for transformation. It hasn’'t been written before.
We're sort of making it up aswe go. But there are some certain eementsto it.

Obvioudly, the transformation he most thinks about is the transformation of our military capability. Because
that is our primary mission is to deter, fight and win wars. But he aso 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 Department of Defense
better aswell. 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 military and civilian service. Thisisahighly people
intensive business, both on the war fighting side and on the business side of defense. Y ou can go read and of
studies on the civilian side, you know, something like 60 percent of our workforce is going to be ready to
retire in the next five to seven years. We have an incredibly competitive environment. Although, it's alittle
bit easier to recruit in the middle of arecession, likelihood we won't be in that environment for very long. At
least let’s hope. So how do you continue to bring people to the service of the nation’s defense.

We have avery expensive solution right now. Being an al volunteer force means we have to pay them
competitively with ... somewhat competitively with the rates that they get in the civil sector, quality of life.
If you think about it, add it al up, personnel costs are approximately fifty ... totally wrapped up, personnel
costs are over 50 percent of what we spend in the defense budget. We just added TriCare for life. That will
make it more expensive in the future than it was in the past. And so we have a very expensive current
solution to this. And so no idea what the future solution is, but it's areally big management imperative for
the department.

An areawe' ve talked alot about today and alot of this conference is about is modernizing DOD business
processes and infrastructure. Y ou know, in one sense, it isto do it better. In another sense, it isto provide
funds to move money from tail to tooth.
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Now, one of the interesting problemsin that equation is that used to be afixed ... you used to be able to tell
what was tail and what was tooth. Increasingly, those definitions are becoming merged and very blurred.
And so aswe look at modernizing business processes and infrastructure, it is not just about cost. It’'s about
what businesses moveto. It's about value. 1t's how much can you get for what you put into it. And you've
got to put those two pieces of the equation together.

And the last area may be the hardest isinnovation and industrial base. And by innovation and industrial
base, we don’t just mean the traditional suppliers to the Department of Defense. In that score, how do you
get arapidly consolidating set of companies to think about innovation? | came from the paper industry in my
last eleven years. Probably the last of the capital intensive industries in the world to consolidate. It is now
consolidating. | can tell you when you' re consolidating companies, you're not spending alot of extratime
thinking about innovation. It'shard. And so those who are putting al of the defense industrial base
together, they will do their best to do innovation. But they’re trying to make the companies come together.
And that is avery difficult thing.

But the harder problem we actually have is that the bulk of innovation in the world's economy is not in our
traditional industrial base. And as we move from an era of warfare that has moved from ... well, maybe not
totally from the agrarian age since we're sort of fighting in one of those environments right now. But, you
know, moved into the industrial age and now moving into the information age, a lot of the innovation in the
information is not in our industrial base.

So we' ve got to figure out how ... and we' ve talked about it year in and year out about how to use more
commercial practices, be more friendly, et cetera, et cetera. We are now facing that redlity 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. Next dlide, please.

Asl sad, it'savery principle based approach. You've got to hang afew things on the wall that you' re going
to go back and look at in any kind of change initiative. And here’ sthe set of today’ stwo. Identify line
authority and responsibility and hold people accountability. Thisisavery broadly diffused responsibility
environment. And as you al know as you go back and look at this, accountability iswe all talk about it, but
inredity wedon't do it very well.

Second area is to define core competency needs that DOD must provide to be excellent in war fighting in the
21% century. And | think thisisn't ... I'll come back to thisin alittle bit. But thisis a very important thing to
push a. And | don't just say the agency ... | think David Chu is correct in saying it’s redlly in the business
functioning of the Department of Defense, not just agencies. We'll look at it in an agency context, but it's
really written more large than that.

But if you go look at alot of the ... Paul has a view about why some of the private sector companies have out
sourced stuff, | think you're right in many respects. But it’s also because there' s an opportunity cost to
owning everything. If you look at management talent and the ability to stretch management talent, if you
look at capital employed and the ability to invest capital, there’sarea sense that we cannot be everything ...
we cannot be totally vertically integrated in everything. Now, | know we' ve moved past that notion in going
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Department of Defense. But there's a next generation that needs to be worked out and I'll talk about that in a
little bit.

