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In discussing the management of strategic
planning processes, Mintzberg observed that, "all of
the neat order of the planning model belies a good
deal of confusion in the whole process... Objectives,
budgets, strategies, and programs do not mesh
quite so cleanly as assumed in the basic model."
All planning processes are difficult to manage and
sequence, and the bigger the organization and more
diverse it activities, the greater the management
challenge. The Pentagon is not immune from such
trends, and over the course of the past several years
the sequencing of the phases of PPBS has become

increasingly chaotic.
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The CORM report in 1995 stated that
the phases of PPBS were operating "semi-
autonomously." In essence, this meant that a system
that was intended to consistent of sequential,
dependent phases had evolved into one where
the phases were overlapping to the point of being
essentially indistinct. There are numerous examples.
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In 1993, OSD issued its DPG the day before

the service POMs, which conceptually had been
drafted conforming to DPG directions, were
scheduled for submission. Furthermore, the service
POMs were submitted weeks before the Bottom
Up Review, the first Clinton Administration's de
facto DPG, was completed and released. In other
words, planning and programming were overlaid to
a degree making them essentially indistinguishable.
Although the BUR directed the Army to reduce its
force structure to ten divisions from twelve, the
Army had built its program assuming operations
costs for twelve divisions. Furthermore, it had
programmed for a smaller reserve force based
upon guidance from the Bush Administration only
to find that the new administration envisioned a
significantly larger reserve program. Making these
changes resulted in several hasty adjustments
creating inevitable programmatic imbalances, and
resulting in increased friction between active and
reserve component planning staffs.*

19974F5 H 341 WY B s - 6 A H AR
Hh TEtBHEGR SR > OF HEEH, TTHES

K1 o (HEEAA A 2 SRR TRIRE
HEMT (NMS) o fEffe b > TEIGE R

e RF TESRZ =BG ) (LB S
HER =R ) WL B AR H SR an o LU
fifwd TEFEHR R TE] - PPBHIEL & fEIELR]
A AR Bl A IR Tl FEE R ST i 1 e fe R B
A ERIRISR o AR REALE B A B e



CREBIRGED [ERSTETEIFREHIE

(1) o THCARZI AL H i g e I 16 1 E SR
S0 o ABRANER B SRR AR R EZARIAN T 4% > 3%
EAFHCEE > HARTAE AR E R IR - 1 °
In 1997, the QDR was released in May
followed by service POMs in June and service
Budget Submissions in September, but it was not
until November that the National Military Strategy
(NMS) prepared by the Joint Staff was released.
Conceptually, the NMS translates the guidance of
the National Security Strategy (which had itself
been issued three days prior to the DPG) into
more detailed military instructions for the services'
use in constructing their POMs. This asynchronous
dimension of PPBS has become a significant
element in its inability to raise and resolve major
issues in a timely manner. As one former senior
defense official noted, "I have had the impression
that the process is currently managed with a light
hand. If the Deputy [Secretary of Defense] has not
taken control of it, and is not managing it so that
the sequencing occurs, this will inevitably create

problems."’
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Sequencing the phases of PPBS is admittedly
difficult given the pressures of real world events,
the uncertainty of program performance, and the
dynamics of the congressional legislative and
appropriations cycles. There is always the possibility
that the senior leadership will become distracted
by an unexpected contingency operation, that a
modernization program that was seen as "low-risk"
suddenly falls victim to technological challenges
- or conversely (but much less likely) , that one
seen as "high-risk" meets unanticipated success,
or that Congress will significantly redirect funds
or otherwise adjust the expected defense top-line.
Any of these events can cause a lengthy, difficult
revisitation of past decisions and established
program and budget priorities. Nonetheless, in many
instances the sequence of events becomes skewed
because timetables for necessary events are not well
understood, and when well understood, are not well
enforced.
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This has been, in the recent past, a particularly
difficult problem regarding the transition from
the program phase to the budget phase. Major
programmatic issues are slow to be raised, and
when raised are often slower in being settled.
This results in the slippage of needed decisions
from the analytically oriented environment of
the programming phase into the relatively more
politically oriented budget phase. In addition, given
that the budget phase is chronologically bounded by
the requirement to submit a federal budget annually
in early February, time pressures begin to mount
forcing senior leaders to make decisions hurriedly,
or to defer them.
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From the perspective of those who have
worked in it, the PPBS calendar is always heavily
weighed with events. To some degree this is
unavoidable as the scale of the defense program
is so large, and the volume of issues so numerous.
But to a more significant degree, the schedule is
heavily compacted because of the effort required
to perform all phases of the PPBS annually, and
because of a lack of discipline in raising issues
and enforcing time lines. Clearly, the Pentagon
resource management team cannot control many of
the factors that impact on the management of the
process, but they can do a better job of "controlling
the controllables." One approach for facilitating
this effort would be to shift, as many have long

