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Today’s SituationToday’s Situation

ää Commercial Competitiveness is KeyCommercial Competitiveness is Key

ääEconomic ProsperityEconomic Prosperity

ääMilitary/Economic PowerMilitary/Economic Power

ää DoD Needs to Access Commercial Hi-TechDoD Needs to Access Commercial Hi-Tech

ääGive U.S. Strategic AdvantageGive U.S. Strategic Advantage

ääUse U.S. Economic Power (GDP)Use U.S. Economic Power (GDP)

ääUnique Hi-Tech InfrastructureUnique Hi-Tech Infrastructure



Need For Commercial TechnologyNeed For Commercial Technology

ää Surpassed Military R&DSurpassed Military R&D

ää Example: (1998 Stats)Example: (1998 Stats)

ää Top 5 DoD FirmsTop 5 DoD Firms

ää579 Patents (0.5%)579 Patents (0.5%)

ää Top 3 IDCCTop 3 IDCC

ää5187 Patents5187 Patents

National R&D Funding
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Government /Commercial RolesGovernment /Commercial Roles

ää Historically Has Been ProblematicHistorically Has Been Problematic

ää Two Separate CulturesTwo Separate Cultures

ääDifferent Values, Reflecting Societal ViewsDifferent Values, Reflecting Societal Views

ää Both Face New Competitive ChallengesBoth Face New Competitive Challenges

ääWe Need to Work TogetherWe Need to Work Together

ääOur Competition Does This RoutinelyOur Competition Does This Routinely



Desperate Need For DialogueDesperate Need For Dialogue

ää Need Understanding: Government & BusinessNeed Understanding: Government & Business

ääHow Do We Bridge This Gap?How Do We Bridge This Gap?

ääCommercial Business Models Don’t HelpCommercial Business Models Don’t Help

ääStrategy to Win = Business ModelStrategy to Win = Business Model

ää What are the Incentives to Motivate BehaviorWhat are the Incentives to Motivate Behavior

ää We Need to Cooperate for the Greater GoodWe Need to Cooperate for the Greater Good



Motivation To Work TogetherMotivation To Work Together

ää Maintain American Standard ofMaintain American Standard of
LivingLiving

ää Presently Highest in thePresently Highest in the
WorldWorld

ää Where Do We Go From Here?Where Do We Go From Here?

ää Shrinking Planet MeansShrinking Planet Means
EqualizationEqualization
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Business Not Politically CorrectBusiness Not Politically Correct

ää All Men Are Not Created EqualAll Men Are Not Created Equal

ää Definite Winners and Losers in BusinessDefinite Winners and Losers in Business

ää No Sense of Fairness for Effort ExpendedNo Sense of Fairness for Effort Expended

ää Revolves Around Profit & Economic AssetsRevolves Around Profit & Economic Assets

ääProfit is Only Not Evil but NecessaryProfit is Only Not Evil but Necessary

ää Government Needs to RecognizeGovernment Needs to Recognize

ääFAR Based on 19th Century ModelFAR Based on 19th Century Model



Modern Market ModelsModern Market Models

ää Business Schools Teach Many ModelsBusiness Schools Teach Many Models

ääNo Longer Simplistic Free MarketsNo Longer Simplistic Free Markets

ää Different Business Strategies for SuccessDifferent Business Strategies for Success

ääProven in Many Complex MarketsProven in Many Complex Markets

ääExample: Commodity MarketExample: Commodity Market

ääSuccess Criteria: Cut Costs Below RivalsSuccess Criteria: Cut Costs Below Rivals

ääCorollary: Eliminate Staff R&DCorollary: Eliminate Staff R&D

ääNot High Technology Market!Not High Technology Market!



Commercial View of TechnologyCommercial View of Technology

ää Opportunity to Legally Limit CompetitionOpportunity to Legally Limit Competition

ääCreate High Growth, High Profit BusinessCreate High Growth, High Profit Business

ääMaintain Profit Margin for ReinvestmentMaintain Profit Margin for Reinvestment

ää Legally Dominate MarketLegally Dominate Market

ää Use the Proven Hi-Tech Business ModelUse the Proven Hi-Tech Business Model



High Tech Business ModelHigh Tech Business Model

ää Well Understood WorldwideWell Understood Worldwide

ääMany Academic Studies DoneMany Academic Studies Done

ää Works in “Real World”Works in “Real World”

ääUniversally Used by IndustryUniversally Used by Industry

ääOutstanding Track RecordOutstanding Track Record

ääDefinitely Not Free MarketDefinitely Not Free Market

ää How Does One Do This?How Does One Do This?



Graphical Illustration of MarketGraphical Illustration of Market
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Principles From ModelPrinciples From Model

ää Need to be Market LeaderNeed to be Market Leader

ääTechnical Edge Over CompetitionTechnical Edge Over Competition

ääRecognized Benefits to CustomersRecognized Benefits to Customers

ää Create Barriers to Market EntryCreate Barriers to Market Entry

ääLimit to Only Few SuppliersLimit to Only Few Suppliers

ääUsing Proprietary TechnologyUsing Proprietary Technology

ääBy High Cost of EntryBy High Cost of Entry



Create Technology By ResearchCreate Technology By Research

ää Need Product Differential AdvantageNeed Product Differential Advantage

ää Sustained by Intellectual Property (IP)Sustained by Intellectual Property (IP)

ääRestrict Market AccessRestrict Market Access

ääMaintain Margin to Fund ResearchMaintain Margin to Fund Research

ää Need Cost-Effective Source of ResearchNeed Cost-Effective Source of Research

ääGovernment?Government?

ääAcademia?Academia?