Third area. Actualy, the third and fourth go together, reduce rent, redundancy and focus the organizations
and flatten the hierarchy and remove the layers. Thisisjust a God awful, divided concept of organization.
While Don and | agree it would be nice to get it al, everything, all into one neat bucket, it isn't going to
happen. The question is how do we begin to think about aigning ... focusing organizations and aligning
them to what we want them to do. And that’s abig challenge. It's a chalenge that people ... these are not
new idess. These are not new principles. These are things we' ve been working on for awhile. But these are
things they’ ve come back to.

One of the ones we'll work on in the near future is focusing the executive staff to support executive roles.
Operating concept of this team of management 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 leading and managing change, alocating macro resources and driving
policy and overseeing implementation. Now, we would say that’s what OSD does today. OSD would say
that’s what it does today. | would contend for the sake of argument that it’s probably a step or two down
below what this management team envisions it ought to do.

And the last one is speed the flow of information and decison making. That's kind of an outcome of much
of the other ones, but it’s so important. |f you think about warfare in the future. | mean, our decision cycles
are shorter and shorter and shorter. And on the warfare side, we're at least pushing at how to do that. On the
business side, we're not getting better fast. We're very slow in our ability to make decisions.

We arein asense avery ... because of many things, we are a very consensus based organization. It tendsto
drive the notion of risk is don't take risk. Geez, don’t float up tough ideas. Because someone’ s going to yell
at you. We'll have to sit in countless meetings about it, et cetera, et cetera. 1t's okay to be edgy in the age of
information, but you also have to do good staff work when you're doing that. So those are some of the
principles.

Next please. | put this together to kind of provide context. And it's aways 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 alittle bit of a context. Because if you go back and redly ... if you get an hour to talk to
Rumsfeld when he was redlly being sort of reflective, his overdl is we are shift ... what we're in the midst of
isamassive cultura shift from a cold warrior to a modern information age here.

One of the problems we have is that the average ... or not average ... the senior management of the
Department of Defense, be it civilian or military, stays in its position for on average something between two
and four years. So, you're talking about leading a culture change shift when none of the agents of change are
likely to be there more than 24 to 36 months.



I NSTI TUTE FOR DEFENSE ANALYSI S
DEFENSE ECONOM CS CONFERENCE - 2/14/02
TAPE NO. 3 - KEN KRI EG

That doesn’t happen in companies. | mean, you go look. Everybody loves ... you know, Jack Welch is today
revered. Remember that in the mid-80s, he was Neutron Jack. Everybody hated him. He was the pariah of
modern industry. It took him along time to drive GE through that change. He had to drive himsdf through
the change in the process.

But what I’ ve tried to do is start to say this column will be what have we been in the past characterization |
admit? What would we like to be in the future? And what are some of the bridging mechanisms that we're
using to get there? You know, central planning. We talked alot about that. We had a very fixed and
predictable threat, you know. We could program the Soviets out 15 years just like we programmed ourselves
out and it became very easy to think about it.

We are a highly mature business and a very mature organizational structure. We are focused almost ...
particularly at the executive level ... dmost entirely on inputs. The senior executives spend almost all their
time arguing about what goes in the pipeline not what comes out. For the most part, we operate in an
appropriate fund environment where cost is free. We are a very segmented information environment, closed
architectures. | mean, Gordon England has the best analogy. He says | work in abuilding full of dark
corners. And that iswhere al my information isin the dark corners. | can’t find it. Now imagine 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 stovepipe and very competitive structure. In fact, we're built to be a zero sum enterprise. |
mean, we heard it today. If the agencies get more, the services get less. And that is the mindset that this
organization ... in fact, that's where competition is. |deas are in a zero sum environment, zero sum
enterprise.

Next dide. Y ou know, where would we like to go? To a much more adaptive and dynamic planning
environment? You know, the world around us is changing very rapidly. We don’'t have that fixed central
ability to have fixed central planning. We' ve got to plan and change and adapt and have that cycle of
decision making be very short.

Moving to a capabilities based rather than athreat based environment, we don’t know which bad guy we're
going to deal with when. We know that in order to dea with bad guys of the future, we have to have certain
types of capabilities. Our whole system is based upon threat based requirements. Everything we do is built
from athreat based requirement. We're now saying you' ve got to move to a capabilities based environment.
It'savery different mindset and hard to do.

A mix of new and mature environments. And area that supports startups, not something we're really good at.
We don't tend to support startups. We were very much output based and focused on results. Wetalked alot
about that today. We now need to drive in that direction. More market like and price like environments
where cost is cost. And you've got to figure out how to manage it, where you' ve got visibility to it.