advocated, to a two-year budgeting and PPBS cycle.
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b. Adopting a Two-Year Cycle
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One obvious approach to make the PPBS
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schedule less frantic is to extend the time required to
complete the eventual product, the defense budget.
Over the years, numerous groups reviewing the
defense management process, the most prominent
being the report of the Packard Commission in
1986, have strongly recommended the adoption of
a biennial budgeting process. Beginning in 1987,
when it simultaneously submitted a budget for 1988
and 1989, the Pentagon has attempted to move
in this direction. The major inhibition has been
the refusal of the Congress to adopt a two-year
appropriation process. But recent activity on the
Hill and elsewhere suggests there may be growing
appeal to this necessary adjustment.
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Vice President Gore's 1993 National
Performance Review and the Joint Committee

on the Reorganization of Congress have both

53

recommended a biennial appropriations and
budget cycle. Recently, Senate Budget Committee
Chairman, Senator Pete Dominici (R-NM) ,
noting that Congress spends nearly half of its
time on the annual budget process, introduced a
biennial Budget Appropriations Act. This action
won bipartisan support and gathered 32 Senate co-
sponsors. A House resolution advocating quick
action on biennial budgeting attracted over 240
sponsors.*
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In the past, over forty states had a biennial
budgeting process. Today the number with this
practice is twenty-one, most of them the smaller
states. Among the larger states, Texas and Ohio
have two-year budgets. In Indiana, which adopted
a biennial budget in 1970, its Senate President

Pro Tempore considers it to be, "one of the best

« . 11
decisions we made."

The biennial process allows
legislators the opportunity to discuss non-budgetary

issues, to more carefully consider new initiatives,

: 74

No.329



to conduct "better planning," and to shorten the
legislative session."” Unforeseen issues are dealt with
in the off-budget years by approving supplemental
budgets.
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The major advantage of the biennial process is
that it allows state officials more time for thoughtful
planning and more careful analysis of budget
execution. Virginia has a biennial budget process
that works as shown in Figure 6 :
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This example illustrates how the Virginia
process will work for the next four years. In July
2000, the beginning of the state fiscal year, the
2000-2002 biennial budget takes effect and runs
through the end of June 2002. Amendments to
the budget, based on new information and agency

performance, are developed by the staffs of the

Executive agencies, proposed to the state legislature,
and will be addressed during the legislative "short
session" in early 2001. The Virginia executive
budget process restricts budget amendments to
only necessary changes, generally changes of an
emergency nature. This on-going budget activity is
show on the chart in light blue.
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At the same time, the staffs are reviewing
performance measures, evaluating budget execution,
assessing new initiatives, and preparing the strategic
plan for the next biennial budget. The results of
this work will be presented to the Governor and his
cabinet in May. After approval, the plan is translated
into a new biennial budget request that will be
submitted to the legislature in early 2002. After
passage by the legislature, the 2002-2004 biennial
budget will take effect on July 1, 2002, and the
planning process will begin again. These activities
are shown on the chart in light yellow.
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The major advantage of this approach is
that it allows the state agencies reporting to the
Governor nearly a year to develop plans, assess past
performance, and refine metrics before getting into
budget detail. This approach offers a significant
contrast to the annual process of the federal
government, including the Department of Defense,
where the pressures of annual budgeting and lengthy
congressional sessions tend to crowd out efforts at
substantial detailed planning.
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Although recent bills introduced in Congress
suggest growing momentum towards shifting away
from the annual budget process, the prospects
of a near-term change by Congress are small.
Nonetheless, the Pentagon internally can do much

to shift to a two-year cycle by eliminating its annual

*

planning cycle that updates the DPG, using that time
for conducting program analysis and developing
programmatic metrics, evaluating budget execution,
and preparing an "off-year" budget that only
addresses major issues or responds to "fact-of-
life" changes, such as inflation and exchange rate

fluctuations.
£~ SHETEHTE

IV ~ Accounting and Metric
Changes
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There is a saying favored by financial
managers that, "You can't manage what you

nl

4 . .
can't measure." = Furthermore, particularly in the
private sector, when executive compensation is

