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Introduction

Good morning.  I am pleased to be with you at this second Earned Value
Management conference to be hosted in Stockholm.  Not many years ago, the only
place one could go to an earned value forum was the United States.  But today, this
powerful management technique is accepted in many countries.

Last September, I joined delegates from Sweden and other countries at a joint
government and industry conference in Australia.  And last month in the United
Kingdom, defense representatives from four nations (Australia, Canada, Sweden,
USA) gathered to welcome contractor and government representatives from the UK
to the growing colloquium of earned value management.  The events included a
meeting with industry earned value practitioners in Oxford, a public conference in
London, and a meeting with the Ministry of Defence in Bristol.

I would like to take this opportunity to congratulate my colleagues from the UK on
their very successful “Earned Value Week” and to welcome them to an international
community committed to fostering integrated program management.  The open
discussions were very much in the spirit of cooperation that is the hallmark of the
International Performance Management Council.  There now are six nations in the
Council:  Australia, Canada, New Zealand, Sweden, the United Kingdom, and the
United States.  I am certain that number will continue to grow as the defense
organizations of other friendly governments learn about our mutual
accomplishments.

The Defense Management Environment

Today, from a defense strategy standpoint, our management challenges, especially
the task of managing risk, have become perhaps more complicated than ever
before.  While the threat of global war has greatly diminished, at least in the near
term, the world remains a tumultuous and, in many ways, a more unpredictable
place.  Instability in Southwest and Northeast Asia, nationalism and ethnic tensions
in Europe, and the recent, dramatic events in India and Pakistan, pose risks that are
difficult to define, much less manage.  The proliferation of weapons of mass
destruction threatens our interests, our forces, and even our homelands.  And



REPORT DOCUMENTATION PAGE Form Approved OMB No.
0704-0188

Public reporting burder for this collection of information is estibated to average 1 hour per response, including the time for reviewing instructions, searching existing data sources, gathering and maintaining the data needed, and completing
and reviewing this collection of information. Send comments regarding this burden estimate or any other aspect of this collection of information, including suggestions for reducing this burder to Department of Defense, Washington
Headquarters Services, Directorate for Information Operations and Reports (0704-0188), 1215 Jefferson Davis Highway, Suite 1204, Arlington, VA 22202-4302. Respondents should be aware that notwithstanding any other provision of
law, no person shall be subject to any penalty for failing to comply with a collection of information if it does not display a currently valid OMB control number. PLEASE DO NOT RETURN YOUR FORM TO THE ABOVE ADDRESS.

1. REPORT DATE (DD-MM-YYYY)
08-06-1998

2. REPORT TYPE
Speech

3. DATES COVERED (FROM - TO)
08-06-1998 to 09-06-1998

4. TITLE AND SUBTITLE
The Power of Insight
Unclassified

5a. CONTRACT NUMBER
5b. GRANT NUMBER
5c. PROGRAM ELEMENT NUMBER

6. AUTHOR(S)
Czelusniak, Daniel P. ;

5d. PROJECT NUMBER
5e. TASK NUMBER
5f. WORK UNIT NUMBER

7. PERFORMING ORGANIZATION NAME AND ADDRESS
OUSD(A&T)
xxxxx
xxxxx, xxxxxxx

8. PERFORMING ORGANIZATION REPORT
NUMBER

9. SPONSORING/MONITORING AGENCY NAME AND ADDRESS
OUSD(A&T)
,

10. SPONSOR/MONITOR'S ACRONYM(S)
11. SPONSOR/MONITOR'S REPORT
NUMBER(S)

12. DISTRIBUTION/AVAILABILITY STATEMENT
APUBLIC RELEASE
,
13. SUPPLEMENTARY NOTES
Papers and presentations from Management of Projects Seminar held June 8-9, 1998 in Stockholm Sweden.
14. ABSTRACT
See Report.
15. SUBJECT TERMS
16. SECURITY CLASSIFICATION OF: 17. LIMITATION

OF ABSTRACT
Public Release

18.
NUMBER
OF PAGES
10

19. NAME OF RESPONSIBLE PERSON
http://www.acq.osd.mil/pm/paperpres/0698swe_conf.htm,
(blank)
lfenster@dtic.mil

a. REPORT
Unclassified

b. ABSTRACT
Unclassified

c. THIS PAGE
Unclassified

19b. TELEPHONE NUMBER
International Area Code
Area Code Telephone Number
703767-9007
DSN
427-9007

Standard Form 298 (Rev. 8-98)
Prescribed by ANSI Std Z39.18



threats from terrorism, international organized crime, and drug trafficking still plague
us.