Integrated information, open architectures. And the last one and in one sense the hardest and most important,
align structures with common and shared objectives. If you go read all the literature, it's about cascading
objectives down through an organization. How many of you who work in ... | won't ask the question
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because you'd have to answer. We don’t provide objectives to our employees based upon what we want the
outcomes to be. And we need to do that.

Some of the mechanisms we're using to make that transition to bridge ... next dide, please. We' re working a
lot on building strategic planning, strategic choice planning, you know. Not asDr. Chu...1 can'tgotoa
meeting without hearing the word crusader these days. And I’'m glad David kept my stresk aive. But to get
out of the mono-a-mono debates over individua programs and begin to think about how do you trade off?
How do you have groups of capabilities and compare against them?

Capabilities based approach. We talked about that a minute ago. In the culture change, drive the notion of
risk management. We talk about it in specific acquisition programs. But more broadly, how do we trade
various Kinds of risks off against each other? We do it al thetime. Most of the time we do it without
understanding what the implications of those trades are.

Move to a metric based targets on desired outcome. | put working capital fund and competitive
environments. They are the kinds of places that begin to show cogt, that begin to force the ideas against each
other which isgood. And then information and processes. There'slot of work going on in the financial
systems modernization arenawhich is | think, some pretty good work. The problem is that the financial one
ought to be part of an overall business enterprise effort. We' ve been very dow to get to that. 1t's alowed us
to kick off multiple ERPs in the same environment. Y ou're not going to like that answer. | can promise you,
you are not going to like multiple ERPs doing the same thing. They’re not made to work together. They're
made to wok individualy. And organizational process redesign. The last great hope of people who run out
of other things to do, rearrange the deck chairs on the Titanic. It'sfun to do.

Next dlide, please. We said we'd talk about agencies. | won't spend alot of time on this since the first panel
did a much better job than | could. But my conclusion is there's an absolute risk in generalizing how we did
in agencies. However, since I’ ve got the floor, | can generalize.

In genera, there as significant streamlining. | mean, they brought alot of things together and were able to
gain efficiencies. Thereisincreasing focus on the performance of those functions, whether it be through
common data systems or the beginning of work on end-to-end. And clearly, | think an increased emphasis
onjoint. All of which are good things. | put the DFAS operating costs, DLA manpower. Y ou could put a
whole bunch of pretty good examples of where they’ ve been fairly effective in outputs, getting better
outputs.

The question is where do we go next? And so I'll kind of try to frame that. Organizationally, you aways
draw aline on ablock chart. And by the way, in case any of you belong to the general council’s
organization, thisis not meant to be an organization chart. 1t's more a flowchart of how things work. | get to
lecture 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 lawyers. So | could skip that question. So thisis kind of away of
thinking about how the organization fits together. We have ... we are our on own economy.

If any of these agencies rank fairly high in the U.N. charter of country GDPs, throw it al together, we're way
up there. And so we have our own economy of consumers, providers, agencies who perform a number of
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roles. But in general, they connect ... either connect these together or connect these to the outside world or
provide some common function for the senior executive.

And, of course, we have awhole bunch of private sector folks over here. But one of the reasons to put this
up isto say, you know, the mindset of the organization, the mindset of the senior management, the senior
executive council, is to begin to define these roles and missions. What do these people do? We're here to
fight and win wars. So the force employers really have got to be the central focus of what it iswe're
supposed to provide. It doesn’t mean that they’ re omniscient and that their judgment isthe end. But
providing for them so we can fight and win wars is what we're about. So they’ re the consumer in the
economic model.

The question is how do you get these agencies and services in the private sector to provide so we can get
those outputs more effectively? And the top box, the top set of boxes, are primarily staff. 1t'stheir job to
oversee what goes on not to do. And so a previous debate | would say, a previous debate about whether al
these ought to be centralized in some sort of senior management organization within OSD, | think the general
thought would be don’t bring more doing power into OSD. |I'm not saying you shouldn’t recommend it if
that’s what you guys come to the conclusion of. But, I mean, that would be the ingoing assumption of this
group isdon’t get OSD doing more. Get it leading more. Get a framing choice better. Get it being the
executive staff as opposed to aline staff.

