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Our bipartisan Legislative Commission was established by section 1004 of the National Defense
Authorization Act for Fiscal Year 2022 and directed to conduct a comprehensive examination of the
Defense Department’s Planning, Programming, Budgeting, and Execution (PPBE) process to examine its
effectiveness, consider potential alternatives, and provide recommendations to improve the process.
After two years of interviews, research, and deliberation, we are recommending significant reform to
bring the Department’s resourcing into the 215 century.

To say the PPBE process and its associated ecosystem is vast is an understatement. We could not have
completed our taskings and this Final Report without a significant amount of input and time from
stakeholders across this resourcing ecosystem, particularly in Congress, the Department of Defense,
industry, and academia. We truly appreciate all those who shared insights with us and contributed to
this Final Report.

We are proud to have had the opportunity to serve as Chair and Vice Chair of this Commission and of the
work completed by our Commissioners and Commission staff. This Final Report reflects 24 months of
research and deliberations culminating in the following recommendations that we strongly believe will
transform and strengthen the resourcing process underpinning our military’s capability.
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Section | - Executive Summary

The Commission on Planning, Programming, Budgeting, and Execution (PPBE) Reform has
concluded that a new approach to the defense resourcing process is required to better maintain
the security of the American people. For many years the current PPBE process has ably supported
United States (U.S.) national security. However, the security environment is rapidly evolving, and

the current PPBE process is not capable of responding as quickly and effectively as needed to
support today’s warfighter. The Department of Defense (DoD) needs a new process, one that
enables strategy to drive resource allocation in a more rigorous, joint, and analytically informed
way. The new process should also embrace changes that enable the DoD to respond effectively to
emerging threats while leveraging technological advances.

Two persistent trends affecting U.S. national security drive a need for transformational change to the
current PPBE process.

First, the emergence of the People’s Republic of China (PRC) as a large, technologically advanced
strategic adversary with corresponding global reach has profoundly threatened the rules-based order
advocated by the U.S. in conjunction with partners and allies. After 30 years of focus on regional,
asymmetric threats, the U.S. now faces strategic challenges with the PRC as a pacing threat while
simultaneously contending with immediate threats from Russia, North Korea, Iran, and instability in the
Middle East. This ever-evolving security environment demands rapid and large-scale evolution of current
military capabilities. Overthe lastdecade it has become increasingly clear that the current PPBE process
does not provide the Department’s senior leadership with the ability to implement change at the scale
and speed the DoD requires. In response to these near-term challenges and existential threats, the
Commission is recommending a fundamental restructuring of the process for converting strategy into a
budget along with improvements in analytic methodology that enable DoD resourcing decisions. While
these changes are primarily internal to the Department, they require close partnership with Congress for
successful implementation.

Second, the pace of global technological innovation only continues to accelerate. The defense
laboratories and the defense industrial base no longer lead technological change as they did during the
Cold War. Instead, commercial technology enables today’s militarily-relevant modernization in multiple
applications like robotics and space, utilizing advances in areas such as artificial intelligence and cyber.
Strategic adversaries are operationalizing this rapid technological change as they seek to overmatch U.S.
military capabilities. The current budgeting and execution phases of the PPBE process, particularly in
some key interfaces with Congress, do not provide the agility required to adopt technological advances
at the speed of relevance.

The U.S. risks losing more of its already diminishing technological edge without immediate
transformational changes in resourcing, especially in the year of execution. The Commission’s
recommendations include much-needed changes to the period of availability of funds, account
structures, reprogramming processes, and data sharing with Congress. These reforms also leverage
modern business systems and data analytics to better manage resourcing and communications. PPBE
reform can only be implemented through sustained collaboration between the legislative and executive
branches.
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This Final Report provides a detailed review of the Commission’s findings and recommendations as well
as the transformational change the recommendations will produce.

Commission on PPBE Reform

Section 1004 of the National Defense Authorization Act (NDAA) for Fiscal Year (FY) 2022 created an
independent Commission on Planning, Programming, Budgeting, and Execution (PPBE) Reform,”
within the legislative branch, and directed the Commission to conduct a comprehensive
assessment of all four phases of the PPBE process that governs how the DoD creates its resourcing
strategy for the following five years and provides the framework and input for the President’s Budget
request. The law directs a specific focus on budgetary processes that affect defense modernization.

This Final Report documents the Commission’s findings, reflecting 24 months of research and formal
meetings. The Commission’s staff carried out extensive quantitative research and also contracted
with several outside research organizations. More than 400 interviews were conducted with experts
in PPBE and related fields, including personnel from Congress, the DoD, industry, academia, and
research organizations. The findings of this Final Report also draw on the expertise and experience
of its 14 Commissioners and staff (see biographies in Section XI).

Overview of Key Findings

Since the inception of the Planning, Programming, and Budgeting System (PPBS), now known as the PPBE
process, the DoD has had a structured repeatable process enabling senior leaders to guide the course
of the DoD. The PPBE process has allowed leadership to identify key resourcing issues and bring analytic
information to bear on budgetary decisions. The PPBE process has ensured that a wide variety of
stakeholder voices are heard, which helps build proposals that can be defended before Congress, and
allows senior leaders to drive change. It has also ensured that multi-year budgetary impacts are
considered to counterbalance tendencies toward short-term views. The Commission’s reforms preserve
these advantages and other positive aspects of the current PPBE process.

However, as noted above, the U.S. is experiencing a dramatic change in its national security environment.
Responding to this increasingly complex global security challenge requires large-scale and rapid
changes in strategic objectives, posture, readiness, force structure, and capabilities. Meeting these
challenges requires addressing limitations in the current PPBE process. For example, the Commission
is concerned that current strategic and resource allocation guidance documents are frequently
consensus-driven, often late to need, and sometimes fail to provide actionable direction to the DoD
Components. Although there has been much progress in recent years, the key analytic offices in the
Office of the Secretary of Defense (OSD) and the Joint Staff do not have sufficient capacity and
assessment tools, nor appropriate training programs and time, to provide the level of analytic support
required to inform senior leader decision-making on so many high-stakes issues. As a result, major
issues are often elevated to senior leadership too late in the process, limiting the available trade-space
and analytic support, which forces compression of the essential subsequent steps in budget
development.

COMMISSION ON PPBE REFORM 2


https://gbc-word-edit.officeapps.live.com/we/wordeditorframe.aspx?ui=en%2DUS&rs=en%2DUS&wopisrc=https%3A%2F%2Fussen.sharepoint.com%2Fsites%2FResearchPPBE%2F_vti_bin%2Fwopi.ashx%2Ffiles%2Ffe2bda55263242ac99cf2b54fa870e04&wdenableroaming=1&mscc=1&hid=356A01A1-A0C2-4000-ABF2-9CD1E53F5422&wdorigin=ItemsView&wdhostclicktime=1705176891823&jsapi=1&jsapiver=v1&newsession=1&corrid=a43fc224-2ce6-4f8f-a4cd-b36f668d7ec6&usid=a43fc224-2ce6-4f8f-a4cd-b36f668d7ec6&sftc=1&cac=1&mtf=1&sfp=1&instantedit=1&wopicomplete=1&wdredirectionreason=Unified_SingleFlush&rct=Normal&ctp=LeastProtected#_ftnref1
https://gbc-word-edit.officeapps.live.com/we/wordeditorframe.aspx?ui=en%2DUS&rs=en%2DUS&wopisrc=https%3A%2F%2Fussen.sharepoint.com%2Fsites%2FResearchPPBE%2F_vti_bin%2Fwopi.ashx%2Ffiles%2Ffe2bda55263242ac99cf2b54fa870e04&wdenableroaming=1&mscc=1&hid=356A01A1-A0C2-4000-ABF2-9CD1E53F5422&wdorigin=ItemsView&wdhostclicktime=1705176891823&jsapi=1&jsapiver=v1&newsession=1&corrid=a43fc224-2ce6-4f8f-a4cd-b36f668d7ec6&usid=a43fc224-2ce6-4f8f-a4cd-b36f668d7ec6&sftc=1&cac=1&mtf=1&sfp=1&instantedit=1&wopicomplete=1&wdredirectionreason=Unified_SingleFlush&rct=Normal&ctp=LeastProtected#_ftnref2

Section | - Executive Summary

These strategic challenges are further compounded by the increasing pace of technological change.
Moore’s Law-the prediction that the number of transistors on a microchip will double every two years —
is perhaps the best-known example of rapidly accelerating technological change. U.S. adversaries are
taking advantage of this rapid technological change to build overmatch against U.S. military forces,
putting the Department’s ability to execute the National Defense Strategy (NDS) at risk.

One of the most consistent concerns the Commission heard over the past two years is that the current
PPBE process lacks agility, limiting the Department’s ability to respond quickly and effectively to evolving
threats, unanticipated events, and emerging technological opportunities. This message has been
repeatedly articulated in statements from current and former congressional Members and staff, from
senior DoD officials, from program budget and acquisition officials at all levels, and from both traditional
and non-traditional DoD industry partners. For example, a current DoD leader told the Commission that
the amount of time it takes to approve and distribute funding through the current PPBE process to
address a national security problem provides U. S adversaries with an innovation advantage. Another
official added that the time-consuming nature of the PPBE process makes it difficult to influence a
modification or an upgrade to an existing product design or to counter new threats.

Late enacted budgets, and long Continuing Resolutions (CR), pose another critical challenge to resource
allocation. The CRs generally include a provision prohibiting new start activities, which can slow efforts
to insert innovative technology in both new and current programs. Not knowing what the final
appropriations will be until well into the fiscal year further hinders effective budget execution and the
timely delivery of capabilities to the warfighter. Compounding this challenge, under current
appropriation rules, operating funds must be fully obligated in the year they are appropriated which can
result in a year-end spending spree that can allocate funding to lower-priority programs so that funding
is not lost. The Commission also heard concerns that, under the current PPBE process, budgets
presented to Congress cannot easily be linked to the defense strategy, in part because the budgets are
presented in terms of appropriation title and DoD Component rather than by capability areas. While the
Department has been modernizing its systems for over a decade, the current PPBE process still depends
on some antiquated information technology systems that make it difficult to quickly access and analyze
validated data and effectively share information between the DoD and Congress.

Vision

To address these challenges, the Commission established a vision for a new resourcing process, drawing
from the original set of six principles that guided creation of the original PPBS,"' and modifying and
expanding them to meet today’s changing strategic environment. The new process should:

1. Closely align budgets to strategy for the Joint Force “based on explicit criteria of national
interest,”? with the ultimate goal of faster delivery of capability to the warfighter.

2. Baseresource decisions on “choices among explicit, balanced, and feasible alternatives.”?

3. Formulate and assess budget alternatives and consequences over multiple years before making
major decisions, and use analysis to compare costs and benefits.

" Enthoven and Smith 2005.

2 |bid.

3 Ibid.
I ———
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4. Enable accountable leaders in acquisition, operational, and support organizations to foster
innovation and agility by improving their ability to react to changing threats and requirements,
while ensuring the best technology and capabilities are fielded for the warfighter.

5. Use common modern business systems with shared and accessible data to support decision-
making, reduce duplicative efforts, and better communicate information inside the DoD and to
Congress.

6. Provide a dedicated, appropriately skilled, and resourced staff to support the Secretary of
Defense and other senior leaders throughout the DoD.

7. Appropriately signal near- and long-term technological and infrastructure priorities to the
industrial base, enabling both non-traditional and traditional vendors to supply capabilities to the
DoD.

8. Meet budget timelines while ensuring that stakeholders have a voice in the process.

9. Provide Congress, the Office of Management and Budget (OMB), and the American people
appropriate visibility into and understanding of key defense resource decisions.

Transformational Change: The Defense Resourcing System

To implement this vision, the Commission recommends creating a new Defense Resourcing System
(DRS) to support U.S. national security in an increasingly dangerous world. This new system builds on
PPBE’s many strengths while also addressing the weaknesses that have emerged. The new DRS
fundamentally strengthens the connection between strategy and resource allocation while creating a
more flexible and agile execution process and preserving congressional oversight. The proposed DRS
replaces what was known as the PPBE process and consists of three processes: Strategy, Resource
Allocation, and Execution.

Strategy: The new system employs analytics at the start of the Strategy process to determine priorities
and direction for the forthcoming budget while establishing the overall guidance for key budget decisions.
The Office of Primary Responsibility (OPR) is the Under Secretary of Defense for Policy (USD(P)). The key
documents remain the National Security Strategy (NSS), NDS, and National Military Strategy (NMS). The
DRS strategy process remains focused on these enduring, multi-year documents.

Resource Allocation: This is where the most significant process changes are proposed. In place of the
current PPBE process the following steps occur within the Resource Allocation process:

1. Guidance. Instead of the current process of circulating a lengthy document for coordination
(the current Defense Planning Guidance or DPG), the new approach brings the results of
wargaming and analytical efforts into established senior leadership forums to inform
discussions that can lead to specific guidance or at least provide direction for budgetary
debates. Development of the new guidance document involves existing leadership forums,
including the Senior Leadership Council and the Deputy’s Management Action Group, and
concludes by February of the year before the budget submission. The OPR for the Guidance
process is the Analysis Working Group (AWG), under the leadership of the Director, Office of
Cost Assessment and Program Evaluation (CAPE) as the Executive Secretary. The key document
resulting from this process is the Defense Resourcing Guidance (DRG), issued in February that
now includes both the integrated program priorities and Fiscal Guidance (FG). A new
continuous analytic process overseen by the AWG supports the development of the DRG and
will focus debate throughout the new resourcing process.
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2. Build. This step centers around the Services and DoD Components and their construction of a
strategically-informed Resource Allocation Submission (RAS) proposal in compliance with the
DRG. The OPRs for this step are the Services and DoD Components. The RAS replaces the
current Program Objective Memorandum (POM) and Budget Estimate Submission (BES) as the
single submission to the OSD for review. The DoD Components will likely start their RAS well in
advance of the DRG, much like they do today, but will be guided by the actionable direction
established during the Guidance step.

3. Decision. This final step involves the OSD review of the RASs (formerly POM/BES), then
issuance of Resource Allocation Decisions (RAD) and incorporation of OMB Passback changes,
all of which culminate in a final DoD budget request. After approval by the OMB, this budget
request becomes the DoD portion of the annual President’s Budget submission to Congress.
The OPRis the Under Secretary of Defense for Comptroller (USD(C)), who establishes the
necessary timelines and assigns the workload for review. The CAPE and USD(C) organizations
will continue to perform their respective tasks, with CAPE focused on DRG compliance and
strategic or programmatic issues and USD(C) focused on budget year issues to include pricing,
executability, most single-Service or Combatant Command requests, and late breaking or
conflict-related issues. The USD(C), working with CAPE, will also maintain a single database
documenting all decisions.

Execution: With the USD(C) as the OPR, this process involves distribution of funding, as authorized and
appropriated by Congress, and execution of those funds by the Services and DoD Components to meet
national security needs. Many Commission recommendations described below will significantly
improve the execution process, providing significant mechanisms to allow the DoD to respond to
emerging issues more quickly and effectively. Of particular note, this process will also establish a
feedback loop to evaluate overall fiscal, program, and operational performance, as well as alignment
with strategic and planning goals. Key documents governing this process include budget execution
reports, acquisition and operational reports, and other information useful to Congress, the DoD, and
other stakeholders for carrying out oversight and analysis.

Naming the New System

The Commission recommends a new name for this process-the Defense Resourcing System-to
emphasize the streamlining and combination of several discrete steps and phases of the former PPBE
process. The new name, along with changed names for key documents and roles, also emphasizes the
extent of the changes recommended by the Commission. Figure 1 depicts the processes and steps in
the new DRS.
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Figure 1 — Defense Resourcing System Structure

Process Step Key Document(s) OPR(s)
Strategy NDS OUSD(P)
Defense Resourcing Guidance (DRG) AWG (CAPE as
Guidance ‘ ]
(replaces DPG and Fiscal Guidance) executive secretary)
Resource Build Resource Allocation Submission (RAS) Service/Component
Allocation (replaces POM/BES) Resourcing Staffs
Resource Allocation Decision (RAD)
Decision ousD(C)
(replaces PDMs/PBDs)
President’s Budget
0OUSD(C) and
Execution Omnibus Reprogramming Request Service/Component
FMs

Execution/Obligation Reports

The new DRS is enabled throughout the process with continuous analysis and evaluation.

Key Recommendations:
To shape the Commission’s focus on critical areas for reform, the Commission organized its research
and identified recommendations designed to:

1) Improve the Alignment of Budgets to Strategy;

2) Foster Innovation and Adaptability;

3) Strengthen Relationships Between DoD and Congress;

4) Modernize Business Systems and Data Analytics; and

5) Strengthen the Capability of the Resourcing Workforce.

Key Recommendations that Improve the Alighment of Budgets to Strategy
The Commission consistently heard that the current PPBE process does not show a clear alignment
between DoD budget requests and overall defense strategies as articulated in the NSS and NDS. This
remains a critical shortcoming in matching resources to the DoD’s strategic vision and requirements of
the Services, DoD Components, and the Joint Force. Under the current PPBE process, the programmed
budgets are typically developed by the DoD Components before the appropriate strategic documents
like the DPG have been finalized, and fact-of-life changes can easily overwhelm strategic choices. To
address this, in addition to the DRS, the Commission recommends two key reforms and changes:

e Strengthen the Defense Resourcing Guidance through Continuous Planning and Analysis: As
was noted earlier, the effectiveness of the DRG is bolstered by continuous analysis including threat
analyses, wargaming, and cost benefit assessments. Beginning these key analyses earlier, and
holding leadership decision meetings that consider analytic results from November through
February, will produce a timelier guidance document with a regular analytic cadence used to inform
the Build step and shape resourcing decisions.
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o Transform the Budget Structure: An effective and properly stratified budget structure is a crucial
underpinning of any resource allocation process, whether in the current PPBE process or the new
DRS. The current budget structure begins with the designated life cycle phases (i.e., Research,
Development, Test and Evaluation (RDT&E), Procurement, and Operation and Maintenance (O&M)).
It then further aligns these to the separate Services and DoD Components before finally presenting
data for specific accounts and programs. These top-level appropriations reflect the phases of
traditionalindustrial production, but this is not how the Department or Congress consider the budget
when making decisions today. Instead, today’s decision-makers focus primarily on capability. Under
the current budget structure, this requires pulling data from disparate sections of the budget in order
to see the whole program. The Commission’s reimagined structure starts with the Services and DoD
Components, flows to Major Capability Activity Areas (MCAA) areas under their purview (examples
might include ground maneuver units or tactical aviation), then to specific programs and systems,
and finally to the relevant life cycle phases. Figure 2 below depicts these changes.

Figure 2 — Current and Reimagined Budget Structure

Current Structure FerDEEd Structure

Life Cycle Phase Service/Component
Service/Component Major Capability Activity Area

Budget Line ltem System/Program (BLI)
Project (if applicable) Life Cycle Phase

The Commission believes this budget transformation will enhance congressional oversight by
transmitting program and budgetary information to Congress in a way that combines related funding for
a capability under a single program and/or portfolio. This change will increase transparency across all
types of funding requested and more clearly link decision-making and resource allocation. Moreover,
the new budget structure willimprove visibility and understanding of the resource allocations across the
Services and for similar portfolios in the Joint Force. It also better matches 21°' century Digital Age
technological developments that no longer fit into the traditional Industrial Age categories of research,
procurement, operation, and sustainment.

Key Recommended Changes that Foster Innovation and Adaptability

The Commission recommends the following important changes to foster innovation and improve agility
in the allocation and execution of resources. The combination of these key recommendations has the
goal of significantly increasing industry involvement and providing emergent technology to the warfighter
more quickly and easily.

¢ Increase Availability of Operating Funds: The Commission recommends allowing a small portion
(five percent) of operating funds to be carried over for obligation in a second year of availability, a type
of flexibility that is already available to some non-DoD federal agencies. This change will reduce the
high levels of year-end spending that hamper effective execution of funds, especially after a CR, as

well as prevent the funding of lower-priority programs just to avoid losing the money.
- - - |

COMMISSION ON PPBE REFORM 7


https://gbc-word-edit.officeapps.live.com/we/wordeditorframe.aspx?ui=en%2DUS&rs=en%2DUS&wopisrc=https%3A%2F%2Fussen.sharepoint.com%2Fsites%2FResearchPPBE%2F_vti_bin%2Fwopi.ashx%2Ffiles%2Ffe2bda55263242ac99cf2b54fa870e04&wdenableroaming=1&mscc=1&hid=356A01A1-A0C2-4000-ABF2-9CD1E53F5422&wdorigin=ItemsView&wdhostclicktime=1705176891823&jsapi=1&jsapiver=v1&newsession=1&corrid=a43fc224-2ce6-4f8f-a4cd-b36f668d7ec6&usid=a43fc224-2ce6-4f8f-a4cd-b36f668d7ec6&sftc=1&cac=1&mtf=1&sfp=1&instantedit=1&wopicomplete=1&wdredirectionreason=Unified_SingleFlush&rct=Normal&ctp=LeastProtected#_ftnref1
https://gbc-word-edit.officeapps.live.com/we/wordeditorframe.aspx?ui=en%2DUS&rs=en%2DUS&wopisrc=https%3A%2F%2Fussen.sharepoint.com%2Fsites%2FResearchPPBE%2F_vti_bin%2Fwopi.ashx%2Ffiles%2Ffe2bda55263242ac99cf2b54fa870e04&wdenableroaming=1&mscc=1&hid=356A01A1-A0C2-4000-ABF2-9CD1E53F5422&wdorigin=ItemsView&wdhostclicktime=1705176891823&jsapi=1&jsapiver=v1&newsession=1&corrid=a43fc224-2ce6-4f8f-a4cd-b36f668d7ec6&usid=a43fc224-2ce6-4f8f-a4cd-b36f668d7ec6&sftc=1&cac=1&mtf=1&sfp=1&instantedit=1&wopicomplete=1&wdredirectionreason=Unified_SingleFlush&rct=Normal&ctp=LeastProtected#_ftnref2

Section | - Executive Summary

o Update Thresholds for Below Threshold Reprogrammings (BTR): Raising these thresholds to keep
pace with historical budget increases will increase flexibility for Program Managers (PM), Program
Executive Officers (PEO), and others while also streamlining the decision-making process. Ultimately
the Commission proposes eliminating BTRs and allowing a small percentage of an entire
appropriation to be realigned with appropriate congressional briefings and oversight.

o Mitigate Problems Caused by CRs: This recommendation mitigates the adverse impacts of
increasingly commonplace CRs by allowing the Department to proceed with new starts and
increased program quantities under CRs in carefully delineated circumstances.

o Review and Consolidate Budget Line Items (BLI): This consolidation streamlines the current
resourcing and execution processes, retains and increases transparency for Congress, ends
unnecessary duplication in the existing budget structures, and eliminates redundancies.
Consolidation will also increase the DoD’s ability to adjust rapidly to changing circumstances in the
year of execution and inject innovation or adopt new technology to address changing threats.

e Address Challenges with Colors of Money: This recommendation aligns colors of money with the
way in which programs are actually executed, enabling the Department to better meet mission needs
through the funding of software programs, continuing improvements to hardware, and program office
accounts.

Key Recommended Changes to Strengthen Relationships Between DoD and Congress
The Commission remains mindful of the need to strengthen and improve relationships and
communications between DoD and Congress regarding the President’s Budget submission and
throughout the resource allocation and execution phases. The Commission offers several
recommendations to improve these critical relationships with a focus on data driven communications.

e Encourage Improved In-Person Communications: The DoD should work with Congress to
determine the best time to offer in-person updates that deal with execution-year issues as well as the
budget proposal under review by the Congress. Updates should be informed by execution reviews
and timed to support conference negotiations held by the authorization and appropriations
committees.

e Establish Classified and Unclassified Communication Enclaves: This recommendation will
enable more robust communication between DoD and Congress. It will include but not be limited to
a common set of reports and budget material that can be readily searched, sorted, and retrieved for
analysis across all security classification levels. Enclaves will enable efficient and effective
communications across the government, increasing trust, transparency, and relevancy.

Key Recommended Changes to Modernize Business Systems and Data Analytics

The systems DoD uses to manage data do not always allow searching or sorting of shared information,
nor can data be easily used or shared for analysis and decision-making. This is a serious impediment to
making DoD resourcing more effectively agile, as well as more coherent and transparent. The
Commission makes a humber of recommendations designed to improve data analytics, including this
key recommendation:
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e Create a Common Analytics Platform: This will make information readily available and provide
streamlined access to best of breed analytic capabilities and authoritative data across functional
sectors, ensuring that all DoD organizations are leveraging the same authoritative, transaction-level
business and warfighting data. A single common platform will, for example, provide the capability
to integrate prior year execution and operational data, thereby improving assessments of cost,
schedule, and performance.

Key Recommended Changes to Strengthen the Capability of the Resourcing Workforce
The workforce that carries out defense resourcing tasks must be of adequate size, sufficiently trained,
and enabled with the tools and resources to support leadership and decision-making. The Commission
makes a number of recommendations designed to improve the workforce, including these key
recommendations:

e Continue the Focus on Recruiting and Retention: Both the Offices of the USD(C) and CAPE need
to improve recruiting and retention to ensure they have staffs of sufficient size and skill to carry out
their specified duties.

e Improve Training for Personnel Involved in Defense Resourcing: Improved training for
personnel who support the DRS will ensure the Department has appropriately trained personnel
who understand how their role supports the DRS in a number of ways. Training on preparation of
the budget justification books, data analytics, and private sector practices represent key areas to
empower the DoD workforce.

Additional Recommendations

In addition to the key recommendations described above, the Commission makes a number of additional
recommendations that will, if implemented, significantly improve the Department’s resourcing
processes. Some of these recommendations may be interim steps before the implementation of the
broader transformational changes identified above, but many will pay dividends for the long run. A full
list of the Commission’s recommendations, each of which is described in detail in the report, can be
found at the end of this section.

Implementation

The Commission commends the DoD for establishing implementation plans for the 13
Recommendations contained in the Commission’s Interim Report that could be implemented prior to
this Final Report.* Full implementation of all the Commission’s recommendations in this Final Report
will require substantial effort on the part of Congress and the DoD, especially its resource management
community. The Commission recommends that the DoD establish an implementation team that reports
directly to the Deputy Secretary of Defense. This temporary team would be made up of experts from
various functional areas and, for the next three to five years, provide staff support to implement the
Commission’s recommendations. The Commission further recommends that the Department engage
with Congress on these recommendations and provide regular updates on implementation.

4 DoD Implementation Plan 2024. Provided to the Commission. Public release forthcoming.
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Commission Recommendations

Improve the Alighment of Budgets to Strategy

1. Replace the PPBE Process with a new Defense Resourcing System
Strengthen the Defense Resourcing Guidance

Establish Continuous Planning and Analysis

Transform the Budget Structure

Consolidate RDT&E Budget Activities

ok wbd

Foster Innovation and Adaptability

6. Increase Availability of Operating Funds

7. Modify Internal DoD Reprogramming Requirements

8. Update Values for Below Threshold Reprogrammings

9. Mitigate Problems Caused by Continuing Resolutions

10. Review and Consolidate Budget Line Items

11. Address Challenges with Colors of Money

12. Review and Update PPBE-Related Guidance Documents

13. Improve Awareness of Technology Resourcing Authorities

14. Establish Special Transfer Authority for Programs Around Milestone Decisions
15. Rebaseline the OSD Obligation and Expenditure Benchmarks
16. Encourage Use of the Defense Modernization Account

Strengthen Relationships Between DoD and Congress
17. Encourage Improved In-Person Communications

18. Restructure the Justification Books

19. Establish Classified and Unclassified Communication Enclaves

Modernize Business Systems and Data Analytics
20. Create a Common Analytics Platform

21. Strengthen Governance for DoD Business Systems

22. Accelerate Progress Toward Auditable Financial Statements

23. Continue Rationalization of the OSD Resourcing Systems

24. Modernize the Tracking of Congressionally Directed Actions

Strengthen the Capability of the Resourcing Workforce
25. Continue the Focus on Recruiting and Retention

26. Streamline Processes and Improve Analytic Capabilities

27. Improve Training for Personnel Involved in Defense Resourcing

28. Establish an Implementation Team for Commission Recommendations
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Conclusion

The Commission concludes that the recommendations in this Final Report will enable the Department
to more effectively meet national defense needs, while preserving the insight required for congressional
oversight. Today, the U.S., its allies, and partners face multiple challenges and threats amid the most
complex geopolitical environment since World War Two. The DoD must have an agile and responsive
resourcing architecture and system, one that promotes innovation, agility, and speed, best harnesses
defense resources, and supports timely and accurate senior leader decisions. Time is short, the need
for change is increasingly urgent. The Commission calls upon Congress and the Department to adopt
these recommendations that will better enable the DoD to continue to preserve U.S. national security in
light of the ever-changing landscape.
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Background

Section 1004 of the NDAA for FY 2022 established an independent “Commission on Planning,
Programming, Budgeting, and Execution Reform.” Specifically, this Commission is composed of “14
civilian individuals not employed by the Federal Government” with proven experience and expertise “in
one or more of the following: (A) matters relating to the planning, programming, budgeting, and execution
of the Department of Defense; (B) innovative budgeting and resource allocation methods of the private
sector; (C) iterative design and acquisition process; (D) budget or program execution data analysis.”®

In accordance with this language, the Commission’s mandate included the following tasks:

e Conductacomprehensive assessment of the efficacy and efficiency of all phases and aspects of
the PPBE process with a focus on defense modernization;

e Review the DoD financial management systems, including an assessment of the Office of the
Secretary of Defense (OSD) budget and programming workforces;

e Compare the DoD PPBE process with similar processes of private industry, other federal
agencies, and other countries;

e Review the budgeting methodologies and strategies of strategic competitors to understand if and
how such competitors can address current and future threats more or less successfully than the
United States; and

e Develop and propose recommendations to improve the effectiveness of the PPBE process.®

As amended by section 1057 of the NDAA for FY 2023, the Commission was tasked to present the results
of its investigation in two reports: an Interim Reportto be delivered in August 2023 and a Final Report due
in March 2024. A Status Update was released on March 2, 2023 and the Interim Report was released on
August 15, 2023. This document constitutes the required Final Report that presents all research and
recommendations from the Commission including those discussed in the Interim Report.

Research Approach

Since its establishment, the Commission had approximately 40 formalin-person Commission meetings,
each of which included a majority of Commissioners along with many of the Commission’s professional
staff. The Commission has depended heavily on the experience and expertise of its Commissioners and
professional staff, many of whom have extensive experience with PPBE in Congress, in DoD, or both.

The Commission conducted interviews that included over 1,100 personnel from the multiple functional
communities that support all the phases of PPBE, which involved multiple individual and group
interviews along with open mic sessions. These interviews included 19 engagements with professional
staff of the congressional defense committees. The Commission’s interviewees included current and
former senior congressional professional staff, current and former senior officials from across the DoD,

SP.L.117-81.
8 Ibid.
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current DoD and industry practitioners from all phases of the PPBE process, and industry executives (see
Section Xl for details).

The Commission also relied on extensive research conducted by various groups. The Commission’s staff
conducted extensive research on topics related to the PPBE process to further inform the Commission’s
Interim and Final Reports. This comprehensive research included interviews with industry on their
processes; a review of the DoD Financial Management Regulation (FMR) and other PPBE related
guidance; a case study on Facilities Sustainment, Restoration, and Modernization (FSRM) funding; an in-
depth analysis of reprogramming actions; an analysis of innovation funds; an analysis of program new
starts; an analysis of expiring, expired, and cancelled funds; an analysis of the DoD budget structure; an
assessment of the OSD Comptroller and CAPE workforces; an assessment of the development, review,
format, and utilization of formal and informal justification materials; an assessment of the Service
programming and Military Department financial management workforces; analysis of performance
metrics; and an analysis of defense business systems including financial management systems.

Understanding the importance of interacting with the entirety of the PPBE ecosystem, the Commission
staff actively engaged the public through social media platforms to further conversations regarding PPBE
reform and kept the public apprised of the Commission’s progress. Commissioners and Commission
staff also engaged with other stakeholders and practitioners by speaking at a number of professional
forums and events, discussing the Commission’s work and research areas. The Commission also
engaged with several media outlets who have contributed to furthering this dialogue with DoD and
congressional stakeholders. As a result of these engagements and conversations, the Commission
gained an extensive understanding of the current PPBE process and suggested areas in need of reform.

At the Commission’s request, research was also conducted by Federally Funded Research and
Development Center (FFRDC) experts from the Institute for Defense Analyses (IDA), the RAND
Corporation, and the MITRE Corporation. The Commission also leveraged academia through the
National Security Innovation Network (NSIN) and DoD’s Acquisition Innovation Research Center (AIRC)
to assist in research efforts. The Commission established an independent Financial Management (FM)
Systems Tiger Team made up of Commission staff and outside experts to complete a review of the DoD’s
financial management systems as they relate to internal controls, auditability, and support to the DoD
mission; this analysis is included in Section X of this report. The Service Design Collective also provided
the Commission with research conducted under a grant from the Federation of American Scientists. A
high-level list of research activities conducted by these organizations is provided on the following pages.
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FFRDC RESEARCH

The RAND Corporation: Comparison to PPBE Processes in Other Countries and Federal Agencies:

Allied and Partner Countries: Australia, Canada, the United Kingdom, France, Germany, Sweden,
Japan, and Singapore

Strategic Competitors: China and Russia

Other Federal Agencies: Department of Homeland Security (DHS), Department of Health and Human
Services (HHS), National Aeronautics and Space Administration (NASA), the Office of the Director of
National Intelligence (ODNI), Department of Veterans Affairs (VA), and Department of Energy’s (DOE)
National Nuclear Security Administration (NNSA)

IDA: Examination of PPBE Documents, Timelines Involved for Each Phase, and the Ability to Make
Changes:

Development of Key PPBE Documents: the DPG, the Program Objective Memorandum (POM), the
Future Years Defense Program (FYDP), the Budget Estimate Submission (BES), and the President’s
Budget (PB)

Analysis of Timelines Associated with Each Phase and the FYDP

Examination of Reprogramming Actions

The MITRE Corporation:

e General Use of Metrics and Performance Measures
e Correlated Change in Budget Structure versus Strategy
e Structural Incentives on Spending Behavior

ACADEMIC RESEARCH
NSIN: The College of William and Mary and the University of Virginia:

e |nnovation and the Small Business Innovation Research Program
e Aligning Budgets to Strategy

AIRC: George Mason University and Stevens Institute of Technology:

Case Studies of Technology Transition

PPBE Process Portfolio Budgeting, Justification Books, Selected Acquisition Reports, and Integrated
PPBE/Requirements/Acquisition Reform

Options for Restructuring the DoD’s PB

Alternative Obligation and Expenditure Target Curves
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OTHER OUTSIDE RESEARCH

FM Systems Tiger Team:

Doug Brook —former Acting USD(C)/Chief Financial Officer, Visiting Professor Duke University;

Phil Candreva — Senior Lecturer Naval Post Graduate School;

Mark Easton —former Deputy Chief Financial Officer (DCFQO), Professor Defense Acquisition University;
David Fisher — former Director — Business Transformation Agency;

Jared Terry — Commission Staff Lead

e “Review of the financial management systems of the DoD, including policies, procedures, past and
planned investments, and recommendations related to replacing, modifying, and improving such
systems to ensure that such systems and related processes of the Department result in effective
internal controls; the ability to achieve auditable financial statements; and the ability to meet other

financial management and operational needs”’

Service Design Collective: Eddie Hartwig, Kat Jurick, Shelly Smith, and Noah Firth

e Improving communication, information sharing, and data standards between Congress and the DoD
through the development of technical enclaves

In addition, the Commission was provided with papers related to PPBE reform from several universities
including: The Naval Postgraduate School, Duke University Sanford School of Public Policy, the Defense
Resources Management Institute, and the George Mason University Center for Government Contracting.

7 Ibid.
________________________________________________________________________________________________|
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Section lll - PPBE and the Need for Change

The Current PPBE Process

The Planning, Programming, and Budgeting System (PPBS) was originally established in early 1961 to give
the Secretary of Defense a way to make strategic and cost-effective decisions on force structure and
major acquisition programs, while also setting the funding and personnel requirements each of these
would entail. This new centralized system became feasible in part because of the merging of the
separate Services into a united DoD in 1947. It also benefited from research on defense decision-making
in the 1950s. The new PPBE process made major changes in defense budgeting practices including
addressing budget issues in broad program areas such as strategic forces, bringing analytic information
to bear on decisions, and considering budgets over multiple years. The system got a revised name-the
PPBE process-in 2003 to reflect increased emphasis on the importance of execution and evaluation as
a feedback loop into the process.

Changes to the PPBS began not long after its introduction, some of which shaped the system this
Commission was tasked to assess. Inthe 1970s, for example, Secretary of Defense Melvin Laird decided
that the system Secretary of Defense Robert McNamara had introduced in 1961 over-centralized control
in the Office of the Secretary of Defense and that more autonomy needed to be restored to the Services
in building and designing forces. This led to more significant involvement by the Services, which shapes
many of today’s PPBE processes.

Congress also tightened controls on DoD budgeting in ways that have shaped PPBE. For example, even
before PPBE, informal agreements between Congress and DoD permitted the Department to move funds
among programs during the execution phase of PPBE through reprogramming actions, but Congress has
gradually restricted those movements over the years. Nevertheless, the reprogramming of funds during
the year of execution still provides a key source of budgetary flexibility for DoD and is an importantissue
the Commission researched and discussed extensively.

Starting in 1977, Congress decided to change the end of the federal fiscal year from June 30™ to
September 30", an important shift designed to give Congress more time to authorize programs and enact
appropriations. Unfortunately, this change has not solved the problem of late budget enactments which
is another focus area the Commission examined and debated. These and other changes, applied to the
basic provisions of the PPBS put in place in 1961, have created the current PPBE processes the
Commission evaluated in its Interim Report and this Final Report. The current PPBE process consists of
four phases, which are outlined in further detail below.

Planning Phase: This phase involves the identification of necessary updates to DoD military strategy,
policy, and force manning, training, and equipping, given the evolving strategic environment. During this
phase, key DoD missions and goals are translated into prioritized strategic objectives and reviews of
existing and programmed capabilities, force structure, and global posture are conducted to assess the
sufficiency of the joint force to achieve the strategy and identify current and future warfighting
requirement priorities.

This is a joint effort by both civilian and uniformed officials of the DoD (Under Secretary of Defense (USD)
for Policy (USD(P)), Chairman of the Joint Chiefs of Staff (CJCS), military Services, and Combatant
Commands (COCOM) and is guided by three documents: the NSS as determined by the President of the
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United States; the NDS issued by the Secretary of Defense; and the NMS issued by the CJCS. This phase
of the process informs preparation of the DPG. The USD(P) oversees preparation of the DPG, which goes
to all DoD Components and guides development of their program and budget recommendations.

Programming Phase: This phase is intended to focus decision-making on analytically based trade-offs
about future end states.? It includes an analysis and decision process that produces a detailed multi-
year force and financial plan (the FYDP) that is the bridge to that future end state. This can involve
identifying, prioritizing, and resourcing the DoD’s manpower (including military end-strength and civilian
full-time equivalent work years), acquisition and sustainment programs, facilities, and forces (identified
as either items of equipment or combat units) that are required to deliver the future capabilities and
forces, all within a fixed topline. This phase begins with the issuance of the DPG and Fiscal Guidance
(FG) from the Deputy Secretary of Defense to each of the Military Departments and to the Principal Staff
Assistants for their organizations and DoD Components under their purview.

The Director, CAPE oversees this process at the OSD level on behalf of the Deputy Secretary of Defense.
The DoD Components spend at least a year developing their POM and then formally submit that POM to
OSD. The POM describes how they want to allocate funding, how they comply with the requirements set
forth inthe DPG and specific Service and Component program guidance, and how they meet the priorities
and objectives outlined in the various strategy documents released in the planning phase. The
submission and presentations of the POM to CAPE and OSD leadership begins the Program and Budget
Review (PBR) during which CAPE evaluates the POM and the Office of the Under Secretary of Defense
(Comptroller) (OUSD(C)) evaluates the Budget Estimate Submission (BES) in coordination with the OSD
Secretariats, military Services, Joint Staff, COCOMs, and Defense Agencies.