explicitly tied to specific measures, experience
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shows that those measures receive priority attention
of management. Accordingly, a substantial effort
undertaken by strategic planning staffs is dedicated
to identifying objectives related to the plans and
strategies being pursued, and to developing specific
measures (commonly known as "metrics") that
indicate the degree to which the objectives are being
achieved. In the federal government such an effort
is required by the Government Performance and
Results Act of 1993. A clear trend in both the public
and private sector is to develop an elaborate set of
such objectives and the measures to assess them.
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Virginia has developed a detailed set of
measures of performance covering all its major
functions. There is a goal established, and
performance reported, for items such as response
time to emergency situations by the National Guard,
and citizen deaths per million attributable to fires.
In the latter category, 1997 was a disturbing year as
the death rate was 14.4 per million compared to an

established goal of 6 per million."
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Developing useful metrics for evaluating
performance, and therefore "output,” continues to
be a challenge in the Pentagon. Unlike the private
sector where the corporate annual reports display
widely understood and accepted asset and income
reports, which reflect annual performance, the
public sector has no such universal metrics that
serve as the basis for major decisions. The Secretary
of Defense's annual report is complete with budget
data, but this data provides a much clearer picture
on inputs rather than outputs and performance.
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Given the wide range of activities the Pentagon

is engaged in, producing useful measures is a major
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challenge. How does one measure the output of a
fighter wing, compared to that of a carrier battle
group, compared to that of an Army division? Even
in areas more amenable to objective measure, such
as readiness, the Pentagon has great difficulty
establishing uniform measures of performance
across services. For PPBS to function well in
allocating resources and integrating the overall
defense program, it has to have specific goals and
objectives as described above, and it must have
performance measures by which it measure goal
satisfaction.
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Other public sector activities invest

heavily in developing such measures, as seen

x5

in Maryland's "Managing for Results" program
and Virginia's "Performance Budgeting" process.
Both rely heavily on metrics to guide program
and budget development. In many ways, the
development of measures at the states and local
level, where issues tend to be more discrete, is less
complex than the challenge faced by the Defense
Department. Measuring the miles of improved
road and correlating it to a decrease in traffic
fatalities is rather straightforward. Measuring
school performance with standardized tests is
more complex, and controversial, but still more
quantifiable than many defense activities. Highway
management, public safety, and education are
on-going activities requiring daily outputs and
collectable trend data. Regional conflict and
success on the battlefield, the ultimate standard
by which military forces are measured, occurs -
thankfully - infrequently. Measuring how much
you have, and how much is really "enough," is a
difficult task. Nevertheless, it is one that must be

attempted.
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a. "Return on Investment" Metrics
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Although applying financial performance

measures to the provision of public goods is
difficult, the Pentagon might consider developing
such measures regarding readiness and investment,
its two most significant, yet competing, activities.
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Readiness has recently emerged as a major
issue. Assertions have been made that major force
elements, most notably the two Army divisions
reporting low readiness ratings in late 1999, are not
prepared to perform their major wartime functions.
This is a very complex issue, and one the department
has wrestled with for several years. Resolving it
requires some better understanding of what our
forces are required to be ready to accomplish, an
issue returning to fundamental DPG direction and
its reflection in some resource allocation mechanism

such as the FYDP. The military services, led by OSD

and the Joint Staff, need to invest some additional
effort in developing measures for readiness that are
common to all services and better capture the degree
of output from resource investments.
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Regarding investment, it might be useful to
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consider metrics that mimic return on investment
metrics commonly used in the business world.
This might be particularly useful when related to
weapons system development times. The longer
a program takes in development before it begins
to provide a "return," perhaps best represented in
the defense acquisition process by procurement
expenditures and overall O&M savings as older
systems are retired, the less valuable it becomes. In
current operational terms, this means that a system
that requires lengthy development runs the risk of
having its components become obsolete by the time
it is fielded, and having its utility questioned as
strategic requirements change.
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One current model using a surrogate
computation for rates of return suggests that many
systems being pursued today will return 2% on
their investment. This would likely be unacceptable
in business. Of course, as in business, if there are
pressing reasons why such a capability is needed,
then such a measure might be irrelevant and the
program should press forward. But, this might also
suggest those that merit higher investment priority,
or a changed production phasing so that the "return"
is better. Decisions are commonly made in the
private sector based on such considerations, and as
those with private sector experience assume senior
leadership positions in the Pentagon decisions might
be crisper if the basis for them was more, rather than

less, common with their past experiences.
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b. Capital Budgeting and Opportunity
Costs
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Capital Budgeting has been advocated by many
familiar with the budgeting process as a technique
that would more fully identify and capture capital
as well as operating costs, and thereby encourage
better decision-making. In 1997, President Clinton
established a Commission to study Capital
Budgeting co-chaired by Kathleen Brown and Jon
Corzine.
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The commission reported it's recommendations
to the President in February 1999. It did not
advocate a shift to capital budgeting noting that, "a
majority of the members of the commission does not