Next dide, please. Now to agencies and core competencies. | said I'd talk about this ... come back to this. |
remember when | was here 11, 12 years ago, there was al this discussion. It was when core competencies
were coming about in the private sector. We were looking at it. And anytime you'd look at anything we did,
85 percent of what we did was the core competency of the Department of Defense, it had to be provided.
And maybe 15 percent was the stuff we could argue on the margins.

What this suggests is that we ought to take alittle bit harder look at that. Core competency does not mean
centrally organization’s effectiveness or even core to what we do. It means are we going to have the
competency to provide it? Soit’s both isit central and are we the right providers? So | kind of laid out a
framework which will get in some hands ... well, I'll characterize it in a minute.

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

But if you ask those two questions and look at the boxes, it begins to provide something of a framework for
thinking about what we ought to do and what we ought not do. Obvioudy, the case of yes and yeswhereit is
directly linked to war, fighting and government is the best provider. We better be the best we can be as fast
aswe can beit. And drive both into improving capability and into integrating ... and | don’t mean
organizationdly integrating, but process integrating for better efficiency.
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At the other end of the spectrum, no and no, it’s not directly linked and we're not the best provider. You
know, you' ve got to ask why are we doing it? Why are we in that business at al? So we ought to be looking
to out source partner procurement.

The more difficult cases are where you've got ayes and ano. 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 provide the best capability we can
provide. The most interesting case is where government’ s the best provider, but it’s not directly linked to
war fighting. In that case, the argument would be look for someone else who can do it better. Don’'t spread
yoursdlf so thin.

Now, you say it'stoo simplistic. | mean, it'stoo smple. | would say don't make it too complex. The harder
you make the thought process of this, the more ... thelessyou'll be ableto do it. | think DFAS and the Tom
Bloom story is an interesting story. Where Tom says he comes in and the first thing he does is he asks the
organization what' s inherently governmental ?

The organization comes back and says 85 percent of what we do isin DFAS isinherently governmental. He
takes them through a process. And within a couple of months, he comes back and says 85 percent of what
we do in DFAS is inherently non-governmental. Because he just made the filter smaller. He made it harder
to get through that.

And | encourage you as you think about that don’t make the filterstoo big. Becauseit will open up some
new areafor you to think about. And, you know, that’ s the chalenge that | think the SEC is going to go
through as it begins to look at the business agencies. What isit that we ought to be funding capital and
management talent to be the best we can bein? And where else should we look to partner and find others to
help us be the best we can be?

Because they know that in the future, we' re going to have a harder time getting talent rather than an easier
time. Absent the current relative budget infusion we have and absent, you know, ongoing reasons to put that
kind of money into the Department of Defense which frankly is not a good answer. | mean, none of us want
that outcome.

Absent that, money is going to be harder to get in the future than it isin the current. And so that beginsto
say now isthe time to think about the next generation. We' ve consolidated much of this. We ve started to
think about how to make it better. The question is should we do it in the future.

Next dide, please. What should we do? The SEC, as| said, and we' ve written afew times, is beginning a
process of reviewing the defense agencies, the business agencies. That’s where they’ll concentrate first. The
first three are DFAS, DISA and DOA. We ve had the first set of discussions with DFAS management.
They're off working on some things that the group wanted them to work on.

The second thing they’ re working on is creating more competitive sourcing tools. You know, A76 is a preity
blunt hammer. Frankly, A76 is one of those really great compromises between those who want to out source
and those who don't. It alows you to have two years of very intense activity. For those who want to out
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source, they can say we' Il 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 redlity is that any manager who's been through an A76 once doesn’t want to go through it a second
time even if it was successful. It'sa painful exercise.

(END OF SIDE A)
It'sapainful exercise. We' ve got to create more tools. So we're working on finding ideas of areas where
other types of competitive sourcing have been used in the government 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
that kind of broader authority to go demonstrate some of those ideas.

We will never get competitive out sourcing through A76. It just ... | mean, there's not enough management
energy in the world, there aren’t enough saintsto drive that process. It'stoo hard. And we've go to figure
out how to broaden the set of tools we've got. Y eah?

