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“What can we afford?”

“Our industry partners provide the Navy and the Marine Corps the most capable

ships, the most capable aircraft and the most capable weapons systems the world has 

ever known…….But the issue is not the complexity, the issue is not the 

skill the issue is affordability What can we afford? As complexity has grown so hasskill, the issue is affordability.What can we afford? As complexity has grown, so has 

the price.  And it has grown at a rate faster than the top line that we have, a rate faster 

than inflation, a rate faster than anything, frankly. We have to do everything in our 

power to control those cost. And I’ll repeat, if we don’t do something now, wep p g

won’t be able to build the fleet that we have to have in the future.” 

Remarks by the Honorable Ray Mabus, Navy League Sea-Air-Space Expo - 5 May 2010
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We simply cannot afford to do business the sameWe simply cannot afford to do business the same



Shipbuilding Procurement History
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How are we going to buy ships more efficiently?How are we going to buy ships more efficiently?

( $ ) p y p



“What makes a difference”

“…Defense Secretary Robert Gates announced he wanted to find $100 billion in overhead savings
over the next five fiscal years, starting in fiscal year 2012”

What makes a difference

“…Pentagon officials have created five teams to lead the effort to improve efficiency across the 
Defense Department...each team will work on a different area that the Pentagon believes can lead to 

t i th ff d bilit i ti t t t t i d icost savings….those areas are affordability, incentives, contract terms, metrics, and service 
contracts.”

“…for incentives, the question is what will really make a difference to the contractor.”

“…One of the things we were talking about was it might not necessarily be a concern as to how 
much profit a contractor makes as long as the cost to the government is lower, the product is 
better and more s stainable”better and more sustainable”
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What are the levers to motivate industry performance?What are the levers to motivate industry performance?



Defense Industry Executive Compensation

Purpose of Executive CompFinancial 
M t i

Strategic Factors

l Purpose of Executive Comp

•Successful accomplishment of business goals 
in both annual operating performance and the 
achievement of increased shareholder value
produce individual rewardsS k P i

Metrics Operational 
Factors

Customer 
Satisfaction

People Management

DEFINITIONS

FINANCIAL – OPERATING PROFIT, SALES, CASH FLOW, ROIC / EVA

produce individual rewards. 

•Compensation will motivate and reward 
executives for delivering operational and 
strategic performance to maximize shareholder 

Stock Price People Management

, , , /

STOCK PRICE – TOTAL SHAREHOLDER RETURN INCLUDES STOCK PRICE APPRECIATION PLUS 
REINVESTED DIVIDENDS

STRATEGIC – BUSINESS GROWTH, NEW CONTRACTS (WIN RATE), PROTECTION OF EXISTING 
PROGRAM FUNDING, ACQUISITIONS, ENHANCEMENT OF CORPORATE REPUTATION

OPERATIONAL – COST CONTROL / PRODUCTIVITY, LEADERSHIP INITIATIVES, QUALITY

value and demonstrating the Company’s values, 
behaviors, and leadership competencies.

•Promote recruitment and retention of 
exceptional talent, to encourage behaviorOPERATIONAL  COST CONTROL / PRODUCTIVITY, LEADERSHIP INITIATIVES, QUALITY 

MANAGEMENT, ETHICS, ENVIRONMENTAL COMPLIANCE, LABOR RELATIONS, SUPPLY CHAIN 
MANAGEMENT

CUSTOMER SATISFACTION – EXECUTION OF CRITICAL PROGRAMS, REALIZATION OF 
AVAILABLE AWARD FEES

PEOPLE MANAGEMENT ‐ ATTRACTION / RETENTION OF TALENT, LEADERSHIP DEVELOPMENT, 

exceptional talent, to encourage behavior 
critical to the long term success of the 
Company, and to maintain a direct link between 
pay and individual performance.
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SKILL MIXES, DIVERSITY

Industry heavily incentivized to achieve financial goals and shareholder valueIndustry heavily incentivized to achieve financial goals and shareholder value



Big 4 Stock Prices Historical Trends 
(updated 9-09-2010)

SPADE Index S&P 500 Index General Dynamics
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Despite poor performance on major Navy ProgramsDespite poor performance on major Navy Programs
stock prices continue to outperform the S&P 500stock prices continue to outperform the S&P 500



Closing the Gap

S EC N A V :   ".. .th er e  is  a  l im it ed  u nd ers ta n d ing  w it h in  th e D e pa r t m e n t o f D e fe ns e  o f 
ho w  bu s in es s  op er at es , ho w  it  res p o nd s  to  c o m p eti tio n, an d ho w  it  is a f fec te d by  
W a l l St ree t’s e xp e c ta tion s T h e re a s on s for th is l im i te d un de rs tan d in g are n ot