Rationale for Industrial ResearchRationale for Industrial Research

ää Defendable Technology Through IPDefendable Technology Through IP

ääPatents, Copyrights, Trade SecretsPatents, Copyrights, Trade Secrets

ää Need to Prevent CompetitionNeed to Prevent Competition

ääNeed to be Highest Volume SupplierNeed to be Highest Volume Supplier

ää High Gross Margin (40% and up)High Gross Margin (40% and up)

ääAllow R&D ReinvestmentAllow R&D Reinvestment

ääKeep Ahead of CompetitionKeep Ahead of Competition



Commercial ImplementationCommercial Implementation

ää Priority Corporate Projects (Hi-Profit)Priority Corporate Projects (Hi-Profit)

ääNeed Lock on TechnologyNeed Lock on Technology

ääKey to ProfitabilityKey to Profitability

ääNo Technology SharingNo Technology Sharing

ää Outside Participation ScrutinizedOutside Participation Scrutinized

ääProprietary Concerns for IPProprietary Concerns for IP



What Does This Mean?What Does This Mean?

ää Don’t Partner on Critical Priority ProjectsDon’t Partner on Critical Priority Projects

ääCan’t Risk Future ProfitabilityCan’t Risk Future Profitability

ää Partner on Marginal ProjectsPartner on Marginal Projects

ääLessen the Risk and ExposureLessen the Risk and Exposure

ääLess Economic SignificanceLess Economic Significance

ääNiche Government ProductsNiche Government Products

ää Government Contracts Are ProblematicGovernment Contracts Are Problematic



Government Contract ProblemsGovernment Contract Problems

ää Need to Keep Technology ProprietaryNeed to Keep Technology Proprietary

ääGovernment Policies Favor Public DisclosureGovernment Policies Favor Public Disclosure

ääExample: FAR Data RightsExample: FAR Data Rights

ääGovernment Owns EverythingGovernment Owns Everything

ääEven for Partially Funded ProjectsEven for Partially Funded Projects

ääNeed for Second SourceNeed for Second Source

ää This Excludes Successful Commercial Firms!This Excludes Successful Commercial Firms!



Problems (Continued)Problems (Continued)

ää Profitability Needed For R&DProfitability Needed For R&D

ääFAR Weighted GuidelinesFAR Weighted Guidelines

ää15% Profit Limit15% Profit Limit

ääDCAA Audits - Need CAS AccountingDCAA Audits - Need CAS Accounting

ääNo Commercial Firms Use ThisNo Commercial Firms Use This

ää Need High Volume ProductionNeed High Volume Production

ääGovernment Needs are Low VolumeGovernment Needs are Low Volume



Problems (Continued)Problems (Continued)

ää Export Problem Selling to DoDExport Problem Selling to DoD

ääOnce Part of Weapon System, Difficult toOnce Part of Weapon System, Difficult to
Sell OverseasSell Overseas

ääCan’t get Export LicenseCan’t get Export License

ääLimits Manufacturing OptionsLimits Manufacturing Options

ääOverseas Manufacturing ProblemOverseas Manufacturing Problem



Key Points From Business ModelKey Points From Business Model

ää Commercial Technology is ProprietaryCommercial Technology is Proprietary

ää Dissemination Reduces Value of TechnologyDissemination Reduces Value of Technology

ää Proprietary IP Provides Product DifferentialProprietary IP Provides Product Differential
AdvantageAdvantage

ää Profitability is Dependent on ProductProfitability is Dependent on Product
Differential AdvantageDifferential Advantage

ää Profitability Required to Fund TechnologyProfitability Required to Fund Technology

ää High Volume Necessary for Cost ReductionHigh Volume Necessary for Cost Reduction



Understand Market ForcesUnderstand Market Forces

ää Government Needs to Fund Technology CarefullyGovernment Needs to Fund Technology Carefully

ääGovernment Funding Will Drive AwayGovernment Funding Will Drive Away
Commercial InvestmentCommercial Investment

ää Commercial Investment Needs High ReturnCommercial Investment Needs High Return

ääExamine Cost/Benefit Ratio to SocietyExamine Cost/Benefit Ratio to Society

ää Technology Dissemination Will Stop CommercialTechnology Dissemination Will Stop Commercial
DevelopmentDevelopment



Market Forces (Continued)Market Forces (Continued)

ää Technology Alone Doesn’t Make a BusinessTechnology Alone Doesn’t Make a Business

ääTechnical Risk is Only a Small PartTechnical Risk is Only a Small Part

ää Deal With Industry Leaders in Hi-TechDeal With Industry Leaders in Hi-Tech

ääGood Reasons Why They’re LeadersGood Reasons Why They’re Leaders

ääPresently Government Rules PreventPresently Government Rules Prevent



Problems for GovernmentProblems for Government

ää High Technology Creates MonopoliesHigh Technology Creates Monopolies

ää Someone Always Makes Lots of MoneySomeone Always Makes Lots of Money

ää Businesses Are Not Fair or EquitableBusinesses Are Not Fair or Equitable

ääGovernment Should BeGovernment Should Be

ää Need to Balance Political/Social GoalsNeed to Balance Political/Social Goals

ääSuccess is Never Ensured for TechnologySuccess is Never Ensured for Technology
or Politics!or Politics!



SummarySummary

ää Tried to Bridge Two CulturesTried to Bridge Two Cultures

ääGovernment & Commercial IndustryGovernment & Commercial Industry

ääSeparated Historically for Many YearsSeparated Historically for Many Years

ää Need to Fit Actual Market RealitiesNeed to Fit Actual Market Realities

ääUpdate Philosophical ObjectivesUpdate Philosophical Objectives

ääSeparate Social/Political AgendasSeparate Social/Political Agendas

ää We Need to Work Together!We Need to Work Together!