Q: One of the critical toolsis ability of the organization to inter operability. Right now we have
(inaudible). I think that something we ought to consider is (inaudible)A76 (inaudible) underlying
information system (inaudible)

A: You'll seethat idea coming around in a minute on what they’re working ...
Q: | apologize.
A: No, no, no. That's exactly right. | mean, if you look at therewere | think some reasonable work that

joint isthe right answer. Wefight joint. Okay? There was some reasonable work donein the ‘90s. |
haven't reviewed in depth. But from what | can see on the outside, on the war fighting side about joint
information architectures. On the business side, we did aimost nothing. And it is a huge enabler even if we
keep it, even if we decide to keep it, it is the huge enabler as we go through. And the question now is how do
we get energy around that?

As| said earlier, the financid systems modernization is beginning to look at that. But that may not be a
broad enough lensto take it at. And so we're ... the senior management is pushing it, trying to get that
moving in the right fashion.

One of the things that’ s very clear in this place is the senior executive council of the Secretary could write
the memo and order it and fedl redly good. And nothing would happen. So the question is how do you
begin to aign the resources and the people to make it happen? And you'll see that comes up in aminute as
one of the things they’re trying to drive. Becauseit is one of the key enablers of this exercise.

All right. So, we just talked about what the SEC is doing. What should the rest of that organization think
about? Everybody’s talked about driving thinking and process thinking. Really got to drive that as fast as
we can. And in measurement, having gone to the private sector, I'll tell you one of the most important things
you can ever have in your lifeis a customer, particularly in the private environment because they pay you.
And as opposed to the Congress who's paying to get money from. Believe me, customers are harder to get
money from than Congress if you don't satisfy them. But the lesson learned from that is measure what your
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customer really needs and how they value you. And that tends to drive you to output based measurement,
end of the pipe measurement. Then work your way back. | mean, you walk through the example on things
through the cost structure. 1t’s the exact same thing on everything we do. We got to start measuring
ourselves based upon the outputs we want.

The last board is go. If you're going to wait for the Secretary of Defense and the Deputy Secretary of
Defense to tell you where to go in al these areas, you're going to wait arealy long 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
presidential appointment Senate confirmed jobs in the Department of Defense. We ve nominated 43 of
them, 42 of them have been confirmed. So there are 42 people now in their place. Five of them go to dl the
SEC mestings. There's asixth one called the Secretary.

They don't have time to do al of this, you know. And so | would argue read ... | mean, particularly this
Secretary ... read the letters in the QDR. Read the lettersin the ADR. He actudly paysalot of attention to
it. You know, he's not going to tell people what to do individualy. If you come and ask him, he'll tell you.
But step back. What he's redlly trying to do is drive a change in culture and a change in behavior. It will
have rippling effects.

So, argument is ... or for the sake of argument, don’t wait for the senior executives to tell you everything to
do. It won't happen. Driveideas up and driveideasin and you'll get reaction. But they will not get to al
the things that need to be donein their time in office. Yes?

Q: It seems to me like there' s a need (inaudible) inconsistency here. On the one hand, you' re saying get
staff out of management. And on the other hand, you' re saying hold people accountable and go forth and do

good. Now, who's holding them accountable? Who's in charge here? Who's going to hold their feet to the

fire?

A: Well, staff does help with accountability. 1 mean, staff should be ... OSD ought to be setting the
standards, all right? | mean, if you go into a corporate environment, the Senior Vice President for Marketing
doesn’'t make the decisions on what to do at the general management level. But he or she sets the standards
that the general managers will be judged upon. And if they don't perform them based upon the standards,
believe me, there are consequences in accountability.

So staff sets policy, alocates macro resources, drives standards. We werein agreat discussion. | mean, I'll
do the anecdotal thing. Fascinating discussion. Middle 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. We're
discussing facility infrastructure of aging. A redly critical issue because we let it get just out of control in
terms of age. And we are avery capitd intensive organization. Although we don’t think about capital and
operating costs which David talked about earlier which would be good.

And s0, the staff said Air Force' s average age has dlipped to 180 years thisyear. And the Air Force said, no,
it hasn't. 1t's 140. And the deputy is Sitting there going a building is a building, arunway isarunway. Isit

180 or 140? And what proceeded was a discussion where eventually the Deputy Secretary of Defense asked
the Secretary of the Air Force what are the underlying assumptions in your model that got you to 140 versus
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his 1807 At that point folks, the gameisover. Game, s&t, and match. There's no decisions going to be
made. And | would contend that an Army building is not significantly different than a Navy building, is not
significantly different than an Air Force building in terms of how it ages. So getting the OSD staff to start
setting not on everything but on the things that matter, setting standards, driving models, setting goals,
watching adherence to those goals, seeing if money’s being spent in the right area. Those are the things that
set accountability. Not spending al our time arguing about trying to get the Deputy Secretary to decide
whether he's going to move $70 million from this account to that account in the middle of November
because the comptroller says he should versus the Secretary. Because he’ s going to sit there and say | don’t
have time to know what the $70 million is.