Politically, economically, and technologically, the world is changing at an
unprecedented and sometimes unsettling rate.  Our national destinies are being
bound ever more closely to foreign interests by the technological “shrinking” of time
and distance.  While this may work to our advantage as we seek to promote free
markets and the principles of democracy, it increases the degree to which we all
are affected by external developments and risks.

We do not have the choice of insulating ourselves from the forces sweeping the
globe.  We have to be able to effectively manage the associated risks.  The
geopolitical landscape of the 21st century will increasingly demand that we act in
concert with others to deal with challenges.

So in a sense, our challenges on a macro level of world affairs and national defense
are not too fundamentally different from the challenges we face on a micro level of
program management … and I believe the challenges we face in United States’
defense program management are not fundamentally different from the challenges
faced by other countries.  Certainly we all face the familiar problem of complex
systems integration, whether our final product is a weapon system or any other
capital asset.  Whatever the differences among our products, there should be no
differences in the basic management principles applied to acquisition of those
products.

And that brings me to the reason we are here … to discuss the principles of earned
value management…principles which can provide us with the “The Power of Insight.”
I would like to use my time this morning to first explain what I mean by management
insight and then to discuss how it is improving defense program management and
supporting our new “revolution in business affairs.”

I should preface my remarks by saying that the same principles we follow for large
defense programs indeed are being used equally effectively on smaller programs,
on work that we perform in our internal defense facilities, and on commercial work
that has nothing to do with defense.  You will hear more about that from other
speakers during this conference.

The Way it Was:  Oversight

Before we embraced the idea of insight, the Department of Defense relied on a
traditional oversight management model.  Our defense organization has many
levels, and relations between them can be difficult—between contractors and
program management offices, between program management offices and higher
military department headquarters, and between military departments and the Office
of the Secretary of Defense.  This hierarchical structure made people think in terms



of “us” vs. “them” because actions at any level were subject to review and change by
higher authorities.  Unfortunately, it also contributed to serious cost and schedule
difficulties on defense programs.

At the beginning of the 1990s, each of our military departments had at least one
major program management disaster that made front-page news.  Such problems
caused our political leaders to lose confidence in our ability to manage, and
threatened the very existence of some defense companies.  This troubled those of
us in the acquisition management business, because we knew we had tools that
could identify and prevent such unpleasant surprises.

Earned value management was one of the tools, and it had been in our tool kit since
the 1960s.  By using earned value information in the Pentagon for program
oversight, we showed again and again that we could predict program cost,
schedule and technical problems far in advance.  But that same information was not
being used effectively by contractors, by program management offices, or by the
military departments.

Part of the answer to the management problem lies in the organizational structure
itself.  Traditional oversight can be seen as creating barriers to good management.
Trust is essential for open communication, but trust is hard to achieve when
organizations have a history of “us” vs. “them.”

So we embarked on a focused effort to overcome the barriers, to build bridges of
mutual trust and open communication.  Working with both industry and our program
managers, we began to understand the reasons why they often failed to recognize
program cost and schedule problems while there was still time to correct them.
What we found, in retrospect, was not very surprising.

Simply put, earned value management was seen by industry and government
managers as a financial reporting requirement rather than as a management
enabler.  The process we used to review our contractors relied on excessive
checklists and paperwork, difficult terminology, and overly complicated procedures.
By openly discussing these issues, we focused attention on the problems rather
than on the people.

We also recognized that tools and techniques cannot manage programs or control
anything … only people can do that—the right people.  If you give a program
manager a tool that is identified with cost accounting, its use will be assigned to a
cost accountant.  If you give a program manager a tool that’s identified with cost
reporting, its use will be assigned to a cost analyst.  We used both of those
approaches under our old Cost/Schedule Control Systems Criteria (C/SCSC).
Neither fostered teamwork or effective management.  It was clear we needed to
reinvent our management process and to give our program managers a tool they
would accept as a valuable enabling device.