S EC N A V :   ".. .th er e  is  a  l im it ed  u nd ers ta n d ing  w it h in  th e D e pa r t m e n t o f D e fe ns e  o f 
ho w  bu s in es s  op er at es , ho w  it  res p o nd s  to  c o m p eti tio n, an d ho w  it  is a f fec te d by  
W a l l St ree t’s e xp e c ta tion s T h e re a s on s for th is l im i te d un de rs tan d in g are n otW a l l St ree t s  e xp e c ta tion s .  T h e re a s on s  for  th is  l im i te d un de rs tan d in g are  n ot 
d i ffic u lt to  d is c ov e r .  

In t ere s ting ly ,  ind us try  d o es  un de rs ta nd  th e D e pa r tm en t o f the  N a vy .   In d us try  h i res  
ou r  a lu m n i,  a nd  ru ns  a n ex t en s iv e  a nd  e f fec t iv e  in te l lig en c e c o l le c tion  e ff or t  ta rge ting

W a l l St ree t s  e xp e c ta tion s .  T h e re a s on s  for  th is  l im i te d un de rs tan d in g are  n ot 
d i ffic u lt to  d is c ov e r .  

In t ere s ting ly ,  ind us try  d o es  un de rs ta nd  th e D e pa r tm en t o f the  N a vy .   In d us try  h i res  
ou r  a lu m n i,  a nd  ru ns  a n ex t en s iv e  a nd  e f fec t iv e  in te l lig en c e c o l le c tion  e ff or t  ta rge ting
us .  B u t t h e D e p a rtm en t ’ s ac q u is it io n  p r o g r am  m a n a g e rs  d o  n o t  h a ve  a n  i n -
d ep th  u n d e r sta n d in g  o f  h o w  i n d u str y  o p e r ate s, an d  th e  D e p a rtm en t as  a  
w h o le  d o es  n o t ac t  s tra te g ic a lly  in  d e ali n g  w i th  in d u s try .  It is  v e ry  d iff ic u lt  f o r 
go v ern m e nt  to  h ire  fro m  in d us try , p ar tic u lar ly a t th e m ore  s e nio r le v e ls .  
F ur t he rm o re w e d o no t p ro vid e the e x pe r ie n c e s o r tra in in g to o ur u ni fo r m e d

us .  B u t t h e D e p a rtm en t ’ s ac q u is it io n  p r o g r am  m a n a g e rs  d o  n o t  h a ve  a n  i n -
d ep th  u n d e r sta n d in g  o f  h o w  i n d u str y  o p e r ate s, an d  th e  D e p a rtm en t as  a  
w h o le  d o es  n o t ac t  s tra te g ic a lly  in  d e ali n g  w i th  in d u s try .  It is  v e ry  d iff ic u lt  f o r 
go v ern m e nt  to  h ire  fro m  in d us try , p ar tic u lar ly a t th e m ore  s e nio r le v e ls .  
F ur t he rm o re w e d o no t p ro vid e the e x pe r ie n c e s o r tra in in g to o ur u ni fo r m e dF ur t he rm o re,  w e  d o no t p ro vid e the  e x pe r ie n c e s  o r tra in in g  to  o ur  u n i fo r m e d  
ac q uis it io n pro f es s ion a ls  t ha t w o uld en ab le  t he m  to fu lly u n de rs ta n d o r  a nt ic ipa te  
in du s try .  N e i the r  g ov e rnm e nt no r  b us ine s s  c an  e ffe c tive ly o p e rate  w it h  th is  g ap  in  
the  g ov e rnm e nt’s  a b i l it y to  u nd e rs ta n d b u sin es s ."

F ur t he rm o re,  w e  d o no t p ro vid e the  e x pe r ie n c e s  o r tra in in g  to  o ur  u n i fo r m e d  
ac q uis it io n pro f es s ion a ls  t ha t w o uld en ab le  t he m  to fu lly u n de rs ta n d o r  a nt ic ipa te  
in du s try .  N e i the r  g ov e rnm e nt no r  b us ine s s  c an  e ffe c tive ly o p e rate  w it h  th is  g ap  in  
the  g ov e rnm e nt’s  a b i l it y to  u nd e rs ta n d b u sin es s ."