After analyzing the POM submissions, the Director, CAPE issues draft Program Decision Memorandums
(PDM) (they have also been called Resource Management Decisions (RMD)) that direct changes to the
POM submissions, document approved manpower changes, and direct appropriate program reports and
studies. This phase concludes with Deputy Secretary of Defense signature of the final approved PDMs
that are then incorporated into the President’s Budget (PB). Throughout the programming process,
adjustments to programs, projects, funding type, and amounts can be made until the OUSD(C) budget
database is locked. Of course, an increase in funds in one part of the program will have to be offset
elsewhere asthe Department’s topline cannot exceed the level established in FG by the Deputy Secretary
of Defense.

Budgeting Phase: This phase includes activities executed in both the executive branch and the
legislative branch, with important roles played by DoD, the White House, and Congress. Within DoD, the
purpose of this phase, overseen by the USD(C), is to develop and then prepare documentation to
describe a budget that reflects the President’s and the Secretary of Defense’s priorities and is balanced
at the topline provided by the President’s Office of Management and Budget (OMB). Budgeting is done in
coordination with the CAPE-led Program Review and requires significant involvement from Service, DoD
Component, and OUSD(C) analysts. Using the Service and other DoD Component BESs as its basis,
along with changes made during the POM process, OUSD(C) reviews and appropriately adjusts the BES
inputs to ensure the correct phasing and pricing of programs and compliance with laws and regulations
and assesses the executability of programs within the appropriation lifecycle (obligations and
expenditures). In addition, OUSD(C) reviews and adjudicates numerous funding requests not covered in
the Program Review, typically single-Service or command requests, and late breaking or conflict-related

8 Enthoven and Smith 2005.
I ———
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issues. The budgeting phase also features preparation of the complex and voluminous documentation
(justification books or J-books) that accompanies the budget when it is formally submitted to Congress.
While PDMs should be completed during the programming phase, they have routinely been issued during
the budgeting phase due to concurrent reviews and delayed decisions.

The budgeting phase includes the OUSD(C) review and issuance of draft Program Budget Decisions (PBD)
(also previously called RMDs) that direct changes and shape the final DoD portion of the PB. During this
time, the OMB participates in the OSD-level review of the DoD budget and provides further guidance and
direction known as Passback to the Department on programmatic and budget issues, Administration
priorities, economic assumptions, and final topline guidance. These changes often happen very late in
the process due to real world events or issues that arise during execution. As inthe programming phase,
changes can be made up until the last minute in the budgeting phase, but typically require OSD and
sometimes OMB leadership support to ensure that previous decisions are not inadvertently overturned
in the final days and hours before the PB submission to Congress.

The Commission recognizes and supports DoD’s on-going special relationship with the OMB that
enables the OMB to actively participate in the concurrent review of the DoD budget during the PBR
process and allows the Department to incorporate that feedback as senior leaders are making decisions.
The increased review and budget build time for the DoD is required to integrate the most complex of all
federal budgets into the Executive Branch’s overall budget request. It also allows the OMB to factor in
critical information to inform its Passback while the process is ongoing. Incorporating the OMB into the
DoD process, and getting both to work together, is essential for this partnership to continue so that the
Department can meet OMB timelines for delivering the annual budget to Congress as directed by law.
The Commission, therefore, encourages this cooperative relationship to continue especially because it
provides the OMB with significant insight into the DoD budget, and it provides the DoD the flexibility to
ensure the Defense section of the President’s Budget is as current as possible. Anything that interferes
with this process would run counter to the Commission’s objectives of developing a more responsive
and agile resourcing process.

The DoD budget, along with other federal agency budgets, are statutorily due to Congress the first
Monday in February for the next fiscal year, which begins on October 1% of that same calendar year. This
phase is completed inside the Department when it submits the DoD budget to OMB for inclusion in the
PB to Congress, as well as when the Department delivers the detailed information that supports that
budget to the congressional committees.

Review of the defense budget continues with congressional hearings involving Department civilian and
military leadership; detailed rollout briefings from the Services, Combatant Commands, and other DoD
Components to professional staff members on the congressional defense, intelligence, and military
construction committees; submission of numerous unfunded priority lists (UPL) from DoD Components;
and congressional committee markups of the completed PB as reflected in NDAAs and DoD
Appropriations Acts. This phase also includes significant informal interaction between Congress and
DoD Components, as well as defense industry, academia, and other parties interested in influencing the
final appropriations bill.

Execution Phase: The DoD has always executed its own budgets, but in May 2003, execution formally
became the fourth phase of the PPBS, leading to a change of the name to the PPBE process. This phase
was added to highlight the importance of managing execution and performance by providing a feedback
loop to inform future program and budget decisions. The phase encompasses everything from the initial
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apportionment of funds from the OMB (even while under a Continuing Resolution (CR)) and issuance of
Treasury Warrants; reconciling enacted changes (reductions and adds) against the request; realigning
and reprogramming of funds to meet emergent needs; tracking, reporting, and balancing of the
accounting systems for those resources; and a review of overall performance as communicated in the
Annual Performance Report (required by the 1993 Government Performance and Results Act (GPRA) and
GPRA Modernization Act of 2010).

It is important to note that the execution phase is always in process for many different years at the same
time. Contracting for services and products is an important part of budget execution, which is provided
by the Defense Acquisition System, though it is not formally part of the PPBE process. Congressional
staff, Members, and oversight organizations, such as the Government Accountability Office (GAO) and
the DoD Inspector General, are also active during the execution phase of previously passed
appropriations, performing their mandated oversight duties for multiple fiscal years of appropriated
funds.

The execution phase for a particular year begins on October 1%t with the start of the fiscal year, even if that
year starts under a CR. It proceeds in full force once funds have been appropriated and concludes on
September 30" when that fiscal year closes. However, because programs have one to five years to
obligate funds depending on the appropriation and another five years to make final payments, at any
pointin time DoD is executing funds from at least 10 different fiscal years.

Analysis of execution includes determining how well current appropriations are being spent compared
to programmatic and financial plans. This ensures alignment to DoD’s stated requirements and
determines whether resources need to be realigned or reprogrammed to meet emerging or unplanned
year of execution needs. The Services and DoD Components conduct monthly execution reviews at the
program and Command level and more formal quarterly reviews with higher headquarters. These reviews
and assessments feed into the formal mid-year review with the OUSD(C), which informs the realignment
requests contained in the Omnibus reprogramming submission which is due annually by the end of June.
They provide useful analysis and information to inform future budget decisions.

Close monitoring of execution and reprogramming actions continue through the remainder of the fiscal
year, especially for annual appropriations. This monitoring ensures that the 80/20 Appropriations Act
General Provision for O&M funding (statutory requirement for meeting the 80 percent obligation rate by
the end of July every year) is sufficiently met and that funds will be appropriately executed for the highest
priorities before the fiscal year closes.

Strengths, Criticism, and the Need for Change

The Commission found that the PPBE system has many virtues. It serves a critical role in identifying key
budget issues and brings analytic information to bear on budgetary decisions. The PPBE process has
ensured that a wide variety of stakeholder voices are heard which helps build proposals that can be
defended before Congress and enables senior leaders to drive change. It has also ensured that multi-
year budgetary impacts are considered to counterbalance natural tendencies toward short-term views.
The Commission’s reforms preserve these advantages and other aspects of the current PPBE process.
These aspects of the PPBE process should be preserved in any reform effort. At the same time almost
everyone the Commission spoke with, even those who praised aspects of the current PPBE process,
agrees that changes are needed. There is also an extensive body of research that underscores the need
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forimprovements in PPBE, as well as a very active conversation in social media and panel discussions at
industry and other association events.

Strengths. The strengths of the current PPBE process the Commission worked to preserve include
maintaining a repeatable process that enables senior leadership to guide the course of the Department,
and maintaining the timeline set by the OMB for the PB request while still ensuring that all stakeholders
are heard within the process, allowing time for that discussion of priorities and strategy inside the
Department. While this can slow down decisions due to the time it takes to allow for this level of
participation, this also preserves the opportunity for all voices to be heard on an issue, allowing senior
leaders time to evaluate multiple courses of action to support the strategy, and make the most-informed
decisions possible, while understanding the impacts of those decisions on capabilities over multiple
fiscal years.

The current PPBE process also allows for excursions and alternatives to be developed and debated to
meet budget requirements for the operational capabilities needed to meet the DoD missions (e.g.,
strategic forces, tactical air, etc.). It also brings considerable analysis and information into the
discussions on major budget alternatives, assessing them in terms of both costs and benefits in the
current and future years.

The Commission generally heard from stakeholders that the PPBE process generates the budget
justification materials (formal and informal) that provide Congress and the professional staff on the
congressional defense, intelligence, and military construction committees with the necessary
information to meet their oversight responsibilities. There is also a considerable volume of information
that is made publicly available, such as all the unclassified justification materials, supporting exhibits,
appropriation-level data, rollout briefings, and overview books that are available for viewing and can be
downloaded from the OSD Comptroller and Service websites. This is a unique level of transparency that
is not always available in other partner and allied nations, and the DoD goes through a tremendous
process to ensure the information that can be provided, is posted publicly. The Commission believes
this transparency is critical to providing taxpayers with insight on the stewardship of public funds and
allowing the defense industry to understand where its government customer spending priorities are so
that it can plan and execute resources appropriately.

Criticism. Although the PPBE process has served DoD well for many years, the Commission heard
significant criticisms of the current PPBE process and calls for change that will be discussed in more
detail throughout this Final Report.

One of the most consistent concerns the Commission heard is that the lack of agility in the current PPBE
process limits the Department’s ability to effectively respond to evolving threats, unanticipated events,
and emerging technological opportunities in a timely manner. This message has been reiterated in
statements from current and former congressional Members and staff, from senior DoD officials, from
program, budget, and acquisition officials at all levels, and from both traditional and non-traditional DoD
industry partners. For example, a current DoD leader told the Commission that the amount of time it
takes to distribute funding for a national security issue because of the PPBE process, gives an innovation
advantage to U.S. adversaries. Another official reported that the time-consuming nature of the PPBE
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process makes it difficult to influence a modification or an upgrade to an existing design, and to pivot
toward new threats.

This is further exacerbated by the late enacted budgets and CRs, which include a provision prohibiting
new start activities, slowing efforts to execute innovative solutions in both new and current programs.
The Commission notes that the application of new start definitions is not consistently applied within the
DoD as some military Services and DoD Components apply the strictest of interpretations whereas
others do not, which affects their execution especially during a CR. The Commission encourages the
OUSD(C) to provide clear and consistent guidance to the financial management community or other
offices on the specific rules for applying new start definitions. Not knowing what the final appropriations
will be, including the congressional adds and marks, with only a single year to execute operating funds,
hinders DoD execution, typically for about a quarter of that fiscal year, or longer, depending on the length
of the CR(s). This can lead to suboptimal obligations on lower-priority programs and less efficient budget
execution while waiting for those final decisions. There are also concerns that the budgets presented to
Congress and whatis appropriated cannot be tied easily to the overall defense strategy since the budgets
are presented to Congress in terms of appropriation title and agency (e.g., Aircraft Procurement, Air
Force) rather than by capability areas. There are also antiquated information technology (IT) systems that
do track resourcing proposals and make it difficult to quickly access decision quality data. In recent
years, these difficulties have been exacerbated by late delivery of the President’s Budget (PB) Requests
to Congress.

The Commission’s Vision for an Improved PPBE Process

To address these challenges, the Commission established a vision for a new resourcing process, drawing
from the original set of six principles that guided creation of the original PPBS,® and modifying and
expanding them to meet today’s changing strategic environment. The new process should:

1. Closely align budgets to strategy for the Joint Force “based on explicit criteria of national
interest,”° with the ultimate goal of faster delivery of capability to the warfighter.

2. Baseresource decisions on “choices among explicit, balanced, and feasible alternatives.”

3. Formulate and assess budget alternatives and consequences over multiple years before making
major decisions, and use analysis to compare costs and benefits.

4. Enable accountable leaders in acquisition, operational, and support organizations to foster
innovation and agility by improving the ability to react to changing threats and requirements, while
ensuring the best technology and capabilities are fielded for the warfighter.

5. Use common modern business systems with shared and accessible data to support decision-
making, reduce duplicative efforts, and better communicate information inside the DoD and to
Congress.

6. Provide adedicated, appropriately skilled and resourced staff to support the Secretary of Defense
and other senior DoD leaders.

® Enthoven and Smith 2005.
0 bid.

" bid.
________________________________________________________________________________________________|
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7. Appropriately signal near and long-term technological and infrastructure priorities to the
industrial base, enabling both non-traditional and traditional vendors to supply capabilities to the
DoD.

8. Meet budget timelines while ensuring that stakeholders have a voice in the process.

9. Provide Congress, the Office of Management and Budget (OMB), and the American people
appropriate visibility into and understanding of key defense resource decisions.

Based on these principles, and relying on its interviews and research, the Commission proposes the
systematic transformation and reform of the current PPBE process. First, the Commission recommends
the establishment of a new Defense Resourcing System (DRS) that consists of three elements: Strategy,
Resource Allocation, and Execution. Second, the Commission recommends a series of critically
important changes to the period of availability of funds, budget structure, reprogramming processes, and
data sharing with Congress. Through implementation of recommendations provided in this Final Report,
the Commission proposes a system that ensures closer alignment of strategy and resources, modernizes
resource allocation for 21°%* century strategic and technological threats and opportunities, leverages
business system and data analytics technology and processes to provide timely, authoritative data,
enhances transparency with Congress and other stakeholders, and enables the DoD workforce that
supports the new DRS or current PPBE process.

The Commission believes that this new approach holds great promise to link capabilities to resources in
a clear, consistent manner throughout the defense resourcing process, enabling strategy- and resource-
informed decision-making across capabilities and missions, and empowering the Department to
respond effectively to rapidly developing challenges and opportunities. The Commission’s approach
also reflects the 21 century realities of continuous research, development, production, modernization,
and sustainment and empowers the Department to create an integrated, iterative approach. The new
DRS reflects these values as well, prioritizing metrics and feedback loops to drive data-informed
decisions, with appropriately accessible analysis across the Department that provides diverse
perspectives while adhering to common principles and a commitment to informed engagement and
dialogue. The Services and DoD Components maintain their unique characteristics and cultures in this
construct. Data and information sharing, cooperation, and coordination are encouraged to maximize
resources, talent, and experience across the Department.

A well-trained, resourced, and enabled workforce is the backbone of any resourcing system and key to a
successful PB submission. Modern IT tools and systems reduce time-consuming manual labor and risks
of knowledge loss, better leveraging the skills and talents of an engaged workforce focused on analysis
and action rather than researching and reconciling data.

The Commission’s recommendations are designed to achieve this vision. Successful implementation
requires leadership, investment, time, and trust. Longstanding stakeholders will have to adjust to new
systems and processes and course corrections and adjustments will, at times, need to occur.
Resistance to these changes will have to be navigated and accommodations reached. The status quo
produces an executable budget, and the DoD and congressional workforces accomplish their missions.
But the status quo is insufficient to the demands and realities of today’s strategic and technological
environment.

Final Report Organization

During the course of the Commission’s research and deliberations, the Commission took care to ensure
that any recommendation would preserve the current PPBE process’ strengths. The recommendations
|
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in this Final Report build on that foundation to create an even stronger link between the strategies of and
direction to the Department and the allocation of limited resources, informed by the plethora of analytic
products and data. The following sections of the Final Report discuss the Commission’s findings and
recommendations to strengthen the PPBE process to speed the delivery of capabilities to the warfighter.
To shape the Commission’s focus on critical areas for reform, the Commission organized its research
and identified recommendations designed to:

e Improve the Alignment of Budgets to Strategy;

e Foster Innovation and Adaptability;

e Strengthen Relationships Between DoD and Congress;

e Modernize Business Systems and Data Analytics; and

e Strengthen the Capability of the Resourcing Workforce

The Commission offers several recommendations across these five goals to improve the process, such
as a new budget structure, consolidating budget line items (BLI), addressing the availability of operating
funds, increasing reprogramming thresholds, increasing access and transparency to budget documents
and data, and improving training. These recommendations address critical areas for reform related to
increasing innovation adoption and the ability for the Department to adjust and respond to the threat
environment with speed. Several of the proposed recommendations can be implemented in relatively
short time periods either entirely through DoD internal reforms or by communication and coordination
with Congress. However, the Commission encourages Congress and the Department to consider the
proposed recommendations in a holistic manner to maximize improvements to the overall process. A
phased approach will be required for some recommendations, for example the transformational
recommendation regarding budget structure. In the interim, the recommendations related to BLI and
budget activity (BA) consolidation and the uses of colors of money can be implemented to adjust within
the current budget structure and enable agility.

Individually, the proposed changes addressed in this Final Report address pain points throughout the
PPBE process; many can be implemented rapidly inside the Department. Collectively, the
recommendations offer a path to a Defense Resourcing System that comprehensively addresses current
challenges, provides Congress with the necessary oversight information and strategic insight, and
provides the Department with the authorities and tools to respond to emerging threats and opportunities.
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Section IV - Improve the Alighment of Budgets to
Strategy

Background

A clear and direct linkage of the budget to strategy was one of the primary objectives for originally
establishing the PPBS.' In January 1961, Secretary of Defense Robert McNamara introduced a new
system for budgeting in the DoD based upon a process that he introduced at the Ford Motor Company.
The PPBS was built on several guiding principles: resource decisions were based on explicit criteria
based on national interests; had to reflect choices among explicit and feasible alternatives where
alternatives were evaluated based upon an assessment of the requirements and associated costs
considered over a multiyear period; and was supported by a robust and independent analytic staff to
carry out this vision and the required analyses.”™ The PPBS was a modern and successful system that
became a model for other federal agencies.

Over the intervening decades, the PPBS underwent several changes. Secretary of Defense Melvin Laird
changed the process significantly in the 1970s with his decentralized management of the PPBS. Under
his version of PPBS, the Services received guidance on Secretarial priorities along with limits on their total
funding. The Services would then submit their own budget proposals that were evaluated by the
Secretary and, usually with changes, became the basis for the DoD’s portion of the President’s Budget.
This change was fundamental and laid the foundation for much of what exists today. In 2003, then
Secretary of Defense Donald Rumsfeld made more modest alterations to the system to place more
emphasis on the execution phase, when funds are actually spent to meet defense needs, and PPBS
became the Planning, Programming, Budgeting, and Execution (PPBE) process.

The Commission took this history into account, as well as its extensive research and interviews, in order
to provide a comprehensive assessment of the current PPBE process and recommend changes. This
section of the Final Report discusses the Commission’s proposed transformation of the current PPBE
process into a new resourcing system for the DoD.

What the Commission Learned and Heard
The need to transform the PPBE process to improve the alignment of budgets to strategy is driven by a
number of challenges identified by the Commission to include:

e Translating Strategy to Resource Guidance;

e Analytic Support;

e Focus and Administration of Programming and Budgeting; and

e Budget Structure

2 History and Library Directorate 2022, 9.

'3 Enthoven and Smith 2005.
I ———
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Translating Strategy to Resource Guidance

Overview. Resource allocationinthe DoD begins with the development of a national level strategy. After
assessment of threats, risks, and other factors, strategy development culminates with important
enduring or multi-year strategies, including the NSS, NDS, and NMS. These enduring strategies are then
translated into annual guidance, such as the DPG, FG, and Military Department or DoD Component
planning guidance as discussed in Section Il of this report.

Of these documents, the NSS," NDS,' NMS,'® and DPG"” are required by law. Each document has a
regular cadence and expected publication date provided in law; however, in practice, the Department

often does not adhere to those schedules (Figure 3).

Figure 3 — Statutory Strategic Guidance Documents

Primary

Guidance ; Publicly Available
Statute Statutory Cadence Responsible
Document . Release Dates
cer

Annual with submission of

50
the budget to Congress and ) 12 October 2022
NSS U.s.C. President

2043 150 dalys after date a new 18 December 2017
President takes office

January, every four years
(Except: Year after

presidential election, as )
10 Defense (with
soon as possible after o ¢ ) 27 Getober 2022
NDS u.s.c. s ¢ f Def military advice
ecretary of Defense
113 ) Y and assistance 19 January 2018
appointed and confirmed);

Secretary of

. of the CICS)
Intermittently as
appropriate

10 Not later than February 15 8 May 2022
NMS u.s.C. of even numbered year (if cJcs

153 applicable) 12 July 2019
OPG 10 Secretary of

. U.S.C. Annual in February Defense Mo public release
(classified)
153 (USDIP)

As required by Title 10, U.S. Code (U.S.C.), the DPG is an annually prepared document “establishing
goals, priorities, including priorities relating to the current or projected risks to military installation
resilience, and objectives, including fiscal constraints, to direct the preparation and review of the
program and budget recommendations of all elements of” the DoD." The DPG document should
include:

»” ;

e “Priority military missions,” “including assumed force planning scenarios and constructs;”

e “Force size and shape, force posture, defense capabilities, force readiness, infrastructure,
organization, personnel, technological innovation,” and other “defense program elements” that
support the NDS;

e Projected resource levels; and

450 U.S.C. §3043.

510 U.S.C. §113. In years when an NDS is not required, the Secretary of Defense is required to provide an assessment of NDS implementation and if
NDS revision is required. The USD(P) also has responsibilities for the NDS, provided in 10 U.S.C. §134

610 U.S.C. §153. The CJCS is required to decide on the need to prepare a new NMS or update an existing NMS each even-numbered year.

7 Ibid. The USD(P) also has responsibilities for the DPG, provided in 10 U.S.C. §134.

810 U.S.C. §113.
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e Discussion of changes in the NDS and assumptions underlying the NDS.®

While the DoD has generally been supportive of the Commission’s work, DoD leadership declined to
provide the Commission with current or historical DPG documents citing the Commission’s status as a
legislative entity. Lack of access to actual DPG documents limited the Commission’s ability to assess
how recent DPGs have informed budgetary decisions; however, the Commission was able to draw on
extensive Commissioner and staff experience with past DPGs. It also used interviews to examine current
practices and processes with regard to strategic guidance documents and how effective they are in
shaping the DoD’s budget submission.

During interviews with current military programmers and planners, former senior Department officials,
COCOMs, and joint officials, the Commission was frequently told that Department-level strategic
planning guidance is often formally issued well after the Services and DoD Components start their
programming phase and that strategic guidance documents also sometimes lack sufficient specificity
and prioritization, particularly for areas of risk and divestiture, which can help to shape the direction of
budgetary decision-making. The lack of specificity and long timelines associated with final issuance of
the DPG are in part attributable to a coordination process that often weakens guidance in response to
criticalcomments from interested stakeholders. The Commission heard that due to schedule pressures,
Service planners provide guidance, based on prior year guidance or draft versions of the forthcoming
DPG, to Service programmers who must start their work prior to receiving official OSD guidance to meet
their deadlines.?® This can have a negative impact on ongoing programming efforts and decisions when
there are significant changes to OSD guidance from fiscal year to fiscal year. It also reflects an ongoing
tension between the demanding PPBE schedule and the timely release of strategic planning documents
that are supposed to underpin the PPBE process.?'

Challenges with Strategic Guidance. The multi-year NDS is not designed to be sufficiently specific
enough to guide the programming phase of PPBE, which makes detailed choices among forces,
weapons, and operations; that guidance is intended to be provided by the annual DPG. However,
Commission research and interviews indicate that the DPG is often a lengthy prose, consensus-driven
document that does not make hard choices, is overly broad, and lacks explicit linkages to prioritized
goals, timeframes, risk assessments, and resource allocations.??> These deficiencies mean that the
document is less useful in providing the top-down guidance needed during the programming phase of
PPBE.

The timing of the DPG also poses challenges. Figure 4 shows that, in seven of the ten years between 2014
and 2023, the DPG was formally issued after February, when it is due by statute. In a year with a normal
budget cycle, the Service and DoD Component POMs, which outline their proposed budget plans, must
be submitted in the summer. While the Services and DoD Components will know something about the
guidance they should expect in the DPG because they have coordinated on drafts, the absence of a
signed document by the February timeframe makes the DPG less useful or impactful. The Commission
is pleased to note that the 2023 DPG was issued in February.

9 |bid.
20 Commission interview with subject matter experts.
21 H

Ibid.

22 Bradsher et al. 2023, 2.
I ———

COMMISSION ON PPBE REFORM 26


https://gbc-word-edit.officeapps.live.com/we/wordeditorframe.aspx?ui=en%2DUS&rs=en%2DUS&wopisrc=https%3A%2F%2Fussen.sharepoint.com%2Fsites%2FResearchPPBE%2F_vti_bin%2Fwopi.ashx%2Ffiles%2Ffe2bda55263242ac99cf2b54fa870e04&wdenableroaming=1&mscc=1&hid=356A01A1-A0C2-4000-ABF2-9CD1E53F5422&wdorigin=ItemsView&wdhostclicktime=1705176891823&jsapi=1&jsapiver=v1&newsession=1&corrid=a43fc224-2ce6-4f8f-a4cd-b36f668d7ec6&usid=a43fc224-2ce6-4f8f-a4cd-b36f668d7ec6&sftc=1&cac=1&mtf=1&sfp=1&instantedit=1&wopicomplete=1&wdredirectionreason=Unified_SingleFlush&rct=Normal&ctp=LeastProtected#_ftnref1
https://gbc-word-edit.officeapps.live.com/we/wordeditorframe.aspx?ui=en%2DUS&rs=en%2DUS&wopisrc=https%3A%2F%2Fussen.sharepoint.com%2Fsites%2FResearchPPBE%2F_vti_bin%2Fwopi.ashx%2Ffiles%2Ffe2bda55263242ac99cf2b54fa870e04&wdenableroaming=1&mscc=1&hid=356A01A1-A0C2-4000-ABF2-9CD1E53F5422&wdorigin=ItemsView&wdhostclicktime=1705176891823&jsapi=1&jsapiver=v1&newsession=1&corrid=a43fc224-2ce6-4f8f-a4cd-b36f668d7ec6&usid=a43fc224-2ce6-4f8f-a4cd-b36f668d7ec6&sftc=1&cac=1&mtf=1&sfp=1&instantedit=1&wopicomplete=1&wdredirectionreason=Unified_SingleFlush&rct=Normal&ctp=LeastProtected#_ftnref2

Section IV - Improve the Alignment of Budgets to Strategy

Figure 4 — Publication Dates of Defense Planning Guidance FY 2016 to FY 20252

Fiscal Years Covered DPG Release Date

2016 - 2020 July 17, 2014
2017 - 2021 March 23, 2015
2018 - 2022 February 29, 2016
2019 - 2023 August 29, 2017*
2020 - 2024 February 16, 2018
2021 - 2025 April 15, 2019
2022 - 2026 March 13, 2020
2023 -2027 June 3,2021
2024 - 2028 June 22, 2022
2025 - 2029 February 22, 2023
*No DPG was issued in 2017. The Secretary of Defense signed Force Planning Priorities for
FY 2019 - 2023.

The DPG is often late in part because there is also no forcing function for the USD(P), who is responsible
for producing the DPG,?* to produce the document in a timely manner as there are no external deadlines
that must be met. Department senior leaders are often reluctant to provide firm guidance about hard
choices at an early stage in the resourcing process because, at that point, they lack the detailed insight
and analysis about resource constraints and options and want to preserve decision space. This
reluctance can understandably lead to late DPGs; however, the lack of a formal leadership-driven, and
analytically informed process contributes to perceptions of the DPG as a late consensus-driven
document that does not make hard choices.

A more robust DPG and planning process will also address issues associated with how the Services and
DoD Components navigate the programming process to maximize resources. The Commission identified
three main ways that this could occur:

e First, the Services and DoD Components could prioritize funding for internal priorities and then
request additional resources to address joint or other-directed issues. This approach could
backfire if the Service or the DoD Component does not receive the resources as requested or is
instructed to fund programs that support joint requirements from within their existing resources.
For example, the Commission learned that Services will sometimes respond to Joint Urgent
Operational Needs (JUON) and Joint Emergent Operational Needs (JEON) with a “drive-by
acquisition” solution, supporting the short-term acquisition and fielding of a capability but not

2 Dates provided to the Commission by the DoD.

2410U.S.C. §134 and DoDD 7045.14, 5.
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making longer-term programming adjustments to sustain those capabilities at the expense of
Service priorities, particularly without additional resources.?®

e Second, the Services or DoD Components could prioritize funding for future requirements and
programs and then request additional resources to address underfunded fact-of-life
requirements. For example, between FY 2020-FY 2022, the Department of the Navy did not fully
fund the Department’s utility bill in the programming and budgeting phases. Addressing this
must-pay bill (between $101 and $182 million) in the year of execution required time-consuming
administrative actions to manage cash flow, perform BTRs and above threshold reprogrammings
(ATR), and delay projects until the requirement was included and then funded in the annual
Omnibus reprogramming request. ¢ Direction in the DPG to fund recurring expenses or
reprogramming uses could mitigate this issue.

e Third, the Services or DoD Components could adhere as closely as possible to OSD guidance
while maintaining autonomy. Engaging earlier in the DPG development process instead of
providing comments once it is released for coordination could provide a Service or DoD
Component with the opportunity to shape the DPG to support program and budget priorities and
allow initial POM development to reflect the DPG once it is officially published. Coordination with
stakeholders can also help Service efforts to successfully shepherd priority programs through the
PPBE process. For example, the Air Force’s Collaborative Combat Aircraft program-part of the
Next Generation Air Dominance effort-works closely with Navy, CAPE, the science and
technology (S&T) community, and industry to address funding, interoperability, and industrial
base issues.?” Other actors or events can affect this approach, such as a congressional
adjustments or changes to the security environment.

While any process will likely result in efforts to maximize organizational benefits, more directive, timely
DPG guidance would provide clearer expectations for what to include (or not) in POM submissions and
the starting points for evaluating the compliance and adequacy of submissions. A delayed or non-
specific DPG means the Services and DoD Components have more time to develop programs
independent of OSD guidance, which then leads to making program decisions late in the process (during
the PBR), rather than at the beginning of the PPBE process. The Services and DoD Components might
still decide to deviate from guidance, but then be prepared to justify such choices during the PBR.
Improvements in the Department’s analytic approach and capabilities, such as the AWG, discussed later
in this Section, allow for more transparent and standardized analysis to support decisions related to
divergence from guidance. Other efforts to align strategic guidance and budgets include the U.S. Air
Force’s operational imperatives that seek to explicitly identify operational capabilities and functions for
modernization required to respond to the strategic environment and then use those imperatives to create
the POM.?® At the DoD-level, the AWG developed principles and standards to guide strategic analysis
and provide a common analytic basis for strategic decisions.?

Difficulty Achieving Jointness. As DoD translates strategy into resource guidance, achieving jointness
often poses a challenge. Even though the inclusion of joint perspectives in the defense resourcing

2 McGinn et al. forthcoming.

26 FY 2020, 2021, and 2022 Omnibus requests available on OUSD(C) “Budget Execution.”

27McGinn et al. forthcoming.

2 For example, see discussion of operational imperatives in Kendall et al. 2023 and “Department of the Air Force Operational Imperatives” 2022.

2 DoD Memorandum 2022.
I ———
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process was a motivation for initially establishing the PPBS,%° the Commission heard repeated concerns
in interviews with former senior military program officials, and current and former OSD and COCOM
officials about limited advocacy of the joint perspective making it difficult to incorporate jointness into
the PPBE process.

Today’s PPBE process does offer several opportunities for joint perspectives to be expressed at various
points during the PPBE process. These opportunities also cover a multitude of topics, in addition to joint
concerns.

While the Services and DoD Components largely produce their POM and BES proposals independently
of each other, OSD-led PPBE processes enable deconfliction and prioritization across the Joint Force by
incorporating stakeholder views from across the DoD to develop a shared vision across the defense
program. Data transparency, for example through CAPE’s Defense Resources Data Warehouse site that
makes all Component POM data widely available to DoD stakeholders and AWG Advana applications,
provides information about joint resources and activities. The Office of the Director, CAPE also reviews
POMs for gaps in joint priorities; the CAPE-led Program Review teams allow the Joint Staff (JS) to
continuously participate in Program Review rather than inserting JS views through a Chairman’s Program
Assessment toward the end of the PBR.*'

In addition to OSD, the Joint Staff and the COCOMs provide joint input on defense resource decisions,
both to the Department and directly to Congress. Examples of Joint Staff and COCOM inputs in relation
to PPBE are presented in Figure 5.%2

30 History and Library Directorate, 2022, 6, 9.

3! The Chairman’s Program Assessment (CPA) is described in CJCSI 8501.01B. In conversation with the Joint Staff, the Commission learned that an
updated instruction is anticipated in early 2024 that removes the CPA as an input in the process.

32 The Joint Staff produces strategy and guidance, force employment, and force development products that contribute to the DPG. For additional
information on the relationship of Joint Staff products to the PPBE process, see CJCSI 3100.01E.
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FOCUSING ON JOINTNESS: ALONG-STANDING CHALLENGE

The lack of focus on joint needs and decision-making is not new. In 2004, the Beyond Goldwater
Nichols Phase 1 report identified this problem and related it to challenges with the fall programming
and budgeting phases discussed later:

“Although the OSD (and the Services) attempt to provide front-end planning guidance, the
Services build the first budgetary documents when they turn their POMs into OSD. As a result,
there is weak advocacy of the joint perspective in this Service-centric process, as Service-

prepared budgets, not surprisingly, reflect Service priorities.

The process of allocating

resources that are insufficient to meet the demand require Herculean efforts by all involved to
avert the annual “train wreck” as the Pentagon scrambles to prepare the PB request to
Congress. Few strategic decisions are made during the frenzied end game to make the fiscal
“bogey” that sets the “top line” for the defense budget. The entire process consumes so much
time and resources that little attention is paid to policy implementation and program

execution.”33

In another report in 2009, a reform approach was developed that recommended:

“A. The Secretary sets the strategy and uses it
to drive the process

To implement that strategy, the planning and

resources process should focus largely on

mission needs

e Mission needs are derived from current
operations, contingency plans, Theater
Campaign Plans, and future scenarios
derived primarily as logical extensions of
current plans
The SecDef should lead a thorough review
of current plans and future scenarios to
ensure their consistency with the strategy
There should be a consistent set of
current plans for future scenarios of
interest
The capabilities needed to address
current operations and plans should be
seen as important indicators of future
needs

The Secretary should also set the agenda for

other major aspects of the defense program,

including mission support programs (e.g.,

defense agencies, medical)

B. Apply secretarial leverage early, rather than
reactively at the end of the annual cycle

Revamp the planning process to provide better
analytical and decision-making mechanisms
that allow the SecDef and DepSecDef to guide
component program decisions (POMs)

e Conduct a broad planning assessment to
set the Secretary’s agenda for the annual
cycle
Address major issues selected by the
Secretary for analysis and early decisions to
direct the component POMs
Use Secretary’s guidance to clearly convey
themes and major priorities
Create a capabilities-oriented analytical
process to support the Secretary’s strategy
and priorities”3

The Commission’s recommendations later in this section are consistent with the recommendations of
this literature that also highlights the importance of analytic support to the translation of strategy to
resource guidance.

33 Murdoch et al. 2004, 37.
34Soule et al. 2009.
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Figure 5 - Examples of Joint Staff and COCOM Inputs to the PPBE Process

PPBE Phase Input Description
National Military Strategy By law, informs joint planning documents
and force management products
Planning . . Integrated assessment of ability to execute
Joint Military Net Assessment NIMS today and through the FYDP
Chairman’s Program Direct input to the DPG; advice on
Recommendation programmatic priorities
COCOM Strategic Priorities . COCOMs sgbmlt strategic pr|or|t|§§ and.
issues for review and resource decisions in
Memos and Issue Papers PBR
Programming JS and COCOMs participate in CAPE-led
. Program Review teams, as well as Resource
Program Review Teams ,
Management Groups and Deputy’s
Management Action Groups
COCOMs present missions and
COCOM Testimony requirements to Congress during posture
season hearings
_ CJCS testifies on the budget request
Budgeting CJCS Testimony alongside the Secretary of Defense and
USD(C)
COCOM UPLs (legislative By law, COCOMs present unfunded priorities
requirement) to Congress (Title 10, U.S.C. § 222a)
Joint Rapid Acquisition Cell . . .
. Responsible for overseeing fulfillment of
Execution (JRAC)/JUON and JEON JUONs/JEONs
Process

Despite these opportunities, the Commission heard that there are several challenges to presenting and
advocating for joint priorities within the PPBE process. One challenge is the broader tension between the
COCOM fight tonight perspective and the Service responsibility for future fight requirements. For
example, current and former COCOM officials stated that Services would sometimes ignore joint
requirements unless pressed to recognize them by the Joint Staff and related organizations, such as the
JRAC. One DoD official observed that if the JRAC Director is not assertive and does not elevate JUONs or
JEONSs within the appropriate forums, then those requirements often fall between the cracks and do not
receive the appropriate funding, especially for sustainment of weapons systems.3® Another official noted
that PPBE is focused on Service decisions and pushing those decisions up the chain throughout the
process.%

The PPBE process can lead to long delays in meeting joint needs. The Commission heard an example of
a JUON identified in FY 2015 but not delivered until late FY 2023. This timeline was caused by the need
to identify and develop a solution (around three years), time to prioritize the JUON against other

3 Commission interview with subject matter experts.

% Ibid.
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operational requirements, adequately resource the solution in Service POMs, and communicate the
need for the requirement (and its funding) in the Department and to Congress.¥”

Congress has taken action to increase the budget authority of the COCOMs to resource cross-cutting
and joint requirements.®® In 1986, citing “the unending resistance in the Department of Defense to
necessary organizational and other reforms of special operations forces” Congress provided the United
States Special Operations Command (USSOCOM) Commander with “additional authority to control or
influence resource decisions and the execution of such decisions” and required consultation with
USSOCOM on program and budget changes “to counter the low priority that the Military Departments
have traditionally assigned to special operations forces funding and the tendency of the Departments to
shift such funding to meet their higher priorities.”®® Recently, the NDAA for FY 2022 provided the U.S.
Cyber Command (USCYBERCOM) commander with enhanced budget control (EBC) for PPBE activities
related to training, equipping, operating, and sustaining Cyber Mission Forces.*® The authority “gives
USCYBERCOM the ability to directly allocate resources for greater efficiencies during the Department’s
programming phase and ensure they remain aligned with priorities through execution. [Enhanced budget
control] will lead to better alignment between USCYBERCOM responsibilities and authorities for
cyberspace operations.”*

In a statement to Congress, the USCYBERCOM director nominee stated that “Congress and the
Department have set the conditions for U.S. Cyber Command to achieve this same success
[USSOCOM'’s success], leveraging expanded acquisition authorities and enhanced budget control to
train and equip our cyberspace forces.”*? The USSOCOM and USCYBERCOM cases are examples of
providing COCOMs with more direct budget authority and involvement to achieve their missions and
ensure resources are available and prioritized from across the Joint Force, but they are unique to the
Service-like roles of these commands.

The Department has also taken steps to speed resourcing for COCOM urgent or emergent operational
needs and address this challenge, for example through the establishment of the JRAC. The JRAC
coordinates efforts to fulfill urgent needs across the Joint Force, for example by validating, designating,
and monitoring the fulfillment of JUONs, JEONs, and other urgent requirements and by making
recommendations on the use of the Rapid Acquisition Authority (RAA).*®

However, the JRAC also faces funding and process challenges in successfully responding to urgent joint
requirements.** Although the JRAC has unique RAA (discussed further in Section X), the JRAC can have
difficulty identifying funds available to support JUONs and JEONs, particularly with the end of separately
appropriated Overseas Contingency Operations (OCO) funding.*® The RAA is an authority that does not

7 bid.

3% The two functional commands with enhanced authorities are USSOCOM and USCYBERCOM, which have special Service-like roles and authorities
related to organizing, training, and equipping forces.

%9 H. Rpt. 99-1001, 534, 536.

40'S. Rpt. 117-39, 304.