The objectives we announced in 1993 to improve earned value management were
simple:

• Keep the good principles and eliminate the bad practices
 
• Equate earned value with sound program management
 
• Shift responsibility (or “ownership”) from government to industry

But cultural change does not happen quickly—and make no mistake, this is a very
different way of doing business.  Following a thorough review of earned value
requirements, the Under Secretary of Defense, in 1995, had this to say about
earned value:

The term “earned value management process” means to me … that
whenever the Department puts public funds at risk … a process exists to
manage those resources wisely.  Let me repeat … I expect public funds to
be managed wisely.  The key word is “managed.”  Not “accounted for,”
“monitored,” or “reported,” but managed.

From Oversight to Insight

The earned value reform objectives supported the larger acquisition reform
objectives introduced by the Department of Defense at about the same time.  In fact,
earned value is one of our most effective ways to make acquisition reform work for
complex programs.  Let me explain what I mean.

One of the main ideas of acquisition reform is to replace oversight with insight.  The
organizational change that makes insight possible is the Integrated Product Team.
If you were to ask me what the single, most valuable acquisition reform initiative has
been to date, I would answer without hesitation … the introduction of integrated
product teams, and the integrated product and process development concept.  Both
are now in wide use throughout our defense programs.  They have been embraced
readily because they produce instant benefits through the power of teamwork and
delegation of authority.

The IPPD concept integrates all acquisition activities starting with requirements
definition and continuing through development, production, deployment and
operational support in order to optimize the design, manufacturing, business and
support processes.  At the core of IPPD implementation are integrated product
teams, which bring together representatives from various disciplines at the very start
of the program.  Teams represent all the organizations involved in the program,
including the contractor as soon as prudent business practice allows.



This helps manage risk by allowing for early and continuous insight by all the
stakeholders.  It also encourages team members to work together in an atmosphere
of trust and cooperation, and allows informed decision making to take place at
appropriate levels.  The improved communication between customer and supplier,
and the many functional disciplines involved in a program, enhances risk
management as a natural outcome of eliminating barriers to knowledge.  By having
knowledgeable people work toward common objectives as a team, we enhance our
ability to fully integrate risk identification, analysis and mitigation measures in all
areas.

An essential part of earned value application is the Integrated Baseline Review.
Working together soon after contract award (or even earlier in a noncompetitive
situation), the government and contractor team discuss plans to execute the contract
in terms of work scope, schedules and resources.  This is referred to as a
performance measurement baseline.  The goal is mutual understanding, and
identification of risk is a critical element.  Once the integrated plan, including the
performance measurement baseline, is in place, its execution is managed using the
contractor’s earned value management method.

Reliable information is an essential requirement for effective team management.
And earned value information, as we know, is indeed reliable.  When earned value
is used properly to integrate the team’s plans to meet cost, schedule and technical
performance objectives, it becomes an extremely powerful insight tool.

When oversight changes to insight, the nature of reporting also changes.  Oversight
depends on reports, with their content defined either by the customer or by higher
management levels.  But with integrated product teams, reporting becomes a by-
product of the management process.  The team decides how much information is
necessary, at what level, and how frequently.  When earned value is used for
management, the reporting burden drops greatly because teams that use earned
value on a regular basis find little reason to write detailed after-the-fact reports.
Electronic access to data eases the reporting burden even more.

Earned value information flows up as needed to inform management about work
progress on assigned products, organizations, or activities.  And at the highest
management levels, summarized information facilitates comparisons between and
among programs.  In this way, the former reporting, oversight tool is transformed
into a powerful enterprise-wide communications tool.

Such power brings with it a danger, if information is used to punish rather than to
inform.  As we move from our old ways of doing business, we find that trust and
openness constantly must be encouraged to avoid that danger.  And we have
enough experience now to know that it works, as “us” vs. “them” becomes “we”
united in a common purpose—to deliver programs that meet military requirements
at prices that represent good value to the taxpayer.



International Cooperation

Effective and efficient program delivery is a universal challenge.  While we were
working on our problems in the United States, our counterparts in other countries
were experiencing similar problems.  As we convened to discuss issues, we quickly
valued our new relationships because we learned from one another.

