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Creation of the 
Military Industrial Complex

“Until the latest of our world conflicts, the United 
States had no armaments industry.  American 
makers of plowshares could, with time and as 
required, make swords as well. But we can no 
longer risk emergency improvisation of national 
defense. We have been compelled to create a 
permanent armaments industry of vast proportions. 

… In the councils of government, we must guard 
against the acquisition of unwarranted influence, 
whether sought or unsought, by the military-
industrial complex.”

President Dwight D. Eisenhower's 
Farewell Address to the Nation
January 17, 1961



The Air Force must negotiate better business deals to help control 
ram costs and improve acquisition execution. This can only occur if our 
makers possess a robust comprehension of business intelligence 
a solid understanding of our contractors and how they conduct 
ness. The goal is to help Air Force acquisition professionals 
erstand what motivates our industry partners and how to use those 
ivations to incentivize cost-effective program execution.

The Air Force will enhance the business intelligence and business 
men of the acquisition workforce and develop infrastructure, tools and 
niques to help them negotiate better business deals.

SAF Acquisition Continuous Improvement Plan 2.0
-- 22 June 2012 --



Some Things to Consider In…
efense Finances and Wall Street
equestration and the Defense Industry

– Cash holding
– Revenue and profits
– Cost cutting
– Supplier base
– Consolidation
he Defense Industry and You
– Costs and rates
– Bidding (from the ground floor perspective)
– Scheduling
– Continuous Improvement
– Teaming relationships
houghts on what you can do
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Sequestration and the Defense 
Industry



Cash Holding



Cash Flow

Cash flow is the heartbeat of every business

Cash flow is NOT profitability

Cash flow IS the ability to meet 
financial obligations

Did you know?

The number one cause of business failure is 
poor cash flow



Revenue and Profits

Sequester Sinks In, Extent of Fallout Unknown
National Defense – August 13, 2013

“I’m still waiting for the other shoe to drop,” said Tom Captain, leader of the aerospace and defense sector at 
Deloitte. Remarkably, the revenue statements of major U.S. defense firms have not yet reflected the 
draconian sequester cuts. Because firms have been slashing costs for the past two years, they continue to make 
profits.

Defense Industry Profits Are Not Impressive
Forbes – July 24, 2013

ggest players … reporting second-quarter results, industry seems to be performing better than expected … sales are 
ng, but profits are not. This looks like one of those times when revenues are a leading indicator and returns are a 

indicator With the whole sector heavily dependent on a part of the federal budget subject to legislatively



=% change in DJIA Stock Prices =% change in Raytheon Stock Price 

Industry Motivation

Raytheon missed its sales 
projections in 1999 and stock 
prices dropped from over $60 
per share to under $20 in a 

matter of weeks.

Industry is motivated to meet or exceed 
its forecasts and avoid surprises to 

stakeholders.  Shareholder value and 
company equity is at stake every quarter 

when earnings are reported.  



Budgets and Stock



Cost Cutting

The Sequester Will Lift, Not Cut, Defense Costs
National Journal – July 30, 2013

s have been tough for Pratt’s 140 suppliers. They must make up-front investments to buy equipment and test products 
get paid until their customer buys their goods. And Pratt can no longer guarantee that demand. One company had 
a larger building to help support the engine and other materiel it sells to Pratt, but, expecting sequester-induced cuts, it 

yed hiring skilled welders and engineers to fill that space for up to a year. Another company announced the closure of 
acility because of the spending cuts. Roughly one-third of Pratt’s small-business suppliers make mostly military 
 “Obviously, their livelihood is at risk.”  One subcontractor, New Hampshire Ball Bearings, was counting on the rise of F-
ction just to break even after it lost business from the older fighter jets it served. But NHBB is in a “cautious frame of 
t now,” says Jim Geary, VP of sales. The company put off for at least six months the decision to buy grinding 
s it needs. If business declines, Geary hinted at possible layoffs. “We have to consider whether the workforce is aligned 

needs.”  If the Pentagon does pare back one-quarter of its F-35 purchase this coming year, Faustson Tool would lose 
mately $200,000”—enough to preclude buying any more equipment to support the program. The company has 
rimmed down. Six years ago, it bought a 17,000-square-foot building to prove it could house the milling machines to meet 
s needs. The facility sat vacant as Faustson struggled to meet the demand for price reductions from its customer, Ball 
ce and Technologies, after the large orders that Ball—and ultimately, Lockheed—had promised never materialized. 
st year, Faustson put the building up for sale.
s ago, Ball also invested in a new aerospace manufacturing center to support the F-35 and other growing programs. “If 
ation hits all the programs like it’s bound to there’s a probability that facility is going to go underutilized ” Ball’s