41 USCYBERCOM 2023.

42 APQs 2023, 28.

43 DoDD 5000.71, 5.

4 For an in-depth case study on the JRAC, see McGinn et al. forthcoming.

“ Ibid.
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come with appropriated funds, so an offset must be found to fund the urgent need. Services can be
reluctant to trade Service modernization priorities for JRAC-identified solutions, leading to initial fielding
without longer-term sustainment (so-called “drive-by acquisition”).*® The current PPBE process, with the
emphasis on Service-driven POMs, highlights potential challenges with balancing Service priorities and
joint requirements, that is further exacerbated when funding involves direct tradeoffs within constrained
toplines. Despite these challenges, the JRAC does provide the Department with an accelerated
resourcing authority and process to respond to emerging operational and strategic situations, as
demonstrated by the increased use of the RAA in recent years to support COVID-19 responses and
requirements in the U.S. European Command and U.S. Central Command areas of responsibility (AOR)
(see Figure 7).%

Figure 7 - RAA Requests, FY 2020 - FY 202348

Fiscal RAA Purpose Recipient
Year Requests P P
2020 ] Acquire Solutions for Safely Airlifting COVID-19 Infected Air Force
Passengers
2021 0
2022 0
Acquire Deep Persistent Warning for European AOR Air Force
Field Long Endurance Airborne ISR Unmanned Aerial Air Force
Platforms for USCENTCOM
2023 4 Acquire Improved Integrated Air and Missile Defense Sensor Arm
for USEUCOM y
Acquire Fixed Wing Counter Uncrewed Aerial Systems Air Force
Capabilities for USAFCENT

Balancing between a Service-led POM process and joint requirements is a longstanding challenge for the
DoD. As noted above, previous efforts to address this challenge include changes to authorities and the
creation of organizations to advance joint requirements. Leadership engagement and advocacy for joint
requirements in PPBE-related forums emerged as a best practice during Commission engagements with
current DoD leadership and is a key value that OSD brings through its leadership of the PPBE process. As
joint warfighting remains a preeminent operational approach, and as joint capabilities such as Joint All-
Domain Command and Control (JADC2) increase in prominence in the current and future strategic
environment, the resourcing process must ensure that joint analysis, requirements, and resources are
incorporated, prioritized, resourced, and supported, from start to finish.

The Commission kept this in mind as it considered reorganization and other changes to the PPBE
process, for example through the modernization of budget databases and J-book development systems,
as discussed in Section VII, to simplify congressional efforts to identify and understand joint efforts
across currently disparate appropriations and accounts, and the use of Al to support the identification of

¢ bid.
47 Commission interview with subject matter experts and RAA Reports to Congress provided to the Commission.
48 Data provided to the Commission by the DoD.
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related programs across justification materials and analyze resource change implications on joint
efforts.*®* The Commission also supports language in the NDAA for FY 2024 requiring the Secretary of
Defense to modernize the requirements process, including the Joint Capabilities Integration and
Development System (JCIDS).*°

Along with PPBE reform and continued improvements to the Defense Acquisition System, modernizing
the requirements process is a necessary element of comprehensive reform to ensure requirements are
identified in a timely manner for integration into the PPBE process to support the Joint Force. Reform of
the requirements process could also provide additional responsiveness in the PPBE and Acquisition
processes by allowing programs to ensure funds are not spent on technologically or operationally
outdated requirements at the expense of current and emerging requirements that respond to the
strategic environment.®” Reform of the JCIDS could also focus on defining requirements in a way that
does not exclude emerging or replacement capabilities from being pursued.

Analytic Support

Need for More Strategic Analysis. Overall, interview responses and Commissioner experience
suggests that there has been a lack of authoritative and transparent analysis and assessment of the joint
forces required by the force planning construct and associated joint warfighting assessments through
wargaming, modeling, simulation, and diverse knowledge bases. This hinders DoD’s ability to judge
sufficiency of the capability, capacity, and readiness of the Joint Force to fully inform force structure,
readiness, posture, and investment and divestment decisions during the PBR.%2

While there are force structure analyses and force sizing and shaping assessments, these do not directly
support the PPBE process and NDS formulation.®® These types of strategic choices stand out from most
investment decisions the DoD makes because they take time to consider and to be effective, and
therefore require insertion at the beginning of the PPBE process. The sequencing of strategy and analysis
in defense resourcing has been a longstanding issue, with the 2003 Joint Defense Capability Study noting
that “[t]he resourcing function focuses senior leadership effort on fixing problems at the end of the
process, rather than being involved early in the planning process.”®® A lack of actionable force sizing and
shaping guidance, as well as reductions to joint analytic capability, such as reductions to DoD’s
headquarters staffs, to include CAPE’s joint analytic decision support capacity, amid budget pressures
and DoD internal priorities in the 2010s have all contributed to this problem.

Efforts to provide the analysis necessary to inform linkages have varied over time. For example, the
Dynamic Commitment Series of wargames in the 1990s and the early 2000s sought to provide common
data and model foundations to support strategic thinking about future conflicts and contingencies. That

4 Buettner et al. forthcoming.

%0p.L.118-31, 186.

51 Commission interview with subject matter experts.

52 The Joint Staff (JS) is responsible for a range of documents related to planning, investment, and readiness, including assessments of budget and
FYDP resources to meet military requirements. The JS (J-8 Force Structure, Resources, and Assessment Directorate) is also responsible for reviewing
PPBE and warfighting documents, providing analysis, and preparing JS program/budget input, including the Chairman’s Program Recommendation
and Joint Capabilities Integration and Development System Capability Gap Assessment.

53 For example, see CJCSI 3100.01E Figure 4 “JSPS Products - Translating Strategy to Outcomes” for Joint Staff Planning System products.

54 Joint Defense Capabilities Study Team 2023, 2.

COMMISSION ON PPBE REFORM 34


https://gbc-word-edit.officeapps.live.com/we/wordeditorframe.aspx?ui=en%2DUS&rs=en%2DUS&wopisrc=https%3A%2F%2Fussen.sharepoint.com%2Fsites%2FResearchPPBE%2F_vti_bin%2Fwopi.ashx%2Ffiles%2Ffe2bda55263242ac99cf2b54fa870e04&wdenableroaming=1&mscc=1&hid=356A01A1-A0C2-4000-ABF2-9CD1E53F5422&wdorigin=ItemsView&wdhostclicktime=1705176891823&jsapi=1&jsapiver=v1&newsession=1&corrid=a43fc224-2ce6-4f8f-a4cd-b36f668d7ec6&usid=a43fc224-2ce6-4f8f-a4cd-b36f668d7ec6&sftc=1&cac=1&mtf=1&sfp=1&instantedit=1&wopicomplete=1&wdredirectionreason=Unified_SingleFlush&rct=Normal&ctp=LeastProtected#_ftnref1
https://gbc-word-edit.officeapps.live.com/we/wordeditorframe.aspx?ui=en%2DUS&rs=en%2DUS&wopisrc=https%3A%2F%2Fussen.sharepoint.com%2Fsites%2FResearchPPBE%2F_vti_bin%2Fwopi.ashx%2Ffiles%2Ffe2bda55263242ac99cf2b54fa870e04&wdenableroaming=1&mscc=1&hid=356A01A1-A0C2-4000-ABF2-9CD1E53F5422&wdorigin=ItemsView&wdhostclicktime=1705176891823&jsapi=1&jsapiver=v1&newsession=1&corrid=a43fc224-2ce6-4f8f-a4cd-b36f668d7ec6&usid=a43fc224-2ce6-4f8f-a4cd-b36f668d7ec6&sftc=1&cac=1&mtf=1&sfp=1&instantedit=1&wopicomplete=1&wdredirectionreason=Unified_SingleFlush&rct=Normal&ctp=LeastProtected#_ftnref2

Section IV - Improve the Alignment of Budgets to Strategy

information helped establish priorities among possible DoD investments. However, these efforts did not
become permanent approaches to aligning budgets to strategies. Large scale, strategically driven joint
analysis efforts tend to rely heavily on civilian and contractor staff that are often targets for cuts during
periods of more constrained budgets.

In response to the 2018 NDS Commission®® and a 2019 GAO report®® dealing in part with analysis in the
planning process, the DoD established the Analysis Working Group (AWG) co-chaired by the Joint Staff,
the USD(P), CAPE, and the Chief Data and Artificial Intelligence Office (CDAQO). CAPE acts as the
Executive Secretary for the AWG. The AWG, established in April 2021, sought to “reform and reinvigorate
DoD’s analytic expertise, set standards for joint analysis, and ensure that senior leaders have solid
analytic foundations for resourcing decisions.”®’

Among other endeavors, the AWG provided a control case for joint strategic analysis supporting Program
Review decision-making.®® More broadly, the establishment of the AWG reflects an effort by the DoD to
strengthen the links between strategy and budget, beginning with the FY 2023 budget.>® Planning and
analysis work using the AWG’s standards and principles was formative in the development of the 2022
NDS and its force planning construct, which in turn informed the DPG.®°

This Administration sought to infuse more analysis into the process through the AWG, which represents
a different approach to analysis compared with previous analytic efforts. The approach emphasizes
common principles, access, and improved data environment, tools, and technology while exploring
uncertainty, experimentation, and alternative views to improve analytic decision support across the
Department, including for (but not limited to) the PPBE process. The AWG’s first principle is
transparency, to increase sharing of analysis and thereby improve visibility, collaboration, and a joint
view. Its second principle is robustness, emphasizing the need to explore how options perform across a
range of uncertainties and provide context and tradeoffs for decisions. The third principle is that analysis
should be well-designed, using the appropriate methods for the issues and a range of analytic
approaches.®’

The AWG also encourages a joint perspective, emphasizing the responsibility of Components conducting
analysis to apply a joint lens and acknowledging analytic efforts that benefit broader communities. Itis
important to note that the AWG itself does not produce analysis; rather, it facilitates quality,
collaboration, and integration across the Department’s analytic community.

Starting in FY 2023, the AWG required submission of annual analytic plans, promoting visibility of efforts
across the DoD and identifying opportunities for jointness and collaboration. The Services and DoD
Components are also conducting joint analysis, such as Army and Air Force work on base defense and
munitions, the OUSD(P) and the Joint Staff J7 Directorate for Joint Force Development work on Ukraine

% NDS Commission 2018.

% GAO 2019.

570SD 2023, 11.

%8 |bid.

%% Commission interview with subject matter experts.
% bid.

5T AWG 2023, 2.
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lessons learned, and the OUSD(P) and Navy work on unmanned surface vessels. Frequent engagement,
at leadership and functional community levels, is a key enabler of the AWG’s efforts to develop a
cooperative analytic environment. The AWG also serves as a forum for senior DoD leaders to receive
comprehensive briefings on analysis from across the Department on high-interest topics, such as
munitions and JADC2.%2

Other processes and analyses that DoD has implemented for providing strategic analysis that link
budgets to strategy are described in Section X. These include CAPE-led Strategic Portfolio Reviews (SPR)
that analyze complex, strategic, and jointissues by the start of each annual Program Review and Program
Review reforms to focus analysis and senior leader decisions on strategic priorities and courses of
action.

The DoD is also using new technological advances, such as Advana, to improve strategic performance
measurement. Advanais a “big data platform for advanced analytics” that draws on data from business
systems across DoD, and commercial applications and solutions, to support decision-making.®® In
addition, the Advana Pulse capability is an executive analytics capability that draws on authoritative data
across the DoD to provide leaders with a dashboard-view of performance against priorities ® and
provides DoD senior leaders with insight into NDS implementation (NDS-I) through the NDS-I Data Input
Tool.®®

According to the CDAO, Advana has developed three applications to support the AWG and the analytic
community. The Joint Country Operating Force Assessments (JCOFA) Tool ingested JCOFA information
and includes Military Equipment Parameters Data Base information. This provides access to information
on equipment, inventory, force structure, and readiness/intelligence confidence to users in a more
accessible, but appropriately classified, format. The Integrated Commercial Infrastructure (ICl)
application “allow[s] planners to see what commercial assets are in logistics, health, and space” and
includes open-source and internal data presented in map visuals and quantitative data tables.®® Finally,
the AWG Calendar application is designed to facilitate planning efforts across the Department through
tagging and provides AWG event information.

The Commission commends the Department on its significant improvements on analysis, in particular
through the AWG and Advana. However, the Commission heard concerns that DoD’s current “rapid and
finite” analysis during programming and budgeting does not provide sustained, iterative analysis timed
to provide up-to-date information at decision points.®” The DoD is rebuilding its capacity (especially in
key offices such as CAPE, the Joint Staff, and OUSD(P)) to conduct such analysis, but has not yet
achieved the capacity and capability required to support the analytical demands of the evolving national
security environment.

52 bid.

83 “Data Analytics” 2023.

84 “DoD SMP 2023 and Commission interview with subject matter experts.

% |bid and OUSD(P) responses to the Commission. The DoD continues to mature Pulse capabilities for monitoring NDS implementation.
% CDAO response to the Commission.

 Whitley et al. 2023, 55-56.
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Need for Improved Feedback Loops. The Commission also found that execution and operational
outcomes of the PPBE process are not always fed back into the beginning phases of the PPBE process in
a consistent way. Notably, there are examples of successful feedback. Several important financial
execution metrics, such as obligations and expenditures, and programmatic metrics for major defense
acquisition programs are consistently tracked and reported and can be analyzed to inform future
developments during the programming, budgeting, and execution phases of PPBE. There are also other
measures that are tracked in a timely manner. The DoD’s military readiness, for example, is tracked
through the Defense Readiness Reporting System, which issues regular reports to Congress, along with
other readiness reports.®® The Departmentis also working to incorporate Strategic Management Plan (FY
2022 - FY 2026) metrics and objectives into the programming phase to improve the alignment of
resources to strategy and incorporate performance feedback into future programming decisions.®®
Performance metrics are further addressed in Section X of this report.

These successes notwithstanding, there are only limited mechanisms for operators and industry to
provide feedback and information to programmers during the execution phase in ways that substantially
influence Service and DoD Component efforts to build budgets. The Commission repeatedly heard that
there are challenges in connecting execution and programming data, particularly given the timing of each
of these phases in the process.”® Late budget enactment creates timing challenges for linking execution
and programming, as programming decisions are made to maintain the PPBE process schedule before
operational units and programs can report execution outcomes from the previous year’s enacted budget.
However, even an on-time budget enactment of appropriations does not close the gap resulting from a
PB request that is sent from the Department to the President only a few months into the previous fiscal
year and due to Congress eight months before the beginning of the fiscal year in question. The Beyond
Goldwater-Nichols Phase | report also addressed this challenge:

“Our concern that policy implementation and program execution are not receiving the
attention they deserve is buttressed by our conviction that a year-end review is not
sufficient in any case. Too often, as seemed to be the case with reporting to comply with
the Government Performance and Results Act (GPRA), the reporting becomes a means of
justifying DoD performance, rather than assessing it. As onerous as the process is, DoD
is much better at allocating resources than ensuring that the resources are spent in the
manner they are intended.””’

The Commission provides a recommendation to create a continuous analytic process to address these
challenges as well as recommendations in Section VI to enhance communications between the
Department and Congress, which is key to mitigating the effects of information lags.

Focus and Administration of Programming and Budgeting
Challenges translating strategy to resource guidance affects subsequent programming and budgeting
phasesinthe PPBE process. As mentioned above, the DPG often represents consensus rather than hard

% Nicastro 2022.
% Commission interview with subject matter experts.
7% Ibid.

7" Murdock et al. 2004, 45.
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decisions on major strategic issues, leaving those issues to be resolved during the programming process.
The Commission heard that this can overburden the downstream phases, resulting in “overworked staff
and lower quality decisions” as multiple phases-worth of effort is performed in one phase.’? The
Commission also heard that other potential outcomes include “inconsistent decisions” (caused by
different approaches to strategic questions), “unstable resource plans” (revisiting resource allocation
decisions in the absence of Department-level guidance), and “execution overload” (responding to
“inconsistent and unstable decisions” make it more difficult to “address[ ] true emergent needs).”’?

More importantly, the challenges limit the ability of leadership to make strategic decisions in general. In
the fall, there is limited time to develop and analyze options, especially when there are established
positions (e.g., in the POM submissions) that have been developed over months and have significant
momentum behind them. Leadership engagement at this point in the process is constrained, with little
trade space available for strategic decisions. Commissioner experience suggests there is a tendency for
the Department-level Program Review to focus on individual and specific resource allocation choices,
rather than on larger strategic decisions. This is a result of the limited time and decision space made
available to consider strategic direction, its implications for resource allocation, and the ability to
develop feasible alternatives to meet strategic objectives and emerging threats. Itis noteworthy that the
original McNamara PPBS was less susceptible to this due to the requirement for the Services to submit
major proposed new efforts directly to the Secretary, with Systems Analysis staff identifying major
alternative ways to address those objectives, including tradeoffs among warfighting domains. The
McNamara approach also risks not addressing significant budgetary impacts from late-breaking rate
changes that can have a considerable impact on program funding throughout the PB, such as increased
civilian and military personnel costs or fuel price changes, that must be appropriately funded; these
issues are typically excluded from Program Review and addressed as part of the final Budget Review.

72 Whitley et al. 2023, 19.

73 Ibid.
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Envisioning a New End State

The 2003 Joint Defense Capabilities Study discussed the challenges associated with front-end
decision-making in detail. It found “[t]he [current] resourcing function focuses senior leadership
effort on fixing problems at the end of the process, rather than being involved early in the planning
process.” This study recommended a capabilities-based process in which “Senior leaders will
focus on providing guidance and making decisions in the ‘front end’ of the process.”’* The Study’s
proposed system would achieve the following change:

Figure 4 — Reform recommendation from 2004 Joint Defense Capabilities Study”®
As-ls To-Be

Strategy Strategy
Planning

Resourcing
Planning

Resourcing

Execution &
Accountability

Execution

Duplication During Programming and Budgeting Phases. These structural challenges with the focus
and content of programming are compounded by challenges in the administration of the programming
and budgeting phases. On paper, the two phases have separate functions: programming focuses on
evaluating choices over where the Department needs to be in six years and builds a bridge to that future,
while budgeting focuses on what can be executed effectively in the next year consistent with that future
path and presents the recommendation to Congress. But the distinctions between those two phases
sometimes become blurred. Commissioners and Commission staff also relayed their experiences with
the issues of duplication, and senior DoD leaders also agreed. One example is competing decisions in
PDMs and PBDs that are not clear about their resourcing intent and are sometimes in direct conflict with
each other.

Documents produced in each phase of the process are not always provided to other DoD stakeholders,
which makes it difficult for some to maintain a full understanding of the resourcing outlook at a given
time. For example, CAPE gets the BES database position for review, but does not routinely receive the
BES J-books, which include narrative program details, that the Services and DoD Components submit to
the OUSD(C). Similarly, the lack of a common database, or common platform, that is used throughout
the PPBE process creates further confusion and challenges for having an authoritative answer to
questions about the status of programming and budgeting positions. In this regard, CAPE and the
OUSD(C) have been working to transition capability for collection of POM/BES/PB submissions from

74 Joint Defense Capabilities Study 2003, ii.
5 bid., 2-2.
|
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legacy stand-alone systems to a new integrated programming and budgeting system called the Next
Generation Resource Management System (NGRMS). NGRMS achieved initial capability in 2022 and was
used successfully in the FY 2024 PBR cycle.

The duplication challenge becomes especially acute toward the end of the programming and budgeting
phases. As the programming phase gets overwhelmed trying to resolve strategic questions that should
have been addressed earlier in the process, it runs into the time required by the budgeting phase to
finalize the PB. This sometimes results in errors in pricing and budgeting that in turn raise concerns in
Congress about the quality of the DoD budget submissions. Changes in available funding for DoD can
also occur late in the budgeting process, which are sometimes caused by the President’s final decision
about DoD’s total funding and sometimes by late decisions about factors such as inflation or pay raises.
Late shiftsin available funding may demand rapid changes in programs to meet budgetary guidance while
also trying to ensure a timely submission of the DoD budget to the OMB. At that point programming and
budgeting functions must occur together; however, using separate systems and processes increases the
possibility of unnecessary duplication within the two processes.

Improving the translation of strategy into resourcing guidance through the streamlining of steps that are
underpinned by analytic support will allow the Department to provide strategic direction earlier in the
process and change the nature and content of resource decisions in the fall. In the recommendations
below, the Commission fundamentally restructures the process of reviewing Service and DoD
Component resource submissions and issuing resource decisions to be more streamlined, unified, and
efficient.

Budget Structure

Challenges of Aligning Budget and Strategy. It is difficult to determine how well the budget aligns to
strategic objectives based only on publicly available information. Existing budget structure categories,
such as colors of money and Major Force Programs (MFP), do not neatly correlate to discrete strategic or
operational questions. The FYDP data is stored in a relational database and can be aggregated to reflect
different categories, depending on the question asked. Adopting strategy-driven input tags could allow
the Department to track investments and identify potential gaps or areas for realignment over time;
however, such tagging often involves extensive manual effort and subjective assessments of how to
categorize resources.’® Successful tagging could also simplify responses to Congress regarding
investments in particular areas, replacing manual data calls with more automated collection, and
providing more consistent and comprehensive data than information presented in stand-alone budget
reports, such as the Pacific Deterrence Initiative (PDI) explanatory materials.”” While tagging can be
useful, the Commission goes further and proposes structural changes to the PPBE process and budget
structure in this section to strengthen linkages between budget documents and strategy.

Limits Imposed by the Current Budget Structure. The Commission found that the current budget
structure significantly limits the ability of DoD to be responsive to changes in strategic direction and

78 For example, to measure performance against NDS or technology objectives, inputs could include geographic regions (USINDOPACOM), high
visibility programs (the nuclear triad), or R&E critical technology areas. Maier et al. 2023, 8-9. The authors note the challenges associated with
identifying trends based on publicly available data.

7 Ibid., 21.
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emerging threats. The structure does not align with the way many DoD and congressional decision-
makers think about national security challenges, making it difficult to ensure resources are used in a
prioritized way that supports strategy and defense objectives. Current budget justification materials
make it difficult to achieve a holistic picture of resources for a given effort or portfolio of efforts, since a
program or operational budget is broken out by its various appropriations that are published separately.”®
This complicates oversight efforts and requires significant staff work to respond to questions about
resource allocations across the budget.

For example, the budgets presented to Congress bury direct insight into the strategic alignment of
resources in several thousand budget line items (BLI) that are scattered across many parts of the budget.
The current top-level color of money structure of the budget (i.e., Procurement, RDT&E, O&M, MILPERS,
and Military Construction (MILCON)) does not produce useful insight into most of the currently relevant
strategic choices. This is not surprising, since national defense issues tend to be cross-cutting by their
nature, involving people, investment, and facilities, rather than fitting conveniently into the current
appropriation categories.

The Commission also found that the current budget structure leads to time-consuming translation of
resource information between the programming and budgeting phases. This distracts from reciprocal
decision-making, communication, and clarity within and between the Department and Congress. As an
example, the formal justification materials further disaggregate budget information based on specific
appropriations and the BLls in which those funds are appropriated. Congressional staffers then receive
additional program and budget rollout briefings that may present major acquisition programs by total
cost with all colors of money captured in one place, which provides greater clarity as to the entire cost of
a program. The programming and budgeting processes present data for senior leader review in still
different formats—Program Review articulates programmatic changes by year compared to the POM
submission, whereas the Budget Review articulates changes compared to the previous enacted budget
or BES requested position. By contrast, other federal agencies like NASA use their budget structure to
align outputs with broader capability areas, allowing for more consistency in reporting to Congress and
a more transparent connection to strategy-aligned mission outcomes.”®

Congress has noted this deficiency. For example, when Congress established the Pacific Deterrence
Initiative in the NDAA for FY 2021, in part to improve budget transparency and oversight, it noted, “[t]he
conferees believe that the availability of budgetary data organized according to regional missions and the
priorities of the combatant commands is critical for the ability of the Department and the Congress to
assess the implementation of the National Defense Strategy.”®°

In its most recent report to accompany the Defense Appropriations Act for FY 2024, the House
Appropriations Committee directed submission of a supplementary exhibit of the budget request for the
U.S. Space Force and noted with respect to aligning budgets to capability portfolios, “that there may be

78 The Department does publish cross-cutting summary documents for a select handful of activities, such as the program Acquisition Costs by
Weapons System document, but these are limited in coverage, high level, and mostly focused on the largest development programs.

79 For additional information on agencies that receive appropriations along mission and organizational lines refer to McKernan 2024b and Young
2024c. For NASA appropriation accounts see H.R. 2617, 87-90.

8 H. Rpt. 116-617, 1790.
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potential benefits to an approach that more directly connects national security strategy and goals to the
Department’s budget priorities, program plans, and ultimately to capabilities. Such an approach may
also bring greater transparency and accuracy to the true total cost and resources needed to accomplish
mission goals.”®" The current appropriations account structure prioritizes classical budgetary oversight,
such as through execution targets for discrete program elements and RDT&E budget activities (BA) that
align to program phases; however, it also generates oversight constraints by complicating the task of
viewing programs holistically across all the applicable colors of money to see how resources align
against desired strategic outcomes.

Finally, the current segmented budget structure does not aligh with today’s technological and
development environment, where systems, especially their software, are constantly improved, rather
than an Industrial-Age model where systems are designed, delivered, and then operated with the same
capabilities for their lifetimes. For example, current budget structure and execution constraints limit the
ability of the DoD to shift funds to incorporate rapidly evolving technologies, like artificial intelligence or
guantum sensing, to keep pace with adversaries.®? The 1960s-era budget structure®® requires program,
headquarters, and OSD leadership to dedicate time and constrain execution choices based on color of
money funding alignment and legal interpretation issues, rather than focusing on delivering program
outcomes, strategic alignment, and incorporating emerging technologies. In execution, the
administrative burdens and risks of realigning funding often dissuades PEOs and PMs from requesting
such realignments, choosing instead to reduce the scope of capabilities or extend schedules. This is
further described in Section V of this report.

Assessment of Major Force Programs (MFP). One historical feature of the budget structure is the MFP
construct. The MFPs originated as part of the FYDP structure as “categories organized by purpose or
output of the function or mission of the military forces” highlighting “interrelated groups of elements that
could be considered together because they supported or were close substitutes for one another.”%* With
the exception of MFPs 11 (Special Operations Forces) and 12 (National Security Space), the MFPs
“reflect| ] the threat environment and platform-centric military capabilities” of the 1960s.85 While well-
designed to support debates of the 1950s-1970s about the balance of investment between strategic
nuclear capabilities and conventional warfighting, or between forces in place overseas versus the
mobility capabilities required to deploy from the U.S., they do not effectively capture many of today’s
most important strategic choices. The MFPs appear in the codes for all PEs, which are the basic building
blocks of the FYDP.

From the outset, DoD faced challenges in aligning systems to discrete programs.® This is reflected in
the Department’s hybrid MFP structure that groups resources into six combat force programs and six
support programs, as well as virtual MFPs to address emerging portfolios of interest.®’” Cyberis currently

8 H. Rpt. 118-121, 14.

82 Flournoy 2023.

8 H. Rpt. 408, 18-20.

84 Kaplan et al. 2006, 75, 78.

8 Wong 2002, 317.

8 Kaplan et al. 2006, 80.

8 McGarry and Peters 2022. A virtual MFP is “defined within the existing PE structure for new areas of interest as required.” (DoD 7045.7-H).
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the only virtual MFP. Ideally, the program design ties resource requirements to important decision
variables, focusing on key policy decisions for resource requirements.%

Today, MFPs can provide insight into costs in established categories historically and over the FYDP and
are a mechanism to understand how the DoD is spending its money in broad categories. The MFP totals
are provided in aggregate by year in the annual “Green Book”®® published by the OUSD(C) and every PE is
assigned to an MFP in the classified FYDP data available within the Department and provided to
congressional staff. However, the MFPs do not always reflect categories of interest. For example, the
Senate Armed Services Committee noted that MFPs “provide little analytical value as currently
constructed.”® The Commission heard that the MFP structure is outdated and not useful, although it is
a component of the DoD’s standard lines of accounting. The MFPs can provide a starting point for
examining broad resource categories, with limitations. For example, MFP-1 “Strategic Forces” is often
used as a shorthand for nuclear forces but includes non-nuclear elements and excludes certain nuclear
capabilities.”

The Commission recognizes the role the MFP structure plays in existing systems, such as accounting,
and as an initial way to categorize the budget into functional or mission categories. However, the
Commission finds that the current MFPs do not provide sufficient insight into capabilities and activities
of interest. Recommendation #4 proposes an alternative budget structure (while retaining the MFPs as
elements of existing accounting and resource tracking) to better identify the linkages between
capabilities and their constituent programs and systems and the resources required for strategic
objectives.

The Impact on Industry

While the Commission focused on the DoD and congressional aspects of aligning strategy to budget, the
issues discussed above also affect other stakeholders, particularly in industry. Strategic guidance
documents can be helpful to industry, though they do not always meet industry’s needs. The ongoing
engagement with the commercial advanced technology sector and the recent security environment,
especially the conflict in Ukraine, have highlighted the close relationship between DoD strategy and the
industrial base. For example, the FY 2024 PB requested multi-year procurement authority for munitions
to address industrial base stability and capacity and to meet operational requirements for munitions
necessary for use in Ukraine.®? It also included projects using loans and loan guarantees, among other
financial management flexibilities to support investment in critical technologies (see Section X).%® The
NDAA for FY 2024 continues multi-year procurement authority for certain munitions and provided
additional authority for loans and loan guarantees.®*

8 Gordon and Hinkle 2011.

8 “The Green Book[]’ is a reference source for data associated with the current budget estimates of the [DoD]. It provides current (nominal) and
constant (real) dollar historical data for the Department, as well as selected data on all National Defense, the total federal budget, and the U.S.
economy.” (OUSD(C) 2023).

%S. Rpt. 116-236, 280.

9 For further discussion on the limitations of MFP-1 for tracking nuclear spending see Harrison and Montgomery 2015, 8-12.

%2 OUSD(C)/CFO 2023, 2-5,-11,-13. For additional information on multi-year procurement, see O’Rourke 2022.

% 0SD “RDT&E” 2023, 701-703.

%“Pp.L.118-31.
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Publicly available DoD strategic guidance documents alone do not provide clear enough signals to
industry to drive research and supply chain investments. Instead, while industrial actors acknowledge
the existence of strategic documents and public statements, they have stated that their own concrete
investment decisions tend to be driven by the lagging indicators of budgets and contracts, rather than
their interpretation of strategic guidance documents.®

Commission interviews with companies doing business with the DoD highlighted the importance of how
money is allocated and requested in budgets, including in future years of a FYDP, as a more actionable
signal of DoD intent beyond strategic documents or public statements. The interviews also highlighted
the benefits of longer-term contracts to incentivize industry investment in supply chains and
infrastructure improvements as a means to link industrial capacity to larger strategic objectives.

Sometimes the nature of appropriations can provide signals to industry. For military equipment with long
build timelines, the Congress has enacted special appropriations periods of availability that signal
funding stability to the industrial base. For example, the Shipbuilding and Conversion, Navy
appropriation allows for five and sometimes six years of funds availability, to account for ship
construction timelines. Multi-year procurement authorization and advance procurement can also
provide savings and stability to industry for major weapons system programs.®®

The Commission also learned about examples of allied countries using mechanisms for longer-term (10
years) industry signaling such as Australia’s Integrated Investment Program and Defence Industrial
Capability Plan and Canada’s Defence Investment Plan and Defence Capabilities Blueprint,® which
provide long-term plans and goals for investment in the industrial base. The recent trilateral Australia-
United Kingdom-United States partnership is a prime example of how the U.S. and its allies can signal
across international defense industrial bases.®® Japan’s Defense Buildup Program supports longer term
planning by aligning capabilities to acquisitions and Sweden’s Armed Forces Development Plan provides
long-term recommendations for future capabilities, linked to resources.®® The Commission also learned
that budget stability can provide reliable signals to industry for how to support national security
objectives, for example through consistent Gross Domestic Product (GDP)-related commitments, and
personnel and strategic linkages with industry as they do in Singapore.’® Similarly, Sweden’s three-year,
legally binding Spring Bill and the five-year Defense Bill provide similar topline stability, while retaining
the ability to adjust to fact-of-life changes.'

The Commission commends the Department for publishing its first “National Defense Industrial
Strategy" on January 11, 2024, to “drive development of an industrial ecosystem that provides a

% The Commission also heard concerns about the effect of the Department’s PPBE schedule on the ability to leverage academic research. The
disconnect between the academic year and appropriations aligned to fiscal years can make it difficult for institutions to recruit and retain
researchers for DoD projects. Incremental funding, particularly if the execution environment expects adherence to standard obligation and
expenditure rates, can also contribute to this challenge.

% Peters and McGarry 2020, 2.

%7 For additional details, see McKernan et al. 2024b.

% White House 2023.

% Young et al. 2024a.

19 bid.

7 Ibid.
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sustained competitive advantage to the United States over its adversaries.”'®? The strategy identifies
several challenges to address, including long lead times, procurement instability, and funding
uncertainty, to meet the priorities of resilient supply chains, workforce readiness, flexible acquisition,
and economic deterrence.’® With respect to the PPBE process, the Strategy includes actions to invest
in interoperability-focused research and development (R&D) and expand the use of multi-year
procurement.’®

Within the Department, the Office of Industrial Base Policy (OIBP) assesses the health of the industrial
base and is responsible for providing analysis of, and often mitigation plans for, industrial base shortfalls
during the programming phase. The OIBP also signals areas of potential future investment to industry
through the Defense Production Act Purchases budget, which is part of the Procurement, Defense-Wide
budget request, although these funds are subject to change due to congressional action, industry
conditions, and fact-of-life changes in execution, which can affect the ability of industry to address
identified shortfalls.’®

Overview of Commission Recommendations

The Commission carefully considered shifts in the environment in which PPBE must operate and, more
importantly, the trends noted above that raise concerns about the structure of the current PPBE process.
Based on its assessment, the Commission recommends significant reorganization and streamlining of
the PPBE process in addition to changes, discussed in subsequent sections of this report, which are
designed to foster innovation and adaptability and to improve business systems.

To address the challenges described above and to respond to the new strategic environment, as
described in Section lll, the Commission recommends four fundamental changes to the current PPBE
processes:

1. Resource allocation should begin with a robust series of threat and analytically informed senior
leader discussions that generate substantive strategic decisions at the outset of the process.

2. The current phases of PPBE should be reorganized to combine the programming and budgeting
phases into a single resource allocation process to eliminate duplication of effort and permit
greater emphasis on relating budgets to strategy.

3. The entire resourcing system should be supported with a continuous and expanded process of
analysis that provides inputs from analysis, wargaming, and simulation and modeling at multiple
points in the resourcing process.

4. The structure of the budget should be transformed so that budgets are presented and
appropriated in terms of the major capability areas that are often used to discuss defense
spending and can be more easily related to strategy.

When these transformational changes are made, the current PPBE system no longer exists. The
Commission’s recommendations create a new system called the Defense Resourcing System (DRS),
which enables strategy to drive resource allocation in a more rigorous and analytically informed way
while providing the flexibility needed to keep pace with technological advancement. The Commission
believes the new name, processes, and steps are sufficiently broad to capture all aspects of the former

192 NDIS 2024, 12.

%% bid., 11.

%4 1bid., 35, 39

1% OASD (Industrial Base Policy) responses to Commission 2023.
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PPBE process but general enough to fit with the new structure that no longer separates programming
from budgeting. There are also changes in the content and names of many documents to accompany
the new DRS both to further highlight shifts in the content and focus of new DRS documents and institute
more permanent structural changes. The DRS bears some similarities to the current PPBE process;
however, full implementation of the Commission’s recommendations will substantively change the
character of the process.

The Commission recognizes these changes will require time, resources, and further development and
refinement with all stakeholders, particularly in Congress and the DoD. Figures 8 and 9 below describe
the reorganized process including key steps, documents, and Office(s) of Primary Responsibility (OPR)
under the new DRS.

Figure 8 — Defense Resourcing System Key Steps, Documents, and Offices

Process Step Key Document(s) OPR(s)
Strategy NDS OUSD(P)
. Defense Resourcing Guidance (DRG) AWG (CAPE as
Guidance . ]
(replaces DPG and Fiscal Guidance) executive secretary)
Resource Build Resource Allocation Submission (RAS) Service/Component
Allocation (replaces POM/BES) Resourcing Staffs
Resource Allocation Decision (RAD)
Decision QuUsD(C)
(replaces PDMs/PBDs)

President’s Budget
OuUsDI(C) and
Execution Omnibus Reprogramming Request Service/Component
FMs
Execution/Obligation Reports

The new DRS is enabled throughout the process with continuous analysis and evaluation.
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Figure 9 — Defense Resourcing System Flow Chart
— Guidance
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Recommendations
This section presents details of the four recommendations that implement transformation of the PPBE
system to improve alignment of budgets to strategy in the new DRS.

Recommendation #1 (Key): Replace the PPBE Process with a New Defense Resourcing System
The DRS fundamentally strengthens the connection between strategy and resource allocation while
creating a more flexible and agile execution process. The proposed DRS consists of three processes:
Strategy, Resource Allocation, and Execution, all supported by continuous analysis and evaluation.

Strategy: Building on the existing strategy process, the primary change to strategy development in the
DRS is greater analytic support. The Office of Primary Responsibility (OPR) remains the USD(P) and the
key documents remain the NDS as well as the NSS and NMS. The Strategy process remains focused on
these enduring multi-year documents and the DRS transitions to and relies on Resource Allocation to
convert this strategic direction into the annual allocation of resources.

Resource Allocation: This is where the most significant process changes are proposed to occur. The
current PPBE process is disestablished at this point and the following steps occur within the Resource
Allocation Process:

Guidance development begins with the Senior Leadership Council (SLC) around November to gather
priorities and direction from the Secretary of Defense, along with input and feedback from the
Chairman of the Joint Chiefs of Staff, senior Component leadership, and OSD. This initial leadership
conference is followed by a Deputy’s Management Action Group (DMAG) led process from November to
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February to develop defense resource guidance for Components. The OPR for Guidance is the AWG,
with the Office of the Director, CAPE as the Executive Secretary. The key document produced by this
process is the Defense Resource Guidance (DRG), issued in February, and includes both integrated
program priorities and fiscal guidance. This early, senior leadership driven process supported by
continuous analysis will enable wider ranging and more rigorous strategic-level decision-making.
Recommendations #2 and #3 detail the substantive changes in this step used to create this new
guidance document.

During the Build step, DoD components build a Resource Allocation Submission (RAS). The OPRs are
the Services and other DoD Components. The RAS replaces the current POM and BES as the single
submission to OSD for review. As occurs now, the Components will likely start their RAS well in
advance of the DRG, but the collaborative and transparent Guidance process over the fall and winter
will provide more concrete actionable direction to inform the RAS build.

While not recommending specific changes to processes in each Service and DoD Component (which
vary based on their mission and organizational structure), the Commission expects they will adopt
procedures to produce timely and strategically responsive RAS proposals consistent with those
established by OSD for its review. The replacement of the separate POM and BES documents and
databases with the RAS is an example of streamlining under the new DRS process.

Decision involves the OSD review of the RASs, issuance of Resource Allocation Decisions (RAD),
replacing PBDs and PDMs, and incorporation of OMB Passback changes. This step culminates with a
final FYDP and DoD budget approved by the OMB for inclusion in the annual PB submission to Congress.
The OPR is the OUSD(C), who establishes the necessary timelines and assigns the workload for review.
The CAPE and OUSD(C) organizations will continue to perform their respective tasks, e.g., with CAPE
focused on DRG compliance and finalizing decisions of strategic and programmatic nature and USD(C)
focused on budget year issues to include pricing, executability, most single-Service or COCOM requests,
and late breaking or conflict-related issues.

Overall, OUSD(C) is responsible for managing the Decision step and running one combined database,
calendar, and decision tracking process for this step. A combined engine room, consisting of OUSD(C)
and CAPE personnel, will be responsible for managing the process, calendar, consolidated IT system,
and producing RADs. The combined engine room model should be informed by best practices in the
Services for co-locating program and budget personnel. Consolidated databases and decision tracking
builds on ongoing NGRMS efforts and the Commission’s recommendation to consolidate OSD
programming and budgeting systems (Recommendation #23).

Providing consolidated decision documents will eliminate duplication that can occurin the current PPBE
process with separate, and sometimes divergent, program and budget decisions (PDMs and PBDs). The
RADs will be released in the fall and could also include performance measures to inform future cycles.
For example, RADs could identify experiments to be briefed at future information DMAGs and direct data
collection and analysis on the results of increased funding, e.g., if a RAD increased funds for industrial
base munitions development, did that investment increase capacity and output in significant ways?
Describing these performance measures as part of the decision document will help inform justification
material language on metrics and provide benchmarks for examining the effects of RADs in subsequent
years. Program and budget adjustments based on the RADs will be recorded in the combined systems
and serve as the basis for producing the PB, FYDP, and associated rollout materials.
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While Comptroller is responsible for the process aspects of the Decision step, the Commission
emphasizes that OUSD(C), CAPE, OUSD(P), and other organizations in the Department each have a
responsibility for subject-related issues and briefings in DMAGs and other review meetings, as
appropriate. The Office of the Director, CAPE will retain responsibility for evaluating the joint mission
effectiveness of the proposals from the Services and DoD Components, will prepare much of the analytic
material for the DMAGs, and will likely author the direction for most of the studies and analyses tasked
in the RAD. Other offices may be tasked to lead RAD deliberations on areas of particular interest. For
example, OUSD(R&E) may lead a meeting on the allocation of innovation funds, or a Service may lead
discussion and provide perspective within their areas such as responding to questions about their force
design. Review during the Decision step will focus on compliance with guidance and new issues, such
as considerations about topline budgets and economic indicators, as well as analysis of alternative
approaches to meeting national security needs. The Services, COCOMs, Under Secretaries, and others
will continue to submit issue papers and participate in submission review meetings. The Deputy
Secretary of Defense will determine and set the appropriate levels and forums for decision-making, such
as DMAGs, mission area tiger teams, and single-issue meetings.

