Defence Acquisition Symposium

“Partnering in the context of Defence Industrial Policy & Strategy”

Wednesday 7th September 2005

Royal United Services Institute

Thank you for the opportunity to speak to you today.  My objective is to give you a Managing Director’s view of DPA Policy on Partnerships.

The underlying objectives of MoD’s Industrial Policy…predictable execution, 20:20 visibility into program status, and programme flexibility are founded on a trusting relationship between all stakeholders…the users, DPA and industry.  If we work together we win.

Last week my daughters…aged 19 and 22…returned to college.  When I questioned the financial burdens of sending two girls to very expensive private institutions my older daughter answered back by saying…Dad, it’s a partnership.  She went on to explain that ….  First, Expectations and end objectives are clearly spelled out and understood…which translates into my knowledge that both girls will blow through their allowance by November 1… Second, financial conditions are well established...and this means that both girls have no problem spending Dad’s money as long as they can announce great savings on the sales tag… Third...reporting is clear…they go to Mom to ask permission when they know I will say no…and finally, everything is based on honesty and trust….and I honestly trust that this year will be different from the last.  

I’d like to offer a perspective on Policies that affect Industry – Government relationships.  

First, I agree that partnerships must focus on common objectives, most of which are laid out in Policy Paper 5.  Partnering is all about 

1. …equipping our Armed Forces efficiently with the tools they require
2. … project performance – we work as a team to ensure that reliable and supportable equipment is developed and delivered within time and price constraints
3. …it’s about maximising economic benefit to the UK from defence expenditure, by the development of technological skills, the creation of intellectual property, and an increase in the investment in the UK industry derived from exports.

4. …And…ensuring that the best value for money solution for the Armed Forces and for the taxpayer can be identified through competition, partnering, and non competitive procurement.
The policy also aims to sustain an environment that enhances the competitiveness of industry.   I believe this is an aspect worth dwelling on.   It’s clear that a strong and vibrant industrial base in the UK is more competitive, more agile and flexible, and capable of supporting all of the DPA’s procurement goals and operational requirements.  

So…what we are looking for is a strong and vibrant industrial base….While we read about companies that fly to industry leading positions overnight, the truth for most of us is that world class benchmarks take time, money, intellect, and perhaps a little bit of luck.  Company strategies have to take a long term perspective in overall focus; because…success builds upon success, and the plan evolves over time. Our goals are to achieve technical excellence in specialized areas, to bring products and services to market at the right time and place, to size a workforce be lean and competitive, and to structure a business to achieve world class levels of performance.  I’d like to tell you that we make all of our decisions with long term view in mind.  The truth is…for everyone that runs a business…monthly sales, cash, and op profit are paramount.  Our shareholders demand performance on a quarterly basis.  Their report card is clear and instantaneous…if we are doing well the values of our shares increase…if we fail…the market reacts.  

I don’t believe that the share price of a particular company should be a DPA concern, but I believe Defence Industrial Policy can improve the level of the playing field for British companies, thereby improving the health of the industry.  In particular, information on MoD budgets and priorities—especially for new starts – is plagued by delays, cancellations, and last minute change.  I advocate policies that at least give industry leaders heads up on what’s happening.

Let me give you a picture of what goes on now.  Every company has a strategic planning process.  We go through a disciplined schedule to assess the market and shape our plans to address relatively specific opportunities that are projected by the MoD.  By November we lock down an Annual Operating Plan which includes a finite list of investments in people and technology.  If we are right, ITT’s show up on time and we enjoin the competition.  If we are wrong…if the MoD delays the program or eliminates the budget at the 11th hour…we are left with little to show for our investment.  

We all understand the nature of the Defence and Aerospace game in the UK, so this is not a whinge.  But think about it… If a company goes out and spends money on technology for a program that never happens…there is an opportunity cost for the MoD.  Wouldn’t it be better if that money was spent on something that either advanced a competition or –better still – found its way into the user’s hands.   If a company misses quarterly earnings because of delays or slips in a program and has to lay off staff that could help the MoD, there is a loss of intellectual capital that is felt by both industry and government.   

Thus, I recommend changes in acquisition policy in this area.  There’s an enormous two-way benefit if the MoD’s budgeting process was opened up and information about program spending was made available to the contractors in the affected sector.  It is not that difficult a concept to grasp and there are many countries that openly share financial data on programs and initiatives, these give us a good litmus test.  The information shared by MoD to industry would include financial plans, approval status, timing, and relative priority.  More important, when problems arise…we’d get early warning.  Armed with this information, industry can be a better partner to the MoD.  We can develop technology strategies to address the most urgent needs, human capital is not wasted, and overall industrial strength is improved.  The MoD becomes more predictable customer, industry is better motivated to invest with greater lead times, and the quality of competitive solutions is improved.    

Let me go back to the key points in Policy Paper 5.  First --policy is founded on the importance of equipping our Armed Forces with the kit they require – We all benefit when Company Investments are harnessed by the user and address the most important priorities…and…it is never efficient to waste anyone’s money…especially in an era of ever-tightening acquisition accounts.  Second – policy is based on maximising economic benefit to the UK through the development of technological skills, the creation of intellectual property, and an increase in exports.  The rationale is the same – we need policies that strengthen the product portfolios of British Defence and Aerospace companies and allow us to compete in a brutally competitive global environment.  Finally, policy is based on ensuring the best value for money solutions for the Armed Forces.  If you want best value for money you need a predictable marketplace.

If I am advocating that MoD opens its books, I also advocate that industry do the same …Openness in our financial relationship is a two way street.  It’s a partnership…and understanding things from each others perspectives is essential.  As we’ve discussed…Industry needs to understand the macro-level budgets at MoD because this information gives us the tools to make better informed decisions and ultimately lowers our risk.  Concomitantly, MoD’s greatest risk with industry is at the program level…because program overruns are killers.  DPA discusses risk in terms of schedule and performance…however; money – specifically the size of the management reserves on programs – needs to be added to the equation.  Industry needs to open its books.  Once this is accomplished, decisions on the use of program reserves can be jointly managed by the DPA and the contractor. At the outset of a contract there needs to be a decent risk reserve budget – sometimes as high a 20% for a big program.  Why?  Even the best programs stumble.  When problems raise their ugly heads… we assign people to find the root cause and address the problem. These people – be they subcontractors or employees – cost money.  If program reserves erode, a company loses its flexibility to react and these financial conditions affect behaviour.  The answer is complex, but cooperative financial management of programs is at the heart of the partnership discussion and therefore part of the answer.  A better way of doing business…of managing program risk…is to disclose program accounting…particularly reserves.  This is the only way you can have all the information on the table for good decisions between government and industry…including the cost of corrective action and the resultant size of the management reserve.  I’ve seen this work on several major programs…it creates a different leadership culture on both sides of the table…decisions are better informed and understood by all stakeholders.  This can be a cornerstone in risk management of DPA programmes.

To recap, I recommend we think about policies whereby both MoD and Industry open up their budgeting and financial processes, subject to proper controls. Once we are in synchronisation, we can make better decisions; improve the competitiveness of our industry…and affect the long term health of the British Defence and Aerospace marketplace. If it is done right, financial openness between supplier and customer can deliver a win-win scenario for everyone involved. At a time when budgets are under pressure as never before, we have both an opportunity and a need to work together to make change happen and deliver acquisition policies that affect the bottom line…industry and government.
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