Cash Generation and ROIC



The Supplier Base

Nonchalance About Sequester Causing Frustration in Defense Industry
National Defense – May 7, 2013

small businesses are most definitely feeling the bite, said Tom Lederle, NEST Energy Systems … “The majority of 
businesses being hurt are small. Big companies slow down hiring or delay research-and-development projects,” 

all businesses don't have the ability to make changes.” … many small business executives were caught unprepared 
the sudden drop in defense work, and are now barely hanging on. Technology firms are especially affected 

cause they are not able to retain skilled workers. “If this goes on much longer, some places will lose their best 
ople,” he said. “We … started redirecting our efforts to commercial buyers.”

U.S. Budget Cuts Squeezing Smaller Defense Firms
Reuters.com – 5 September 2013

ll companies don't have the same access to capital, they don't have the strong internal financials," Marion Blakey, AIA 
up "We've had a couple say that they are going out of business " BAE Systems has already stepped in to acquire
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Consolidation 

Defense Consolidation: Who Gets Bought First?
Forbes – June 24, 2013

biggest defense companies have been planning a long time for this day, cutting costs and streamlining 
ations. Now they are buying back stock and trying to keep dividend yields above 3% so that investors stay 
ged. But if interest rates on ultra-safe Treasuries keep rising and sequestration forces the military to carve another $50 
n out of next year’s budget request, then companies may have to do something more strategic. Like merging.

Defense Industry to See Smaller Mergers
National Defense – April 2013

e failed merger between BAE Systems and EADS, it’s likely there will be few “mega-mergers” of large defense 
ors in the coming years … Instead, largest prime contractors will try to diversify their businesses by picking up small or 
companies that do commercial non-defense work or specialize in high-priority defense needs …“Most of these 
es are sitting on record amounts of cash They’ve all generated healthy cash flow over the last several years”



Consolidation from 1993 to 2007



A Look Ahead to 2014
r a Tumultuous Year, Can Defense Industry Get Back to Business in 2014?

National Defense – December 2013

e of the Bipartisan Budget Act of 2013 has given the defense sector a temporary reprieve. After turbulent cycles in 2012 
3, federal appropriations in 2014 and 2015 will stay relatively flat, and Congress is signaling that it will not allow the 
ent to be shut down by acts of brinkmanship.”

of facing a 6 percent drop in 2014, the budget bill trims 2014 spending by 1.2 percent from 2013. Under the agreement, 
and 2016 budgets will drop slightly in real terms … But any hope for the end of sequester must be buried .. Rep. Paul 
Wisc., pointed out that 92 percent of the sequester will remain in place

tical paralysis and ensuing budget crises that began in 2011 have taken a toll on procurement programs, and it could be 
me before predictability returns to the defense business.”

defense industry can return to a more predictable business environment, officials said, buyers and sellers will need to 
actured relationships. Tensions have worsened over the past several years as spending plunged and mistrust ensued.”

ore of government-industry mistrust is a belief among contracting officials that prime contractors and their suppliers 
ge for overhead expenses.

ore of government-industry mistrust is a belief among contracting officials that prime contractors and their suppliers 
ge for overhead expenses.

Charles R. Davis, military deputy at the office of the assistant secretary of the Air Force for acquisition, said fences 
mended. “We are very poor on the military acquisition side about understanding the drivers in the business discussion 

otiation timelines are unsustainable … “The Air Force on average loses between $200 million and $600 million of its 
ppropriated budget because of “under execution,” said Davis.

are for the future, the defense sector soon has to find ways to stem the brain drain, a crisis that has been predicted for 
mart young people don’t want to work in an environment filled with inertia and no ability to stay current and on the 
 edge”

budget agreement in place and the prospect of two drama-free fiscal years, defense industry has reason to be optimistic. 
sector is still in for painful retrenching. Defense and aerospace firms have shed at least 160,000 jobs over the past five 



The Defense Industry and You



Costs
Direct vs. indirect costs
– What’s driving indirect costs?  What about that mandatory 

“FOD” training? 
– CAMs only control direct costs – at mercy of indirect
– Direct on Indirect (DOI) – not a good thing!