Execution: With the USD(C) as the OPR, this process involves distribution of funding, as authorized and
appropriated by Congress, and execution of those funds by the Services and DoD Components to meet
national security needs. Many of the Commission’s recommendations described below and in
subsequent sections will significantly improve the execution process. The process also establishes a
feedback loop to evaluate overall fiscal and programmatic performance, as well as alighment with
strategic and planning goals. Key documents governing this process include budget execution reports,
acquisition and operational reports, and other information useful to the DoD, Congress, and other
stakeholders for carrying out oversight and analysis.

Roles of CAPE and OUSD(C). Under the DRS, the Secretary or Deputy Secretary of Defense will provide
focused guidance earlier in the process, through the DRG, to shape Service and DoD Component
submissions and then the Office of the Director, CAPE will assess their compliance with that guidance.
The Office of the Director, CAPE will also remain an active participant through the joint engine room
concept overseeing the Decision step and will continue to serve as the lead on many issue-related
matters. Systems not directly related to the new DRS, such as the Joint Staff and CAPE’s Joint Data
Support System, will remain distinct from the proposed program/budget systems consolidation, allowing
CAPE to maintain control over specific systems required for their analytic work, as well as their analytic
models.

The Commission envisions that the OUSD(C) and CAPE will continue to provide different areas of
expertise, and as a result will continue to divide responsibility for key functions that they undertake during
the current PBR. For instance, CAPE will continue to maintain the expertise and models necessary to
evaluate forces and program contributions to warfighting effectiveness and OUSD(C) will remain
responsible for providing expertise on financial execution. For this reason, the Commission
recommends against consolidating CAPE and the OUSD(C) into one office.

Timing of the new DRS. Figure 10 below shows the rephased timing of the new DRS compared to the
current PPBE process. The new Resource Allocation process begins earlier to provide guidance to the
Services and DoD Components as they conduct the Build step. The Build phase also consolidates the
currently distinct POM and BES builds and moves forward delivery of resourcing decisions in the
Department. However, much of the timing under the new DRS is driven by deadlines to comply with the
PB submission so remain the same as under the current PPBE process.
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Figure 10 — Defense Resourcing System Calendar
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Advantages of the New Defense Resourcing System. Overall, this new DRS offers some important
advantages. The Commission believes that adopting this new process will strengthen the connection
between strategic guidance and the resourcing process that provides greater specificity, particularly in
terms of areas for risk-taking, better links to force sizing and shaping constructs, and draws on CAPE’s
programming experience, analytic capability, and functions to add specific programming direction to the
Services and DoD Components. Consolidating the process as the Commission recommends will reduce
current duplication between the programming and budgeting phases to create a more streamlined
process, reduce potentially conflicting outcomes caused by overlapping Program and Budget Reviews,
and reduce overall system and organizational complexity. Under the DRS, senior leaders will be able to
trace a program or initiative in the same format throughout the process, maintaining visibility on priorities
and strategic initiatives rather than having to translate between the programming and budgeting phases.
Consolidation of OSD programming and budgeting IT systems, as discussed in Section VII, will also
create systems and potential workforce efficiencies to support broader structure, process, and decision-
making reforms. A consolidated, authoritative source for RADs reduces the possibility of conflicting or
contradictory decisions. This will help provide consistent strategic decisions and additional time to
prepare budget materials based on a single system and process, streamlining the production of the
budget submission to OMB and Congress. Budget structure transformation will also help address
duplication and timing challenges by reducing the need for separate systems and processes to track and
record data through programming and budgeting.
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Recommendation #2 (Key): Strengthening the Defense Resourcing Guidance

Recommendation #1 described the overall structure of the proposed new DRS (see Figure 8).
Recommendation #2 proposes improvements to the timeliness and content of guidance documents
through the creation of the DRG. The Office of the Director, CAPE, as the Executive Secretary of the AWG,
is responsible for administering the guidance stage and providing the DRG to the Department.

The Guidance step begins around November of the year prior to budget completion and starts with a
series of senior leader-level meetings. Although actual implementation may vary, the Commission’s
vision for this process includes:

November Senior Leadership Council (SLC): The process begins with a SLC chaired by the Secretary
of Defense. After update briefings on the threat, risk, and other similar issues, this meeting would “close
out” the prior Resource Allocation cycle with final decisions on the budget about to be submitted and
discussion among the Secretary of Defense, Secretaries of the Military Departments, CJCS, and Service
Chiefs about what was accomplished in that budget and how it will be communicated to Congress and
the public. This discussion would then transition into setting the goals for the next Resource Allocation
cycle.

The Deputy Secretary of Defense, supported by the AWG and the Director, CAPE as Executive Secretary,
will guide this discussion. This mightinclude identifying challenges not resolved in the completing cycle,
proposing priorities for the upcoming cycle, and identifying key analyses to be conducted during the
coming cycle. This SLC discussion seeks the Secretary of Defense’s input and direction on the priorities
for the upcoming cycle.

November to February DMAGs: This period focuses on developing the Secretary of Defense’s direction
for the upcoming cycle into actionable and measurable resource guidance. These DMAGs may begin
with informational meetings on the threat environment (e.g., from OUSD(P)), operational and budgetary
risk assessments (e.g., from the Joint Staff, CAPE, and OUSD(C)), results of strategic analysis and
wargames (e.g., from CAPE as Executive Secretary of the AWG), and other relevant issues for the
upcoming cycle. Another potential topic is the results of analysis of how prior initiatives performed in
terms of meeting strategic objectives. Including this retrospective look at the beginning of the Resource
Allocation process will help establish a more formal feedback loop between execution and planning and
help programmers incorporate execution realities in developing future programs. It also provides an
opportunity to integrate priorities, progress made by previous technology investments, analysis, and data
from across the Department and provide a common understanding of the strategic environment at the
beginning of the process.

The DMAGs would then transition into decision meetings on topics that include strategic objectives,
force sizing and structure, posture, capability investment priorities, readiness and operating tempo, and
supporting topics ranging from quality-of-life programs, business system modernization, and major
expenses the Department faces. These meetings will also provide a forum for discussing planning and
analytic assumptions and principles for use in developing RASs.

These DMAGs will result in decisions on areas of investment and divestments, risk, validation or
affirmation of initial Service and DoD Component plans, and identification of areas requiring additional
analysis. Itis expected that some decisions may be specific and definitive, but others may not be and,
instead, provide direction without specific solutions. For these decisions, the guidance may include the
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types of options that should be submitted with the RASs in the summer. This could also include options
to be presented at varying levels of top-line funding.

In addition to establishing resource guidance, this new process will also support strategic integration
across the Department. The DoD has struggled in the past to integrate the many strategic level guidance
processes across OSD and the Joint Staff, e.g., global force management, readiness requirements,
operational plans, resource allocation, and other issues. Using a formalized senior leadership forum and
process that is transparent and includes all senior leaders across the Department provides a venue for
coordinating the direction across multiple areas of guidance.

February DRG: The DMAGs will result in an annual DRG, produced by the AWG and signed by the
Secretary of Defense, reflecting decisions and direction from the November SLC directional meetings.
The DRG will also include Fiscal Guidance, which is largely unchanged in content compared to the
current version. In addition to resourcing decisions, the DRG could provide specific details on prioritized
capabilities; force structure; analytic assumptions and assessments of past performance; quantitative
and output-oriented performance measures; risk and divestment areas; mechanisms to incorporate
execution year feedback, including measures of meeting strategic goals; relevant inputs from the Joint
Staff and DoD Components; end-of-FYDP joint force capabilities assessments; and requests for
solutions to certain challenges. The Commission encourages building on the ongoing efforts within the
Department to incorporate performance metrics in the resourcing process, for example by including
substantive reference to the Strategic Management Priorities and other enterprise-wide performance
metrics in the DRG. The DoD should also provide initial strategic and operational metrics, align
investments to metrics, and use data from performance metrics to track how investments lead to (or not)
improvement to inform decisions about allocating resources. The Secretary of Defense, likely working
through the Deputy Secretary of Defense, will have discretion over the exact content of the DRG.

The Commission considered possible changes to the phasing and frequency of guidance documents but
decided to retain the annual production of programming guidance (the new DRG) and annual budget
submissions for strategic and practical reasons. The pace of change merits annual deliberation to
ensure that resourcing decisions reflect the most current strategic and technological environment and
that prior year decisions are achieving their intended effects. The Commission examined previous
attempts to move to biennial budgets, such as the FY 1986 requirement for a biennial budget that was
repealed in FY 2008, and determined that such a shift was not likely to be implemented. ' The
Commission commends the Department for recent improvements in the relative timeliness in producing
the DPG and encourages the Department to ensure that the DRG is released as scheduled to allow the
Services and DoD Components to develop program and resource submissions in accordance with that
strategic and programmatic guidance.

Because the new DRG is completed during the Resource Allocation process and depends on substantial
analytic and some program inputs, the Commission recommends the AWG with Director, CAPE as the
Executive Secretary, lead the process to produce the DRG. However, other organizations including
OUSD(P) will also be responsible for contributing important content to the DRG. The OUSD(P)’s role on
the AWG will ensure use of the DRG to update and alter strategy promulgated in the NDS, which is issued
only once every four years.

"% Hale 2021, 3, 18-19 and DAU 2023.
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COMMISSION ON PPBE REFORM 52


https://gbc-word-edit.officeapps.live.com/we/wordeditorframe.aspx?ui=en%2DUS&rs=en%2DUS&wopisrc=https%3A%2F%2Fussen.sharepoint.com%2Fsites%2FResearchPPBE%2F_vti_bin%2Fwopi.ashx%2Ffiles%2Ffe2bda55263242ac99cf2b54fa870e04&wdenableroaming=1&mscc=1&hid=356A01A1-A0C2-4000-ABF2-9CD1E53F5422&wdorigin=ItemsView&wdhostclicktime=1705176891823&jsapi=1&jsapiver=v1&newsession=1&corrid=a43fc224-2ce6-4f8f-a4cd-b36f668d7ec6&usid=a43fc224-2ce6-4f8f-a4cd-b36f668d7ec6&sftc=1&cac=1&mtf=1&sfp=1&instantedit=1&wopicomplete=1&wdredirectionreason=Unified_SingleFlush&rct=Normal&ctp=LeastProtected#_ftnref1
https://gbc-word-edit.officeapps.live.com/we/wordeditorframe.aspx?ui=en%2DUS&rs=en%2DUS&wopisrc=https%3A%2F%2Fussen.sharepoint.com%2Fsites%2FResearchPPBE%2F_vti_bin%2Fwopi.ashx%2Ffiles%2Ffe2bda55263242ac99cf2b54fa870e04&wdenableroaming=1&mscc=1&hid=356A01A1-A0C2-4000-ABF2-9CD1E53F5422&wdorigin=ItemsView&wdhostclicktime=1705176891823&jsapi=1&jsapiver=v1&newsession=1&corrid=a43fc224-2ce6-4f8f-a4cd-b36f668d7ec6&usid=a43fc224-2ce6-4f8f-a4cd-b36f668d7ec6&sftc=1&cac=1&mtf=1&sfp=1&instantedit=1&wopicomplete=1&wdredirectionreason=Unified_SingleFlush&rct=Normal&ctp=LeastProtected#_ftnref2

Section IV - Improve the Alignment of Budgets to Strategy

This distribution of responsibility is similar to recommendations made by other reports. For example,
similar to the Commission’s recommendation for the AWG, the Beyond Goldwater-Nichols Phase IV
report recommended an official responsible for:

“integrat[ing] and advocat[ing] analytic and decision support... includ[ing]... drafting the
secretary’s overarching guidance and more detailed mid- to long-term guidance, providing
agenda-setting and analytical support capabilities to the secretary in support of his
quarterly governance process, overseeing the monitoring of key performance measures,
and developing independent civilian expertise in capability portfolio assessment.” '’

In comparison, under the Commission’s recommendation for the new DRS, enduring strategy remains
aligned under the USD(P). The OUSD(P) also retains its responsibilities for providing guidance on
campaign and contingency planning, global force posture, and developing planning scenarios and joint
force objectives that will continue to inform the DRGs and RADs. The Resource Allocation process begins
with briefings and meetings on these issues, preserving OUSD(P)’s role in shaping the strategic issues
considered by senior leaders in delivering decisions and guidance to Services and DoD Components
during the build stage. The Commission believes that the core competency of CAPE is analysis, and that
resource allocation begins with the translation of strategy to resource guidance, not with the
development of strategy itself. The Commission’s next recommendation addresses the linkage between
strategy and its translation to resource guidance by strengthening the analytic foundations of strategy
and resource allocation.

Recommendation #3 (Key): Establish Continuous Planning and Analysis

In a period of sustained strategic competition such as today, rigorous analysis to understand and
respond to the threat environment is necessary to make resource-informed decisions and ensure
defense investments accomplish strategic objectives. Currently, CAPE is responsible for providing
“resource planning, analysis, and advice on matters relating to the planning and programming
phases.”'® The Department has focused on enhancing analytic capability and input in recent years,
notably through the AWG, SPRs, and PBR reforms discussed previously, but the Department has not yet
achieved sufficient capacity to support the DRS as described in Recommendations #1 and #2.

The Commission recommends that DoD, under the auspices of the AWG with CAPE as Executive
Secretary, expand its analytic capability and create a program of continuous analysis. Consistent with,
and reinforcing AWG principles, this should include: 1) developing and refining analysis on a continuous
basis; 2) tool-agnostic analytic capability; and 3) enhanced transparency.’ Under the DRS, continuous
analysis is systematically inserted into the process during the Guidance and Decision steps. Generating
open and transparent analyses for insertion allows the Department to use existing and future analysis to
inform decision-making, while acknowledging that the Services and DoD Components will begin
resourcing activities prior to the formal initiation of the Resource Allocation process and that centralized
direction and integration of all strategic processes across the Department is not a feasible option.
Continuous planning and analysis should include:
e Continuous planning to support strategic decision-making at the beginning of the DRS by
providing analysis and information for strategic decisions, rather than concentrating on budget-
driven, less strategically significant decisions later in the resourcing process. The Commission

97 Hicks 2008, viii-ix.
%% DoDD 5105.84, 5.
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encourages more independent analysis by the Joint Staff, CAPE, and Policy, in addition to the
current Component-led analysis reviewed and integrated by the AWG.

e Improved joint warfighting assessments and analysis to conduct improved assessments and
analyses that are iterative, rapid, and joint and cover wargaming, modeling, and simulation for
concept development, decision support, and warfighting assessments. This could include
outyear assessments of FYDPs against force sizing and shaping constructs to understand how
programs and budgets support strategic objectives. Additional workforce could be required to
execute this function as described. The SPRs provide valuable insight, but the analytic
requirements envisioned to support the informational and directional meetings in the Resource
Allocation process will require additional analytic efforts that are provided earlier in the process
and are designed to inform the DRG.

e Holistic execution phase reviews beyond financial metrics, such as strategic goals and
objectives, progress of past technology investments, operational performance, and other
current-year emerging issues that should be reviewed and inform future budget decisions. The
Commission commends the Department’s ongoing efforts to track NDS implementation through
Advana Pulse and the establishment of the AWG.

e Regular analysis of supporting areas, such as critical infrastructure, commercial and defense
technology trends and business practices, and industrial base and supply chain readiness and
resiliency. The National Defense Industrial Strategy highlighted the need for industrial base data
collection, management, and analysis."® Such data and analysis can contribute to assessments
of industrial base capacity to support national security requirements during the guidance phase
of the DRS, which is important to consider given the Department’s role in investing in industrial
base partners for sustainability and modernization in critical technology areas.

e Department IT modernization to support modern analytic, wargaming, and modeling and
simulation capabilities and continuing improvements in access to analytic products across the
Department.

In addition to modernizing the underlying IT systems, ensuring access to relevant analysis across the DoD
is an important enabler for analytic transparency and insight from a joint and enterprise-wide
perspective. In particular, the Advana AWG JCOFA Tool, ICI, and Calendar applications and the Joint
Data Support system are systems related to analytic efforts. A userwith NIPR and SIPR Advana accounts
can access most AWG data and applications. The remaining AWG materials are available on the
Enterprise Collaboration Suite Portal. Planning and programming systems are discussed further in
Section VII. The Commission commends the Department on its efforts to expand access to relevant
systems to the analytic community across the Department by addressing governance and technical
issues.

Finally, the analysis to the greatest extent possible, should be data driven and informed by actual
performance. A consistent gap raised to the Commission was a lack of analysis of how initiatives
approved during previous budgets fared throughout the current PPBE process. Concentrating analytic
efforts on realized results in execution will strengthen the feedback between execution and resource
allocation, as well as improve credibility in oversight. The Commission’s recommendations on budget
structure, consolidated OSD programming and budgeting systems, and central access to PPBE systems
provide a solid foundation for providing actors throughout the process access to data from other systems
and the ability to incorporate such data into their work.

"% NDIS 2024, 50.
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Section IV - Improve the Alignment of Budgets to Strategy

The Commission identified examples of areas that would benefit from analysis of past performance. For
example, tracking items that are regular congressional reductions or adds, or included on unfunded
priorities lists could highlight opportunities for leaders to engage with Congress on improving
understanding of a given strategy or approach. Similarly, tracking consistent reprogrammings for
recurring operational expenses could provide leaders with data on how to better allocate funds initially,
thereby reducing administrative requirements to reprogram funds and potentially strengthening
arguments for additional resources in investment accounts. In addition, tracking of the technical
progress of R&D investments can inform the resourcing for the transition of those activities from research
initiatives to operational programs. Using systems to feed budgetary outcomes into resource allocation
efforts will help provide execution and affordability-informed decisions at the outset of the process.

Implementation. Implementation of this recommendation requires the revision of DoDD 7045.14 and
any associated guidance to reflect the new Resource Allocation process.

Recommendation #4 (Key): Transform the Budget Structure

The Commission recommends significant transformation of the structure of DoD appropriations,
reorganizing appropriation, account, program, and lifecycle (colors of money) levels. The new structure
will be used to present DoD budgets and authorize and appropriate funds. The Commission’s proposal
is designed to sustain or even enhance congressional oversight and visibility into strategic alignment,
tradeoffs, and decisions. The transformation will:

e Enhance congressional, White House, and senior DoD leader, oversight by providing unified views
of programs and activities;

e Better align the budget structure to how decisions are made;

e |mprove the ability to balance and trade between capabilities;

e Highlight the relationship between programs and capabilities across the Joint Force;

e Update the budget structure to match 21st century technology development and production
cycles that do not move sequentially through research, procurement, operations, and
sustainment to deliver capability to the warfighter faster; and

e Identifyredundancies and areas for cooperation or coordination across capabilities areas and the
Services and DoD Components.

The proposed transformation creates new categories for organizing the structure of the budget:

Figure 11 — Current and Reimagined Budget Structure

Current Structure Proposed Structure

T € '_.'Z'|l Nase service/Compone Nt

Project (if applicable) Life Cycle Phase

Red indicates levels that require general transfer authority to move funds.
Green indicates levels that require above or below threshold reprogramming to move funds.
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Section IV - Improve the Alignment of Budgets to Strategy

The key change in this transformed budget would involve presenting, authorizing, and appropriating
funds using Major Capability Activity Areas (MCAA). The DoD will need to identify these MCAAs.
Illustrative examples could include hardware-centric categories such as mobility aviation, ground
maneuver forces, or surface combat ships. The use of MCAAs to present and appropriate funds willmove
the focus away from types of funds (e.g., Procurement) towards categories used to discuss defense
capabilities, and will likely also facilitate alighment with accountable officials at a variety of
organizational levels.

In the Interim Report, the Commission presented three potential options governing the specifics for
restructuring the budget, ranging from a comprehensive realignment where all colors of money would
align to respective capabilities and programs to a more tailored approach aligning current investment
colors of money, while largely preserving O&M and MILPERS as separate accounts. The Commission
appreciates the feedback from the DoD, congressional stakeholders, and outside experts. In this Final
Report, the Commission recommends a modified version of the third option that strikes the appropriate
balance between addressing identified challenges imposed by a linear, Industrial-Age budget structure
and maintaining necessary flexibility in more centralized operating accounts (Figure 12).

Figure 12 — Proposed Budget Structure Transformation

£\

S ) Service/Component Service/Component
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Major Capability/Activity Area Major Capability/Activity Area Military Personnel
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Above/Below Threshold Reprogramming

Level 4 would be included in justification materials and reporting for awareness. Services could include MCAA MILCON alignment in justification
materials, similar to current reporting on MILCON projects by State.

The first level of funding breakdown today is a title in an appropriations bill, which today includes
Procurement, MILPERS, O&M, RDT&E, and MILCON. Inthe new budget structure, the appropriation titles
would be broken down by Service/DoD Component.

In each Service/DoD Component appropriations title, the new system would include multiple
appropriation accounts with names that reflect the various capabilities delineated by MCAAs included in
that Service/DoD Component. Illustrative examples of MCAAs could include combat aviation or surface
combat ships, though the Commission recommends that the Services and DoD Components propose
the MCAA structure that makes sense given their organization and mission (see below). As shown in
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Section IV - Improve the Alignment of Budgets to Strategy

Figure 11, the Commission recommends that the Department continue to maintain general, catch-all
appropriations accounts for broad operations needs and the pay and benefits of military personnel, in
essence treating these as MCAAs in their own right (more detail provided below). Use of general transfer
authority would be required to move funds between these new MCAA-based appropriation accounts.

The third level (system or program, for example the F-35 or DDG-51 programs) is defined as
Projects/Programs or Activities (PPA) below the appropriation account level and is the new BLI for budget
justification materials. Shifts between these PPAs within an account would require use of either prior
approval (PA) or BTR reprogramming procedures, depending on the size of the movement and whether
the movement relates to a congressional special interest item. For the catch-all Operation and
Maintenance and MILPERS appropriations, the PPA could be defined organizationally or functionally, or
a combination of both (more detail provided below).

The fourth level is defined as the current colors of money or life cycle phases (e.g., Procurement or
RDT&E) and would be included in budget justification requests and execution reporting for awareness.
However, under this new system moving resources within a program across the fourth level would not
require a reprogramming action, and program officials would not need legal guidance to determine which
category is appropriate for a particular expense.

Additional reporting categories beyond these four levels could be added as needed to meet
congressional or executive decision support needs, as has been done over time in the current structure.
For example, the Department could submit justification materials noting MILCON efforts that support a
given MCAA but that are appropriated separately. As is the case today, the Department would also still
be free to make binding funds divisions/suballocations below those reflected in the budget justification
materials, and to adopt dynamic budget tagging approaches as proposed by various advocates of
portfolio budgeting.™’

Establishing Major Capability Activity Areas. While there is value to consistency of budget structure in
some areas across the Services and DoD Components (see below), the Commission does not
recommend a one-size-fits-all approach for the MCAA structure and did not find that existing
categorization systems in the Department are sufficient. For example, neither the current MFPs nor the
joint capability areas'? would serve well as MCAAs in the structure proposed here.

The Commission recommends that the Services and DoD Components propose MCAA structures that
provide appropriate decision support for their leadership, align to existing organizational structures to
enable agility and accountability, and accommodate different governance structures across the
Department. For example, Aviation may be an appropriate MCAA category within the Navy and Army but
may be too broad as a category for the Air Force, which might prefer more specific categories such as
Mobility Aviation or Combat Aviation, to align to existing Air Force major commands and PEO

" Dynamic tagging would “enable[ ] views by budget group, mission, or technology areas” (MacGregor et al 2023, 6). A BLI could have multiple tags
(e.g., for both cyber and Al capabilities) and could be viewed in respective views of said capabilities, but due to the potential for multiple tags, users
would have to be cautious using filtered views to generate budget documents.

"2 CJCSI5123.011, E-2, F-5.
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Section IV - Improve the Alignment of Budgets to Strategy

structures.”™ The new structure will need to cover all requested resources, necessitating some catch-
all categories like today’s Other Procurement appropriations. Asinthe current structure, some programs
will cross multiple MCAAs, and decisions will need to be made on how to best categorize them. In some
key areas of high joint visibility like basic research, autonomy, and C2 systems, OSD and the Joint Staff
may impose definitions designed to maintain standardization that permits comparison across the
Services and DoD Components.

Consistent Treatment of Certain RDT&E, MILPERS, and O&M Funds. Since it is often difficult to
allocate early-stage research and development to specific applications, the Commission recommends
the Services and DoD Components establish a Fundamental Science capability area (or BA-A) that would
include PPAs and PEs from current RDT&E BA 6.1 and selected activities under 6.2 accounts as
established under Recommendation #5. This structural approach would protect these early-stage
investments but also highlight technologies in need of continued coordination efforts between labs and
users to ensure early-stage research responds to operational needs. Appropriate activities under the
new BA-B Technology and Development Budget Activity established under Recommendation #5 should
be aligned under relevant MCAAs. As some technology development activities in areas such as
computing, materials, and electronics may lead to capabilities in multiple MCAAs, it may be useful to
develop a Cross-cutting Technology and Component Development MCAA for efforts to develop these
types of enabling technologies. Such a capability area would provide strategic insight into how early
research funds are allocated and provide the operational and program communities with insight into
emerging technologies that could address requirements, supporting efforts to transition technologies
into programs.

The Commission recommends treating MILPERS costs as a standalone MCAA, using the Department’s
existing billet allocation and personnel assignment processes to manage this important resource. This
maintains the Department’s current flexibility to manage its military personnel to address the most
urgent mission areas. Civilian pay is budgeted and executed in various ways across the Department; this
recommendation does not require a single approach to that area.

The proposed restructuring does not realign all O&M appropriations under MCAAs. The Commission
recommends that the Services and DoD Components request within the MCAAs that portion of current
O&M funds that is most closely associated with the MCAAs, while leaving the remainder of more general
O&M funding in a catch-all MCAA for general operations. Such a MCAA could include level 3 BLlIs that
reflect current O&M sub-activity groups (SAG) for funding efforts like base operating support; facilities
sustainment, restoration, and modernization; and similar functions; the current BAs could serve as the
MCAAs for those funds with further breakouts at the SAG level. The Commission encourages the Services
to review their current O&M SAG structure to ensure that the new O&M MCAAs best serve their
operational and organizational needs.

For example, this may mean that the Air Force requests acquisition-related O&M funding for F-16 aircraft
as part of the F-16 program within a Combat Aviation MCAA which will allow more agile tradeoffs between
system improvements that could result in operational cost reductions. Under the Commission’s

3 The Commission notes that the examples of MCAA presented in this report are notional.

COMMISSION ON PPBE REFORM 58


https://gbc-word-edit.officeapps.live.com/we/wordeditorframe.aspx?ui=en%2DUS&rs=en%2DUS&wopisrc=https%3A%2F%2Fussen.sharepoint.com%2Fsites%2FResearchPPBE%2F_vti_bin%2Fwopi.ashx%2Ffiles%2Ffe2bda55263242ac99cf2b54fa870e04&wdenableroaming=1&mscc=1&hid=356A01A1-A0C2-4000-ABF2-9CD1E53F5422&wdorigin=ItemsView&wdhostclicktime=1705176891823&jsapi=1&jsapiver=v1&newsession=1&corrid=a43fc224-2ce6-4f8f-a4cd-b36f668d7ec6&usid=a43fc224-2ce6-4f8f-a4cd-b36f668d7ec6&sftc=1&cac=1&mtf=1&sfp=1&instantedit=1&wopicomplete=1&wdredirectionreason=Unified_SingleFlush&rct=Normal&ctp=LeastProtected#_ftnref1
https://gbc-word-edit.officeapps.live.com/we/wordeditorframe.aspx?ui=en%2DUS&rs=en%2DUS&wopisrc=https%3A%2F%2Fussen.sharepoint.com%2Fsites%2FResearchPPBE%2F_vti_bin%2Fwopi.ashx%2Ffiles%2Ffe2bda55263242ac99cf2b54fa870e04&wdenableroaming=1&mscc=1&hid=356A01A1-A0C2-4000-ABF2-9CD1E53F5422&wdorigin=ItemsView&wdhostclicktime=1705176891823&jsapi=1&jsapiver=v1&newsession=1&corrid=a43fc224-2ce6-4f8f-a4cd-b36f668d7ec6&usid=a43fc224-2ce6-4f8f-a4cd-b36f668d7ec6&sftc=1&cac=1&mtf=1&sfp=1&instantedit=1&wopicomplete=1&wdredirectionreason=Unified_SingleFlush&rct=Normal&ctp=LeastProtected#_ftnref2

Section IV - Improve the Alignment of Budgets to Strategy

recommendation, more general operating budgets such as the running costs of the 20th Fighter Wing at
Shaw AFB would be presented in a general operations MCAA along with those of all the other bases in the
Air Force. This is largely consistent with current practice, where the Air Force requests more than $10
billion per year for base operating support activities within a single SAG inside the Operating Forces
Budget Activity of the O&M, Air Force appropriation.

The Commission considered omitting O&M entirely from the MCAAs but doing so would have offered
fewer opportunities for lower-level funds holders to make tradeoffs between buying services and
investing in hardware (which is increasingly important).

Congressional Oversight. The proposed budget structure transformation is intended to maintain or
enhance congressional oversight. The points below indicate how congressional oversight is protected
under this proposal (the examples of MCAAs used below are illustrative):

e Transfer authority will be required to move funds in execution across the Service or MCAA level
(e.g., from the Navy to the Army, or from the Navy Surface MCAA to the Navy Aviation MCAA). Such
transfers are likely to reflect strategic or operational shifts of interest to Congress; oversight of
such changes is strengthened under this structure. The Department and Congress will need to
collaborate to determine the appropriate amount of General Transfer Authority under the new
structure.

e Reprogramming will be required to move funds at the System/Program level within accounts (e.g.,
from Destroyers to Ammunition Ships within the Navy Surface capability area). Major capability
area leaders and financial managers would have flexibility to move resources between
development, procurement, and aligned operating expenses, funded within the same
system/program, but the Department’s budget request would provide breakdowns of expected
expenditures across these phases and also in execution reporting. Reprogramming procedures
and thresholds could change pending implementation of other Commission recommendations.
In occasional cases of high interest, the Department should expect to receive more restrictive
congressional language, consistent with current practice, e.g., “Provided that of the funds
provided for program X, no funds may be obligated for procurement expenditures except upon
certification by the Director of Operational Test and Evaluation that program X has successfully
completed initial operational test and evaluation.”

e The DoD J-books and congressional appropriations would provide more budgetary and
programmatic transparency since all directly associated funding for each program and MCAA
would be consolidated into end-to-end budget entries, documents or set of documents rather
than fragmented across many budget entries and disparate J-books.

e New start rules will remain in effect, with Congress retaining its ability to authorize and
appropriate funds for programs and set quantities.

e The DoD will continue to be required to execute systems and programs consistent with submitted
budget justification documents, which would be presented using the new budget structure.

Benefits of the Recommended Changes. The Commission believes this recommendation will
significantly improve the ability of DoD and congressional leaders to understand and debate the strategic
ramifications of budget proposals while enhancing congressional oversight. The restructured

appropriation categories, based on Services and DoD Components and MCAAs, better align to how
|
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Section IV - Improve the Alignment of Budgets to Strategy

internal DoD decision-makers and many congressional stakeholders think about defense activities and
the resources necessary to achieve desired strategic outcomes. Decision-makers will be better able to
identify capability areas for tradeoffs and resourcing in a more holistic manner across the DoD. For
example, MCAAs like aviation and ground maneuver forces are more readily interpreted in terms of
implications for strategic competition with China compared to the categories used today, such as
Procurement and RDT&E.

In execution, the structure provides different flexibility by allowing officials at the MCAA level to move
money within their portfolio through reprogramming more easily (particularly between and within what is
currently known as RDT&E and Procurement, a frequent concern heard by the Commission). The
structure could also support ongoing efforts to strengthen evaluation and performance measurement by
explicitly linking programs and systems to capability and activity delivery and providing additional input
for analytic efforts for future resourcing decisions about how to invest within MCAA portfolios to deliver
capability. For cross-cutting MCAAs, the structure will also allow easier comparison across the
Department to identify and resource enterprise-wide solutions for common requirements and activities.

Implementation. The Commission recognizes that the budget restructure will require a significant
amount of effort and cooperation within the Department and require close cooperation and coordination

with Congress. The Commission proposes the following timeline for implementation (Figure 13).

Figure 13 — Budget Structure Transformation Implementation Timeline

BUDGET STRUCTURE

Implementation Timeline

Tasks 2024 2025 2026 2027

Identify Major Capability Activity Areas and
Align BLIs

Engage with Congressional Committees @ *

Build Crosswalks and Examples for Services
and DoD Components

Update defense resourcing systems I I I I I I
DoD Resource Allocation Process with Revised
Budget Structure
Submit and Pass Technical & Conforming
Changes and Update DoD Guidance

Submit FY28 President’s Budget Request in
Revised Structure

*Cnngressionat Defense Commitiees agree on new budget structure. @ DoD plan and schedule for continued implementation

Implementation begins with Services and DoD Components identifying their MCAAs, coordinating with
OSD leadership, receiving congressional concurrence on MCAAs, and reviewing existing BLIs to align
with those new areas. The Commission reemphasizes that while some common MCAAs might be

COMMISSION ON PPBE REFORM 60


https://gbc-word-edit.officeapps.live.com/we/wordeditorframe.aspx?ui=en%2DUS&rs=en%2DUS&wopisrc=https%3A%2F%2Fussen.sharepoint.com%2Fsites%2FResearchPPBE%2F_vti_bin%2Fwopi.ashx%2Ffiles%2Ffe2bda55263242ac99cf2b54fa870e04&wdenableroaming=1&mscc=1&hid=356A01A1-A0C2-4000-ABF2-9CD1E53F5422&wdorigin=ItemsView&wdhostclicktime=1705176891823&jsapi=1&jsapiver=v1&newsession=1&corrid=a43fc224-2ce6-4f8f-a4cd-b36f668d7ec6&usid=a43fc224-2ce6-4f8f-a4cd-b36f668d7ec6&sftc=1&cac=1&mtf=1&sfp=1&instantedit=1&wopicomplete=1&wdredirectionreason=Unified_SingleFlush&rct=Normal&ctp=LeastProtected#_ftnref1
https://gbc-word-edit.officeapps.live.com/we/wordeditorframe.aspx?ui=en%2DUS&rs=en%2DUS&wopisrc=https%3A%2F%2Fussen.sharepoint.com%2Fsites%2FResearchPPBE%2F_vti_bin%2Fwopi.ashx%2Ffiles%2Ffe2bda55263242ac99cf2b54fa870e04&wdenableroaming=1&mscc=1&hid=356A01A1-A0C2-4000-ABF2-9CD1E53F5422&wdorigin=ItemsView&wdhostclicktime=1705176891823&jsapi=1&jsapiver=v1&newsession=1&corrid=a43fc224-2ce6-4f8f-a4cd-b36f668d7ec6&usid=a43fc224-2ce6-4f8f-a4cd-b36f668d7ec6&sftc=1&cac=1&mtf=1&sfp=1&instantedit=1&wopicomplete=1&wdredirectionreason=Unified_SingleFlush&rct=Normal&ctp=LeastProtected#_ftnref2

Section IV - Improve the Alignment of Budgets to Strategy

appropriate, the Services and DoD Components should identify MCAAs that support their specific
missions and organizational models.

As engagement with Congress is critical to successful implementation and viability of the
recommendation, the Commission stresses the importance of sustained, iterative engagement with
Congress prior to submitting a budget request with the updated format, recognizing that subsequent
improvements will likely be required to ensure Congress receives the information required to inform their
strategic and budgetary oversight. Successful implementation will be made more likely by the
enactment of related recommendations, particularly modernizing defense resourcing IT Systems and
consolidating BLIs (discussed in Sections VII and V, respectively), by providing underlying systems
support and initial budget structure streamlining. Improvements in systems used to communicate with
Congress and provide access to data in a more ingestible and useful manner also support engagement
with Congress, while ensuring Congress maintains visibility of information during the transition period
(for example, future justification material writing systems could include linked crosswalks between old
and new J-book data).

Implementation Challenges. The Commission acknowledges challenges to implementing the
restructure, including;:

1. Initial identification and adjudication of MCAAs may take significant time and manpower, which
will likely increase the more the Department seeks to standardize across the Services and DoD
Components. A Space Force effort to develop a mission-area budget display in response to
House Appropriations Committee Subcommittee on Defense (HAC-D) report language
necessitated a working group and manual identification and alignment of the budget to mission
areas.

2. Potential restructure of staff areas of responsibility on the appropriations committees, in OSD
and Military Department comptroller offices, and OMB; they are all currently organized along
appropriation lines.

3. Significant changes to appropriations language, including developing new appropriation
paragraphs for the new category definitions and determining the appropriate period of availability
for each appropriation.

4. Changes to accounting codes and business systems that will require coordination with the
Department of Treasury and OMB. Updating business systems to support the new structure may
accelerate the mandate to retire, modernize, standardize, and increase interoperability between
business systems, but is also culturally challenging and resource intensive (see Section VIl for
additional information).

5. Some technical and conforming changes to U.S. Code where the traditional colors of money are
referenced.

6. Significant policy and regulatory changes, such as in the FMR. This is a further opportunity to
modernize FMR language as recommended in Recommendation #12.

Restructuring the budget may reduce some flexibility at headquarters levels to realign resources across
the enterprise, but also potentially reduce the need for those kinds of realignments. Currently, a PEO
might be responsible for a Procurement program in need of funds and have an RDT&E program with

available funds. However, transferring the funds would require highlighting available funds to Service
|
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and OSD leadership, creating the risk of losing the available funds for another purpose and not receiving
funds required to address the initial need. Increasing flexibility at the MCAA level may mean that fewer
sources are available for higher priorities across the enterprise. However, increased authority to solve
issues at the capability level could reduce the number of issues that need to be solved at an enterprise
level by empowering MCAAs to balance and trade within the MCAA to address resource requirements
and deliver necessary capability without having to navigate the seam presented by the current colors of
money.

Additional Considerations for Implementation. The MILCON funds are currently appropriated by a
different appropriations subcommittee and in a separate appropriation act from the four DoD colors of
money addressed in this recommendation. If Congress decides to reorganize to combine the current
military construction and defense appropriations subcommittees and appropriations, the proposed
budget structure could be extended to incorporate most MILCON into the MCAAs; however, the longer
timelines required to execute construction projects would likely require extended periods of funds
availability. Regardless, the Department should ensure that MILCON related to specific programs and
systems is described in budget justification materials for those programs to ensure the Department and
Congress maintain visibility into the complete resources required to support capability and activity areas
across budget categories.

Initial DoD Efforts. Inresponse to HAC-D direction, the Space Force is compiling a mission area-budget
display for the FY 2025 PB submission that includes establishing recommended mission areas, drawing
on existing areas across joint and service organizations and documents.' The Space Force and
Department of the Air Force officials reported that the preliminary mission area display has already been
helpful for responding to leadership questions about the Space Force budget for FY 2025."1%

Providing mission-level budget presentations as an adjunct to the existing budget structure justification
materials could result in additionaldemands on an already highly constrained financial execution system
and increased workload for an already stressed workforce, as well as create multiple opportunities for
disconnects. The Commission recommends adopting the proposed capability-oriented structure as the
primary budget structure, not merely a display, meaning that Congress would appropriate, and the
Department would execute using that structure. The Space Force pilot project provides a feasibility
demonstration for the value of increasing awareness of how the budget aligns to mission and capability
areas, though it does not provide the envisioned benefits of the restructured budget, particularly in
execution. The Commission encourages the Department to leverage best practices and lessons learned
from the Space Force pilot in identifying MCAAs and aligning BLIs as part of implementation.