T he H o nora ble D ona ld C . W i nter,  Sea  A ir Sp ace  Expo , 3 Ap r 07T he H o nora ble D ona ld C . W i nter,  Sea  A ir Sp ace  Expo , 3 Ap r 07
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Acquisition professionals must close the knowledge Acquisition professionals must close the knowledge 
gap of how their industry counterparts operategap of how their industry counterparts operate



DoD/Navy Business 
as percent of Company Salesas percent of Company Sales

The whole is greater than the sum of its parts….The whole is greater than the sum of its parts….The whole is greater than the sum of its parts….The whole is greater than the sum of its parts….
Aristotle 384 BC – 324 BC

2009 Sales Figures for the Top 6 Defense Contractors

* ** **

** Source: Government Executive.com 8/15/2010 (http://www.govexec.com)
* Source: 2009 Company Annual Reports

Navy provides up to 30% of annual business for Top 6 
defense contractors.  Why don’t we have more influence?
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To assert our influence we have to act as a whole (portfolio) To assert our influence we have to act as a whole (portfolio) 
versus a collection of individual parts (programs)versus a collection of individual parts (programs)
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Portfolio Assessment Team

GOALS
• Increase awareness and 

understanding of  
t t ’ d b

Performance
•Leading Metrics
•Cost/Sched

Industry Insight
•Financial Health

•Executive Paycontractor’s and sub-
contractor’s business

• Through strategic research, 
find opportunities to leverage

Strategic Strategic 
ResearcResearc

•Cost/Sched
•Staffing
•Other

•Executive Pay
•Supply Chain

•Other

find opportunities to leverage 
industry data, economic data, 
performance data, and 
lessons learned to reduce 
cost on current and future 
Navy programs

hh

Program Industry 
ExchangNavy programs

• Become an integral part of 
the analysis being used prior 
to and post contract award 

Support Exchang
e

• Evolve into an independent 
and reliable source for 
insightful analysis for our 
customers which will enable

Other
•Root Causes
•Commodities
•Regional Trends
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customers which will enable 
them to take ACTION! •Economic Indicators

TRANSFORMING DATA INTO INFORMATION                 TO TAKE ACTION
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Questions?



BackupBackup
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Big 4 Defense Companies
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Portfolio Analysis Team

Industry/Regional Trends
•Industry growth/ contraction
•Unemployment rates/projections

A comprehensive portfolio analysis capability 
will develop and evolve over time.

LCCE A ti
NAVSEA – “At a Glance”NAVSEA – “At a Glance”

Corporate Performance
•EVM trends
•Leading indicators

•LCCE Assumptions
•Risk analysis
•Contract negotiations
•EVM projections
•Executive Discussions

E A R N E D  V A L U E  M E T R I C S  (D A T A  A S  O F  D E C  0 8 )
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•Leading indicators

Corporate Awareness

O r ig  C B B C B B T A B L R E E A C  C P I

BASE                        
LINE

X% GROWTH X% GROWTH X% GROWTH X% GROWTH

Observations

Key Message

O r ig  C B B C B B T A B L R E E A C  C P I

BASE                        
LINE

X% GROWTH X% GROWTH X% GROWTH X% GROWTH

Observations

Key Message

•Financial Health
•Executive Compensation/Motivation
•Sales/Revenue growth/Profit Margin
•Growth projections
•Active contracts
•Subcontractors

NAVSEA Specific AnalysisNAVSEA Specific AnalysisNAVSEA Specific Analysis

•Subcontractors

A comprehensive portfolio 
analysis will inform 
stakeholders within the 

14TRANSFORMING DATA INTO INFORMATION                 TO TAKE ACTION

N
ow

acquisition and cost 
estimating processes

Key Message to LeadershipKey Message to LeadershipKey Message to Leadership



Navy, Industry and Wall Street Goals

Navy / Congress

‐‐ Customer SatisfactionCustomer Satisfaction

‐ Stable Industrial Base

‐ Fair and Reasonable Contracts

‐ On time, on / under budget,      ‐‐ PredictabilityPredictability
bl fbl f‐‐ PerformancePerformance delivery of desired capability

f

‐‐Measurable PerformanceMeasurable Performance

Industry/Suppliers
‐ Supply Chain Management

‐ Labor Relations

Wall Street
‐ Political Climate

‐Macro Economics‐ Cost Control/Productivity
‐ Company Leadership

Defense 
Spending

‐‐ Healthy Cash Flow Healthy Cash Flow 
‐‐ Stock Price AppreciationStock Price Appreciation

‐‐Strong BacklogStrong Backlog

‐ Business Growth ‐ Revenue Recognition

15

Strong BacklogStrong Backlog
‐‐ Financial PerformanceFinancial Performance