support, at this time, adopting a budget procedure
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that would impose a separate cap on capital
spending.""” The commission did note, however,
that: "Insufficient attention is paid to the long-run
consequences of budget decisions. Capital spending
in particular is inefficiently allocated among projects
[all emphasis original]."*’ The commission made
several recommendations that it felt would be useful
for:
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Improving each of the component parts of the
budget process: setting priorities currently and for
the long run, making budget decisions in the current
year, reporting on those decisions, and subsequently
evaluating them in order to make improvements in
future years [all emphasis original]."”
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Capital budgeting is an approach intended

to take thorough account of spending levels of
capital goods, generally identified as those goods
with long service lives. Such a budgetary approach
is often necessary, in both the public and private
sectors, to fully account for expenses that may result
from financing of projects, through borrowing or
the issuance of bonds, and to capture the effects
of depreciation as capital stocks wear out and
require replacement. Because of such factors, most
private and many state and local governments
consider capital spending separately from operating
expenses. The federal government has never used
such a practice, although depreciation rates and
nominal replacement rate costs are frequently cited
when decisions are being made on funding for DoD
infrastructure, such as family housing.**
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A challenge in adopting such an approach
is determining precisely what is a capital good.
Although the President's Commission referenced
highways as an item likely to be covered under a
capital budgeting approach, the State of Virginia,

which has a capital budget, does not include its
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highways as a capital item. Despite their obvious
expense, and political visibility, Virginia budgets
for its highways under its operating budget.”
The Virginia capital budget is largely confined to
facilities.
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There are several reasons why government
agencies would prefer to have their projects and
activities considered in operating rather than capital
budgets. Items in the operating budget tend to be
paid from general revenues and are funded annually,
or during the biennial process if one is used. Since
such funding is rather routine and cyclical, arguing
for its perpetuation is relatively easier. Items on the
capital budget, by contrast, must be judged over
a longer period of time and often require more
detailed justification on expected future value,
salvage value, and replacement costs. Furthermore,
if funds must be raised through financing, this

inserts a major step in the process that often is

*

associated with difficult and contentious political
choices.
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As the Commission on Capital Budgeting

2 e
HEy= g

identified, the Defense Department accounts for
over 70% of major federal capital acquisitions.29
With such a large proportion of federal capital
expenditures, and with so many criticisms that
efforts to re-capitalize the defense capital stock are
substantially underfunded, the Pentagon needs to
better plan its capital expenditures. For example,
the Congressional Budget Office's (CBO) study,
"Budgeting for Defense: Maintaining Today's
Force," requested by Sen. Pete Domenici (R-N.
M.) , chairman of the Senate Budget Committee,

and released in September 2000, states that defense
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procurement is underfunded by $30-40 billion
annually.30 However, it is worth noting that this
analysis was based on replacing aging equipment in
kind, without consideration of the potential impact
of the changing needs as elements of the RMA are
implemented, or as the nature of future conflict
changes.
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In a sense, the Pentagon has a capital budget
in the guise of its research and development,
procurement, and construction appropriations. The
challenge is that segmenting these activities into
appropriations, and then segmenting them further

across services, makes it difficult to ascertain

the full cost of modernization. A capital budget
would require that funding be identified that would
develop, acquire, and sustain the capabilities being
addressed. For example, if there is a serious concern
about the overall aging of the aircraft inventory, and
if there is an established metric that average aircraft
age should not exceed fifteen years in specific
platforms, then long-term funding would have to
be identified that purchased sustaining aircraft
and was synchronized with the next generation
replacement under development. In this way, the
aging aircraft measure would serve as a surrogate
measure of depreciation and would alert decision-
makers to the quantities and time-frames for
additional investments. It would also have the merit
of establishing a decision-making technique that
is relatively more consistent with those seen in the
private sector. Hopefully, this would allow senior,
civilian decision makers, particularly those with a
business background, to better understand the full
implications of resource allocation decisions.
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Certainly not all defense acquisition and
investment programs lend themselves to an easy
application of capital budgeting techniques. Some
items may have a clear depreciation function, some
may allow a surrogate measure, and some may
allow no such measure that is either meaningful
or useful. For major systems, those that have been
extensively modified and enhanced with advanced
electronics, essentially making them a new
aircraft, determining age itself becomes a matter
of contention. But a process that accounts for these
difficulties, and better integrates major acquisition
decisions in a manner identifying the true cost of
either modernization or transformation, would be

useful.
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