Recurring vs. non-recurring costs
Is reliability and/or maintainability a design priority?
Is producibility a design priority?
Dieting can be very expensive!
Delay and disruption are expensive!
– Lay-offs cost more than you think

Sequestration – what about the business base?  What 



Rates
Indirect cost pools
– Overhead, e.g., Supervision, Engineering, Mfg, Facilities
– G&A, e.g., accounting, legal, HR, executive

Allocation bases – direct costs/hours related to pools\

Pool
BaseRate =

What are the detriments and benefits to increased direct costs (i.e., more 
engineering hours than anticipated) on a CPFF contract?  

What if another program cuts production in half, or delays R&D?  



Bidding a Job

From Business Development’s perspective … 
conservative or aggressive? Why?
From functional’s perspective … conservative 
or aggressive? Why?
– Historical costs – analogy and /or actuals
– Lot size?
– Learning curve?
– Management challenge?

So, who wins, BD or functional?



Scheduling

Does your contractor understand their schedule?
Schedule Performance Index (SPI) not enough
– Need IMS and understanding of critical path
– Remember the evils of DOI?

How are schedules developed?
– Traditional – extra fluff? Why?

• Watch out for Parkinson’s Law
– Critical Chain



Continuous Improvement

Lean Enterprise
• Reduce waste
• Reduced flow time

Six Sigma
• Reduce Variation
• Uniform process 

output

Theory of 
Constraints
• Manage 

Constraints
• Fast Throughput



Continuous Improvement

Cultural

TacticalStrategic



xcerpt from Winnie-The-Pooh by A.A. Milne:

Here is Edward Bear, coming downstairs 
ow, bump, bump, bump, on the back of his 
head, behind Christopher Robin.  It is, as 

far as he knows the only way, but 
sometimes he feels that there is another 
way, if only he could stop bumping for a 

moment and think of it.

DON’T BE A POOH!!!
Stop Think and Find a Better Way



Continuous Improvement
-- Cultural Things to Look for --

Are they motivating their employees?
– The “Walk of the Living Dead” aka the “Pentagon Stare”
– Rewards and Recognition

• Are they better at catching people do things right or wrong?
• Are their EOM/EOY plaques up-to-date?
• Achievement Awards/On-the-Spot awards timely?

– Employee Turnover Rates
Customer-focused?
– Internal, as well as external

• Do they know who their internal customer is?  External?
• Do they treat them like a customer?

– Evidence of who their external customer is?
The Speed of Trust
– Study estimates $100B spent on oversight with $20B in 

unneeded administrative burden



Continuous Improvement
-- Strategic Things to Look for --

S: Safety, Sort, Set, Shine, Standardize, Sustain
– Would you be proud to walk a customer through this facility?

Point of Use
– How much effort is made to ensure the “value-adding person” 

has everything readily at their disposal?
– Is there a morning “tool train”?

AQS: Feedback and Corrective Action
– Two Whys or Five Whys?
– How will you know?
s there a sense of urgency?



Continuous Improvement
-- Tactical Things to Look for --

What’s being measured? (You are what your measure!)
Are critical processes value stream mapped? By the people doing 
he work?

Are work samplings or time studies being conducted?
o employees understand the processes that effect what they do?

Are there processes?

Productive Work - Aircraft Work
30.17%

Productive Work - Bench Work
19.49%

Supportive Work - Give and 
receive instruction 

11.43%

Supportive Work - Minor 
contributory 

4.26%

Supportive Work - Computer Work 
6.35%

Non-productive Work - Travel 
empty handed 

4.33%

Non-productive Work - Gather tools 
and material outside work area 

4.56%

Non-productive Work - Idle
2.17%

Non-productive Work - Waiting
5.53%

Work Sampling Breakdown



Teaming Relationships

Program Management 
Office

Defense Contract 
Management 

Agency
Defense 

Contractor

Program 
Management

Financial 
Management

Contracting

Production

Manufacturing

Engineering

Program 
Management

Financial 
Management

Contracting

Production

Manufacturing

Engineering

TRUST? TRUST?