The Commission also commends efforts in the Department, such as the Navy’s Pilot PEO for Portfolio
Management effortin PEO Integrated Warfare Systems, to initiate efforts, within DoD’s scope, to improve
its ability to respond to threats and incorporate emerging technologies, for example through
consolidation of BLIs into portfolios.'® Such efforts implement the Commission’s Interim Report

"4 H, Rpt. 118-121, 14-15.
15 Commission interview with subject matter experts.
"8 PEQ, Integrated Warfare Systems Portfolio Management Pilot Final Report provided to the Commission.
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recommendation to consolidate BlLIs and reflect a capability-based approach to resources and
requirements that supports the proposed restructure. They also highlight opportunities within existing
structures to rapidly deliver capability to warfighters through greater coordination and engagement
within and between Services. Any such efforts depend on transparent and frequent communication with
Congress.

Relationship to Portfolio Budgeting. The Commission heard from multiple advocates of portfolio
approaches to DoD budgeting, for example, budgeting for all combat aviation assets in one budget
category or appropriation. Some of these proposals recommend a cross-program and cross-
appropriation data tagging approach, while others create separate organizational layers to manage
portfolios. The Commission finds that adopting these approaches without a restructure of the
fundamental appropriations is likely to increase constraints and inertia in the system by adding a layer of
approval authorities with another set of priorities to balance. Many investment areas do have cross-
cutting effects where additional leadership budget visualization would be helpful to align strategy to
budget. These types of inputs could be effective in the context of Service or DoD Component program
and budget considerations, but the Commission found that a fundamental shift in appropriations
structure was needed to drive strategic process change without simply creating additional veto points.

Relationship to Other Recommendations. Overall, the Commission believes that transforming the
current PPBE process into the Defense Resourcing System, described above and in later sections of this
Final Report, will streamline the current process and reduce duplication while also better relating
strategy to budget. The Commission recognizes that less far-reaching changes may be useful while the
larger transformative initiatives are being putinto place. Otherrecommendations address critical issues
related to budget structure, colors of money, and appropriation availability and are described below and
in Section V.

The proposed budget structure provides a strategic framework for consolidating BLIs that will help
identify overlapping efforts and enable more efficient uses of funds across the Department, in addition
to providing greater flexibility in execution. Recognizing the transformative nature of these
recommendations, some of the Commission’s other recommendations, such as those associated with
carryover and reprogramming authorities, would need to be considered in light of the transformed
structure. For example, proposed changes to the reprogramming thresholds are based on historical
trends in budget growth by current appropriation categories. The new structure would not initially have
a historical basis for establishing such thresholds, which are an important tool to preserve congressional
oversight of appropriated funds. Congress and the Department should monitor budget growth,
economic factors, and the sizes of appropriations and programs when setting reprogramming thresholds
for the new budget structure.

Willingness to revisit the BTR threshold in the new structure also provides an opportunity to balance
congressional oversight and avoid reducing agility envisioned under the new structure. Delegation of
transfer and reprogramming authority will also look different under the proposed system, with authority
delegated to the official responsible for the MCAA. The budget structure transformation would also help
address duplication and timing challenges associated with separate systems and displays of information
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through programming and budgeting by structuring the budget in a single format throughout the resource
allocation process.

Recommendation #5: Consolidate RDT&E Budget Activities (BA)

The Commission recommends the DoD consolidate RDT&E BAs to reflect current technology
development paradigms and improve agility for programs. Consolidation should be pursued as a near
term approach to increase budget structure agility, separate from the fundamental transformation
discussed in Recommendation #4. Along with the recommendations to consolidate BLls, and increase
reprogramming thresholds and decision delegation, this recommendation will allow PMs and PEOs
greater flexibility to transition programs in a more dynamic and responsive manner to changing threats,
enabling faster capability delivery to the field and warfighter.

Current technology funding and development timelines are not well alighed. Rigid lines between BLlIs
and BAs pose a constant challenge for PMs. If a technology advances faster than the budget cycle or
requires a longer timeframe in each development stage, a program or office cannot get money to fund
the proper development cycle of that given technology. This results in start-stop funding that delays
technological deployment. In interviews with the Commission, Service and DoD Component program
offices shared their challenges in trying to align colors of money and the budget process to support timely
technology adoption.””

The Commission proposes the following as a restructuring model for RDT&E BAs:

Current BA Structure Proposed BA Structure

BA-01 Basic Research BA-A Fundamental Science

BA-02 Applied Research

BA-03 Advanced Technology Development,
Non-Programs of Record BA-B Technology and Development

BA-04 Advanced Component Development
and Prototypes

BA-04 Advanced Component Development
and Prototypes

BA-05 System Development and

i BA-C System Development
Demonstration

BA-07 Operational System Development
(Programs of Record)

BA-06 RDT&E Management Support BA-D Capability Support

*BA-04 could be divided based on TRL or relationship to a specific program or general
efforts.

Current BA-08 programs will not require a separate BA under the consolidated model and

can be aligned to one of the four new RDT&E BAs or another color of money as outlined in
Recommendation #11 - Address Challenges with Colors of Money.

"7 Commission interview with subject matter experts.
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This model preserves congressional oversight of a technology’s transitioninto a program of record, which
generally occurs between BAs 04 and 05, while also maintaining congressional visibility into the adoption
of S&T to DoD goals and missions, particularly for basic research in BA-01. This model can be adopted
simultaneously with the budget structure transformation, as described above. Consolidation into the
proposed structure will also support consolidation of BLIs (see Section V) by highlighting different PEs
supporting common efforts currently divided across BAs.

In implementing the new BA structure, the Department should provide and enforce a standardized PE
taxonomy to ensure new PEs align to their respective activity. Over three to five years, the Department
should also transition all PEs to the new structure. This will support transparency and oversight efforts,
by allowing Congress, the Department, and industry to use the PE structure to track RDT&E efforts,
ensure the appropriate category of funding is used for defined activities, and identify opportunities for
transition and investment. Congress can also maintain visibility through the continued use of project
codes and improved J-book language, for example with appropriate standardized language (see Section
X). Figure 14 below illustrates how FY 2022 RDT&E PEs could align into consolidated BAs.'"® While
notional, the figure suggests consolidation could address concerns about correctly aligning RDT&E BAs
against more dynamic development models (see Recommendation #10 for related discussion on the
benefits of BLI consolidation).

Figure 14 — Concentration of Current PEs in Consolidated BAs
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Source: FY 2022 Budget Justification materials available on OUSD(C) website.

In the Interim Report, the Commission included BA-08 Software as a category in a consolidated BA
structure. The recommendation in this Final Report does not include software as a separate BA.
Recognizing that software is a critical component of future defense capabilities, the Commission chose
to address software funding requirements through changes in the underlying colors of money in

8 The Commission defers to the Department on the most appropriate recategorization of current PEs into the consolidated BAs. Data is based on
the FY 2022 RDT&E budget submission. Staff assigned BA-04 PEs to BA-02 or BA-03 as follows: 1) If the BA identifier in the PE was 03 or less, the PE
was categorized as BA-02; 2) If the BA identifier in the PE was 05 or more, the PE was categorized as BA-03; 3) If the BA identifier was 04, the PE was
categorized into BA-02 if they were for general transition funds, had general technology development titles, or for offices. PEs were categorized into
BA-03 if their titles related to specific names systems/programs. Other categorization approaches are possible, including based on technology
readiness levels. BA-08 is recategorized based on the BA number in the PE, based on the BA of a PE prior to conversion to BA-08, or based on staff

review of the purpose of the PE.
|
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Recommendation #11 which is found in Section V. This approach addresses both the need for different
authorities to fund software development and activities throughout its lifecycle, while not adding
additional budget structure barriers and management complications in execution.

Implementation. Regardless of the exact approach adopted, any consolidation should:

1. Be conducted transparently and with extensive congressional interactions, both before, during,
and after consolidation to maintain visibility and proactively address potential oversight
concerns.

2. Be oriented toward accelerating technology adoption and aligning DoD BAs to support modern
technology development cycles.

This recommendation will require new definitions for each BA; the BAs are defined in Volume 2B Chapter

5 of the FMR. Implementation beginning with the FY 2026 PB includes:

1. Developing definitions of the new BAs that balance the need to reflect contemporary
development cycles and maintain congressional oversight, led by the OUSD(C), in coordination
with CAPE, OUSD for Research and Engineering (R&E), OUSD for Acquisition and Sustainment
(A&S), and the congressional defense committees.

Updating the FMR to reflect new definitions of BA, led by the OUSD(C).

3. Reviewing PEs to ensure correct alignment with new BAs, led by the Services, DoD Components,
CAPE, and the OUSD(C).

4. Presenting the FY 2026 PB with updated BAs and aligned PEs using a standard taxonomy for new
PEs, led by the OUSD(C), in conjunction with CAPE, the Services, and DoD Components.

5. Engaging with congressional defense committees to maintain transparency and oversight of PEs
in new BAs by including crosswalks and identification in FY 2026 PB justification materials, led by
the OUSD(C), in conjunction with CAPE, the Services, and DoD Components.

6. No later than the submission of the FY 2030 PB, conforming all PEs to the standardized taxonomy
reflecting consolidation.

A

Conclusion

The new Defense Resourcing System is designed to better align budgets to strategy, and also reduce
duplicationin the resourcing process. In addition to the recommendations described in this section, the
Commission offers recommendations to address other significant challenges, such as fostering
innovation and agility, improving business systems, improving the relationship between DoD and
Congress, and supporting the resourcing workforce that should be pursued and implemented as DoD
and Congress consider putting in place the resourcing system described above. The next section
addresses a critical recommendation to foster innovation and promote agility needed to adapt to
changing requirements and rapid shifts in technology.
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What the Commission Learned and Heard

One of the most consistent concerns the Commission heard over the past two years is that the current
PPBE process lacks agility, limiting the Department’s ability to effectively respond to evolving threats,
unanticipated events, and emerging technological opportunities in a timely manner. This message was
reiterated in statements from current and former congressional Members and staff, from senior DoD
officials, from program budget and acquisition officials at all levels, and from both traditional and non-
traditional DoD industry partners. For example, a current DoD leader told the Commission that the
amount of time it takes to approve and distribute funding through the current PPBE process to address a
national security problem provides U.S adversaries with an innovation advantage.'® Another official
added that the time-consuming nature of the PPBE process makes it difficult to influence a modification
or an upgrade to an existing design or to counter new threats.’®

Through extensive research, the Commission has identified six aspects of the current PPBE process that
contribute to a lack of agility and responsiveness: (1) the length of the process; (2) the inflexibility of the
budget structure; (3) the hierarchical nature of the PPBE process; (4) a bias for existing programs and
approaches; (5) a lack of awareness and use of innovative new authorities and practices; and (6)
inflexibility in the year of execution.

The Commission is aware of mechanisms available to the Department, and efforts by DoD leaders to use
those mechanisms to mitigate each of the six potential problem areas. For example, senior leaders can
intervene late in the process to redirect funding toward high-priority initiatives and emerging needs. The
Department and Congress have worked together to rationalize or increase the size of budget line items
(BLI) for some high-priority efforts. Effective commanders, Program Executive Officers (PEO), and
Program Managers (PM) have been able to cut through the bureaucracy to raise urgent concerns to DoD
leadership. The DoD leaders and Congress have also established numerous mechanisms to fund
emerging technologies and non-traditional industry partners to expand the defense industrial base and
have provided authorities like the Rapid Acquisition Authority or have created organizations with direct
access to senior leaders to streamline these processes, but it is questionable whether these special
processes can be scaled Department-wide. In any case, further internal execution guidance on utilizing
these authorities is necessary. Congress has also established a reprogramming process that allows the
Department to move funds in the year of execution to meet changing needs and requirements. At the
same time, while reprogramming actions have been effective in a number of cases, and reprogramming
authority should be maintained, the process is time consuming. Efforts to ensure scarce reprogramming
sources are applied to the highest priority requirements and a desire to avoid sending excessive numbers
of reprogramming requests to Congress, means that at times it can take more than six months to receive
approval and funding for some reprogramming requests.

1® Commission interview with subject matter experts.
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The DoD and congressional leaders have also worked to build awareness of technology initiatives,
innovation funds, software factories, and other creative acquisition strategies and funding approaches
(see Section X).

Unfortunately, most of these mechanisms require action by senior DoD and congressional leadership,
who have vast responsibilities and limited bandwidth to deal with matters of detail, making the
mechanisms slow to operationalize. For some high-priority programs, senior DoD officials can cut
through the bureaucracy to jump-start important initiatives and congressional leaders can approve the
movement of money quickly. However, with an annual defense budget of more than $800 billion made
up of hundreds of line items and programs, these leaders can only address a limited number of issues.

Understanding Root Causes
Inits research, the Commission identified six major root causes relating to PPBE’s problems in promoting
innovation and adaptability.

Time-Consuming Programming and Budgeting Processes

The current PPBE process is designed to allocate funding to specific programs, projects, or efforts
through a rigorous competitive process that begins more than two years in advance of expenditures. The
process involves “a serial, time-compressed set of hand-offs from one organization to another.”'?' This
structured process enables a wide array of voices and interests to be heard as tradeoffs are made
between competing priorities, an important attribute of PPBE, but the time-consuming nature of the
process is antithetical to moving at the speed of relevance, especially for new and innovative programs
whose underlying technology can change quickly. During the time it takes to go through the process,
funds may have already been claimed by older well-defined requirements that have had time to go
through the rigor of the requirements process. In addition, emerging Science and Technology (S&T)
development efforts do not always link to an established warfighter requirement or even have a venue for
being deliberated, so they may not come to the attention of appropriate leadership, and game-changing
innovations may not be anticipated or funded during the programming and budgeting phases of the PPBE
process. As aformer DoD official explained, there is a two-year wait before being able to do anything new
unless you are able to take advantage of the limited flexibility available in the system.*?

Numerous personnel told the Commission that the current PPBE process provides limited windows for
DoD, particularly the operational community, and for Congress to react appropriately to useful and
game-changing technologies or services once they are identified.'?® The current PPBE process makes it
difficult to provide timely resources for further RDT&E, Procurement, or O&M sustainment efforts to
providers of such goods and services as needs change and develop. Some businesses are built to work
in this process and are resourced to wait for the availability of funds; however, smaller firms and non-
traditional industry partners may not have sufficient capital to wait on the DoD to secure adequate
funding. Both innovation and geopolitical dynamics can change substantially between programming and
execution. The PPBE process does include authorities, such as reprogramming or the Rapid Acquisition
Authority, that permit the Department to respond to innovations and program changes during budget
execution, but these tools also have limitations on their availability.
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A former senior DoD official told the Commission that time-consuming DoD processes lead companies
to walk away, depriving the Department of significant opportunities.'? The Commission also heard from
small businesses that the technology they were developing or producing did not exist when the budget
for that year was being built, and that waiting two or three years for funding is not a viable strategy for
most small businesses.'®

Inflexibility of the Budget Structure

The DoD requests funding in a rigid and highly specified BLI framework of “48 unique investment budget
activities across 23 different appropriations that constrain transfers, [resulting in funds being controlled
in more than] 1,700 BLIs with a median size of $35-$40 [million].”"?® Fiscal laws and regulations designed
to safeguard Congress’ power of the purse further require that funds be expended only for the purposes
for which they are authorized and appropriated. A single major acquisition program often has multiple
Budget Activities (BA) and BLIs, making it difficult for Congress to track the entire program, and even more
difficult for the Department to manage the program. While these BLIs were all developed for a reason—
they reflect congressional, Department, regulatory, and historical requirements as well as experience
and precedent-it is not always clear that the original reasons for developing a separate BLI still apply
today.

The BLI structure particularly affects RDT&E, where BLIs less than $50 million make up the majority of
lines (Figure 15). The preponderance of small BLls in the RDT&E account is significant because of
reprogramming thresholds that limit the amount of money that can be moved without involving Congress
through the prior approval (PA) reprogramming process. Below Threshold Reprogrammings (BTR) for
RDT&E are currently limited to $10 million or 20 percent of the BLI, whichever is less. The percentage
further constrains flexibility in BLIs less than $50 million because moving $10 million in or out of one of
those BLIs would require a PA reprogramming since it exceeds the 20 percent threshold.

Figure 15— Number of RDT&E PEs/BLIs

Count of BLIs for RDT&E Fiscal Year Request
Size (Based on Request) | 1980 1985 1995 1999 2001 2010 2020 2021 2022
Less than $50M 615 604 437 552 476 474 548 544 555
Greater than $50M 53 101 146 199 164 280 359 350 379
Total 668 705 583 751 640 754 907 894 934

Source: OUSD(C) Budget Materials'?’

The use of funding in these BLIs is further constrained by the J-book narratives supporting the budget that
describe the purposes for which money is requested and which must be adhered to when funds are
spent. This justification is required to receive authorizations and appropriations for the fiscal year being
requested, and it may not adequately explain the entire program, only the portion that pertains to the
specific type of funding requested in that BLI. The J-books are frequently written in an overly detailed and
prescriptive manner that can unnecessarily constrain the ability of the Department to effectively execute
its programs and missions. A senior DoD official described the J-books as “archaic,” in the way they are
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27 Data based on request for all of DoD; excludes where funds may have been previously enacted, but the request was zeroed out; excludes
classified programs and other anomalies.

COMMISSION ON PPBE REFORM 69


https://gbc-word-edit.officeapps.live.com/we/wordeditorframe.aspx?ui=en%2DUS&rs=en%2DUS&wopisrc=https%3A%2F%2Fussen.sharepoint.com%2Fsites%2FResearchPPBE%2F_vti_bin%2Fwopi.ashx%2Ffiles%2Ffe2bda55263242ac99cf2b54fa870e04&wdenableroaming=1&mscc=1&hid=356A01A1-A0C2-4000-ABF2-9CD1E53F5422&wdorigin=ItemsView&wdhostclicktime=1705176891823&jsapi=1&jsapiver=v1&newsession=1&corrid=a43fc224-2ce6-4f8f-a4cd-b36f668d7ec6&usid=a43fc224-2ce6-4f8f-a4cd-b36f668d7ec6&sftc=1&cac=1&mtf=1&sfp=1&instantedit=1&wopicomplete=1&wdredirectionreason=Unified_SingleFlush&rct=Normal&ctp=LeastProtected#_ftnref1
https://gbc-word-edit.officeapps.live.com/we/wordeditorframe.aspx?ui=en%2DUS&rs=en%2DUS&wopisrc=https%3A%2F%2Fussen.sharepoint.com%2Fsites%2FResearchPPBE%2F_vti_bin%2Fwopi.ashx%2Ffiles%2Ffe2bda55263242ac99cf2b54fa870e04&wdenableroaming=1&mscc=1&hid=356A01A1-A0C2-4000-ABF2-9CD1E53F5422&wdorigin=ItemsView&wdhostclicktime=1705176891823&jsapi=1&jsapiver=v1&newsession=1&corrid=a43fc224-2ce6-4f8f-a4cd-b36f668d7ec6&usid=a43fc224-2ce6-4f8f-a4cd-b36f668d7ec6&sftc=1&cac=1&mtf=1&sfp=1&instantedit=1&wopicomplete=1&wdredirectionreason=Unified_SingleFlush&rct=Normal&ctp=LeastProtected#_ftnref2

Section V - Foster Innovation and Adaptability

transmitted and updated, saying the Department needs to move to using digital access methods of
communication instead of emailing PDFs (see Sections VI and VII)."28

The budget structure presents additional challenges for software, which is further described in Section X
of this Final Report. Software programs are often forced to use different funding sources for the
development, fielding, testing, and sustainment of a capability, but require continuous shifting across
those activities post-initial deployment since software is continually modified to reflect security,
performance, and interoperability updates. As one industry official told the Commission, “Software is
never done. It gains new requirements tomorrow based off the problems that we solved the day
before.”'?® Other federal agencies have different budget structures that allow them to develop, procure,
and sustain software with greater flexibility, which are discussed elsewhere in Section X of this report.

Hierarchical Programming and Budgeting Process Results in a Lack of Delegation of Authority
The programming and budgeting cycle starts as a bottom-up approach at a high level of detail, but then
locks at successive hierarchical levels, making it increasingly difficult to adjust when changes are
necessary due to the number of required approvals. Worse yet, the extended programming and
budgeting process pulls the ability to make timely adjustments in the RDT&E and Procurement accounts
away from PMs and PEOs, who have the best and most current knowledge of that program as they are
focused onits development and in the midst of executing funds, and gives it to those at the top, who have
less knowledge of program particulars and no responsibility or accountability for execution. For
example, a PM may be responsible for executing to a technical and schedule baseline for a multi-billion-
dollar program but does not have the authority to reprogram available funds between accounts within his
or her own program without prior approval. There are exceptions to these findings, especially for high-
priority programs, but these limitations often remain for many programs.

Senior leaders have the authority to intervene late in the PPBE process to address changing
circumstances and emerging needs; however, the number of issues that can be addressed in this manner
is constrained by bottlenecks in gaining the attention of senior leaders. For example, the Commission
was told that if a Command has 20 or 30 major budget concerns, the Command leadership is likely to
bring only a fraction of these to OSD. If OSD has 20 or 30 major issues, it is likely to bring only a fraction
to Congress. Similar staffing and senior leader bottlenecks also occur in Congress. This kind of triaging
at every level means that, even where authorities exist, many issues fall off the table and do not get
addressed. As aresult, PMs and other working level officials choose to self-censor modification requests
and feel forced to wait for another year to pursue ideas.

Bias Toward Existing and Traditional Programs and Approaches

The current PPBE process begins within the DoD Components, which disadvantages cross-cutting joint
solutions and novel approaches that are not follow-ons to existing programs. Enabling technologies that
serve multiple programs are difficult to fund because they do not fit into neat program boxes, though the
PPBE process, in theory, is structured to support joint programs designed to serve multiple needs. The
PEOs, PMs, and other stakeholders have incentives to request continued funding for existing programs
and activities, sometimes irrespective of their continued value or priority. Because they are already in
the program baseline, they have a “leg up” in the PPBE process.

28 Commission interview with subject matter experts.
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In the programming phase, this bias toward existing programs is counterbalanced by the tendency of
senior leaders to want to introduce new programs as part of implementing changes; however, in the
budgeting and execution phases the focus is not on making changes to programs, so this counterbalance
tends to get lost in the process. For example, faced with a choice between buying down risk and
improving performance on existing program content or taking on additional risk by spending money on
new, untested program content, the conservative option often wins, particularly when the sustainment
and other life-cycle costs are not yet programmed or known.™® Given the requirement to show
measurable cost, schedule, and performance today against the established program baseline, with the
accompanying pressure of a “use it or lose it” budgetary environment (typically seen with one-year O&M
appropriations, see Section Xl), current officials are not properly incentivized to spend money on new,
innovative solutions that are riskier, are not integrated into existing operational units, and need more time
to develop, even when deemed important or urgent.

The historical lack of DoD authority to use innovative financial instruments and arrangements under the
current PPBE system also hinders the Department in its ability to attract private sector capital into the
defense sector, especially in emerging technology areas where commercial RDT&E investment is much
larger today than government investment in the same sector. Yet private capital is becoming more
important to DoD and the government as a whole, especially in RDT&E. Figure 13 shows that federally
funded R&D has declined as a share of Gross Domestic Product (GDP) since the 1960s, while business
or commercially funded R&D has more than doubled in the same timeframe.

Figure 13 — Ratio of U.S. R&D to GDP, by source of funds for R&D: 1953-2021""
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Several industry experts interviewed by the Commission indicated that the opaque and unresponsive
nature of the PPBE process is antithetical to the kind of market signaling, commitment, and certainty that
they need to attract private investment supporting development of emerging technologies or
manufacturing capacity that could meet future defense needs.3?

130 |bid.
81 Anderson et al. 2023.
32 Commission interview with subject matter experts.
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The Commission was also told by industry professionals that the current PPBE process is not well suited
for signaling the credible possibility of a return on private investment through future DoD procurement of
goods and services in either defense or dual-use R&D."3* At the same time, small businesses and non-
traditional industry partners struggle to understand the complex PPBE process and instead rely on cash
flow as an indicator of success, but cash flow is slow to materialize under current PPBE processes. A
former senior DoD official made an analogy between the DoD budget and a castle without doors. The big
prime contractors have rooms in the castle, so their budget issues are routinely addressed. The
Department has tried to build doors for non-traditional industry partners through organizations like the
Defense Innovation Unit (DIU), Air Force’s AFWERX, and USSOCOM’s innovation platform SOFWERX, but
these doors only open into the foyer, where entrants eventually discover there is often no door leading
from the foyer into the rest of the castle.”™*

Lack of Awareness of Innovative New Authorities and Practices

The DoD and industry personnel are sometimes unaware of significant changes in fiscal and program
authorities, sometimes due to delayed updates to policies and guidance such as the FMR, which creates
ambiguity and hinders scale of use. Several interviewees expressed concern about whether relevant
personnel in the finance, acquisition, and contracting communities even know about the innovative
authorities that may be available for their use.’® Moreover, incentive structures for DoD personnel also
sometimes reward them for being risk averse and avoiding the use of new or underused approaches,
such as Other Transaction Authority (OTA) or Middle Tier of Acquisition (MTA) pathways, even though in
recent years DoD leaders have strongly emphasized the importance of innovation for streamlining the
acquisition and PPBE processes. Despite this emphasis, and the ready availability of new authorities and
practices, challenges still remain with encouraging the use of available flexible authorities to directly
support innovation. The GAO found that while flexibilities exist, “DoD has not broadly communicated
information about available financial flexibilities throughout the agency.”"%¢

Inflexibility in the Year of Execution

For many years, DoD has used reprogramming techniques to make needed changes in programs during
execution, and reprogramming remains a key mechanism to increase the effectiveness of DoD budgets
by responding to changes in requirements. However, larger reprogramming proposals like ATRs and
other prior approval actions require approval at several echelons within the DoD, the OMB, and the
approval of all appropriate congressional committees within the program(s)’ jurisdiction, in accordance
with established practices and guidance articulated in the Joint Explanatory Statement (JES) of the
annual DoD Appropriations Act. Smaller realignments like BTRs do not require congressional approval,
but the thresholds are set by Congress at relatively low levels and even those levels have been reduced
in recent years. As a result, reprogrammings—-while they remain an important and often effective
technique—can require months of effort and coordination, especially for larger changes. As one DoD
official explained during a Commission meeting:

“Current thresholds are out of alignment with the growth in the defense budget over the past
twenty years. Thresholds haven’t changed in 10 to 20 years, [and] unnecessarily restrict our
flexibility. Based solely on economic changes, current thresholds should increase 50 to 100
percent depending upon the appropriation.”'’
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The BTR thresholds have not kept pace with inflation orincreasing defense budgets and have in fact been
decreased by Congress in recent years. Figure 16 below presents the value of BTR thresholds since FY
1999 adjusted to FY 2022 dollars. Every appropriation type shows a decrease due to inflation over the
past two decades.

Figure 16 — BTR Thresholds in FY 2022 Constant Dollars ($M) 138

BTR Thresholds FY 1999 - FY 2022 (FY22 Constant, SM)

35
2003:H.J.Res. 2

Conference Report
30

25 2018:JESP.L. 115-141

20

M

15

10

2020:JESP.L.116-93

0
1999 2001 2003 2005 2007 2009 2011 2013 2015 2017 2019 2021

Fiscal Year

MilPers 0&M RDT&E Procurement MILCON

Callout boxes represent notable congressional action on threshold levels.

In the past, Congress has increased thresholds in response to inflation and budget increases and timing;
such increases occurred, in 2003 and 2018."° The Commission notes that in their markups of the FY
2024 PB for DoD, the House Appropriations Committee proposed increasing the BTR threshold for
MILPERS and O&M appropriations to $15 million, a netincrease for MILPERS and a return to the pre-
2020 level for O&M, while the Senate Appropriations Committee proposed increasing the BTR
threshold for the O&M, Procurement, and RDT&E appropriations to $15 million, an increase for
RDT&E and partial restoration to the pre-2020 level for Procurement. ' The two Committees will
reconcile their respective differences as part of the conferenced Appropriations Act that was not
available as this Final Report went to print. The Commission is encouraged by this congressional
support and increase to the BTR thresholds but also recommends additional actions to provide
adaptability within an appropriation to address emerging threats and requirements (see
Recommendation #8 discussed later in this section).

As a former DoD official told the Commission, “The reprogramming process is not fast or agile, it’s
almost as cumbersome as the budget itself.”' This reflects a common frustration heard by the
Commission that is valid though overstated-reprogramming requests typically take months to be
approved while the entire PPBE process from planning to execution takes years (see Section X). As also

38 OUSD(C) 2021, 68-69. Commission staff analysis based on deflators provided by the OUSD(C).
139 H. Rpt. 108-10, 1499 and C. Prt. 29-456, 342.

140 H. Rpt. 118-121, 6.
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noted above, sometimes descriptions in the budget J-books given to Congress further limit flexibility. A
former DoD official stated that the Department must accommodate last-minute changes to J-books
made within DoD and then go to great lengths to manage within the resulting limitations.#?

New start rules and definitions —which generally require congressional approval for new programs, either
in budget submissions or during execution—-can make it particularly difficult to shift funds to foster
innovation. Limitations on new starts under a CR can affect industry decisions, with one industry
interviewee noting that the new start rules “prevent us from investing on a multi-year budget cycle.”*?
The DoD also requests new starts in the year of execution, either through letter notifications or PA
reprogramming requests. Most new starts are small, with almost three quarters of those requested
between FY 2015 and FY 2022 falling below $50 million in total cost, but even small new starts can be
important in fostering innovation in the defense budget (see Figure 17).

Figure 17 — Reported New Start Total Cost of Effort
Prior Approval Reprogramming Requests, FY 2015 - FY 202244

Total Cost of New Number of Percentage of
Start Efforts ($ in M) New Starts Total New Starts
0-50 137 70.6%
50-100 24 12.4%
100-150 4 2.1%
150-200 7 3.6%
200-250 4 2.1%
250-300 1 0.5%
300-350 3 1.5%
350-400 2 1.0%
400-450 3 1.5%
500-550 1 0.5%
550-600 1 0.5%
600-650 1 0.5%
850-900 1 0.5%
950-1,000 1 0.5%
1,700-1,750 1 0.5%
1,950-2,000 1 0.5%
2,000-2,050 1 0.5%
14,750-14,800 1 0.5%

The DoD conducts assessments of the adequacy of financial execution using obligation and expenditure
benchmarks and baseline financial and programmatic execution plans to ensure thatresources are used
where they can be executed effectively. However, the increasing frequency and length of CRs distort
spending rates by crowding the obligation and execution of funds into the later parts of a fiscal year,
shortening timelines for contract actions, and delaying new start programs. These trends contribute to

2 |bid.
43 |bid.
144 Staff analysis of information provided by OUSD(C).
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less-than-optimal spending patterns and higher costs to the Department. The CRs have become more
common in recentyears as is illustrated in Figure 18 below, only one defense appropriation bill has been
completed on time in the past 10 years and twice over the past 20 years; CRs occurred in all other years.
In recentyears, late budget enactment has often occurred because of disagreements about total federal
spending. House defense appropriations have tended to pass both at the subcommittee and full
committee level before the beginning of the fiscal year. However, Senate appropriations, which tend to
occur later in the process, have been delayed while congressional and executive branch leaders sought
overall agreements on federal spending levels.

Figure 18 — Congressional Action Defense Appropriation and Authorization Acts, FY 2004-2024.

Fiscal HAC.D SAC-D HAC SAC House Senate |Presidential HASC SASC House Senate Passed Presidential
Year Passed Passed Approval Passed Approval

2024 6/15/2023 6/22/2023 | 7/27/2023 | 9/28/2023 6/22/2023 | 7/11/2023 | 7/14/2023 7/27/2023 12/22/2023
2023 | 6/15/2022 6/22/2022 12/29/2022 | 7/1/2022 | 7/18/2022 | 7/14/2022 12/23/2022

2022 | 6/30/2021 7/13/2021 3/15/2022 | 9/10/2021 | 9/22/2021 | 9/23/2021 3/15/2022
2021 | 7/8/2020 7/14/2020 7/31/2020 12/27/2020 | 7/9/2020 | 6/23/2020 | 7/21/2020 7/23/2020 1/1/2021
2020 | 5/15/2019 | 9/10/2019 | 5/21/2019 | 9/12/2019 | 6/19/2019 12/20/2019 | 6/19/2019 | 6/11/2019 | 7/12/2019 6/27/2019 12/20/2019
2019 | 6/7/2018 | 6/26/2018 | 6/13/2018 | 6/28/2018 | 6/28/2018 | 8/23/2018 | 9/28/2018 | 5/15/2018 | 6/5/2018 | 5/24/2018 6/18/2018 8/13/2018
2018 | 6/26/2017 6/29/2017 1/30/2018 3/3/2018 | 7/6/2017 | 7/10/2017 | 7/14/2017 9/18/2017 12/12/2017
2017 | 5/11/2016 | 5/24/2016 | 5/17/2016 | 5/26/2016 | 6/16/2016* 5/5/2017 | 5/4/2016 | 5/18/2016 | 5/18/2016 6/14/2016 12/23/2016
2016 | 5/20/2015 | 6/9/2015 | 6/2/2015 | 6/11/2015 | 6/11/2015 12/18/2015 | 5/5/2015 | 5/14/2015 | 5/15/2015 5/14/2015 11/25/2015
2015 | 5/30/2014 | 7/15/2014 | 6/10/2014 | 7/17/2014 | 6/20/2014 12/16/2014 | 5/13/2014 | 6/2/2014 | 5/22/2014 12/19/2014
2014 | 6/5/2013 | 7/30/2013 | 6/12/2013 | 8/1/2013 | 7/24/2013 1/17/2014 | 6/7/2013 | 6/20/2013 | 6/14/2013 12/26/2013
2013 | 5/8/2012 | 7/31/2012 | 5/17/2012 | 8/2/2012 | 7/19/2012 3/26/2013 | 5/11/2012 | 6/4/2012 | 5/18/2012 1/2/2013

2012 6/1/2011 | 9/13/2011 | 6/14/2011 | 9/15/2011 | 7/8/2011 12/23/2011 | 5/17/2011 | 6/22/2011 | 5/26/2011 12/31/2011

2011 | 7/27/2010 | 9/14/2010 9/16/2010 4/15/2011 | 5/21/2010 | 6/4/2010 [12/17/2010 1/7/2011

2010 | 7/16/2009 | 9/9/2009 | 7/22/2009 | 9/10/2009 | 7/30/2009 | 10/6/2009 | 12/19/2009 | 6/18/2009 | 7/2/2009 | 6/25/2009 7/23/2009 10/28/2009
2009 | 7/30/2008 | 9/10/2008 9/30/2008 | 5/16/2008 | 5/12/2008 [ 5/22/2008 9/17/2008 10/14/2008
2008 | 7/12/2007 | 9/11/2007 | 7/25/2007 | 9/12/2007 | 8/5/2007 | 10/3/2007 | 11/13/2007 | 5/11/2007 | 6/5/2007 | 5/17/2007 10/1/2007 1/28/2008**
2007 | 6/7/2006 | 7/18/2006 | 6/13/2006 | 7/20/2006 | 6/20/2006 | 9/7/2006 | 9/29/2006 | 5/5/2006 | 5/9/2006 | 5/11/2006 6/22/2006 10/17/2006
2006 | 5/24/2005 | 9/26/2005 | 6/7/2005 | 9/28/2005 | 6/20/2005 | 10/7/2005 | 12/30/2005 | 5/20/2005 | 5/17/2005 | 5/25/2005 11/15/2005 1/6/2006

2005 | 6/2/2004 | 6/22/2004 | 6/16/2004 | 6/22/2004 | 6/22/2004 | 6/24/2004 | 8/5/2004 | 5/14/2004 | 5/11/2004 | 5/20/2004 6/23/2004 10/28/2004
2004 | 6/18/2003 | 7/8/2003 | 6/26/2003 | 7/9/2003 | 7/8/2003 | 7/17/2003 | 9/30/2003 | 5/16/2003 | 5/13/2003 | 5/22/2003 5/22/2003 11/24/2003

Current as of February 14, 2024. Red indicates years without passage of defense legislation. Sources: CRS Appropriations Status Tables, Congress.gov,
and DoD History and Library and Directorate “DoD Authorization and Appropriation Laws: National Defense Authorization Laws (NDAA).” The HASC
date is based on the date reported by Committee on Armed Services Committee; the SASC date is based on the date introduced. *Senate vote to
consider House legislation failed; House passed a second appropriations act 3/8/17. **15 NDAA was vetoed.

This delay caused by CRs can have a significant and direct impact on effectiveness of the execution
phase within PPBE. Inflexibility during budget execution may also occur because of execution-year
reviews. At one of the Commission’s open mic events, several PMs indicated that the existing
benchmarks that are used to judge the adequacy of budget execution are unrealistic, especially
regarding RDT&E funding, and result in some PMs taking counterproductive actions in order to
obligate and expend funds quickly. On the other hand, Commissioner and staff experience suggests
that some form of measurement of program execution, e.g., improved and data-based benchmarks
that are subject to modification based on judgements by acquisition leaders, are needed to be sure
that DoD funds are executed effectively.

The final concerns regarding lack of flexibility during execution may be one of the most important. The
Commission feels strongly that the rules requiring obligation of all O&M and MILPERS funds during the
year in which they are appropriated constitutes a serious issue. The one-year period of availability
creates incentives to obligate funds in the final days of a fiscal year to avoid losing the use of those funds
(the so-called “use-it-or-lose-it” effect), particularly after a typical three month delay due to CRs. Sharp
spikes in year-end funding sometimes lead in turn to use of the funds for lower priority programs or
projects (Figure 19). Sometimes efforts to meet the one-year availability leads to the appropriate
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obligation of funds in excess of what may be required since the final bills are not yet known, for example,
obligating funds to pay estimated utility bills that are not yet final until after the end of the fiscal year.

Figure 19 — DoD Action Obligations by Month'®
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For this and other reasons, the use-it-or-lose-it mentality contributes to much higher fund cancellations
of O&M funds, i.e., funds that were obligated but then not used, so they were eventually cancelled and
lost to DoD, thereby decreasing DoD’s buying power (Figure 19). The rush toward year-end obligations
drives hasty and less-than-optimal year-end spending decisions'® and does not provide contracting
officials enough time to create quality contracts, as one study of the effects of use-it-or-lose-it has
suggested.’ All of these issues are then further exacerbated by late enactment of appropriations, which
restricts the flow of funding to those individuals that are executing requirements. All operating funds still
must be obligated before the fiscal year runs out—which sometimes means in practice of having no more
than a few months to execute a full year of funding. The hasty obligation of funds at the end of a fiscal
year can then result in the later deobligation of funding and overall loss of buying power, especially for
operating funds that are only available for obligation for a single year.

145 peters 2017.
146 Hale 2020.

47 Belsie 2014.
I ———
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Figure 19 — Cancelled Funds by Appropriation, FY 2018-FY 202248
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In the words of one DoD official, the current use-it-or-lose it practice for O&M creates an incentive for
officials to do “some crazier things to try and get some of the money obligated and spent.”'*® Included in
this Final Report are the Commission’s proposed changes to address this challenge.

Commission Recommendations

The Commission appreciates the feedback received on potential recommendations outlined in the
Interim Report and has incorporated that input into the recommendations included in this Final Report
to ensure that the PPBE system is prepared to respond to changing threats and incorporate emerging
technologies in a timely manner. These include recommendations to adjust funding rules, rationalize
BLlIs, modify reprogramming requirements, address problems caused by CRs, and otherwise enhance
the Department’s ability to address changed circumstances and new opportunities in a timely manner.
This Final Report also includes and reiterates previous recommendations from the Interim Report
focused on improving the Department’s ability to address emerging requirements and innovative
technologies while continuing to ensure congressional oversight is not reduced.

Recommendation #6 (Key): Increase Availability of Operating Funds

The Commission believes it is necessary to address challenges associated with the current periods of
appropriation availability and feels strongly that changes need to be made to make one-year
appropriations available for long enough to permit effective execution. As described above, the
expiration of unobligated O&M and MILPERS funds at the end of a fiscal year can lead to
counterproductive actions to quickly obligate funds to avoid their expiration prior to obligation of funds.
This challenge is further exacerbated by the Department’s need to hold funds until the end of a fiscal year
to cover late-breaking bills for items like undefined permanent change of station (PCS) moves, utility

148 Data provided to the Commission by OUSD(C).
14 Commission interview with subject matter experts.
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bills, military airlift costs, and FSRM projects to avoid Anti-Deficiency Act (ADA) violations. The
Commission recommends addressing challenges related to availability by allowing a carryover of
five percent of MILPERS and O&M annual total obligation authority, to cross into the next fiscalyear.
This recommendation would also require monthly reporting on the expenditure of carryover funds, to
ensure continued congressional control and oversight over these accounts.