But if you start making it data based and factual and common measures and common systems, then you
redirect the debate to the output. And believe me, that is a gigantic difference in the ability to hold folks
accountable. Now, where are we at the end of the day, fire someone for not performing? | don’t know, you
know. Thisis not the private sector. Through al of this, thisis not the private sector. We live in a different
world.

Tom was asking me at the break, you know, one model’s a politica model, the other one is an economic
model. Welivein ahybrid mode, flat out. So you can't take everything that happens in the private sector
and apply it directly. Becauseit is not a comparable environment.

But | can tdl you if you get people the common data in an open and integrated architecture where people see
things. Trust me. People start behaving differently. When information is power and | get to have my mode
over here and you get to have your model over there and you' re discussing models with the senior executives
and you're talking about $70 million on a $300 billion budget, you know. Entropy has won.

So, you may see a... | would say the new mode actually increases accountability because it sayswho'sline
and who's 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: | am very pleased to see that the council isfocusing on personnel, particularly note civilian as well as
military. We know that a substantial portion of our workforce is going to be able to retire shortly. But those
people got their experience and expertise by coming up through a system. I’m very concerned that when this
processisalargely out sources, we' re not going to have any sources, those senior managers. Because we're
not going to be able to hire (inaudible)

A: On that point, I'm not suggesting you out source everything. 1’m suggesting ...

Q: Any area where you do out source (inaudible) for the government when there are no entry level
positions in the government anymore, that’s tough.

A: | think there will be plenty of entry level positionsin the government. The question is ...
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Q: Not in somefields. If DFAS is successful, there will be avery small headquarters that is largely
setting policy and buying contracts. And somebody’ s got to be the smart buyer. If you have nobody who
understands the processes for which they’re buying ...

A: The processes of accounts payable and checking cutting? | mean, those are not ... | will contend you
can get people who know how to do that or you can train them to do that. 1’ m not sure those are inherently ...
the way Defense does them ...

Q: You're going to find it's going to be a lot harder to hire senior managerial accountants when there
are no junior accounting positions in the department anymore.

A: You may. One of the things you may have to do is pay people differently. You may have to seek
relief onthings. | mean, it doesn’t suggest that at the end of the day that you can get what you want and
continue to live in a sort of compressed ...

Q: I’'m not saying this is an argument for not out sourcing. But I’'m saying people have got to take on
the big problem of where we're ... how we're going to get the people we do need in a competitive
environment. And right now if we don’t grow them, it very hard to get them to come in from the outside.

A: But I'll also contend, Debbie, that we don’t necessarily grow people very ... we grow ... we get lucky
by the people we' ve grown, dl right? We don’t grow ... the military grows people to a lesser extent. But
they conscioudy think about someone's career and where they want them to go. Some of them get more
attention than others. We 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 grest tools available in the private sector that we can go get and implement if we're
serious about it. And we need to do that with the next generation. Or else they’re going to be loss in the sea
of what to do.

Q: The other problem that | think this group will have to think about is one of scopein these IT projects.
| think we'd all agree that a single solution would be just peachy keen if we could doit. But I’ ve been
watching the people who are trying to consolidate military personnel systems. And there was a clear
direction from Deputy Secretary White in 1996 to go forth and build a new system based on a commercia
product. And that program hasn’'t made it to milestone two yet.

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

Q: We 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 milestone two before you can even start doing what you' re suggesting.

A: One of my favorite stories from the SEC ... and I'll tell one story out of school was a meeting on the
financia systems modernization that we went to where the team that’s working on it was presenting to the
senior executive council. And all of them had put ERPs into their companies or ERP like entities, but
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integrated information systems. And they dl said, look. Pick one. You know, pick one. Tell uswhich one
you want it to be. Y ou’'ve got awindow of two to four years that we' re going to be in existence.

When one of my senior people or junior people comesin and tells you the excuse as to why they’re different
and they can't live inside that system, send them to me. I’ll listen to them. If they come up with anidea ... if
they come up with areason why they’re different that’s different than any other reason | have heard before,
I’ll pin agold star on them. I'll pat them on the back and I’ll say thank you very much. Now go do what
they want you to do.

