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The L-3 Communications StoryThe L-3 Communications Story
Consolidate Fragmented  
Merchant Market Base

Merchant Supplier of High
Technology Products

Broad Base of Products

System Capability 
to Supplement Primes

#1 in Niche Markets

Sustainable 20% 
Annual Growth - Top 
and Bottom Line

Maintain Legacy Platforms

Greater Than $500m Annual
Investments in Products (IRAD)

2004 Annual Report
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What Are We Today?What Are We Today?

Major Growing Supplier of Broad Range of Products

Growth to Major Subsystem Supplier

Becoming System Supplier In:
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Business Mix – CY 2004 ActualBusiness Mix – CY 2004 Actual
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L-3 Communications Business SegmentsL-3 Communications Business Segments
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>$9.3 B

Estimated CY05
(FY05 Before Titan)



$200B
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Feb ’97: Lockheed Martin’s Norm Augustine...if prime 
contractors act on new vertical capabilities to “freeze 
out competitors’ key product or to shut out 2nd and 
3rd tier suppliers” it would tend to “unfairly favor the 
largest suppliers with the broadest component and 
technology base.  As such this is a trend about which 
our government…should be evidencing a great deal of 
concern”

Feb ’97: Lockheed Martin’s Norm Augustine...if prime 
contractors act on new vertical capabilities to “freeze 
out competitors’ key product or to shut out 2nd and 
3rd tier suppliers” it would tend to “unfairly favor the 
largest suppliers with the broadest component and 
technology base.  As such this is a trend about which 
our government…should be evidencing a great deal of 
concern”

N. Augustine, “Unhappy Birthday: American’s Aerospace Industry at 
100,” Aerospace America, February, 1997, pp. 24-31. 
N. Augustine, “Unhappy Birthday: American’s Aerospace Industry at 
100,” Aerospace America, February, 1997, pp. 24-31. 



Major Provider to Merchant DoD Market of 
High-Tech Products Over a Broad Spectrum  
Through Growth, Acquisition & Partnership 
with 2nd Tier Suppliers

Ten Years of Platform Provider 
Consolidation & 
DoD Bundling, TSPR, LSI

Limited R&D Flow Down
Product and Subsystems not Competed
Due to LSI/Vertical Integration

TODAY

PROBLEM

Consolidator of Fragmented Vendor Base & Largest Supplier of
Merchant Market Products

RESULTANT
LANDSCAPE

What is an L-3 Communications Company? What is an L-3 Communications Company? 



R&D Flow Down to Vendor Base

Vertical Integration Used to Eliminated Product Base

Super Teams Further Amplify This Condition

Prime Contractor Require Make or Buy DoD Oversight

Large Turn Key Programs with Primes are Essential but

Vertical Integration Embedded in Primes Destroy Vendor

Base, Best Value and Will Produce Inferior Weapon

Systems Long Term if Continued Without DoD Oversight

and Firm Compliance

Help Needed… Help Needed… 

• Primes Have the Right to Compete 
on System Products within the Level
Playing Field

• Primes Should not Abuse System 
Authority Stated by DoD and not 
Solicit Vender Base Where Available

Recent Attempt:

• Secretary Wynn Memo on Vertical 
Integration Ignored by Primes



CONSEQUENCES

Vendor Base in Jeopardy of Meltdown

Few Mezzanine-tier Companies Left for Subsystem Prime

U.S. Platform Superiority Will Be Compromised

Creative Product Innovation Will Go Commercial

Warfighters Lose When Contractors try to Satisfy Critical 
Capability Requirements without Choosing the most Innovative, 
Best-value Suppliers  

DoD has a Responsibility to Ensure Warfighter Technological 
Superiority and to Understand the Health of Competition and 
Innovation 

Industry has a Role to Provide Best Cost/Value to Address 
Warfighter Needs



… Thoughts for Consideration

Insert ‘Make or Buy’ Language in Request for Proposal

‘Make or Buy’ as a Discrete DAB Item

PM’s need to actively monitor the prime, retain the right 
to exercise disapproval of decisions to make instead of 
buy, and approve any exceptions in the formal program 
make/buy policy. Also monitored should be how the 
prime partitions the system and how this may restrict 
supplier choices for these key items.





“Make or Buy” “Make or Buy” 

Prime Contractors who provide major weapon or combat systems 
and/or are responsible as the selected integrator of a major DoD
initiative must maintain and adhere to a formal, published “make or 
buy” policy. The make or buy policy is designed to protect the integrity 
of the process, foster maximum competition consistent with the 
approved acquisition strategy and insure the government receives the 
best value for the system, subsystem and component procurements 
being managed by the prime/integrator. While the Government will
generally not interfere with an integrator’s internal procurement 
processes, the Government reserves the right to disapprove any action 
taken under that process. The goal is to insure that products normally 
available in the industrial supplier base are competitive, where
available, and equitably procured even when equivalent products are 
demonstrated to exist in the prime contractor’s base. Any exceptions to 
the published make or buy policy must be approved by the appropriate 
procurement official. The prime/integrator will provide the detailed 
business rationale for this exception to competition, including an 
explanation of why this exception is in the best interests of the program.

Enclosure from a Letter sent by Frank Lanza on July 15, 2003 to 
Ms. Suzanne D. Patrick, Deputy Under Secretary of Defense for 
Industrial Policy.



Summary – Three StepsSummary – Three Steps

Three Process Steps are Proposed to Improve the Acquisition 
System in Make Or Buy Decisions:

First, RFPs should require the prime to establish a formal make or 
buy decision process.  It should be specified that the contract will 
have active oversight by the government to check the authority of 
the prime to select themselves when equivalent offerings are 
available in the industrial supplier base.

Second, the DAB should review make or buy plans for key areas of 
the program. The program office should describe plans for 
monitoring the actions of the prime and at future DAB reviews 
report on progress.

Third, after award, the program office needs to actively monitor 
the prime, retain the right to exercise disapproval of decisions to 
make instead of buy, and approve any exceptions in the formal 
program make/buy policy.  During the life of the program for key
subsystems and components, the program office should monitor 
changes from buy to make.  Also monitored should be how the 
prime partitions the system and how this may restrict supplier 
choices for these key items.



General CommentsGeneral Comments

Oversight and Execution of Programs, Responsibility and 
Accountability Should be Returned to the Service

Lines of Authority and “Hands On” Management must
be clarified and implemented
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http://www.airforce-technology.com/projects/phoenix/phoenix2.html
http://www.airforce-technology.com/projects/b2/b21.html
http://www.photovault.com/Link/Military/AirForce/show.asp?tg=MYFVolume07-08/MYFV08P01_19
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http://rds.yahoo.com/S=96062883/K=MOD+Nimrod/v=2/SID=e/l=IVI/SIG=11ijldvjj/*-http%3A//www.mod.uk/img/dlo/dlo_nimrod1_250.jpg
http://www.globalsecurity.org/military/world/brazil/images/emb145aew-2.jpg
http://www.globalsecurity.org/military/systems/ship/images/LCS_BIW_preliminary1.jpg
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Aviation Products & Aircraft Mod/MainAviation Products & Aircraft Mod/Main
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Key TSA/Airport ProductsKey TSA/Airport Products

eXaminer 3DX® 6500 for Checked 
Baggage and Break Bulk Cargo

Linescan 110 II TRX

CX-450 - Dual Energy 
Dual View Pallet Scanner

Portals

CX-3800M 
Truck Scanners
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