For example, Sweden contributed to our understanding by describing how earned
value was being used on the Gripen Fighter Program.  We learned that the
technique could be applied effectively, in ways very different from our experience.
I’m sure our many years of experience with earned value in the United States, also
provided Sweden with valuable “lessons learned.”  By joining together in a collegial
atmosphere, there is little doubt we have all contributed to improving the
management process to our mutual benefit by incorporating best practices from
many sources.

The Role of Systems Engineering

I have mentioned risk management several times in my remarks, and would like to
expand on that for just a moment.  I believe firmly that even in their most optimistic
application, acquisition reforms will not eliminate risk or negate the need to manage
risk at an acceptable level.  We need to return to the basics of systems engineering
and we need to recognize that risk management is fundamentally a program
management activity.

I think we also need to reinforce the idea that good program management principles
are universal in their application.  We sometimes hear that defense and civilian
programs are too different to manage using the same techniques.  Within the
Department of Defense, we hear things like “ships are different,” “you can’t manage
satellites like you manage airplanes,” or “my program is too unique” to be managed
like a “typical” program.  It’s simply hard to accept the idea that there isn’t a set of
sound ideas and practices that are applicable to managing any conceivable
program.

Another argument often made is that software can’t be managed like hardware, or
that weapon system software can’t be managed like business system software.  We
manage it all in the defense sector, and I expect in the software area we share much
common ground with our counterparts around the world.

While the history of defense acquisition includes plenty of examples of projects over
budget, over schedule, and under performance, software has proved a particularly
difficult challenge.  In the past, we selected the best suppliers we could find … and
hoped they would perform.  We imposed layers of prescriptive requirements on top
of industry practices, and used the requirements to develop, test and support



embedded computers and software, tailored to ship classes, aircraft models, or
warfare areas.  The resulting products were, and are, costly to support, update and
maintain.  Acquisition reform has lessened some of the contributors to this legacy,
but we must also apply the discipline of good systems engineering to confront the
problem fully … and this includes risk management.

Our chronic underestimation of costs and schedules for software development,
coupled with unsuccessful attempts to use software to fix other system shortfalls late
in the system development process, leads me to question whether we understand
the relationship of software and systems engineering.  Today’s systems are highly
integrated, making it increasingly difficult to draw an imaginary line between
hardware and software.  Increasing demands are being placed on the human-
machine interface.  More and more system processes are automated.  The systems
must be managed in their totality, and that includes managing risk.  It bears
repeating:  The principles of management are largely the same whether you are
talking about hardware or software, and risk management should be a discipline
applied to the total system.

Some would argue that risk must be completely avoided.  Others believe that risk
cannot be avoided, so we should accept it as part of the price of any complex
program and solve the problems as they come up.  I suggest the answer lies
between the two extremes.  The best use of scarce resources in any program
requires that we identify risks, determine an acceptable level for each, and establish
those levels as the objectives for managing the risks.  Once you accept that
managing risk is inherently a program management function, then earned value
management can become an extremely valuable and synergistic component of your
risk management strategy.

Industry’s Response

Now, let me turn to a discussion of how our defense industry partners are
responding to the changes in the way we are doing business while undergoing
significant changes of their own— very large consolidations from many companies
to a few larger, more efficient companies.  Change on such a large scale brings
risk—risk due to reduced competition and potentially less technical innovation.  But
risk is always accompanied by opportunity, in this case an opportunity to improve
management throughout the new enterprises.  The new companies are
reengineering their processes to incorporate world-class, best management
practices, and we are meeting them halfway.

We see a familiar pattern in the companies that conduct business with us in the
United States.  Managers first learn about earned value on defense contracts, then
use it on other product lines.  In time, corporate managers recognize that these
programs are managed better than other programs—a lesson learned too often



because a program is in deep trouble—and decide to implement the technique
throughout the enterprise on all types of contracts.

Our largest companies, including Boeing Information, Space and Defense Systems
Group, Lockheed Martin, and Raytheon Systems Company, are all moving toward
enterprise-wide management using earned value.  I mention those three specifically
because they comprise some 25 companies that existed just ten years ago.  We
cooperate with our contractors to identify and remove any unnecessary differences
between management practices in the public and private sector.  Together, we have
shown that there are in fact no significant differences and that good internal
management practices can also meet the highest standards required for
stewardship of public resources.