Authority to carry over five percent of expiring funds into the next fiscal year would enable DoD managers
to reserve a small portion of funds to address late-breaking bills, unanticipated expenses, and avoid ADA
violations without risking the loss of the money. Funds that remain unobligated at year-end could be
expended through a thoughtful, deliberative process, rather than through rushed expenditures and hurry-
up contracting processes. The result will be more productive expenditure of the funds, fewer
deobligations, and greater spending power for the Department.

The Commission notes that other federal agencies and parts of DoD like the Defense Health Program
currently have O&M carryover authority. Carryover and longer availability periods for other federal
agencies, such as two-year availability for non-construction NASA appropriations and DHS authority to
carry over half of its unobligated balances of some of its annual appropriations, are discussed in Section
Xin this report. In addition to supporting innovation, this recommendation relates to those presented in
Section IV regarding budget structure.

If Congress believes it needs further visibility into operating funds being carried overinto the second fiscal
year, it could impose additional limits, though these limits are not part of the Commission’s basic
recommendation. Forexample, Congress could require that DoD request approval for funds carried over
into the second year using a form of the current process for PA reprogrammings. The reprogramming
process for carryover funds would differ from current procedures in two ways: carryover funds could not
be moved out of their original appropriation and carryover reprogrammings would not count against limits
on general transfer authority (GTA).

Recommendation #7: Modify Internal DoD Reprogramming Requirements

The difficulty of moving funds in the year of execution to address changing circumstances, threats, and
emerging needs is of particular concern for both DoD and industry representatives who met with the
Commission. The Commission recognizes the vital constitutional significance of Congress’ power of the
purse and the need for the Department to ensure that funds are spent in a manner consistent with
congressional directives. Nonetheless, the Commission believes that a number of steps need to be
taken to improve the responsiveness of the PPBE process (or its successor the Defense Resourcing
System recommended in Section IV) in the year of execution to include measures that the Department
could take to improve its own internal processes, as well as measures that would require congressional
support.

Several people who spoke to the Commission tended to blame Congress for the Department’s difficulty
in moving money in the year of execution. However, the Department’s own internal processes may also
be unnecessarily restrictive. Even in cases where Congress has authorized the Department to move
money on its own, BTRs for example, Commission staff were told that hierarchical DoD approval
processes can average as long as a month-and-a-half to two-months to navigate, and even longer if it is
difficult to find sources to finance the reprogramming. The DoD does not often use all the GTA authority
Congress grants to make larger, PA reprogrammings. The DoD’s use of GTA varies, ranging from 35.5 to
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100 percent utilization between FY 2011 and FY 2021;'% in 10 of those 11 years, DoD did not use all of the
GTA provided by Congress. At the same time, program-level officials told the Commission that they have
become discouraged by cumbersome internal processes and frequent refusals, and as a result may not
even botherrequesting a reprogramming that would use GTA, delaying the start of the effort until the next
fiscal year.

Accordingly, the Commission recommends streamlining the Department’s internal reprogramming
procedures. First, the USD(C) should delegate a share of GTA to the Military Departments on an annual
basis to increase the ease of reprogramming by removing an echelon from the decision-making process.
The USD(C) should, of course, retain some GTA to meet valid Department-wide objectives such as
meeting overall readiness needs. Second, the USD(C) and Military Department Comptrollers should
delegate BTR authority, up to specified dollar levels, to agency heads, commanders, and PEOs who seek
to move money within their own portfolios. Both these changes are designed to encourage the Military
Departments to become more involved in speeding up and improving the reprogramming process.

Recommendation #8 (Key): Update Values for Below Threshold Reprogrammings

As burdensome as it may be to go through the Department’s internal reprogramming procedures, the
time and effort required for PA reprogrammings appears to increase substantially when OMB and
Congress become involved, particularly for larger PA reprogrammings. Not only are timelines
lengthened, but uncertainty is introduced into the process, as the proponents of a change can never be
certain whether a reprogramming will be approved at all, let alone when it will be approved. The
Commission recommends two steps to alleviate this situation while maintaining congressional
oversight. First, BTR thresholds should be immediately adjusted to levels that appropriately reflect
growth in defense spending power over the last 20 years. Second, Congress and the Department should
begin phasing in a new approach, under which the Department would be given flexibility with regard to a
small percentage of each account (based on historic norms), rather than making individual
reprogramming requests. In addition, the Commission recommends simplifying the new start
notification process and raising the new start threshold to better position the Department to take
advantage of emerging technological developments and other new opportunities.

Recommendation #8A: Increase BTR Thresholds Based Upon the Nominal Growth of the
Appropriation

The Commission recommends, as an initial step, adjusting existing thresholds to levels more
commensurate with historic authority and current needs (see Figure 20). Retaining the existing
framework for BTRs but raising BTR levels to a level consistent with historic norms will relieve pressure
on the congressional reprogramming process and enable the Department to respond to emerging threats
and opportunities on a timelier basis. The approach recommended by the Commission would be to
calculate new BTR thresholds by adjusting 2003 BTR thresholds for each color of money by the ratio
between total spending for the color of money in FY 2003 and total spending for the color of money in FY
2023. This calculation would result in new BTR thresholds of $25 million for RDT&E, $40 million for
Procurement, $30 million for O&M, and $15 million for MILPERS. Because the new BTR thresholds
would be consistent with historic norms, the increased execution flexibility would not come at the
expense of congressional oversight and control. These increases will give the Department greater ability
to adjust spending in light of changing circumstances, threats, and emerging needs without changing the
overall reprogramming framework or undermining existing congressional oversight procedures and
requirements.

%2 OUSD(C) 2021b, 388-389.
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Figure 20 — BTR Threshold Analysis by Appropriation, FY 2000 - FY 2023

DoD Topline FY$M | CY RDT&E |% Change |[BTRThres |CY Procurement |% Change [BTRThres |CY O&M |% Change |BTRThres |CY MILPERS |% Change | BTR Thres
2000 38,706 4 54,973 10/108,776 15 73,838 10
2003 58,103 50% 10 78,490 43% 20| 178,316 64% 15 109,062 48% 10
2005 68,825 18% 10 96,614 23% 20| 179,215 1% 15 121,279 11% 10
2010 80,234 17% 10 135,817 41% 20] 293,630 64% 15 157,100 30% 10
2015 63,869 -20% 10 102,110 -25% 20| 246,572 -16% 15 145,859 7% 10
2020 105,226 65% 10 140,987 38% 10| 301,494 22% 10 163,348 12% 10
2023| 140,650 34% 10 167,084 19% 10| 352,786 17% 10 183,057 12% 10
2024 (PBReq)| 145,791 4%| ~15 (SAC-D) 170,348 2%| ~15 (SAC-D)| 330,751 -6%| ~15 (HAC-D) 199,570 9%| ~15 (HAC-D)
*2025 (24 PBReq TY)| 145,480 0%| $ 24.207 175,305 3%| $ 42.575 318,410 4% $ 29.676 215,793 8%|$ 16.785
From 2003 to 2023 142% 113% 98% 68%

Recommendation #8B: Allow Reprogramming of a Small Percentage of an Entire
Appropriations Account with Regular Congressional Briefings and Oversight

In the longer run, the Commission recommends replacing existing BTR thresholds for individual
movements of funds at the BLI level with an approach that will allow the Department to move a small
percentage of the funds within an appropriation account in the year of execution with a quarterly report
to the congressional defense committees. The Commission recommends that the Department be
authorized to reallocate up to a specified amount of funding within each appropriations account, based
on historic norms of BTR transfers within such accounts. The Commission evaluated BTR transfers within
each appropriations account over the last 24 years and determined that the total of such transfers
generally fall within the range of up to 0.1 percent of MILPERS accounts, 0.5 percent of O&M accounts,
1.5 percent of RDT&E accounts, and 1.5 percent of Procurement accounts. Accordingly, the
Commission recommends that the Department be authorized to move up to that amount within each
appropriation with quarterly reports to the congressional defense committees. The Department could
allocate these reprogrammings to one or more programs based on assessment of Department needs. To
ensure that this authority is available where it is needed, the Department would be required to delegate
a share of the authority to the Military Departments, who would be required to delegate a share of the
authority to subordinate commands and PEOs.

The Commission understands that a proposal along these lines will require strong provisions to protect
congressional oversight. For example, there would continue to be a prohibition on using the authority to
terminate programs, cut items of special congressional interest, or initiate new starts. Programs would
have to be executed in accordance with specifications in the budget J-books, though as noted in Section
VI, these should be written in a manner to support agile execution by DoD PMs. A mechanism would have
to be developed to ensure regular reporting to the congressional defense committees, with meaningful
briefings on the rationale for reprogrammings under this authority. Further, the Department would have
to develop a formal delegation of authority, with appropriate safeguards, to ensure that commanders,
PEOs, and other appropriate senior officials have the authority to transfer funds where they control both
the source and the use.

The Commission also recognizes that this recommendation will be difficult to implement all at once and
will have to be implemented in steps taken over a period of time. A gradual approach, starting with a
limited pilot program to establish and demonstrate processes and procedures will lay the necessary
groundwork. Nonetheless, the Commission believes that this approach, if adopted, will dramatically
improve the Department’s ability to support innovation and responsiveness to changing circumstances.

151 Staff analysis based on data from OUSD(C) 2023.
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Recommendation #8C: Simplify New Start Notifications by Increasing the Notification
Threshold

As described above, new starts require congressional notification, even if the amount to be moved is
below the threshold for congressional notification and approval. Notify-and-wait letter notifications are
allowed for requests below certain dollar limits. While a letter notification may not appear burdensome,
it adds several layers of time-consuming bureaucracy to the reprogramming process. 2 The
Commission believes that the Department can take some steps to address this issue on its own, by
providing standardized guidance for the writing and interpretation of J-books to minimize the number of
new start notifications required, for example, by ensuring that minor modifications of existing efforts are
not interpreted as constituting new starts.

One of the objectives of the Commission is to foster further innovation within the Department. The
Commission believes that impediments to new starts are likely to be an obstacle to promoting innovation
and adaptability to changing threats. For this reason, the Commission recommends that the new start
threshold be increased by an amount commensurate with the increase in the BTR threshold, as
described in Recommendation #8A. This increase in the new start threshold should send the message
that new starts are not disfavored (as some in the Department purport to believe) but are an appropriate
tool for advancing new technologies and addressing emerging opportunities. This recommendation, if
adopted, should also send the message to non-traditional contractors and other private sector
innovators that the Department is “open for business” and able to respond rapidly to opportunities and
fund new technologies when they are proven to meet national defense needs effectively and efficiently.

Recommendation #9 (Key): Mitigate Problems Caused by Continuing Resolutions

The Commission understands the view of the appropriations committees that easing the burdens
imposed by CRs might reduce the pressure to enact regular authorization and appropriations bills. The
Commission further understands that it is in the interest of both the Department and the Congress to
enact such bills. In recent years, however, CRs have become a routine way of doing business for both
branches of government. An approach that may be appropriate at a time when a CR is an undesired
stopgap measure may no longer be appropriate when a CR has become a standard part of the funding
process.

Continuing resolutions, particularly those that extend well into the fiscal year, create significant
challenges for the Department with regard to executing funds. By definition, CRs place a cloud of
uncertainty over the amounts that will be available for an effort and push obligations or full funding of
that effort later into the fiscal year, undermining expectations to meet execution rates and exacerbating
year-end spending surges. In addition, standard CR prohibitions on new starts and increased production
quantities delay the start of innovative new programs and the acquisition of essential capabilities. At a
time when the Department faces increasing threats from strategic competitors, such delays are
increasingly problematic. The Commission applauds the provision provided in Section 229 of the NDAA
for FY 2024 allowing the Services to start new RDT&E and Procurement programs during a CR with
Secretary of Defense approval, as long as they do not exceed $100 million annually.’® The Commission
has two recommended changes for operating under a CR to ensure that the Department can continue to
respond to developing circumstances and take advantage of emerging opportunities during a CR.

152 QUSD(C) 2021c, 4.
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First, the Commission recommends permitting select new starts under a CR, in limited circumstances
where the program to be initiated is included in the PB request and is approved in the House and in the
Senate (or by the relevant appropriations committees or subcommittees). In this case, the new start
would be permitted to proceed with available funds at the level of the lowest mark acted upon by the
House or Senate (or by the relevant appropriations committees or subcommittees).

Second, the Commission recommends allowing an increase in development and production rates during
a CR. Under this approach, increased development and production rates would be permitted if such
rates were included in the PB request and in appropriations bills approved in the House and in the Senate
(or by the relevant appropriations committees or subcommittees). In this case, development and
production rates would be authorized up to the level of the lowest mark acted upon by the House or
Senate (or by the relevant appropriations committees or subcommittees).

The Commission is aware of a concern that that Congress cannot constitutionally require the Executive
Branch to make its actions contingent upon future actions by the House and Senate (or committees of
the House and Senate), because the enactment clause of the Constitution requires that all legislation be
acted upon by both the House and the Senate and signed by the President. However, CRs have contained
similar language in the past.’™* This language appears to be constitutional, because it references
statements made in existing documents and is not contingent on any future action to be taken by
Congress or any part of Congress. In a similar manner, Congress has enacted an entire NDAA by
reference to the text of a bill introduced in the House of Representatives.'®

In these proposed alternative cases, Congress and the Department could achieve the same objective
through a two-step process. First, Congress would include language in authorizing new starts, increased
development rates or production quantities, as long as they comply with that language. Second, the
Department would revise its own financial regulations (the DoD FMR) to specify that the Department
would use authority for new starts or increased production rates under a CR only in cases where the
proposed action is included in the PB request and has been approved in appropriations bills passed in
the House and the Senate (or in the relevant appropriations committees or subcommittees).

These changes will enhance defense capabilities and enable the Department to respond to emerging
challenges in a timelier manner with new programs and acquisitions. Atthe same time, it would ensure
continued congressional control over new starts and increased development and production rates by
making such actions contingent upon approval by both the House and Senate (or the relevant
appropriations committees or subcommittees) in a manner thatis consistent with the enactment clause
of the Constitution.

Recommendation #10 (Key): Review and Consolidation Budget Line Items

The Department has taken a number of steps in recent years to review and consolidate BLIs on a select
basis. The DoD should continue this effort by beginning a process to systematically review BLIs and work
with the congressional defense committees to rationalize and consolidate BLIs where appropriate.
Successful consolidation of BLIs requires collaboration between Congress and the DoD. Recognizing
the limited bandwidth of DoD and congressional staff, the DoD should conduct reviews of portfolios of
BLIs on a rolling basis over a five- to ten-year cycle. After initial consultation with the committees
regarding a portfolio (for example, a Service Science and Technology portfolio, or by individual PEO

54 For example, see P.L. 109-77 Sec. 101(c).
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portfolios), the comptrollers of the Military Departments should review and prepare further proposals to
rationalize the BLI structure for the portfolio in consultation with responsible acquisition leaders and
OSD leadership. The proposal should then be presented to the congressional defense committees and
an agreement reached on what changes, if any, to implement.

Underthis approach, each review will address cases in which programs or systems have been subdivided
into multiple BLIs, making them more difficult to manage; identify cases in which multiple programs or
systems intended to provide acommon capability could be combined into a single BLI (as has been done,
for example, in the Large Aircraft Infrared Countermeasures and Family of Medium Tactical Vehicles
programs); and identify other cases in which the consolidation of BLIs could result in improved
performance.

The Commission notes that the Department has previously attempted to consolidate BLls, with mixed
success. Successful efforts, such as the consolidation of some USSOCOM 0O&M, Procurement, and
RDT&E BLls, are characterized by sustained engagement and collaboration with the congressional
defense committees even before consolidation occurs. Between 2010 and 2020, the USSOCOM
consolidated 36 Procurement BLls into 26, 27 RDT&E BLIs into 14, and 14 O&M informal BLIs to eight
formal BLIs.™® Information provided to Congress in J-books remained the same, it was just in fewer BLIs.
In addition, from FY 2020 through FY 2024 budget cycles the Army has worked with the appropriations
committees to restructure its RDT&E S&T PEs in advance of submitting the changes formally in a PB
request. This collaboration resulted in a reduction of 93 PEs over five years.’™ These examples of
collaboration between the DoD and Congress ensure that concerns are addressed on both sides
before implementation and achieves congressional buy in prior to actual enactment.

The Commission is also aware of Navy and Space Force efforts to consolidate BLIs and encourages the
Military Departments and other DoD Components to follow these best practices for BLI consolidation.
The Commission is also encouraged by language in the Senate Appropriations Committee
Subcommittee on Defense (SAC-D) Report for FY 2024 where “The Committee believes that the
consolidation of budget lines, if done transparently and in accordance with existing acquisition best
practices, has the potential to save time and resources in the development and review of the defense
budget. Therefore the Committee directs the Secretary of the Army, in coordination with the
Undersecretary of Defense (Comptroller) and the congressional defense committees, to develop a
proposal to reduce and streamline the number of individual budget lines in the “Other Procurement,
Army’’ appropriations account prior to submission of the President’s fiscal year 2025 budget request to
allow for sufficient congressional review and feedback prior to implementation in the Department of
Defense Appropriations Act, 2025.”%8

Recommendation #11 (Key). Address Challenges with Colors of Money

The Commission recommends three approaches to address challenges associated with the current
color of money construct. Anincorrect alignment of colors of money often requires additional time and
coordination between the Department and Congress in order to support the execution of requirements.
Even for projects that have access to enhanced authorities and JRAC engagement, the shifting of
appropriations to support immediate warfighter needs can take significant administrative effort and
several months or longer to accomplish.™®

156 Additional details are provided in Section XIl, Appendix D1.
157 Army FY 2024 data submission to Congress.

%8 3. Rpt. 118-81, 116.

%9 McGinn et al. forthcoming.
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The Air Force’s Defense Enterprise Accounting and Management System (DEAMS) program, like other
similar software intensive programs, has experienced significant delays while working to realign funding
between the RDT&E and O&M appropriations.

Software Colors of Money: DEAMS

The inability to use a single appropriation to fund software improvements creates
management challenges for business system upgrades. In the FY 2023 PB, the Air Force
asked to include DEAMS in the RDT&E BA-08 Software and Digital Technology Pilot
Program, which would have allowed DEAMS to be solely funded with RDT&E funds.
However, Congress did not allow additional programs to enter the pilot in FY 2023. As a
result, the Air Force uses a mixture of RDT&E and O&M funds to execute program
requirements.

It is very difficult to predict the exact ratio of RDT&E and O&M funding that will be required
when building the budget, due to the unforeseen challenges that arise in the development
and sustainment of a business system. In FY 2023, a software patch was needed to
address technical issues on the program. Financial managers and fiscal attorneys spent

considerable time assessing and determining which parts of the patch represented a true
upgrade in capability (RDT&E funded) vice basic sustainment (O&M funded), even though
there is no such distinction to the software developer. A realighment of funding was
required to fully fund the software patch, creating execution delays and further pressure on
the program since O&M funds would soon be expiring.

Had DEAMS been able to participate in the BA-08 Pilot Program, the appropriate use of BA-
08 RDT&E funding for the full cycle of software capability development, deployment, and
sustainment would have allowed the Air Force to quickly address the technical challenges,
while maintaining the program capability and schedule; there would have been no delays
due to determining what color of money needed to be used for which aspects of the
program changes.

Source: November 2023 Commission Meeting with Air Force FM Systems Subject Matter Experts

Recommendation #11A: Allow Procurement, RDT&E, or O&M to be Used for the Full Cycle of
Software Development, Acquisition, and Sustainment

Multiple sources informed the Commission that effective software acquisition takes place through a
continuous cycle of development, prototyping, testing, fielding, troubleshooting, revision, and
sustainment. The requirement to use different appropriations for research and development,
procurement, and sustainment fits poorly with this cycle. A review of ADA violations between FY 2011 -
FY 2022 indicated that 13 reported violations involved the incorrect use of O&M funds rather than RDT&E
or Procurement for various software, software-related, or system obligations.'®™ The BA-08 Single
Appropriation for Software and Digital Technology Pilot Program, which is further described in Section X,
is an effort to address this issue that is currently limited in scale. The Commission determined that the

"% GAO 2023b.
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Section V - Foster Innovation and Adaptability

pilot demonstrated the value of reducing color of money barriers for software. However, the Commission
also heard that the BA-08 Pilot Program, if expanded to additional programs not solely focused on
software, could increase budget complexity by adding another appropriation category. Allowing software
to be funded by existing colors of money available to an organization achieves the effect of “colorless”
money, reducing delays and administrative burdens associated with realigning funds through BTRs or
ATRs without creating additional budget segmentation, and not delaying program schedules.

As software plays a more significant role in defense capabilities, a budget structure that artificially carves
out software does not reflect the integrated and integrating nature of software. Allowing Procurement,
RDT&E, or O&M to fund software reduces the risks associated with drawing new funding barriers between
software and hardware within programs, while providing the budget agility appropriate for the continuous
and iterative nature of software. This recommendation allows programs to iteratively deliver up to date
capabilities, without having to delay due to administrative requirements. Programs will still have to
ensure that software development and acquisition are justified and abide by existing laws and
regulations on the legal use of funds, maintaining congressional oversight. This recommendation serves
as an interim option to provide greater budget flexibility for software prior to implementation of the more
significant budget structure transformation described in Section IV.

Implementation of this recommendation will require the OUSD(C), working with Congress, to revise the
FMR'®" to provide guidance that funding requested for software refreshes or upgrades is available to
develop, prototype, test, field, troubleshoot, redevelop, procure, and sustain in a complete cycle
regardless of whether the fundingisrequested as O&M, Procurement, or RDT&E. In this scenario, funding
for new software systems fielding is requested in the primary appropriation of the program requesting the
funding and will continue to be available for the same activities over the life of the program. Funding
requested in this manner will also be used for development and testing of hardware incidental to the
development of software. The following Defense Prisoner of War (POW)/Missing in Action (MIA)
Accounting Agency (DPAA) reprogramming action illustrates the complexity of this issue, to include
program delays while sorting through the challenges of which color of money is most appropriate for
software programs. The DPAA had to wait while there was a determination on which kind of funding was
required, then had to wait for the reprogramming action to be signed and sent to Congress, and then wait
again for the congressional defense committees to approve the action months later before being able to
pursue the activity as described in their O&M J-book. With the Commission’s recommendation, the DPAA
would have been able to pursue the commercial solution upon the receipt of enacted FY 2016 O&M
funds.

81 For example (non-exclusively): DoD FMR Vol. 2B, Ch 18; Vol. 2B, Ch. 5; Vol. 2B, Ch. 9; and Vol. 2A, Ch.1.
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Interconnecting Color of Money and New Start Rules - DPAA

In FY 2016, the DPAA O&M J-book described ongoing efforts to “develop an information
technology solution to establish accounting community accessible files for each missing
person that contain all available information regarding the disappearance, whereabouts,
and status of missing persons.”'®? In FY 2016, the DPAA had only requested O&M funding.

In April 2016, the DPAA requested $9.1 million in Procurement, Defense-Wide funding, as a
new start to procure commercial-off-the-shelf (COTS) software for a Case Management
System (CMS); the request was approved and later described in budget J-book narratives.
The PA reprogramming request justified the funding as “required to purchase a [COTS]
software solution to deploy a single database and [CMS] containing information on all
missing persons for whom a file has been established...will enable quick, efficient
compilation of relevant individual missing persons case data and tracking.” 63

While the requirement was described in the FY 2016 O&M J-book, the FMR also includes a
rule for determining whether something is an investment or expense, with a threshold at
$250,000 in consideration of which type of funding should be used for the effort. In 2016,
Title 10, U.S.C 82245a limited the use of O&M to purchase items with a unit cost greater than
$250,000. This limitation was repealed in the NDAA for FY 2017. The FMR maintains a
$250,000 expense/investment threshold; the FY 2023 DoD Appropriations Act increased the
threshold to $350,000.

Since 2015, the DPAA has occasionally requested Procurement funding, primarily to
purchase vehicles to support recovery efforts (see FY 2023 and FY 2020). These requests
were a new start initiated in the FY 2020 PB.

This example provides insight into the complex ecosystem of rules and regulations
governing DoD spending and points to potential benefits for adjusting color of money rules
for software and IT procurement. Changes to new start rules in isolation will not necessarily
reduce new starts in PA reprogrammings if other rules and regulations are not clarified or
amended.

Recommendation #11B: Use O&M for Hardware Continuing Improvements

Many DoD weapon systems that are currently in sustainment have been in the inventory for an extended
period and require periodic hardware updates due to obsolescence issues, part failures, and/or
diminishing manufacturing sources (DMS). Updates incorporating more readily available components
and more current technologies may reduce costs, increase capability, or both. In such cases, it has
become increasingly difficult to differentiate between increased capability (which requires RDT&E and
Procurement funding) and form/fit/function hardware updates to maintain a capability (which can be
made with O&M funding). Sustainment is generally executed with O&M funds, so a requirement for
RDT&E and/or Procurement funds may be difficult for sustainment activities to predict and obtain. This
creates a barrier to efforts to effectively address parts issues of the types described above.

62 0USD(C) 2015, 401.

'8 OUSD(C) 2016, 10-11.
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The Commission believes that it is in the Department’s interest to remove barriers to the incorporation
of up-to-date parts and current technologies into weapon systems in the sustainment phase. For this
reason, the Commission recommends that the Department be authorized to utilize O&M funds for
hardware improvements in the sustainment phase, even in cases where the improvements result in an
increased capability.

This willreduce the need for reprogramming actions, reduce delays that occur while waiting for fiscal and
legal interpretations of congressional language, streamline acquisition planning, improve execution
schedules, decrease contract administration needs, and improve maintenance timelines in the field for
efforts like this. This fiscal improvement will avoid upgrade versus form/fit/function issues in the field
that are further compounded by the speed of hardware development and delivery cycles. This would also
allow new industry partners to bring new capabilities to a system without having to go through the
traditional RDT&E and Procurement life cycle process, bringing emergent technology through the
sustainment process.

One consideration in implementing this recommendation is the need for a change to the limitations on
expenses versus investments, as described in the FMR.'%* Congress repealed the codified limitation on
the use of O&M funds for investment items in 2017, but annual appropriation acts maintain statutory
limits on the use of O&M for investment item unit costs (Consolidated Appropriations Act, 2023:
$350,000 per end item).'® The F-35 Joint Strike Fighter case study illustrates the challenges this
approach would mitigate.

%4 DoD FMR Vol. 2A, Ch. 1.

1651 114-328.
|
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F-35 Joint Strike Fighter Initial Operating Capability (I0OC)

The Air Force, Navy, and Marine Corps use multiple appropriations to accomplish their
tasks in support of the F-35 program.

Concurrency (overlap of development and procurement) is the new norm in

weapon system fielding.

e Jointly (USAF, USN, USMC) used RDT&E funds to fix deficiencies and redesign
subsystems to meet IOC requirements.

e Jointly used Procurement funds to integrate those deficiency fixes into the
production line configuration while building fighter jets on the manufacturing line
and upgraded any aircraft on the contractor flight line that had not been accepted
by the Service (i.e., DD250) and officially fielded.

e Jointly used O&M funds to apply fixes to upgrade aircraft that had been
operationally accepted with a mix of organic and contractor field teams or during
depot inception based on priority.

Diminishing Manufacturing Sources (DMS)

e Jointly used Procurement funds to directly fund extended parts buys based
on failure rates and availability and conducted DMS redesigns when
necessary, with general form/fit/function focus for production line assets.
Jointly used Procurement funds to integrate new DMS redesigns into the
active production line configuration aircraft while being built.

Technology Insertion:

e Jointly used Procurement funds to develop and integrate upgraded electronic
warfare capability into production configuration for aircraft in build process prior
to DD250.

All of these activities required multiple appropriations to accomplish each of the
required tasks to execute the upgrade or modification. Schedule delays and other
technical issues in the year of execution can leave a program with a misalignment of
funding across all appropriations, which will require a formal reprograming or transfer of
funding to align the funds to the appropriate activity, taking considerable time and effort
to execute. There are multiple contracts, contract line items, funding actions, and
tracking challenges-all leading to schedule and cost inefficiencies due to the differing
appropriations that must be tracked and managed according to their unique rules,
which can be a significant workload that adds little value to delivery of capability.

Recommendation #11C: Align Program and Program Office Funding to the Predominant Activity
of the Program

Finally, the Commission recommends aligning funding for a program and program office to a single color
of money, recognizing the timeline and intensive effort required to implement the budget structure
transformation from Recommendation #4.
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For example, under this recommendation a Procurement-focused organization like a next generation
aircraft acquisition program office would use Aircraft Procurement dollars to fund all its activities in
support of its procurement mission. This is analogous to how R&D laboratories and the Defense
Advanced Research Projects Agency (DARPA) currently fund their research activities, civilian salaries,
and support costs with RDT&E funds. Other federal agencies, such as NASA, request and expend funds
in this manner.

The recommendation seeks to address the underlying issues to allow programs to rapidly respond to
operational needs and reduce administrative burdens to focus on producing capability. This proposal
will need to be accompanied with limits to ensure congressional oversight. Those mightinclude requiring
new start approval, clear identification of planned activities in and execution consistent with the budget
J-books, and others.

This will bring DoD practices into closer alignment with the audit standards that require the cost of a
program office to be included as part of the capitalized value of the acquired equipment. If the definitions
were aligned like this, the auditor’s valuation of a new asset would equal the sum of the Procurement
obligations in that BLI as presented to Congress. This would dramatically improve the usefulness of the
audit to Congress and significantly reduce the labor required by DoD to value its systems.

This will also reduce the management complexity faced by the responsible DoD official, by allowing him
or her to manage only one color of money at a time. It will also reflect industry practices to a greater
degree, where Segment or Program Managers have a single color of money and the authority to use those
funds to meet their financial and performance objectives, with wide degrees of latitude for determining
spending on investment or operational expenses without requiring headquarters or Board approval (see
Section X for additional details). It will also enhance congressional oversight by providing Congress with
a more holistic view of an organization, rather than breaking up an organization’s budget into component
appropriations, and thus often across different staffs, as is currently done.

The Department does currently have the ability to propose to Congress that ancillary costs of
development and acquisition organizations be funded using an organization’s primary color of money.
This approach should be expanded as appropriate, following current practice at laboratories, and serve
as a building block to implementing the fundamental budget restructure in Recommendation #4. Further
implementation of this recommendation, independent of the budget structure transformation, will
require the OUSD(C), working with the appropriations committees, to review and revise the FMR as
appropriate, to provide guidance on allowing organizations to use available appropriations for justified
uses (Volume 2A, Chapter 1)."®® Adjustments to the expense and investment threshold will likely also be
required (see Section X).

Recommendation #12: Review and Update PPBE-Related Guidance Documents

The Commission repeatedly heard about the undue burden and confusion caused by unclear guidance,
which creates increased workloads for programs and the legal community and often delays moving at the
speed necessary to support modern warfighting requirements. A key component in enabling the PPBE
process (or its successor the DRS) is providing clear, consistent, and current guidance that enables
efficient and effective decision-making at the lowest levels. This includes systematic updates and
revisions of key finance, acquisition, and program guidance documents, such as the FMR, to provide a
more useful and timely resource to DoD managers. The Commission understands that such a review may

"% DoD FMR Vol. 2A, Ch. 1.
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have to take place on a rolling basis given the volume of documents and may take time to complete. The
Commission recommends the USD(C) dedicate staffing to ensure sufficient review and more frequent
updates to PPBE-related guidance documents, with an update cycle initiated at least every three years
starting in calendar year 2024. This includes a systematic revision and update of the FMR, as well as and
DoDD 7045.14, “The Planning, Programming, Budgeting, and Execution (PPBE) Process,” which
establishes policy and assigns responsibilities for the PPBE process (or its successor DRS).

As part of this review of guidance documents, the Commission recommends the USD(C) establish a
dedicated cross-functional team to review and issue updates to the FMR. Commissioner experience
suggests that this important document has not been fully reviewed for decades, though it is periodically
updated. The team should include finance, acquisition, and program stakeholders to systematically
revise and update the FMR to remove obsolete and unnecessary language, clearly communicate intent,
and limit the FMR to binding rules while placing transient guidance or advice in other documents. The
team should also coordinate with the congressional defense committees and seek input from affected
parties, including those outside the Department as appropriate. Afterthe completion of the initial review,
the Department should establish a process to systematically maintain and update the FMR on an ongoing
basis.

Recommended actions in support of this initiative include updating volumes with last review date in
addition to indicating the date of most recent update; developing an expedited staffing plan for the
acceptance of updates; incorporating Al into the plan for updates; and having USD(C) provide a report
on the initial establishment and composition of the team as well as the plan to keep the FMR current. The
Commission recommends that DoD carry out these activities within 180 days of issuance of this Final
Report. Updating the FMR will constitute a major effort. The DoD should consider the use of contractor
staff to orchestrate this process, and if possible, outside subject matter experts with DoD fiscal law
knowledge to assist DoD in accomplishing this action.

Recommendation #13: Improve Awareness of Technology Resourcing Authorities

The Commission recommends the OUSD(C), OUSD(A&S), and OUSD(R&E) develop a handbook on
available innovation and adaptability funds and authorities within six months of the publication of this
Final Report. The handbook should be electronically posted and distributed to the entire DoD financial
management and acquisition workforces and incorporated into the existing Defense Acquisition
University (DAU) and FM training and certification programs. Its existence will help further bridge the
valley of death by ensuring that government budget and acquisition personnel are aware of and have
complete and up-to-date information on resourcing mechanisms and authorities that could help speed
the delivery of capability to the warfighter.

As a best practice, the Commission also encourages the Services and DoD Components to program for
out-year funding in anticipation of successful technology maturation. The outyear funding would
mitigate valley of death challenges by designating a few critical programs and ensuring that funding is
available forthe next phase of development and production if that capability proves effective. In addition,
OSD, the Services, and DoD Components should provide funding in the outyears of the FYDP for the
technology maturation of select, specifically identified, high priority research and development
initiatives. This should include S&T and Small Business Innovation Research (SBIR) efforts that link to the
USD(R&E) priorities that are likely to achieve technical goals. Outyear funding should also be provided
for the procurement of select, specifically identified, high priority dual-use technologies in order to
stimulate private sector investment in risk reduction and technology maturation.
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As part of efforts to improve emerging technology resourcing awareness, senior DoD, Service, and DoD
Component leadership could require the SBIR and Small Business Technology Transfer (STTR) program
to provide additional details on the execution of the prior year funding, technical accomplishments, and
readiness for transition of priority projects. This approach would provide programming and budgeting
officials with additional insight into the innovative programs being executed by the small businesses that
are critical to future defense capability development efforts. It will also provide information on
successful SBIR and STTR programs to inform Service and DoD Component programming and budgeting
processes, and enable more informed decision-making on the allocation of resources to help transition
projects into acquisition and capability deployment. A specific annual review of SBIR and STTR by senior
leaders also reinforces the connection of new technologies being explored to current and future
acquisition efforts and supports the transition of viable technologies into programs of record to fill
capability gaps.

It should be noted that other Commission recommendations also support innovation and improve
adaptability. For example, improved and more consistent J-books could benefit the Congress by
providing better program information and benefit the Department by providing improved guidance and
appropriate flexibility. As highlighted in Section VIII-Recommendation #27A, the Commission
recommends improved training for preparation of budget justification materials. Improved justifications
should be developed to minimize the need for new start requests and to maximize flexibility to address
new threats and opportunities arising in the year of execution.

While not one of the Commission’s formal recommendations, the Commission encourages public-
private RDT&E cost sharing. The Commission notes that parts of the Department have been effectively
utilizing cost-sharing type contract vehicles and financial practices for conducting technology
development efforts that have both commercial and military applicability, in order to speed technology
integration into the U.S. economy and delivery to the warfighter. The Commission encourages the DoD
to further incentivize private fund matching for Defense RDT&E activities. Utilizing private fund matching
(i.e., AFWERX Electric Vertical Takeoff and Lift, Air Force Mobility Blended Wing Body) for larger early-
stage investments in critical capabilities and technologies will speed the delivery of technology to the
U.S. defense and commercial marketplaces. Private partners undoubtedly expect payback from their
investments, but with proper incentives, they are often able to make funding available more rapidly and
apply it more successfully than government-only approaches. Partnering with private capital providers
to fund further transition from prototype stages to initial product development will help build back
defense capacity, strengthen the American manufacturing base, and improve warfighting readiness.

In some cases, the Department may be able to increase private sector cost-sharing of RDT&E and
prototyping activities of interest to the DoD by making use of no or low-cost in-kind U.S. Government
services such as access to labs, test ranges, sensitive compartmented information facilities (SCIF),
military users, and government-owned intellectual property, coupled with programmed development
funding and follow-on procurement for dual-use technologies and services that result in tech advantages
on the future battlefield (these procurements may use commercial technology acquisition processes).

These best practices can increase the speed at which technologies can be ready for possible
procurement, by leveraging funding that is available to the private sector on a timelier basis than
government funding. In turn, this approach can potentially expand the number of companies currently
participating in the defense industrial base by providing industry with direct access to unique government
assets, while speeding delivery of leading technologies to the warfighter, e.g., by further utilizing DoD test
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ranges, labs, and SCIFs for cleared start-up and scale-up businesses. These changes will grow the
defense marketplace and have a simultaneous positive impact on the U.S. GDP.

Recommendation #14: Establish Special Transfer Authority for Programs Around Milestone
Decisions

The Commission recommends that Congress authorize the use of a new special transfer authority, to be
executed in the same manner and subject to the same dollar limitations as a BTR, to move money
between RDT&E and Procurement accounts within a single program within an established three-year
transition period (i.e., between Milestone (MS) B and C), provided that the use of funds remains
consistent with the program purpose as described in the associated J-books. The use of this special
transfer authority will allow programs to address the unpredictability inherent in the transition from the
development phase to the production phase, as one phase comes to an end and the other begins,
aligning funds in the correct appropriations without disrupting the program. Under the current PPBE and
acquisition processes, MS decisions are made at a specific time based on the acquisition plan, while the
associated funding decisions were made years earlier. Uncertainties inherent in the development
process can easily result in acceleration or delay in the transition from one phase to the next. Updates
to the funding profile can be made during the build of the POM and finalization of the PB; however, these
timelines do not necessarily aligh to the acquisition decision events where funding is reallocated
between appropriations to reflect the current way forward for that program. The recommended change
should address this issue and ensure a smooth transition from one acquisition phase to the next (for
recommended legislative language see Section X).

Recommendation #15: Rebaseline OSD Obligation and Expenditure Benchmarks

The Department currently uses financial execution benchmarks to assess whether programs are
executing funds on schedule. There are separate benchmarks for each color of money during an
appropriation’s period of availability. For RDT&E programs, for example, the benchmarks include an
expectation that 90 percent of the funds appropriated for a program will be obligated in the first year of
availability and 55 percent of those funds will be expended. Programs that fail to meet this benchmark
are subject to further review at Command-level, higher headquarters, and OSD, and, if financial and
acquisition leaders agree, their funds may be taken away and used for other purposes due to under
execution. Congress also uses these benchmarks when assessing program execution.

Based upon Commissioner experience, and information from finance and acquisition professionals who
spoke to the Commission, it does not appear that these benchmarks are based on recent historical data,
which means they may not be realistic indicators of program status in current circumstances. Allocation
of funding for today’s programs does not usually arrive until many months into a fiscal year due to the
frequency of CRs and the delayed enactment of appropriations bills. Once funding does arrive, it must
then be obligated through a new contract action, or modification to an existing contract or another
appropriate vehicle, before it can then be expended.

Research performed by the AIRC analyzed historical obligations and expenditures for the years FY 2011-
FY 2023, across all appropriations, using the current data lake that resides in Advana. Their analysis
found statistically significant deltas from current linear OSD benchmarks compared to actual execution,
which is further detailed in Section X. As an alternative approach, the AIRC analysis employed a
methodology based on an overarching cumulative actual average per month, utilizing historical
execution data at the appropriation level from Advana, and evaluated the same data set by applying an
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S-curve methodology to further align these metrics to execution realties and current ongoing annual
CRs."®”

The Commission considered all AIRC recommendations, but in the absence of being able to fully review
all detailed BLI level execution data by appropriation, except for some RDT&E data, determined that
additional analysis is needed before recommending a new set of specific execution benchmarks. The
AIRC review of RDT&E data did suggest that there are significant differences in how programs and
projects within different RDT&E BAs obligate and expend resources. For example, using the data for FY
2013 through FY 2022, there are different obligation and expenditure rates for the S&T BAs (BA-01 Basic
Research, BA-02 Applied Research, and BA-03 Advanced Technology Development), the Development
BAs (BA-04 Advanced Component Development and Prototypes, BA-05 System Development and
Demonstration and BA-07 Operational Systems Development), and the Management Support BA (BA-
06). Much of this data makes sense when looking at the activities that are inherent within each of those
BAs. The fundingin BA-01 is provided to academia and university research for open unclassified research
that is fully publishable and not subject to restrictions, and BA-02 funding is provided to the DoD labs to
explore conceptual ideas with potential military application. In contrast, the funding in BA-05 obligates
and expends as the capability is developed, when that capability is scheduled to go to test and then when
it completes any follow-on activities. But each of the activities in these BAs obligate and expend in
alignment with their specific technical structure, schedules, and contract type, not the linear overall
benchmarks set by OSD for the appropriation as a whole. More details on performance measures are
discussed in Section X.