TRUST?



What can you do?
nderstand what’s going on at the entire site, not just your program
What motivates your direct counterpart?  What can you do to make it a win-win?
CAMs may be able to control direct costs, but rate increases driven by decreased 
base much harder to control
f there’s a general slowdown in the factory, expect direct costs to rise as well as 
ndirect costs

uild a relationship with DCMA
ewards and recognition aka “Trust and Appreciation”
Compass Call tour
Distribute RMOs, give pats on the back, learn some names, shake some hands, etc
Build trust
Be there!  Early and often
on’t celebrate (or allow others to) the contractor’s failure
 involvement – be part of the solution

Compass Call Shakes process



Questions?

ve Riel
essor of Acquisition Management, DAU/MW
781-1060
d riel@dau mil



Back-ups



Trust Speed
Cost



What Elements Constitute Trust?

Character

Consequences

Competence

ntegrity

Intent

Capabilities

Results

My life is an indivisible whole, and all my activities run into one 
another my life is my message
can judge a person’s character by the way he treats people who can’t help him 
rt him
omplacent company is a dead company.  Success today requires the agility 
rive to constantly rethink reinvigorate react and reinventever confuse activities with accomplishments.



The Thirteen Behaviors of Trust

1.   Talk Straight

2.   Demonstrate Respect

3.   Create Transparency

4.   Right Wrongs

5.   Show Loyalty

6.   Deliver Results

7.   Get Better

8.   Confront Reality

9.   Clarify Expectations

0.  Practice Accountability

1.  Listen First

2.  Keep Commitments

3 Extend Trust







The 5 Whys 
-- An Example --

Why?
Jefferson Memorial is deteriorating

Too much washing

Excess bird droppings

Lots of spiders to eat

Lots of gnats to eat

The lights are on all the time

Why?           

Why?

Why?

Why?



EVM/IMS Analysis Example
-- REDI_DO_055_201 --





Complete = BCWP/BAC = 28134/92726 = 30.3%

Spent = ACWP/BAC = 23941/92726 = 25.8%

Scheduled = BCWS/BAC = 29013/92726 = 31.3% 



CPI = BCWP/ACWP = 28134/23941 = 1.18
SPI = BCWP/BCWS = 28134/29013 = 0.97



SPI=0.96

SPI=0.98
SPI=0.98



SPI=0.98

SPI=0.86

SPI=0 93



SPI=0.86

SPI=0.90



EVM Analysis
Which elements do we want to look at?
– Core Processing, Mission Avionics, Vehicle Management, 

Aircraft Utilities
ow far behind are we? What does “$601K” behind 

mean for core processing?
– Burn rates





EVM Analysis
Which elements do we want to look at?
– Core Processing, Mission Avionics, Vehicle Management, 

Aircraft Utilities
ow far behind are we? What does “$601K” behind 

mean for core processing?
– Using burn rates:

• Core Processing – approx. 2 months behind
• Mission Avionics – approx. 1 month behind
• Vehicle Management – approx. 2 months behind
• Aircraft Utilities – approx. 2 months behind

What other questions can you ask based on the 
urrent data vs. cumulative schedule variance?







EVM Analysis
What other questions can you ask based on the 
urrent data vs. cumulative schedule variance?
– Are you adequately manned for the task? Aircraft Utilities? 
– If so, is there some task that’s behind that’s not allowing you 

to make adequate progress?
Where’s the first place to look for answers?

– Format 5 of the CPR





EVM Analysis
What other questions can you ask based on the 
urrent data vs. cumulative schedule variance?
– Are you adequately manned for the task? Aircraft Utilities? 
– If so, is there some task that’s behind that’s not allowing you 

to make adequate progress?
re any of the “behind tasks” from the “behind 
reas” on the critical path?
– What do we need to analyze to determine this?

That’s right!  The IMS















MS Project and Critical Path

Type “Critical Path” into 
“Search Help”