Our stewardship is of course subject to review.  Last year at the first Stockholm
conference, the United States General Accounting Office presented its 1997 report
on earned value improvements in the Department of Defense.  The auditors found
that earned value is neither a commercial practice nor a government practice.  It is
simply a best practice.  And at the recent London conference, the British National
Audit Office supported the adoption of earned value by UK as an enabler for
improving management in the public sector.  These independent opinions give us
confidence that we are on the right track.

However, the best indicator of progress is industry’s growing acceptance of
responsibility for these management principles.  Work is proceeding on several
fronts.  For example, British Standard 6079, “Guide to Project Management,” was
issued in 1996.  Just last month, the American National Standards Institute
approved Electronic Industries Alliance Standard EIA-748, “Earned Value
Management Systems.”  Both standards are intended to improve industrial
management, and both represent large, influential industry groups.  As a result, the
Project Management Institute has begun an international standards discussion
group as a way to encourage coordination among all project management
standards and to explore the possibility of an international standard for integrated
program and project management.

I believe it is very important that government take part in the discussions about
standards.  Our role is not to write the standards, but to share our experiences, to
learn, and to revise public policy accordingly.  While government program managers
must understand how earned value will contribute to the planning and execution of
their programs, contractors are the real owners of the process.  The biggest factor
in successfully reforming earned value has been to return it to its rightful owners.

The Revolution in Business Affairs

Despite all the progress we have made through acquisition reform, much remains to
be done.  Faced with no growth in our defense budgets, we must look everywhere



for savings in order to meet our modernization goals.  In other words, we have little
choice but to do our jobs better, faster and cheaper.  The Under Secretary of
Defense for Acquisition and Technology has articulated five priorities for a
revolution in business affairs—a further transformation in what we buy and how we
buy it.  I will describe each very briefly-

First—aggressive expansion and implementation of acquisition reform initiatives.
We must continue our work to fully employ our successful reforms at all levels and to
achieve broad acceptance and reliance on reform.

Second—increased civil and military industrial base integration.  We are seeking
an expanded partnership with our prospering commercial industry to create
technically advanced products and processes with common applications.  For
example, through flexible manufacturing, which allows production of defense-unique
items on the same lines with high-volume commercial items, we anticipate
significant recurring cost savings.

Third—reduced infrastructure and support costs.  We need to close more bases
and to compete all work that is not inherently government work.

Fourth—a reengineered defense logistics system.  Access to advanced information
systems and rapid transportation is a cornerstone of this initiative.  Emphasis is
also being placed on greatly expanded purchases of common-use, commercially
available items and reform of inventory management systems and practices.

Fifth—enhanced training and education for the acquisition workforce.  To meet the
demands of the revolution in business affairs, we must improve learning
opportunities in order to equip our people with the knowledge and skills they need to
succeed.

These five priorities will influence our near term activity throughout the Department
of Defense.  But, I can assure you they will not diminish our emphasis on earned
value as an enduring set of principles for good program management.  Some of our
biggest challenges will arise not in new programs, where change is expected and is
relatively easy, but in legacy programs—those that have been in the inventory for
many years and have well-developed ways of doing business.  You will hear from
one of those older programs, the F-14 Tomcat, later in this conference.  It’s an
excellent example of what teams can do when they are empowered.

Summary

I would like to leave you with a few thoughts to summarize and conclude my
remarks.



First, the world is changing rapidly.  By accepting change, we find opportunities to
improve both government and industry management practices.  Seizing the
opportunities requires that we have the ability to manage the uncertainty or risks
associated with that change.  What we absolutely should not do, is to suppress the
change and miss the opportunities that always accompany the risks.

Second, reform initiatives can improve our ability to manage the risks, if we are
motivated and equipped to use properly the tools available to us.  The best
management tools, such as earned value management, cannot achieve the desired
results unless they are placed in the hands of people who know how to use them
and accept responsibility for their application.

Third, those of you who are new to the use of earned value should benefit from those
who have been down the path before.  Defense and non-defense programs are
more alike than they are different when it comes to applying sound management
practices.  The same can be said for hardware and software.

And finally, the growing international cooperation among government, industry and
professional associations helps us individually and collectively as we move toward
coordinated national management standards and possibly an international
standard.

Let me close by thanking you for inviting me to join you today.  Conferences like this
one provide opportunities for us to learn from one another, and to advance our
common interests.  I wish you a successful and productive two days.  Thank you.