The Commission recommends that the OUSD(C) assess baseline obligation and expenditure
benchmarks based onrecent historical execution at the BLI level for all appropriations and establish new
benchmarks that reflect more realistic program expectations under current circumstances. The review
should consider the results of the research performed by the AIRC, especially the RDT&E historical
analysis by BA that presents a statistical argument to at least break out S&T BAs and measure progress
with standalone benchmarks. This action should be completed by the Department within a year of
issuance of this Final Report.

Recommendation #16: Encourage Use of the Defense Modernization Account

The Commission recommends that DoD fully utilize the Defense Modernization Account (DMA),
authorized in Title 10, U.S.C. 83136,'®® to remove barriers to execution and allow the transfer of any
expiring funds, available due to efficiencies and other savings, into the account up to $1 billion. Fundsin
this account are available 1) to reduce life-cycle costs of systems; 2) to support more efficient production
or delivery rates; 3) for investment in activities that are necessary to fund unforeseen contingencies
within acquisition programs; and 4) to fund costs associated with changing requirements in a major
defense acquisition program. The DMA provides a mechanism to quickly respond to these situations.

The Commission also recommends that DoD work with Congress to modify this language or develop an
appropriations bill general provision that fully characterizes the need for innovation and related
infrastructure investments, rather than just cost savings or investment in current programs. A fifth use
of the authority (Title 10 U.S.C. 83136 (C)(3)(d)) should add: “5) for time-sensitive opportunities to
develop or procure modern equipment and technology, or adopt cutting-edge commercial products and
services, along with associated infrastructure costs, for military adoption and fielding.” Since enactment

87 Anton and Buettner forthcoming.

%810 U.S.C. §3136.
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inthe NDAA for FY 2017, there have been challenges with making use of this authority by the Department
based upon interpretation of current statute requirements. Additional statute clarification and
accompanying DoD structure is required to increase its use and for fund execution under the DMA to
support future warfighting needs and increase capability.

Conclusion

The discussion in this section explains and justifies the Commission’s recommendations, which have
been chosen to address the root causes that hinder the current PPBE processes in their efforts to foster
innovation and adaptability. These recommendations focus on root causes of particular importance,
especially current PPBE processes that are too slow and lack agility during the execution year. Change
is required now to further foster innovation internally within the DoD and externally in the domestic
commercial sector for the U.S to continue to lead in technological advancement, which is especially
important in the evolving and challenging threat environment today and in the future.
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Section VI - Strengthen Relationships Between DoD and
Congress

What the Commission Heard and Learned

Today, as in the past, the DoD and Congress continue to work together to meet national security needs.
That said, representatives of both organizations identified issues and challenges that, if solved, could
improve these relationships and foster a more productive working environment, to the benefit of military
readiness and national defense.

Congressional defense committee professional staff members (PSM) told the Commission that
Congress receives a great deal of information about the defense budget during the annual PB
submission; however, following that initial activity, information is received occasionally and primarily
when specifically requested, thereby reducing Congress’s ability to track and follow the larger picture or
react to changing programmatic and budgetary needs. As a result, PSMs may need to make
consequential decisions on the PB (reductions or adds), based on their markup timelines, without the
full context of evolving national security needs. Congressional requests for information (RFI) have
increased sharply in recent decades to provide Congress with the necessary information required for
their oversight role.

Another significant form of formal information sharing is the mandated reports directed in annual
authorization and appropriations legislation and reports. A GAO report from February 2022 highlighted
an increase in “congressional reporting requirements for DoD directed reports and briefings on topics
ranging from risk management in acquisitions to air and missile defense in Guam. According to DoD
data, the number of new reporting requirements from Congress has more than doubled [increased by
178.6 percent] from 513 in [FY] 2000 to 1,429 in [FY] 2020” (See Figure 21)."*® Some DoD interviewees
told the Commission that there should be more review of reports requested and RFIs by Congress to be
sure that the information is not already available and will improve oversight. But interviewees also felt
there was little incentive for congressional staff members to decrease the number of questions they ask.

The Commission was also told that responses to congressional RFls can sometimes take months to
coordinate, often due to the internal staffing process. Sometimes it takes considerable time to conduct
the research on a congressional question, compile the response, and then staff answers for approval.
The time required varies significantly based on the nature of the RFl itself. For example, a question asking
for updated flying hour obligations and actual hours can be answered much more quickly than a question
about potential future impacts to the force. Staffing can also be delayed as DoD takes time for legal
reviews to be sure that the answers are accurate and appropriate for release to Congress. The resulting
delays lead to frustration on the part of congressional staff and Members, which can also negatively
impact budget-related relationships between DoD and Congress.

%9 GAO 2022.
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Figure 21 - “Number of New DoD Congressional Reporting Requirements Over Time, as identified by DOD”'7°
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Source: GAO analysis of DoD Data

The PSMs from the congressional defense committees also specifically expressed concerns about the
quality and timeliness of information they receive in the DoD’s formal justification books or J-books—the
primary source of information provided to Congress regarding DoD’s rationale for funding specific
programs. The J-books are important; by law they must provide Congress with all the details to justify the
PB request. Furthermore, the Commission observed that information in J-books varies widely in content
and length; some smaller programs by dollar value receive much more attention than larger ones. For
example, in the FY 2024 Space Force Procurement budget justification materials, the National Security
Space Launch (P-1 #18 and Line-ltem Number NSSLO0) has nine pages to justify $2,143 million in
requested funding in comparison to the Army’s Production Base Support (P-1 #34 and Line-ltem Number
3270GC0050) which has 88 pages to justify a $115 million request.

The budgetary information that DoD provides to Congress is both voluminous and important. The DoD
provides Congress with tens of thousands of pages of justification for the PB request, at all levels of
security classification, to explain how the Department intends to invest its allocated resources. The
Congress, including member offices, leadership staff, and defense committee professional staff, use
those justification materials, as well as formal committee hearings, detailed rollout briefings, staff and
member on-site visits, and additional meetings, to ask questions and evaluate the proposed allocation
of resources, make changes to those allocations, and then enact NDAAs and DoD Appropriations bills.

There are DoD personnel at all levels of seniority who conduct engagements with various parts of
Congress to explain the fiscal year’s PB request. Information is presented and provided through
comprehensive program rollout briefings which include detailed financial and procurement plans,
responses to hundreds of questions on cuts, adds, previous legislative direction, and new legislative
proposals all the way through conference and enactment, all in support of justifying the resources
required for the next fiscal year. However, as noted above, congressional staff have concerns about the
quality and timeliness of some of this information, which can negatively impact budget-related
relationships.

70 Ibid.
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The Commission also heard other concerns from Congress that negatively impact relationships. For
example, some in Congress expressed concerns about the late submission or missing justification
material associated with the PB, even in years other than those involving a change of Administration.
During the last seven years, from FY 2018-2024, the PB request has been submitted an average of 49 days
late.”" Justification materials are usually sent to Congress and budget briefings for staff are held
intermittently in the days and weeks after the formal budget release, further delaying congressional
review.

Some DoD interviewees also expressed concerns about congressional actions. For example, DoD
indicated concern about the length of authorization bills and the number of required reports, both of
which add to the administrative workload of the Department. The NDAA legislation has increased in
length from an average of 416 pages from 2000-2005 to over 876 pages from 2018-2022.""2 Lengthy
reports add to the time required to process congressional direction.

Senior DoD leaders expressed strong concerns about budgets that are enacted after the beginning of the
fiscal year, as that impacts their ability to efficiently and effectively execute their responsibilities due to
the delayed authorization and appropriation bills. In recent years, late budget enactment has become
more frequent and the delays in enactment have increased. From FY 2010 through FY 2023, the DoD
appropriations bill has been enacted an average of 113 days after the beginning of the fiscal year on
October 1% only one appropriation bill was enacted on time (for FY 2019). FY 2024 started in similar
fashion with several CR periods, with this report going to print during the third CR period. Similarly, the
NDAA has been enacted an average of 75 days after the beginning of the fiscal year, with FY 2024 being
no different.

In the absence of a full-year appropriation, Congress usually enacts CRs that allow the Department to
continue operating but reduce DoD’s ability to execute its mission efficiently and effectively. In most
cases, while under a CR and its limitations, unless specifically authorized in the CR language, the DoD
cannot begin new activities, start new programs, or increase production of quantities until full-year
appropriations and authorizations have been enacted. The Commission recognizes that late budget
enactments sometimes reflect political disagreements, which are beyond the scope of this report;
however, the Commission has recommended changes to reduce challenges associated with executing
late funding (see Section V).

The Commission was also told that relationships between members of the executive and legislative
branches sometimes depend on a personal relationship that have been established, which enables an
imperfect system to function more effectively. This was continuously highlighted during interviews
related to justification of the PB. Relationships forged over years have played a key role in assisting DoD
and Congress as they work through issues to address congressional concerns and justify the requested
resources in reprogramming actions, supplemental requests, and the PB. However, those benefits don’t
represent a systematic improvement, are not necessarily repeatable, and are not a long-term solution.

71 PB release based on “Budget of the United States Government” data from the GPO. Note: changes in administration can skew these averages; see
Section XIl, Appendix D5 of this report for additional details.

72 Bill language PDF generated by www.congress.gov. Note: includes DoD page counts only, including the index; DoD length is the last page that
includes information from a DoD Division (A-D). Divisions after ‘D’ are considered non-DoD.
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While some issues that affect relationships between Congress and DoD cannot be resolved by DoD and
defense professionals in Congress, others can be resolved in ways that will promote better working
relationships.

Commission Recommendations

The Commission appreciates the feedback received on the actions outlined in the Interim Report and has
incorporated that input into these recommendations in the Final Report. The feedback provided the
Commission with further insight into challenges and areas of concerns from both sides of the DoD-
Congress relationship. In this Final Report, the Commission makes specific recommendations to
improve relationships between DoD and Congress.

Recommendation #17 (Key): Encourage Improved In-Person Communications

The Commission understands that DoD leaders spend a substantial amount of time and effort in
providing budgetary and other information to Congress. Congressional Members and staff also spend
significant time and effort to understand DoD’s budget requests. However, the Commission believes
that there are opportunities for more and better communications that will greatly improve resourcing-
related relationships between the DoD and Congress.

For example, the DoD provides periodic updates to Congress after submission of the PB, but often only
at the request of congressional staff or Members. This is a missed opportunity for the Department and
the Services to communicate with Congress on emerging needs in response to the changing threat
environment and how they relate to the DoD strategy. The Commission recommends the Department
and Services establish a process that engages with the appropriate congressional committees on a more
frequent basis to improve communication and share relevant information with Congress.

To implement this recommendation, the DoD should establish a working group or similar collaborative
process with the goal of enhanced, institutionalized transparency. The group should identify areas in
which the Department should routinely engage during the year of execution and prior to markup as well
as the best timing for these engagements. Discussion should include analysis of the impacts of
congressional adds and cuts to the proposed budget request, as well as any effects on other programs,
impacts on the industrial base, or additional resourcing requirements. The engagements should provide
a forum for supplying information and answers to congressional questions with the goal of ensuring that
Congress has the information necessary to conduct their oversight role, support emerging DoD priorities,
and enact well-informed authorization and appropriations bills. This will help overcome current
institutional resistance to engaging with Congress on constructive dialogue of any matters that deviate
from the formal PB, despite known limitations and inaccuracies contained in that same PB.

A first step to increased engagement could include updates during the year of execution on how
programs are progressing based on significant events. Some events might be related to acquisition, like
going into or completing test and evaluation events or the award of large procurement contracts.
However, engagement should not be limited to acquisition programs and could also be used to discuss
results of significant training exercises or changes in operational requirements. Anotherfocus area could
be how the Department is progressing on innovation activities, pilot programs, and authorities.
Innovation adoption is a key theme of concern, and the Commission has made recommendations to
improve agility; the Department should regularly engage with Congress on this topic. These engagements
would also be an opportune time to engage with PSMs following the DoD submission of the Omnibus
reprogramming action to Congress, highlighting topics such as the importance of the requested
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realignments, any follow-on budgetary impacts to the current PB, how changes support innovation and
incorporate new technologies, and how they relate to the larger DoD strategy and emerging needs.

Discussing current execution could also influence proposed execution marks prior to authorization and
appropriations conferences. Engagement prior to conference could also highlight any emerging issues
like realigning funds from Procurement to RDT&E should those acquisition activities need additional
time. Prior to conference, the focus on these engagements should be on any activities that will minimize
the need for later reprogramming actions during execution or will improve the budget proposal in other
ways. The Services and DoD Components should identify to the USD(C) and Acquisition Executives key
above-threshold reprogramming candidates and promote their timely approval, paying special attention
to ensuring they are paired with reasonable sources to offset the increases since the identification of
sources is what typically slows the reprogramming process. This should not be seen as a way to
substantially change the PB, but rather a way to engage with Congress on those things that have changed
since the PB was submitted. Working with PSMs prior to enactmentwould help avoid the need to formally
reprogram funds later in the next fiscal year, reducing future workload for DoD and Congress.

The Commission encourages the Department to be proactive in reaching out to Congress to help build
better relationships with their congressional counterparts. Providing information at these intervals will
ensure Congress remains engaged and up to date on things such as major acquisition programs, training
exercises, and fielding of new capabilities progress, and can incorporate changes provided by the DoD
into its final conferenced bills (if they choose), all allowing the Department to more efficiently execute
programs upon appropriations enactment and reduce the need for future year of execution changes.

As noted above, DoD should begin to implement this recommendation by establishing a working group
with Congress to determine ways to improve communications and transparency. The Commission
encourages the Department to commence activities to support this recommendation beginning no later
than the June after publication of this Final Report and after submission of the FY 2024 Omnibus
reprogramming. A process should be in place by September to implement the entire recommended
action. The success of these engagements should be measured by informal feedback from defense
committee staff directors and clerks (both majority and minority), as well as the quicker approval of
requested reprogramming actions and enactment of requested realignments in appropriations bills.

Recommendation #18: Restructure the Justification Books

The current J-books vary widely in scope and content, with some large program writeups providing limited
information while some smaller programs provide extensive detail. The Commission conducted 17 in-
depth interviews with subject matter experts from the DoD and congressional PSMs from the Defense
Authorization committees, Appropriations Sub-Committees on Defense, Senate Select Committee on
Intelligence, House Permanent Select Committee on Intelligence, and Military Construction
Appropriation Sub-Committees. The interviews identified and provided examples of where
improvements can be made in the J-books and where best practices need to be emphasized and
enforced. There is a significant opportunity available to the Department and Congress to shape and
transform the Department’s J-book exhibits and associated justification materials to ensure they are
more useful in identifying how resources will be executed and contain the information necessary to
conduct the appropriate analysis. The Commission urges both DoD and Congress to take advantage of
this opportunity.

Based upon information received during these interviews, the Commission recommends that DoD work
with Congress to conduct a comprehensive review of the J-books to identify necessary changes to the
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information being provided, establish more common formats and content for the J-books, and eliminate
exhibits that are no longer needed or of value. More specifically, where there are cross-cutting programs
and activities, for example in the RDT&E Science and Technology (S&T) account and the O&M readiness
accounts, there should be consistent language and an appropriate depth of budgetary and programmatic
content. In addition, the review should focus on the O&M J-books and seek ways to better highlight how
O&M funding affects defense programs while preserving an assessment of the effects of inflation.

To accomplish this restructuring, the DoD and Congress should establish a joint working group including
representatives from DoD (OSD and the Services) and from the congressional defense committees. The
working group should debate and strive to agree on content and format for the J-books; the DoD should
implement all agreed-to changes. The working group should also take into consideration the use of these
budget materials by industry, taxpayer advocates, and the public, as the J-books represent one of the few
windows on the details of how the government plans to spend taxpayer resources provided for defense.
Along with improved J-books, the Commission’s recommendation on restructuring the budget
(described in Section IV) should help provide Congress and the public with better information about
defense budget requests.

The USD(C) should lead efforts to implement this recommendation, assisted by the Military Department
comptrollers and other stakeholder representatives as appropriate. The working group should be
established within four months after publication of this Final Report and seek to complete its work in no
more than one year after its establishment. Successful implementation of this recommendation should
be assessed based on senior leader attention to the issue, resources allocated for the effort, adherence
to these timelines, and from informal assessment provided by members of the working group. Criticisms
and best practices associated with the formulation, review, distribution, quality, and utilization of J-
books are found in Section Xl and should be used to assist in the working group’s restructuring efforts.

Recommendation From Section VII: Improve Data Sharing Between the DoD and Congress

Congress requires an extensive amount of information and justification to understand and act on the
budget request. Effective congressional oversight requires continuous transmission by DoD of
appropriate, secure, and timely data. At present, there are several significant impediments to the
smooth flow of data between the DoD and Congress.

In Section VII of this Final Report, the Commission proposes Recommendation #19: Establish
Classified and Unclassified Communication Enclaves designed to help share information between
DoD and Congress. This section summarizes the rationale for the data sharing recommendation,
including ways that recommendation could improve resourcing-related relationships between DoD and
Congress.

Obstacles to Data Sharing

Culture and Process for Information Sharing within DoD. Checks and balances, and tensions between
and among the Services and OSD, have driven the establishment of guardrails for data access and
sharing of information between and within the executive and legislative branches. To avoid the release
of pre-decisional information and ensure that statements and other information provided to Congress
are consistent with Executive Branch policy, the Department has developed a significant coordination
process for delivering answers to Congress, which often contributes to delays in delivery of information
that may no longer be current or relevant. The pace of the coordination process is further constrained by
the lack of a system to sort, track, and rapidly search data for current content and releasability status.
The lack of current, accurate, and complete knowledge of program status among multiple DoD
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stakeholders leads to confusion about what is pre-decisional versus sharable information, which can
give Congress the impression that the information is incomplete, incorrect, or deliberately misleading
even when that is not the intent. These challenges can significantly hinder strong relationships between
DoD and Congress on resourcing issues.

Complexity and Volume of Data. Funding spread across multiple colors of money, thousands of budget
line items (BLI) and appropriated at different levels with varying periods of availability, make it difficult for
Congress to track the budget request for a particular program or effort in a given year, and particularly
across fiscal years. The DoD struggles to ingest changes in a timely fashion made during the legislative
process to include congressional marks, reporting requirements, and legislative limitations.

Challenges Defining “Right.” While the DoD may provide access to a significant volume of information
to Congress for consideration during the legislative cycle, it may not always be the right data (e.g., the
desired data), or in a useful format. The DoD attempts to answer many of the questions Congress poses
in the budget justification materials and during the annual PB rollout staffer day briefings, but missing
information is typically tasked as a request for information (RFI) that can sometimes take weeks or
months for DoD to answer and does not always provide the holistic picture a staffer requires to
accomplish their analysis. This can lead to frustration by congressional staffers, especially when they
tend to raise the same programmatic and policy issues on an annual basis. Similar delays occur in the
delivery of testimony and answers to Questions for the Record as part of congressional hearings on
budget issues.

Antiquated Methods for Data Sharing. The current processes and methods for data sharing between
DoD and Congress tend to be manual and labor intensive which result in a slow response time, are prone
to error, and are not conducive to efficient real-time updates. This often prevents real-time mutual
transparency of budgetary or programmatic data. Under the current system, DoD shares its information
with Congress through spreadsheets, charts, documents, and PDF files, either emailed or hard-copy
hand carried to staffers for consumption. While current digital methods may be searchable, they are in
multiple locations, time-consuming to populate, and make it difficult for Congress to extract the needed
data for their analysis. For example, Congress, through a congressional reporting requirement,
requested the DoD conduct aninventory on how much itis spending on Al. Due to a lack of easily tracked
data, DoD spent considerable resources and time answering this single question for Congress. In
addition, congressional markups of the DoD budget, as well as congressional language, are returned to
the Departmentin PDF tables that are not easily searchable, sortable, oringestible. Partly for this reason,
significant manual effort is required to locate and distribute all changes and accompanying report
language. Antiquated data sharing methods increase workload for both DoD and congressional
personnel, which in turn can negatively impact the resourcing-related relationships between the two
organizations.

Seeing Opportunity in DoD-Congress Data Sharing. The Commission asserts that when DoD and
Congress need to share data, such sharing should provide streamlined, searchable, and sortable access
to data that is current, accurate, relevant, secure, and authoritative. A digital, collaborative sharing
environment would significantly improve data sharing between the DoD and Congress, fostering a culture
of transparency and partnership to deliver the best possible outcomes for both the Department and
Congress. This collaborative environment will facilitate enhanced efficiency of DoD submissions to
Congress and subsequent feedback from Congress to the DoD, to the benefit of both.

Recommendation #19 in Section VIl provides details about how to establish enclaves for data sharing
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Change VI - Strengthen Relationships Between DoD and Congress

between DoD and Congress and identifies applications for sharing. Achieving these improvements will
not resolve all the challenges associated with communications between Congress and DoD on
resourcing issues. Some challenges stem from the nature of the U.S. Constitution, which requires
specific actions by the executive and legislative branches that can put them at odds. However, making
these changes will streamline and speed the communications between DoD and Congress on resourcing
issues, which will constitute a major improvement and help improve relationships between DoD and
Congress on resourcing issues.

Conclusion

The Commission understands that the PPBE process, and the new proposed DRS, require a partnership
between the Department and Congress to succeed and support national security today and in the future.
The recommendations proposed in this, and other sections of the Final Report, all underscore the
importance of that partnership. The Commission encourages the Department to engage more regularly
with congressional counterparts, so that Congress can be confident in the additional authority and
flexibility the Commission has asked Congress to provide the DoD in this Final Report. The Commission
believes that a more collaborative sharing environment would improve overall communication, provide
more transparency, and lead to a better partnership.
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Change VIl - Modernize Business Systems and Data Analytics

Section VIl - Modernize Business Systems and Data
Analytics

Overview

Defense business system modernization is critical to streamlining, accelerating, and providing agility to
the annual defense resourcing process. The DoD must ensure its business systems, including the
technology that enables the compilation of program, budgeting, scheduling, and execution within these
systems, can support decision-making at speed, funding with purpose, and delivery of tactical and
strategic outcomes that support the NDS.

The Commission recognizes that continuous modernization of defense business systems, which
includes defense resourcing business systems, is an ongoing complex and challenging task for the DoD.
Even so, it is the view of the Commission that the Department has yet to develop an effective process for
the comprehensive governance of its business systems. The Department’s business systems
architecture remains immature and incomplete, the Defense Business Council (DBC) has yet to prove
that it has the authority to make and enforce major decisions, and the Department appears to lack a
senior leader below the level of the Deputy Secretary of Defense who is responsible and accountable for
the governance process.

The complex and interconnected nature of systems and data environments makes attempting to change
only a subset of systems, which rely on the data and standards of systems adjacent to the defense
resourcing process, extremely challenging. This section provides recommendations from enterprise
transformation to financial management system-specific changes, all of which are critical to delivering a
contemporary underlying architecture for the defense resourcing process.

To approach the review of business systems used in support of PPBE processes, the Commission
conducted extensive research related to DoD business systems and data analytics with DoD personnel,
congressional staff, and industry experts. The Commission also relied on the experience of its
Commissioners and staff who have worked in DoD business process and system reform, technology
adoption, acquisition, and financial management. The Commission focused primarily on business
systems used in defense resourcing, including both core finance and accounting systems and the
execution feeder systems that support them to include logistics, contracting, installation management,
human resource management, and training and readiness systems. Based on this research and
experience, the Commission makes several recommendations related to DoD business systems and
data analytics.

Background

The software-based systems used to execute the myriad aspects of the Department’s business run the
spectrum from decades-old bespoke databases to contemporary commercial systems, platforms, and
tools that leverage Al-enabled commercial off-the-shelf (COTS) technologies. Aligning, connecting, and
streamlining procedures, processes, and workflows is essential to enabling DoD personnel to focus
more on critical analysis and less on navigating multiple disconnected systems and processes. The data
contained within these systems provide the necessary insights for internal DoD decision-making forums
such as the Deputy’s Management Action Group (DMAG), budget submissions to Congress, and
discussions within the entire national defense ecosystem.
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Change VIl - Modernize Business Systems and Data Analytics

While modernization of a technical environment requires significant personnel, hardware, and software
investment, the ability to have robust data-driven analysis promises a return on investment that will
result in time-critical decision-making to enable the acceleration of capability delivery to the warfighter.
Business leaders across both the private and public sector interviewed by the Commission advocate for
business system investment consistent with best practices within the private sector, acknowledging the
need for short-term investment to produce long-term benefits.

The Commission acknowledges the significant body of work and critical DoD senior leadership
involvement that has resulted in the ongoing consolidation, modernization, and/or retirement of
business systems across the DoD over the last two decades. This work has included the development of
roadmaps and establishment of milestones toward an improved systems environment and the migration
of core financial systems to commercial Enterprise Resource Planning (ERP) systems. This effort has
resulted in significant modernization of the Service and Defense-Wide accounting systems,
improvements to internal controls and auditability, as well as the consolidation of programming and
budgeting systems. However, modernization and progress to consolidate business systems remain
piecemeal with varying standards and there is no clear organizational leader defining the optimized
enterprise architecture.

The Commission commends deployment of open architecture analytics capabilities, including the
enterprise platform Advana (derived from the term “Advancing Analytics”) '”® which has shifted
leadership attention to data-driven decision-making. Data analytic platforms have begun to provide DoD
users with common business and operations data, decision support analytics, and data tools. However,
the data in these platforms is only as good as the data in the systems that feed them.

While a single end-to-end authoritative system to govern all defense resourcing data, processes, and
tasks appears to be a logical suggestion, the Commission cannot recommend such a solution at this
time, due to the complex technical environment in which DoD currently operates. Dissimilar data types
with varying levels of classification and differing uses of data, coupled with requirements to maintain
data for auditability, has led to decades of technical and functional debt. Although significant challenges
remain, the need for digital transformation of the DoD business systems environment is more critical
than ever.

In line with its legislative direction, the Commission has identified two lines of effort for DoD to pursue in
order to accelerate progress:

e Modernizing internal DoD business systems in support of decision-making and auditability.

e Improving data sharing between the DoD and Congress.

Within these two lines of effort, the Commission identifies specific concerns and offers six
recommendations to support reform.

Modernizing the Internal DoD Business Systems Environment

The DoD has many disparate, siloed, and antiquated data sets, platforms, systems, and tools which
make it challenging to share information and provide timely analysis for informed decision-making. The
DoD’s business systems have been on the Government Accountability Office (GAO) High Risk List since
1995,"4 with hundreds of reports issued by the GAO on this topic over time. The Commission recognizes

73 DoD FMR Vol. 1, Ch 10.

74 GAO 2023.
________________________________________________________________________________________________|
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Change VIl - Modernize Business Systems and Data Analytics

that recommendations outlined in this section must build on efforts by the GAO and others to drive the
modernization of DoD’s business systems architecture and applications. The following are several root
causes that have led to a suboptimized environment.

Lack of Clear and Stable Responsibility and Authorities. The defense business ecosystem has
thousands of siloed systems, platforms, and tools with no individual or DoD office with a full sight picture
of everything, as evidenced by the lack of a DoD enterprise business system architecture. The shifting
assignment of roles and responsibilities between organizations for defense business systems has also
created disconnects in ownership and leadership of business system responsibilities.

For example, the DoD Chief Management Officer (CMO), established in 2017, had responsibility for all
defense business systems, yet the USD(C) had functional responsibility for financial management
systems. With the disestablishment of the CMO position and office in the NDAA for FY 2021,'® all
defense business systems responsibility was transferred to the DoD Chief Information Officer (DoD CIO)
and the USD(C)."”® Unlike the CMO did at the time, the DoD CIO has no responsibility for or authority over
the business processes that are integrated into these business systems. Itis also questionable as to how
much authority DoD CIO has to direct systems outcomes due to unclear, and in some cases conflicting,
law and memoranda providing authority to various Components over mission specific systems. For
example, 10 U.S.C. Section 9022""7 states that the Secretary of the Air Force has the authority to direct
and manage their financial management systems. The recent establishment of the CDAO and its
authorities and responsibilities has also added another layer of uncertainty, as their data governance role
and efforts with Advana are central to the ecosystem. The OSD Performance Improvement
Officer/Director of Administration and Management (PIO/DA&M) holds responsibility for reforming the
management of the DoD and tracking the performance of its Components, necessitating a seat at the
table for systems conversations.””® The Commission repeatedly heard that this shift in responsibility has
left the enterprise questioning the balance between overarching technical modernization and functional
management of business systems. The HAC-D report for FY 2024 also commented on this stating, “The
Committee looks forward to seeing broad collaboration with CDAO across the Department to help
accelerate digital transformation. However, unclear roles and responsibilities are a potential risk to this
success.”!”®

Years of Technical and Functional Debt. Current legacy systems and processes do not enable an
exclusively digital process within the Department, impeding data flow and creating duplication and
inaccuracies. Forexample, the Commission found discrepancies across systems where the data should
have been consistent. Aroot cause may be that portions of the process rely on flat files (i.e., Word, PDF,
and Excel documents) or manual input to transmit data, requiring personnel to ensure data is updated in
multiple systems instead of just one. The result of flat files is that data is not always searchable or
sortable, can contain errors that become embedded from one format to another, can be difficult to
correct, and is often outdated by the time it is received by decision-makers. The Commission
acknowledges that unique security requirements for DoD programs can also deter the evaluation and
adoption of common digital solutions.

The Commission interviewed many commercial providers who cited significant challenges trying to

75P.L.116-283
76 p.L.117-263.
7710 U.S.C §9022.
78 DoDD 5105.53.

79 H. Rpt. 118-121, 254.
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Change VIl - Modernize Business Systems and Data Analytics

navigate the defense business system environment, including acquisition barriers such as authority to
operate (ATO) '® and the Federal Risk and Authorization Management Program (FEDRAMP) 8
requirements, which can delay or prevent vendors from operating within the DoD Information Network
(DoDIN).

Investing in underlying business systems that enable mission execution is not always seen as a priority
for resources or attention from DoD management.'®? Although there will be a long-term payback, in most
cases the Department would prefer to invest in high priority operational needs. This challenge is not
unique to DoD though, as indicated by the December 2022 event where the Southwest Airlines
reservation and scheduling system went offline, stranding thousands of travelers and costing the airline
over $1 billion due to a lack of investment in its information technology (IT) infrastructure.' Such an
event should serve as a warning to DoD to make the critical investment upfront to address the technical
inefficiencies of its IT infrastructure.

Shortfalls in DoD Practices and Digital Culture. There is a lack of clarity relative to the technical
policies, standards, and controls the military Services and DoD Components should follow when
acquiring, developing, or deploying new solutions. Due to the lack of clear policy for DoD business
systems, there is a tendency for the military Services and DoD Components to develop and purchase
tailor-made systems for individual needs even though a comparable capability currently exists within
solutions already procured by the DoD, or a state-of-the-art commercial solution leveraging a modular
open system approach'®is readily available. Components developing or acquiring new technologies
often fail to see the big picture, meaning they deploy a solution which solves for their specific needs,
without considering the applicability to or integrations with other functional areas or assessing available
capabilities inside already deployed COTS products. This can lead to systems that are suboptimized,
redundant, or non-compliant with requirements, and also require unique training and maintenance.

Commercial system customization is often chosen to conform to preferred workflows, rule sets, or
data elements instead of standardizing processes to meet the requirements of the new system, thereby
negating the benefits of going to the COTS solution. The DoD must make efforts to minimally modify
COTS solutions to preserve the future ability to upgrade; customization makes the upgrade to new
software versions extremely challenging as the new version will hot accommodate the current processes
without significant rework and cost. The Commission acknowledges some modification is unavoidable,
to include accounting for the various laws, policies, and practices which may be outside of a system
owner’s control, such as policies established by varying DoD and federal oversight bodies, as well as
other stakeholder mission requirements mandating the customization. Even so, the Commission
believes that there is significant opportunity to increase communication and education internal to the
DoD and with industry about best practices for system development and deployment. This was further
reinforced during the Commission’s interviews with industry who typically aligns their processes to those
designed in the system unless a business case has been made for why something should deviate from
the COTS system processes (see Section X). Training of personnel on systems must be put in place to
leverage system capability and drive desired optimal outcomes.

80 DoDI 8510.01 and NIST SP 800-30 R. 1 provide the guidance for an Agency to assess risk as it relates to its information systems, to include the
authorization to operate which is defined as “The official management decision given by a senior organizational official to authorize operation of an
information system and to explicitly accept the risk to organizational operations (including mission, functions, image, or reputation), organizational
assets, individuals, other organizations, and the Nation based on the implementation of an agreed-upon set of security controls.

81 FedRAMP® provides a standardized approach to security authorizations for Cloud Service Offerings.

82 GAO 2004.

'8 Radauskas 2023.

84 Modular Open Systems Approach (MOSA) can be defined as a technical and business strategy for designing an affordable and adaptable system.
A MOSA is the DoD preferred method for implementation of open systems, and it is required by U.S. law.
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Seeing Opportunity in Business Systems Reform. The Commission believes the goal of DoD business
systems reform should be to provide DoD leaders with continuous access to automated, current,
accurate, relevant, complete, secure, and integrated data that will enable informed decision-making at
speed. Inthe HAC-D Report for FY 2024, the Committee discusses digital transformation and notes that
“In many instances, the Committee recommends transfers [of funding] to help drive a more integrated
development of enterprise solutions.”"%

While the Department currently seeks to manually link the annual budget request to strategies, such as
the NDS and DPG (or equivalent guidance documents under the new DRS), the Commission believes
harnessing data through a common platform can aid leadership decision-making at speed and
strengthen the link of the acquisition, requirements, and resource allocation systems. The success of
DoD to deliver capability at the right time hinges on the integration and synchronization of these three
processes. Leaders at all levels should have standard data and tools for data analysis that enable them
to make real-time tradeoffs for resourcing decisions. At the same time, increased automation and
informed workflows with appropriate checks and balances will enable personnel to spend their time on
more meaningful analytic tasks, rather than endlessly searching for information; creating customized
charts for specific requests; cross-checking disparate databases and spreadsheets; and navigating
archaic processes and tools. Having reliable information to enable decision-making at speed is
especially critical in this time of rapid technological development, global strategic challenges, and
shifting geopolitical events. Systems and tools alone are not sufficient, the DoD must also seek to
strengthen the training and education of the workforce to be able to fully leverage such capabilities in a
meaningful way. More on training recommendations is discussed in Section VIII.

Business systems reform should be accompanied with the equally important streamlining of business
processes and practices. Reducing burdensome processes customized for individuals in the DoD
workforce is critical to maximizing the inherent capabilities built into the well-established business
systems and their workflows. Many DoD personnel reported frustration with the processes and
procedures that they are required to navigate to conduct their day-to-day tasks. Driving efficiencies in
the business process environment also means more appropriate stewardship of the public’s investment
in the personnel tasked to secure and defend the nation.

Finally, business systems reform is necessary to move toward a clean audit opinion, ensuring
congressional and public trust in the transactions that occur and the resources spent in support of
national defense. For more information on the relationship between DoD business systems and
auditability, see Section X, which provides an assessment of DoD efforts related to FM systems and the
audit.

Commission Recommendations on Modernizing Systems

The Commission appreciates the feedback received on the actions outlined in the Interim Report and has
incorporated that input, as appropriate, into the recommendations in this Final Report to help the
Department move towards a foundational architecture that supports continuous modernization of the
business systems environment.

Recommendation #20 (Key): Create a Common Analytics Platform
The Commission recommends the CDAO, in coordination with the DoD CIO, the USD(C), the Director of
CAPE, and the PIO/DA&M, establish an integrated product team (IPT) for the expansion and
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enhancement of capabilities through a common platform to provide enterprise resourcing analytics. The
DoD will need to ensure appointment of the appropriate functional and technical skillsets for the design
and delivery of a user-centric product, meeting the needs of a variety of functional requirements while
also leveraging commercial design, development, and deployment best practices. The team will also
need to consider the Department’s future implementation plans for other recommendations in this Final
Report when defining the requirements, workflows, and standards of the platform.

A common platform should provide enterprise-wide and streamlined access to best of breed analytic
capabilities and authoritative data across functional sectors, to include but not limited to finance,
logistics, contracting, installation management, human resource management, training, and readiness.
Ensuring all organizations are leveraging the same authoritative, transaction-level business and select
warfighting data, which will be automated, linked, and appropriately integrated, will allow decision-
makers to see the complete sight picture like never before, driving more meaningful decisions.

The Commission recommends the IPT explore multiple pathways to deliveringa common platform. Such
options could include contracting for a commercial solution with Advana as the underlying data layer,
leveraging an existing user interface within the Department with Advana as the underlying data layer, or
significantly streamlining the user interface within Advana. The IPT should develop a process for
assessing and integrating existing applications or capabilities within the DoD into the common platform,
including those in the military Services, for enterprise use.

The Commission urges the IPT to deliver a plan to the Deputy Secretary of Defense for implementation of
this recommendation within six months of the issuance of this Final Report. Implementation plans must
include a training program and a governance structure to ensure compliance across the DoD. Within one
year of this Final Report, an adequately resourced and supported IPT should be able to execute a pilot in
accordance with this recommendation.

Why a Common Platform

Enterprise use of best of breed capabilities and authoritative data would further enable a more informed
and integrated strategy, resource allocation, and execution processes. Specifically for resource
allocation, a common platform provides the potential to integrate prior year execution and operational
test data, as well as a capability for forecasting inflation costs and other price adjustments, to model
resource allocation scenarios and conduct tradeoff analysis. A common platform would also support
the integration of efforts across organizations or programs, providing DoD leadership with a portfolio view
of investments that is currently only manually conducted, if conducted at all. Leveraging a common
platform for integrating data during program execution reviews will support the Department’s ability to
assess the comprehensive cost, schedule, and performance of a given program, to include assessing
obligation and expenditure rates (currently occurring within Advana), reprogramming actions, and
contract awards among other program objectives to inform the following year’s resource allocation
decisions.

More tactically, providing enterprise-wide access to a common platform with standard processes and
best of breed applications will ensure all personnel have the best tools at their disposal to make well
informed decisions and conduct business most efficiently and collaboratively. As an example,
applications could support the financial management community in the navigation, implementation, and
modernization of relevant policies or guidance for the new Defense Resourcing System proposed by the
Commission. The DoD could leverage the common platform to conduct enterprise business for defense
resourcing in a more streamlined and standardized manner, to include drafting of J-books or managing
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reprogramming requests. Applications could also support reconciliation of data across disparate
systems including disbursing, obligation, funding, and entitlements to General Ledger systems and could
enable quarterly reviews of dormant accounts. Making these capabilities available to all users through a
common platform is critical to accelerating the technological transformation for DoD business
processes and ensuring a common data picture for all stakeholders.

More broadly, the DoD could leverage the common platform to support other areas outside of defense
resourcing, to include decision-making for science and technology investment, minimizing redundancy,
and maximizing collaboration as recommended by the HAC-D Report for FY 2024.'% |t could also support
the enterprise tracking and measurement of resourcing outcomes. The Commission applauds OSD’s
effort to address performance and risk as a part of a centralized dashboard in Pulse (hosted in Advana)
that provides senior DoD leaders with metrics relative to NDS implementation, Strategic Management
Plan (SMP) implementation, and business health. Use of operational and execution data as a part of the
programming and budgeting process (or the Resource Allocation process under the new Defense
Resourcing System) is critical to ensuring performance is considered when budgeting for the following
year’s programs and projects. The Department should seek to expand the types of data available in
Advana for display by Pulse, to include operational test data, to further inform future programmatic and
budgetary decisions. Performance measures are discussed further in Section X of this report.