If you'regoing to gotoit ... | would agree with you. No one has thought about an integrated information
system on the scale of the Department of Defense because there is not scale like this, al right? Thereisno
scalelike this. But at the other end of the spectrum if you try to think your way through every element of the
details of that, you'll never go anywhere.

And 0 there's a balance between those two. | don't know ... I'm not smart enough. I’ m not 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 long and way too hard. And so | challenge you to ride that balance.

And in most cases, the current ... and | went through this battle with International Paper trying to think about
implementing SAP when | was at the line level running abusiness. | was asked my opinion. | should never
have been asked my opinion. If the Chairman had made a decision he wanted integrated information
architecture and that was the way we were going to run the company, we were going to integrate other
companies through it, | should never have been asked my opinion. So | sat there and said I’ ve got to get ...
I’ve got to get smart. I've got to figure thisout. 1t took me six months to figure out that | never should have
been asked.

And so that example suggests we want to go to an integrated information environment and we think it's
technically feasibleto do on ascalelikeours ... and | can’'t answer that if. But if we decided, we shouldn’t
ask people. We should tell them to implement. Because it is one of those theological divides that you've
just got to get over and go do. | mean, that waswhat | ... you' ve been through it alot more than | have. But,
yeah, | mean, you've just got to decide you're going to go. And then ruthlessly implement it. And thisis
where it will be hard in this environment. 1f someone 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, (inaudible) as a matter of fact by everybody and his uncle to go do
this. But there is not that person who can now say you're aroadblock. Get out of my way. And if the
management council wants to work on a problem, they need to work on that one. They’ve got to be willing
to give somebody or the SEC ... they’ ve got to be willing to give somebody the authority to enforce it.

A: We changed the names to protect the innocent by the way.

Q: Whatever they're called. | mean, | think that’s going to be one of the biggest problems here because
... | mean, there isn’t anybody with the authority. And therefore, people who wish to drag their feet can drag
their feet interminably. And every time a new action officer comesin, you get the same old questions and
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you go back to square one. And somebody’s got to make that quit. Thisis the administration that might be
willingtodoit. Sol wishyou luck.

Q: You indicated that (inaudible) | noticed that the Secretary (inaudible)

A: It'savery smple decison. The decision goes like this. If you've got everybody in the Department
of Defense who is at the senior most level on really important functions or lines and that was the way you
drew the line, then the SEC would look like the old BRBs. And everybody would have somebody with
them. And no one would ever talk about anything.

So I'd suggest you' ve got to draw aline somewhere else. A line that was drawn was executive level two and
higher. And it was the senior most decision makers who are going to be at the table. Now, Chu comesto a
third of the meetings. He comes everywhere he'sin. They get invited into what' s relevant.

But one of the things | learned the last time around is if the table gets bigger than about seven or eight people
... and really even smaller than that ... nothing happens. Because you start getting yourself into these set
pieces because we live in ahybrid political economic environment. Y ou get yoursalf into these set pieces
and you can’'t have people sort of hammer ... these are hard, hard decisions. You know, where they’re going
to decideto finally put their energy, there’ s alimited set of placesthat 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. Dobbs
not happy. | mean, | hear this all the time.

Q: (inaudible)

A: Anyway, I'll stick around asmuch as| can. | do want to say on behalf of the SEC, thisisaredly
critical area. | didn’t get to the last three dides, but you would see that agencies and thinking through roles
and missions and figuring out where we' re going to spend our management capital not to mention dollarsisa
redly critical issue that these folks are redly ... they redly want to drive.

There saredlity though. | work for six people, six SECs. You're looking 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 | encourage the group as you sit and work on these issues, start thinking about ... | mean, propose hard
changes. They’'re willing to deal with them. They can only get so many done themselves. And so my
advertisement is you' ve got a window in which a group of managers is willing to address the issue.

Whether they’ll get all the way there, Debbie, to driving it through, | don’t know. | mean, we'll have to see.
They're fighting awar. They’re doing some other stuff too. But there are ... of the six people, you' ve got
five people who have ... you have six people who have significant Defense Department experience and
you've got five of them who also have very significant business experience. It's an interesting placeto try to
make some of these changes. End of the commercia. Thanksalot.

(END OF TAPE)
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