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erthaps U5 defense contractors should ke chesring the

high price of oil. Whils not directly relevant o thedr busi-

ness mockals, the political and media obsesion with oil

company windfall profits has delayed atention from an

irevitahle ghift o the record profits of deferse contractors
during a pericd of unprecedented cost covsrruns on major weapon
system developments,

That battls is definitely coming and two resulis are certain: the
reaction will b= triggerad more by media acoounts of the problem
than its root cause and the solution will ke politically expedient
rathier than correct. Both can be pre-empied by dusting ofl a previ-
cusly successful solution: FERDCe, Faderally Funded Ressarch and
Development Centers were born in
respomse tooa Cold War threat, The
advantages of thews national asssts have
been lost om a generation of government
policy makers who have accepted the
institutionalization of cost cverruns in
procurement.

Wt cvermuns can ke taced to tech-
nological maturation and  changing
requirements,  With respect 1o the for-
mer, a march “Back o Bsics" iz current-
by the preferred solution. When Apple
Computer had the ineviable develop-
ment problems rushing iPod o market, it is doubthul anyone in the
becard reom said “let's go back to basics and ship a CD player b
with achvanced packaging”. IF they settled, a competitor would have
salved the problem. Pushing the srvelope on technology means risk
ancl the oocasional failure, In the private secion, companies wheo do
not risk and innovate go out of business In government procure-
ment, however, bad programe still get funded and Rl dangerously
short of mission requirements. While kavering the bar on accepi-
able developmental risk is good in theory, subtley is lost cn the pro-
curement hierarchy, Because “Rack to Basics” is being impossd in
respomss toendemic cverrung, the bureancracy will irstead intermal-
ize: @ miessage of “hetter sescond bast than over budget”,

Changing requirements, as we often sse on prograns like SEIRS
(Space-Based  Infrared System), become a sell inflicted wound.
Changes cost money, When programs cverrun budgets, funds come
from less politically supported programs. Cutting those programs
pushes their requirernents to the surviving platforms, sxacerbating
program cost ancd delay problemes Whils MASA is evolving from is
Yhetter, Fster, cheaper” mantra of the B0s it did serve a function,
Dal? has not pursued that strategy belisving that unlike wnmanned
space probes, lives are at stake with its programs. As we found in
Iracy, lives are also at stake when we send toops into battle with
cquipment that does not address a carrent threat, Dieve lopment
cycles are oo long, and technolegy and threats are evolving oo
quickly, 1o maintain the procurement saiue quo Lecking in
regpuirements and technalogy early and then e king fewer numbers
but more genemtiors of a system will win both opertionally and
scoromically, Someone has o say “enough” in the development
process and tum o production. Asking a contractor to Al that mle
ir not the right place to ook,
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With the country at war, it is a particularly bad time for deferse
contractors o be the lighining rod for this isoe, They shoald ali-
miately be happier with more dafinable production contracts than
the ever changing ressarch, development and integration phases
that have generated the overrurs, The government pushed chemn in
that direction after downsizing its acquisitiors stafls, [ the Pentagon
does mot want this work, and the comtractors cannot push back in
managing their customer, returning this work o the FERDCs is a
legical solution,

FERIC s weare created after World War [ to ensure government
had a unigque talent pool to ke early stage technolegy and devel-
opmental risks, Despite succesfully playing that rals in a wide
range ol importnt programs from
ICEMs v GPS, they are @ orisk as
much ol this work has besn trans-
ferred o the private sector. The
recent [PO) of Qlineti(), the aquiva-
enit British organization, ilhstrates
just howe Far the pendulam has swang
in blurring the roles of government
facilities  and  private  enterprise
FFRIDCs o cumrently structursd have
an important part to play in returning
tor their original mle in the procure-
menk process,

With FFRDCs as intermediaries, there would be more require-
ments discipline between customer and contracton, The disaggrega-
ticn of developmental and producion interests will improve both
schedule and cost performance. Owvermuns are not new and while
constrainable by this process, will not go away, The pres of over-
runs, however, has the potential to create more damage than the
overruns themselves, Here FFRIDCs have two unique additional
advantages, Costs are likely 1o be les visibly associated with specil-
ic programs and federal agencies are better positioned o weather a
miedia stomm than contractors with front page stories attempting bo
link coverruns to executive pay or company profits.

A an investor | am a firm belisver in outsourcing and the abiliny
ol private enterprise to more efficiently reduce system costs than the
government can, That msumes an afficient market. Because of the
politics of federal spending such as decisions besed upon amploy-
ment by Congressional district, ivis a fallacy to believe there is a leval
playing field where sxecutives speak their mind and the best par-
formance is always revarded . We cainnot change the system, but we
can win by playing within its constraints, Assumption of risk is hard-
wited into most great American achvancements and we should mot oy
to legislate it out of the procurement process, FFRIDCs were davel-
oped to msume that risk, They can address many oot canses of
today s overruns as well & play a major role in providing political air
cover for remaining issues, We should remember cur history better
than the g lines of the 1970 and let them. [ ]
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