There are several tools and applications already deployed within the DoD, both commercial and
government-developed, that offer value to the defense resourcing process and should be leveraged by
the enterprise as a part of their daily duties. This includes military Service-developed applications to
support the current planning and programming phases of the process. One tool demonstrated to the
Commission integrates data across several systems and leverages complex equations to provide
comprehensive and accurate cost estimates. Another decision-support tool provides a comprehensive
readiness common operating picture, allowing decision-makers to view the location and status of a given
weapon system, and provides predictions to support future sustainment and modernization decisions.
Unfortunately, in several cases, only a small number of personnel are leveraging the full capabilities due
to cultural, policy, resourcing, or training roadblocks previously mentioned in this section.

Centralization of capabilities and data is consistent with congressional intent for the DoD enterprise,
including recent direction for the establishment of an Al development pipeline, as stated by the SAC-D
Report for FY 2024."®” A common platform would provide users access to the underlying infrastructure
to more readily develop applications, tools, or modules (whether from within the platform or through an
alternative development environment) to meet their own analytic needs. Presently, when a user has an
idea for a technology or solution to support the mission, in many cases they must acquire or obtain
access to the underlying infrastructure necessary to conduct such development, including cloud
infrastructure, a development environment, and/or a production environment. This software-as-a-
service model empowers users to leverage the existing infrastructure, data, and applications where
possible, and build alternative tools as rapidly as needed.

Several small businesses seeking to provide supporting capabilities to the defense resourcing process
shared challenges with the Commission on navigating the DoD’s bureaucratic processes and policies,
to include the complex acquisition, risk management and funding processes. Specifically, vendors
expressed concern about the length of time involved with obtaining Authority to Operate (ATO), the
process by which a solution is approved to operate on the DoDIN. The ATO process can delay companies
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for months or even years as they seek testing and approval. The HAC-D Report for FY 2024 directs the
DoD CIO to submit a report to Congress “detailing opportunities to streamline the Authority to Operate
process to accelerate secure adoption of advance software.”'®® One of the major successes of platforms
like Advana is its ability to provide thousands of users access to cleared products, without having to
redundantly navigate the ATO process for their instance of a capability. Leveraging the infrastructure and
security controls provided by a common platform can speed the ATO approval process for new
commercial solutions, enabling the faster adoption of commercially available products.

Many businesses also expressed frustration with navigating the political and/or bureaucratic
environment of DoD business systems. The complex governance, funding, and user environment makes
it challenging for anyone from the outside to know who to talk to if they have a solution that can support
the mission. All these roadblocks, and more, contribute to a suboptimized business system solutions
environment. A common platform managed by a single organization will provide a clear pathway for
commercial companies seeking to support defense business operations.

The Current Environment

Feedback received by the Commission after release of the Interim Report expressed support for a
common analytics platform. However, a common platform will only be transformational to the defense
resourcing process if users are willing and able to use it. Itis for this reason the Commission stresses
the need for the IPT to assess current offerings and carefully consider the user interface thousands of
personnel will be expected to interact with daily.

Specifically, the Commission highlights the Advana platform, which has made significant strides in
expanding data access across the enterprise, particularly the major effort to feed data from over 400
authoritative source systems into the platform. Advana is the current single enterprise authoritative data
management and analytics platform for the Secretary of Defense, Deputy Secretary of Defense, and
Principal Staff Assistants (PSA). The open architecture platform leverages a variety of best of breed
commercial solutions and provides the opportunity to acquire additional capabilities in the future. The
established ATO process also provides users with access (upon appropriate approval) to hundreds of
applications to support a variety of analytic requirements, which are supported by timely data feeds.

The Military Departments have also invested additional time and resources in deploying their own
instantiations of Advana as a data platform called Jupiter (Navy), Financial Air and Space Team
Resources (FASTR) (Air Force), and Army Reporting Evaluation System (ARES). This framework has
allowed the Military Departments to leverage the infrastructure, ATO, and existing commercial
capabilities within their own segmented environment for analytics, while being able to seamlessly share
data with other organizations as appropriate.

The Commission recommendation to leverage the foundation of what Advana provides today is an
endorsement of the capabilities, structure, and visibility that it provides as a first leap towards the ideal
of afully integrated data and analytics environment. The Commission acknowledges the concernsraised
over current analytic environments in the DoD, including Advana. Specifically, users have reported
challenges with load times of applications, insufficient availability of the platforms, and lack of easy
searchability within the platforms for authoritative data and tools.

Some users expressed concerns with the lack of access management controls within current systems,
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a well-known and documented issue which has widespread security and audit impacts. The IPT should
ensure users trust the system, that appropriate controls are being deployed and followed, and that the
data is timely by providing visual indicators of the data source and a time stamp of last update. The IPT
must also address the need for governance over individually developed capabilities, which can lead to
the proliferation of single use applications, burdening the overall environment.

Many have noted challenges navigating the platforms to find the visualization tools necessary to meet
the mission and have often cited a lack of trust in the accuracy or currency of the data, as well as a lack
of data standardization. Data is only useful if personnel can leverage it to draw accurate or meaningful
conclusions. Personnel must have the appropriate authorized access, be able to find the needed data
set, understand the source, timeliness, and context for the data, and be able to manipulate it in a way
that provides them the answers they need. The DoD has spent considerable effort addressing data
challenges,'® and must continue to make considerable investment in data transformation for ease of
use. Inresearch performed for the Commission, the AIRC concluded, “DoD will not achieve timely and
adequate management of the delivery of modernized systems (whether hardware or software) without a
viable comprehensive data management construct.’ This approach to data outlines a vision that those
with direct responsibility and authority for making critical decisions must have access to appropriate
data “without being inundated with extraneous details.”'®" The DoD should carefully consider the
balance of data access for transparency, but also relevance.

Conclusions Regarding a Common Platform

All of these challenges and more should be carefully considered by the DoD in deployment of the
common platform. To ensure the DoD can harness the full potential of a common platform, it is
imperative for the IPT to address these challenges, and ensure the environment is prepared to
accommodate a variety of missions, skill levels, and needs. A single, consistent, and reliable source of
accurate data will transform the way in which DoD conducts its business, but it will not be possible
without the significant dedicated attention, focus, and resources of leadership.

Recommendation #21: Strengthen Governance for DoD Business Systems

The Commission recommends the DoD strengthen the governance over DoD Business systems. The
DoD has made efforts to clarify roles and responsibilities through the issuance of several memorandums
and directives on governance, including the reestablishment of the Defense Business Council (DBC),®?
chaired by the DoD CIO. Inthe view of the Commission, establishing a single office and/or person as the
final authority for defense business systems is a positive step toward an effective and decisive
governance structure. In addition, while re-establishment of the DBC is a promising step forward in
appropriately governing business systems and processes within the DoD, the Commission believes that
this forum will only be effective if both functional and technical leaders across the DoD Components are
engaged in the synchronization and standardization of efforts. There has been a lack of use of existing
levers, such as the DoD CIO’s budget certification authority, to ensure allresources being spent annually
on systems are in alignment with policies and roadmaps for a modernized business systems
architecture.

It took the Commission several months of interviews and discussions to identify the current state of DoD
business systems, leading the Commission to wonder how clearly the responsible leadership
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understands the current environment. The Commission is encouraged by Section 922 of the NDAA for
FY 2024, which directs an independent assessment of the effectiveness of the defense business
enterprise architecture.’® In addition, the HAC-D Report for FY 2024 acknowledges that unclear roles
and responsibilities are a potential risk to successful digital transformation, and directs the DoD to
provide a report delineating responsibilities for several high-priority areas, to include digital business
practices, metrics tracking, and analytics to support operations and investment decisions. %

The section 1004 language also directed the Commission to conduct a comprehensive assessment to
determine whether DoD’s FM systems provided needed support to the audit of financial statements and
maintained effective internal controls. The Commission acknowledges the significant amount of work
by personnel across the DoD to support the remediation of known weaknesses of business systems that
support financial statement audits. More information on the assessment of FM systems can be found in
Section X.

The Commission identified several specific examples of ways to approach strengthened governance for

DoD business systems. These include:

e The USD(C), in coordination with the DoD CIO and PIO/DA&M, should develop a strategic approach
to prioritize the remediation of known system issues within the DoD that impact financial statement
auditability and address priorities as part of the Enterprise Business Systems Roadmap (described
below). All recommendations and concerns could be adjudicated through the DMAG process. If
changes are approved by the Deputy Secretary of Defense, the USD(C) should ensure that Service or
OSD resources are realigned to accomplish audit-related changes. The strategic approach should
be tracked in accordance with Section 920 of the NDAA for FY 2024 that directs “The Secretary of
Defense, in coordination with the Secretaries of the military departments, shall develop a set of
metrics that reflect the Secretary’s audit remediation goals and metrics to measure progress made
by the military departments with respect to such goals.”'®

e The DoD should establish a Deputy CIO for Business Systems and ensure the development of a
charter, outlining a DoD Business Systems governance process. The DoD CIO, in coordination with
the USD(C) and the PIO/DA&M, should develop and lead the execution of an Enterprise Business
Systems Roadmap with all associated details, performance measures and timelines, and ensure
compliance by leveraging their budget certification authority. The DoD should provide the
congressional defense committees with an annual report and briefing on the progression of the
Department’s Business Systems Roadmap and its linkage to auditability. Such a briefing should
address:

e Accomplishments made in the prior fiscal year towards implementing the roadmap;

e Plans for future consolidation and modernization;

e The ongoing process for assessing the business system environment;

e Efforts to provide training of personnel on new systems and processes related to business
systems; and

e Efforts to address recommendations made by the GAO with regard to DoD auditability.
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Recommendation #22: Accelerate Progress Towards Auditable Financial Statements

The Commission recommends that the USD(C), in coordination with the DoD CIO, PIO/DA&M, and the
military Services, develop and approve policy changes to financial systems needed to support the
financial statement audit.

The Commission believes that examples of potential changes could include the following policy changes

related to financial systems such as:

e Accelerating the retirement of all nhon-GL capable accounting systems and adopt the readily
available, current generation of ERPs. The DoD should set specific target dates for retiring each
legacy accounting system.

e Accelerating the consolidation, rationalization, modernization, and/or retirement of key financial
systems and feeder systems related to audit. The DoD should pick a limited number of key systems
that would propel audit progress and assign specific dates for replacing or updating these systems,
which would be aided by assignment of responsible offices and provision of all necessary resources.

e Placing a priority on achieving unmodified audit opinions for smaller DoD organizations, including
changes to improve their financial management systems and other changes that hasten an
unmodified audit.

o The DoD has already pursued this initiative by achieving unmodified audit opinions for seven
Components. The Commission understands that the Marine Corps may be close to achieving
a modified audit opinion. Achieving unmodified opinions for some organizations provides
incentives for others to work toward the same goal and helps identify best practices needed
to achieve desirable opinions.

o The DoD should continue this approach, perhaps focusing next on the Space Force, larger
Defense Agencies, and audits of working capital funds.

e Placing a priority on addressing FM system deficiencies that lead to problems with the Universe of
Transactions and intra-agency transfers.

Itis important that federal audits produce information that is valuable to their audience. As an example,
the DoD could take a different approach to asset valuation so that the financial statement value aligns
with how Congress and DoD traditionally calculate the value of an asset. This would require working with
the Federal Accounting Standards Advisory Board (FASAB) and Congress to bring those definitions into
alignment, which would also simplify the process, freeing up time to pursue other priority initiatives.

Recommendation #23: Continue Rationalization of the OSD Resourcing Systems

The USD(C) and Director of CAPE, in coordination with the DoD CIO and CDAO, should continue, and if
possible, accelerate efforts to consolidate and streamline OSD programming and budgeting systems and
processes as well as analytic capabilities, including providing appropriate enterprise access to PDMs
and PBDs (or Resource Allocation Documents under the new DRS) and other similar guidance
documents. A single authoritative, integrated, analytic, digital environment for OSD will enable
increased efficiencies during the new DRS Resource Allocation process as described in Section IV,
reduce duplication of effort and inaccuracies of reporting data, support better capability tradeoff
analysis, and provide clarity for final Department-wide RADs. The OUSD(C) and CAPE should also co-
locate or consolidate OUSD(C) and CAPE IT offices, including the Comptroller Enterprise Financial
Transformation Office (EFT), the Comptroller Next Generation Resource Management System (NGRMS)
program located in the Program and Financial Controls Directorate (P&FC), and the CAPE Program
Resources and Information Systems Management (PRISM) Division to further enable and accelerate
systems consolidation and modernization for OSD systems while creating potential resource
efficiencies.
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The Commission commends efforts made by the OUSD(C) and CAPE to develop and deploy NGRMS,
which allows for a more consolidated view of current programming and budgeting data, and recognizes
that it is easy to underestimate the many technical and functional challenges to system consolidation.
These challenges include dependencies on cloud and on-premises infrastructure, multiple classification
networks, standardization of data, and application program interface connections to authoritative
accounting systems. The Commission encourages the OUSD(C) to continue to retire additional legacy
systems and to leverage existing commercial solutions for the expansion of NGRMS capabilities
according to its existing roadmap.’® This should include use of analytics tools through the common
platform described above and integration of Al capabilities. The Commission also commends military
Service efforts to date to more closely link programming to budgeting by implementing their own COTS
single authoritative systems. This recommendation will allow the military Services and DoD
Components to maintain appropriate autonomy until their POMs are submitted, as is current practice.

Data Sharing Between the DoD and Congress
Each year the President submits a budget to Congress requesting the authorization and appropriation of
funding for the following year’s activities. Congress requires an extensive amount of information and
justification to understand and act on the budget request. Effective congressional oversight requires
continuous transmission by DoD of appropriate, secure, and timely data. At present, there are several
significant impediments to the smooth flow of data from the DoD to Congress. As described in Section
VI on relationships between DoD and Congress, these impediments include:
e The culture and process for information sharing within DoD, including confusion about the
nature and extent of pre-decisional information.
e The complexity and volume of data spread across multiple colors of money, thousands of BLls,
and appropriated at different levels with varying periods of availability.
e Challenges defining the “right” data to meet congressional needs.
e Antiquated methods for data sharing, including manual and labor-intensive processes which
are slow and prone to error.

Seeing Opportunity in DoD-Congress Data Sharing. The Commission believes that when DoD and
Congress need to share data, such sharing should provide streamlined, searchable, and sortable access
to data that is current, accurate, relevant, secure, and authoritative. A digital, collaborative sharing
environmentwould significantly improve data sharing between the DoD and Congress, fostering a culture
of transparency and partnership to deliver the best possible outcomes for both the Department and
Congress. This collaborative environment will facilitate enhanced efficiency of DoD submissions to
Congress and subsequent feedback from Congress to the DoD, to the benefit of both.

Achieving these improvements will not resolve all the challenges associated with communications
between Congress and DoD on resourcing issues. Some challenges stem from the nature of the U.S.
Constitution, which requires specific actions by the executive and legislative branches that can put them
at odds. However, adopting the Commission’s recommendations will streamline and speed the
communications between DoD and Congress on resourcing issues, which will constitute a major
improvement. Nothing from this section shall be construed as a means to decrease insight or visibility

9% Commission interview with subject matter experts.

COMMISSION ON PPBE REFORM 114


https://gbc-word-edit.officeapps.live.com/we/wordeditorframe.aspx?ui=en%2DUS&rs=en%2DUS&wopisrc=https%3A%2F%2Fussen.sharepoint.com%2Fsites%2FResearchPPBE%2F_vti_bin%2Fwopi.ashx%2Ffiles%2Ffe2bda55263242ac99cf2b54fa870e04&wdenableroaming=1&mscc=1&hid=356A01A1-A0C2-4000-ABF2-9CD1E53F5422&wdorigin=ItemsView&wdhostclicktime=1705176891823&jsapi=1&jsapiver=v1&newsession=1&corrid=a43fc224-2ce6-4f8f-a4cd-b36f668d7ec6&usid=a43fc224-2ce6-4f8f-a4cd-b36f668d7ec6&sftc=1&cac=1&mtf=1&sfp=1&instantedit=1&wopicomplete=1&wdredirectionreason=Unified_SingleFlush&rct=Normal&ctp=LeastProtected#_ftnref1
https://gbc-word-edit.officeapps.live.com/we/wordeditorframe.aspx?ui=en%2DUS&rs=en%2DUS&wopisrc=https%3A%2F%2Fussen.sharepoint.com%2Fsites%2FResearchPPBE%2F_vti_bin%2Fwopi.ashx%2Ffiles%2Ffe2bda55263242ac99cf2b54fa870e04&wdenableroaming=1&mscc=1&hid=356A01A1-A0C2-4000-ABF2-9CD1E53F5422&wdorigin=ItemsView&wdhostclicktime=1705176891823&jsapi=1&jsapiver=v1&newsession=1&corrid=a43fc224-2ce6-4f8f-a4cd-b36f668d7ec6&usid=a43fc224-2ce6-4f8f-a4cd-b36f668d7ec6&sftc=1&cac=1&mtf=1&sfp=1&instantedit=1&wopicomplete=1&wdredirectionreason=Unified_SingleFlush&rct=Normal&ctp=LeastProtected#_ftnref2

Change VIl - Modernize Business Systems and Data Analytics

to the private sector or public into the DoD budget. The DoD and Congress should ensure that any
changes made retain or enhance current transparency by providing access to the same data provided
publicly today, adhering to operational security requirements where appropriate.

To that end, the Commission makes one overall recommendation to improve data sharing between DoD
and Congress and suggests how that recommendation could be applied to streamline and speed
communications.

Commission Recommendation on Data Sharing

Recommendation #19 (Key): Establish Classified and Unclassified Communication Enclaves
The CDAOQ, in coordination with the DoD CIO, USD(C), and Assistant Secretary of Defense for Legislative
Affairs (OSD(LA)), should expedite the delivery of a classified and unclassified enclave to share
appropriate information with Congress and for Congress to share information with DoD. The Department
should consider tasking the IPT from Recommendation #20 to also assess the feasibility of deploying an
instantiation of the piloted platform to support an enclave requirement for sharing of appropriate data
with Congress. The IPT could assess the ability of the backend of the common platform to provide the
necessary infrastructure for the enclave, while an alternative team assesses the requirements of
Congress to develop and produce the front-end requirements which will meet the needs of a streamlined
data sharing environment.

To implement this recommendation, the DoD will need to ensure the use, adaption, or procurement of a
platform to support the following initial applications, which should be developed for the purposes of
streamlining data sharing with Congress:
e Annual PB and budget justification materials (J-books)
e Reprogramming actions (Below and Above Threshold)
e Financial execution data (obligations and expenditures)
e Expanded acquisition program data (significant events, execution, and mandatory acquisition
reports)
e Congressional reporting requirements
e Congressionalcommunications with DoD (RFls; Advanced Policy Questions (APQ); Questions for
the Record (QFR); and constituent requests)

Specifically, the Commission urges the Department to complete a roadmap for the implementation of a
classified and unclassified enclave with the above applications, along with any other applications agreed
to by Congress and the Executive Branch, including the necessary resourcing requirements to implement
the capabilities and timelines for completion, within six months of the issuance of this Final Report. As
a part of its roadmap, the Department should assess if other federal agencies have been successful in
developing a platform for data sharing with Congress, as well as commercial data sharing examples (e.g.,
banks or investment firms sharing with outside auditors),'” and assess the applicability of the system
and process taken to deliver the capability.

The Commission encourages a pilot approach for the delivery of a system for use by Congress. The
Department should take a user-driven development approach in defining the requirements of the
environment to be created. Unfortunately, requirements can vary from committee to committee, staffer
to staffer, and by portfolio. While the above applications represent identified buckets of data that may
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be generally useful, the IPT will need to assess the needs of its individual congressional customers in
more detail. Specifically, agreeing to what kind and level of data should be provided, and how often and
in what format, will be critical to the success of the enclaves. The Commission recommends the IPT pilot
the capability with the delivery of the FY 2026 PB and J-books, to conduct experiential learning and
develop a repeatable process of delivering a successfully tailored product to meet congressional needs.
The IPT could also consider piloting the capability to support the oversight by congressional committees
of a specific program, such as the report “on a particular development effort, data, and deployment
strategy of an appropriately secure web interface that can provide access to data described for DIU
project reporting to the congressional defense committees,” as directed in the HAC-D Report for FY
2024."%¢ For more information on specific details regarding implementation of this recommendation, the
Service Design Collective, a public benefit corporation conducting research on behalf of the
Commission, will issue its findings in the release of their report.’®

The remainder of this section provides more detail on several aspects of this recommendation.

The Environment Today

The Commission applauds CDAOQO efforts to date to enable enhanced data sharing with Congress by
making available limited amounts of unclassified data through a secure unclassified platform,?° secured
up to Impact Level (IL) 2,2°" which is intended to be accessible by username and password by the
congressional defense committees to view select amounts of unclassified data for specific purposes.
The Commission is also aware of other attempts to provide congressional access to DoD systems, but
policy barriers to issuing congressional staffers identification or common access cards have prevented
the use of other secure systems.

The Commission found limited awareness of the platform, referred to as SUNet, by the committees,
documenting only four congressional staffers that have established username and passwords, and
noting the concerns about the lack of useful data within the platform. Specifically, OUSD(A&S), in
coordination with the CDAO, have made available an application to view the unclassified portions of the
annual Selected Acquisition Reports (SAR) data, which were previously delivered electronically via PDF
in email and posted on a DoD webpage.??> While providing this data in a searchable and sortable format
is a step forward for congressional usability, the DoD must ensure delivery of such data is timely and
accurate in two ways: 1) by delivering at the appropriate time in the legislative cycle to support
congressional decision-making; and 2) by including data that reflects the current state of a program or
project. Inthe case of SARs, the data provided typically does not accurately depict the state of a program
at that point in time because months have elapsed since the data was captured, reporting due dates do
not always align with program events and timelines, and the data is scrubbed to accommodate the public
release of the information which can remove pertinent details regarding a program. The Commission
recommends the DoD explore additional models of coordination to ensure timely delivery of data to
Congress (see Recommendation #17).

"% H. Rpt. 118-121, 254.

1% Service Design Collective 2023.

200 SUNet is an unclassified platform to enable the DoD, US Government Interagency, and Coalition Partners to securely collaborate and share
Publicly Available Information, CUI data, analytics, and other enterprise services.

20" Impact Levels are defined by the Cloud Service Provider (CSP) Security Requirements Guide. Cloud security information Impact Levels are defined
by the combination of the sensitivity or confidentiality level of information (e.g., public, private, classified, etc.) to be stored and processed in the CSP
environment; and the potential impact of an event that results in the loss of confidentiality, integrity, or availability of that information.
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The DoD should consider the deployment of an enclave authorized to support higher classifications of
data beyond IL 2, which supports the delivery of nonpublic unclassified data. As a first step, the IPT
should seek to deliver IL 4 data, which accommodates non-public and up to controlled unclassified
information (CUI) data. The IPT will also need to plan for the eventual establishment of a classified
enclave to support the consistent delivery of IL 6 data, which supports information classified up to the
secret level.

The Commission is concerned about the lack of adequate means to deliver timely classified data to
Congress, which historically has been provided to Congress through a hard copy courier and/or the
Capitol Network (CapNet) classified email application.?®® These limited methods for delivery have
unintended consequences that can appear as a lack of communication from the Department on
classified topics, and in some cases inhibit the ability of congressional staffers to receive accurate and
complete data on a program in a timely manner. In turn, the DoD will need to address Departmental
policy to ensure the enclave allows for a secure method for authenticating congressional stakeholder
identity when accessing the enclave.

The DoD will also need to study and ensure proper classification of aggregated data that is intended for
the enclave. While it is reasonable to expect unclassified data would retain its classification level when
made accessible through the enclave, the aggregation of such data, coupled with increased analytic
capabilities, may necessitate additional controls for the information. The DoD should assess this risk
and determine the policies and guidance with which to address this challenge.

It is imperative that the DoD provide training to all congressional defense committee staffers on the
applications and data provided in the enclaves. It is also critical for congressional staffers to trust the
accuracy and consistency of provided data. An enclave will only be as useful as the end user’s ability to
quickly navigate the application, access the data needed, and know that it is accurate and the most up-
to-date data available. Such applications should be developed in coordination between the DoD and
Congress, ensuring the most possible streamlined user experience for congressional staffers and ease
of proliferation for the DoD.

The remainder of this section describes each of the recommended applications listed above and
identifies several barriers that will need to be cleared in support of these applications.

Application for Delivery of the Annual PB and Budget Justification Materials. The CDAO and USD(C)
should develop an application, to be accessed through the enclave, which annually delivers the PB and
budget justification materials in a searchable and sortable format across fiscal years, colors of money,
and programs at a more detailed level than is currently provided on OUSD(C)’s public website. The DoD
should consider implementation of such delivery in support of the FY 2026 PB in accordance with the
pilot described above. Digitization of the annual PB will ensure timeliness of materials delivery, accuracy
of information, and enable congressional staff to easily parse the request based on their portfolio. The
enclave also supports the Commission’s recommendations on standardization of J-books, where
applicable, and the engagement with Congress recommended in Section VI.

In work done for the Commission, the AIRC conducted a proof-of-concept demonstration on J-book key
word search association, which provides initial exploratory research into the technical delivery of a
capability that could support the searching and sorting of justification materials across Service, color of
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money, or volume.?** In their report, they state “A comprehensive understanding of the complexities and
interdependencies of DoD programs, viewed through J-books, ultimately advances national defense
capabilities, and helps in formulating sound budgetary strategies. However, understanding the budget
implications of various DoD acquisition programs through J-books is daunting, especially for complex
cross-domain strategies like the Joint AllDomain Command and Control (JADC?2). JADC2, which iswoven
throughout the different branches of the DoD, is challenging and currently, as far as we know, is limited
to human-based analysis.”?% Acceleration of an application would empower congressional staff to
understand the holistic programmatic and budgetary request for a portfolio, without delay or additional
manual burden on the DoD workforce, prior to finalizing authorization or appropriation language, which
may have significant operational implications.

Enabling Action: Ensure DoD J-book Systems Enable Ingestion. To provide the PB and supporting
justification materials through an application, ingestion of the source data into an underlying host system
is necessary. Unfortunately, the current environment of J-book writing systems does not support this
outcome. To provide the digital products as envisioned in this recommendation, all J-book writing system
owners must ensure their systems and processes support the export of data as machine readable in
accordance with OMB Circular A-11?°® and FMR Volume 2A.27 In this scenario, data would feed from
authoritative J-book writing systems, around 12 systems across the Military Departments and DoD
Components, to a host environment of the product team’s choosing, and then be externally shared to the
enclave via a PB and J-books Application. This is a practice used by other federal agencies, such as the
Department of Homeland Security where Agencies and Components build their J-books in disparate
systems which then aggregate into a single system.

The Commission is aware thatthe CDAO is currently ingesting Investment data (RDT&E and Procurement
appropriations) into Advana from the Defense Technical Information Center Comptroller XML Exhibit
Support Tool, which is being used for internal analytics. This approach may offer a promising pathway
for expediting this recommendation. Systems owners and Comptrollers are encouraged to collaborate
with the IPT in carrying out the intent of this recommendation, including any additional system or process
adjustments necessary to ensure seamless flow of data into the enclave for delivery to Congress.

Application for Reprogramming Actions. Creating, coordinating, and tracking approval of ATR requests
is atime-consuming administrative process, requiring the use of PDFs and email delivery to request DoD
leadership, OMB, and congressional approval. The CDAO and USD(C) should develop an internal
enterprise-wide coordination and tracking application, including a standardized request format, for all
DoD reprogramming requests, which would significantly reduce process and approval times, highlight
source and requirement trends, and leverage automation to lessen errors, duplication, or misplacement.
Upon development of aninternal application, the IPT, in coordination with the CDAO and USD(C), should
ensure the internal application and enclave allow for the delivery of reprogramming requests and the
tracking and archiving of approval, modification, or denial of requests by Congress within the enclave.

Application for Financial Execution Data. Financial execution data, more commonly known as the
monthly 1002 reports that track obligations and expenditures by appropriation and year of availability,
provides critical information to the congressional committees as they work to authorize and appropriate
the annual budget for the DoD. The DoD should ensure Congress has access to timely, relevant, and

204 Ramirez-Marquez et al. forthcoming.
205 |bid.
206 OMB Circular A-11.

27 DoD FMR Vol. 2A.
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accurate financial execution data to support data-backed decision-making during the legislative
process. Legislative requests are made annually to DoD to provide this data for particular programs, and
the Joint Explanatory Statement accompanying the DoD Appropriations Act, 2023 requested that the
USD(C) provide a plan for delivery of comprehensive obligation and execution data for funds with a tenure
longer than one year.?°® The plan, provided in March of 2023, outlines that in addition to the already
provided current year execution data by Treasury Account, the DoD will provide cumulative expenditure
data from prior fiscal years to the congressional defense committees in an excel spreadsheet format.
The Commission applauds efforts by the DoD to make this data more comprehensive and recommends
the DoD make available obligation and expenditure data for all appropriations through an application in
the enclave at a frequency to be determined by Congress.

Expanded Application for Programmatic Execution Data. The Commission applauds efforts to date
by the CDAO and USD(A&S) to make the annual unclassified SARs available to congressional staffers
through the SUNet platform in a searchable and sortable format. As previously highlighted, feedback
from the congressional defense committees suggests frustration with the lack of accurate, timely, and
comprehensive program execution data from the DoD. Section 805(c)(2) of the NDAA for FY 2022
directed the USD(A&S) to submit a plan to effectively share acquisition data using new reporting systems
for covered programs previously reported under the SAR.2%° In June 2023, the DoD provided an
implementation plan for the modernization of the SAR (MSAR) process.?'® The Commission recommends
that the DoD work with Congress to ensure the data and comparisons outlined for the modernized SAR
meet the needs of Congress, to include more timely classified programmatic data. The Commission
notes the DoD’s expressed intent to provide the data on an annual basis and acknowledges the
challenges that exist with acquisition reporting, particularly the administrative burden that exists to
capture and coordinate the SAR.

The Commission recommends the USD(A&S), in coordination with the CDAO, assess ways to automate
portions of the data collection and cataloging process, to enable a more streamlined and timely means
of programmatic execution reporting with minimized impact to the DoD acquisition workforce. The DoD
should also consider more frequent iterations of SAR data delivery to Congress for certain programs,
possibly quarterly or based on significant events, and at a classification commensurate with appropriate
program transparency, to provide more frequent insight to congressional staffers while maintaining
program execution focus and decision space. This could include more frequent classified annexes to
the MSAR delivered through an application in the secure enclave described in this section.

Application for Congressional Reporting Requirements. The Commission is aware of requests by
Congress to receive access to the OSD(LA)’s Congressional Hearings and Reporting Requirements
Tracking System (CHARRTS) that have been met with little success. At present, when congressional
reports or briefings are completed, they are sent directly to professional staff members via email if they
contain unclassified or CUl information, and hand couriered or delivered electronically through CapNet
if classified. The lack of a streamlined common repository or archive for delivered reports and briefings
is a source of frustration for PSMs who either did not receive the report or briefing they think they should
have received, were not made aware of the delivery of a classified document, or missed the notification
in an abundance of email communications. This is also particularly challenging as new staffers or
staffers with a new portfolio do not always have access to historical information, creating requests to the
DoD for that information. Upon implementation of Recommendation #24, discussed below, the IPT, in

208 Explanatory Statement for P.L. 117-70.
29p | 117-81.
219 Commission interview with subject matter experts.
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coordination with the OSD(LA) and USD(C) Budget and Appropriation Affairs (BAA), should ensure
immediate access for congressional staffers as appropriate by committee or position through the
enclave to a repository of previous and current congressionally directed actions, to include pertinent
data such as assigned office, due date, suspense changes, completion date, and the final report or
briefing.

Recommendation #24: Modernize the Tracking of Congressionally Directed Actions

The CDAOQ, in coordination with the OSD(LA), the USD(C) BAA, and the DBC, should modernize the
process and platform by which the DoD tasks and tracks congressionally directed actions. This should
include:

e An assessment of the OSD(LA)’s CHARRTS and its ability to automatically ingest data from
congressional bills and reports, and the feasibility of making available the data from the current
system to congressional stakeholders.

e Implementation of a modernized solution which allows for the direct ingestion of congressionally-
directed actions and tasking of such actions in a more automated fashion. Such a solution should
allow the sharing of congressional reports, briefings, other congressionally directed actions, and
overall status with Congress through the enclave.

Each year Congress directs that DoD make many changes to the DoD budget proposal that it has
submitted. The DoD uses CHARRTS to track and task DoD stakeholders with all the congressionally-
directed actions from the appropriations and authorization bills, their respective reports, and reports
from each of the congressional defense committees released during the annual legislative process. At
any given time, CHARRTS is tracking more than 1,600 reporting requirements and is essential to ensuring
the DoD knows the status of responses to statutory tasks. Once the congressional markup process
begins, OSD(LA) personnel manually identify, assign, and track over 1,200 annual reporting
requirements. This time-consuming, multi-week process requires several people to review the
legislation, identify Offices of Primary and Coordinating Responsibility, and manually create assignment
cards which are then tasked to the responsible military Services, DoD PSAs, and DoD Components to
complete.

Congress has previously expressed frustration with the process and system used to track congressional
reporting requirements, which culminated in the passage of two statutory requirements: Section 908 of
the NDAA for FY 20212"" and Section 903 of the NDAA for FY 20232%'? were directed at modernization of the
process used to identify, task, and manage congressional reporting requirements. Most notably, Section
903 of the NDAA for FY 2023 directed a capability to enable direct access by the congressional defense
committees to the system (CHARRTS); rapid automatic ingestion of data provided by the committees of
reports and briefings; sortable and exportable database views; automated notification to congressional
staff of changes in the system; and integration with Microsoft Office. It is the Commission’s
understanding that minimal modernization of the platform has occurred. During demonstration of the
platform’s capability, certain search functions did not return results, and the ability to look across
portfolios and fiscal years was challenging at best. The Commission encourages the OSD(LA) to continue
reviewing CHARRTS capabilities and to work with the congressional defense committees towards
meeting their direction as another solution is being deployed.

2 Pp.L.116-283.
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The Commission understands that Congress does not consistently provide final lists of congressional
briefings or reports in machine readable format. To expedite the process by which reports and briefings
are identified and tasked, OSD(LA) assigns their staff to focus on this task for their portfolios. This two-
week process, while a dramatic improvement from the previous months long process, still requires
significant manual labor, leading to potential errors and lessened focus on other critical tasks. While the
OSD(LA) leads this effort for the OSD, all the DoD Components and PSAs are also focused on reviewing
the same legislative texts to see which requirements apply to them. The Commission encourages
Congress to provide a list of congressionally-directed actions with assigned Offices of Primary
Responsibility in machine readable format as an addendum to each Defense and MILCON/VA bill or
report. This practice will ensure both Congress and the DoD are holistically tracking annual reporting
requirements and due dates with speed and accuracy.

Finally, it is the Commission’s position that the DoD should modernize and integrate technologies to
support the automated ingestion, identification, and tasking of congressional reporting requirements
from bill and report text, to include creating an unclassified tracking mechanism for all classified
requirements. Such capabilities will reduce manual workload and potential for error during the
identification process and ensure visibility across the Department and with Congress of what is required
and when.

Application for Congressional Communication with DoD. There is a variety of information that is
exchanged between DoD and Congress on a daily or semi-regular basis, often through legislative liaisons
in the OSD and the military Services. This includes but is not limited to RFls, APQs, QFRs, constituent
requests, and scheduling (as requested by Section 919 of the NDAA for FY 2024).2'® These requests are
often received through email, particularly RFls, which can rely on a single point of failure for critical and
often time-sensitive communications. These requests can be missed or forgotten by legislative liaisons
who may be responsible for multiple offices or Components, causing unnecessary challenges in
communication between a Component and their congressional counterparts with oversight
responsibilities. The DoD has no standardized method for tracking congressional communications—
OSD(LA) tracks communications and engagements through their own congressional tracking system,
and the Military Departments and DoD Components leverage varying systems ranging from commercial
solutions to Excel spreadsheets.

The Commission notes that a system would not and should not replace the necessity for direct
communication or personal relationships between the executive and legislative branches.
Implementation of such a system and its associated processes would be supplemental in nature and
would be used when both parties deemed it appropriate.

Enabling Action: Ensure Congressional Bills, Reports, Funding Tables, and the List of Reporting
Requirements are Provided in an Ingestible Format to the DoD. Upon assessing congressional
processes and systems, the Commission found varying standards for the development and publication
of legislation impacting the DoD. Upon the public release of legislation, hundreds of personnel within
the DoD scrub thousands of pages to identify impacts to programs for which they are responsible and to
determine reporting requirements. These documents include the annual Defense appropriations, NDAA,
MILCON/VA appropriations, Intelligence authorization, and the accompanying reports, and each of the
individual committee marks and reports leading up to the final bills. Some of these documents allow for
the keyword search of interest areas, while others are scanned or provided as unofficial final documents.

23p.. 118-31.
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Upon initial scrub of the reporting requirements and adjustments to the budget, personnel throughout
the DoD manually apply changes to the budget in the authoritative systems and assign congressional
reporting requirements to the appropriate Services and DoD Component(s).

Automation of this information will reduce hundreds of manhours of effort, ensure a common picture
between the DoD and Congress, and speed the time in which the DoD responds to congressional intent.
Providing these documents in a machine-readable format would allow the DoD to develop or acquire
capabilities, which currently exist in the private sector, to analyze, assign, distribute and act on
legislation more quickly. While human cognition is and will always be necessary, the DoD could leverage
natural language processing to scrub congressional reports for congressionally-directed actions,
automatically capturing and assigning those that are explicitly tasked to the Secretary, Military
Departments, and DoD Components. Appropriations Bills could be provided back to the DoD more
regularly in machine readable format such as an XML or JSON file to allow for the expedited integration
of budgetary marks. Congressional reporting requirements that are not explicitly identified by natural
language processing will require human intervention and must be assigned to the appropriate entity,
requiring cross-Component coordination. Budget analysts will continue to verify the reductions or
additions to BLls, assess authorization or appropriation language, and determine the impact on their
programs; however, technology could assist, resulting in significantly faster execution of both the
mission and congressional intent.

Conclusion

Investing in the digital foundation upon which decision-makers rely is necessary to maintain pace with
strategic competitors. Data has limited currency in any conflict unless it is translated into actionable
decisions based on good judgment. Suboptimized decisions ultimately weaken military readiness and
could have lasting impact on the security of the nation. Itis the Commission’s view that the above mix of
recommendations will support the critical transformation of the underlying infrastructure necessary to
support data-driven and timely decision-making both within DoD and in Congress.
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Section VIIl - Strengthen the Capability of the
Resourcing Workforce

The law establishing the Commission requires an assessment of the adequacy of the portion of the OSD
civilian workforce that focuses primarily on programming and budgeting-that is, civilian personnel in
CAPE and the Program/Budget (P/B) part of OUSD(C). The details of that assessment can be found in
Section X of this report. This section identifies recommendations stemming from that assessment.

The civilian personnel considered in this section include all of the CAPE personnel (164 authorized
billets)?'* who support programming, strategic and operational analysis for planning, and acquisition
support related to cost analysis and analyses of alternatives (AoA). Only a portion of the OUSD(C)-the
P/B organization-is included in this section given the focus on programming and budgeting. The P/B
organization has 92 authorized billets, slightly over 50 percent of the total number of billets allocated to
the OUSD(C). Other organizations inside the OUSD(C) lead DoD efforts on financial management
policies and audit, conduct legislative liaison functions with the appropriations committees, manage
human capital and other support functions, and provide front office staff support. When considered
together, the CAPE and P/B billets addressed in this section are only a small fraction of the total number
of personnel involved in DoD resourcing activities throughout the Department. Today, DoD has more
than 50,000 civilian and military personnel working primarily in financial management. The CAPE and
P/B personnel are equal to only about half of one percent of that total, though their position near the top
of DoD’s resource management pyramid often gives their work a significance that exceeds their number.

Much of the Department’s resource management work is accomplished within the Military Departments
and other DoD Components. For this Final Report, the Commission also completed research on the
programming and budgeting workforce within the Service and Military Department headquarters
organizations. Some of the same challenges that are addressed in this OSD assessment are shared by
the Services and Military Departments. The details of that Service and Military Department review can be
found in Section Xl of this report; there are no recommendations in that assessment.

The workforces in the Offices of the Comptroller and CAPE provide the OSD-level of support that enables
their offices to lead the Budget Review and Program Review, respectively. As such, they are extremely
busy ensuring those processes provide the DoD’s senior leaders with the information required to finalize
funding decisions for capabilities, initiatives, infrastructure, and workforce to support the NDS and meet
operational needs today and well into the future. The OUSD(C) and CAPE organizations support
Department leadership well; however, given all that these responsibilities entail, and the timeline in
which they must be completed, the staffs face serious workload challenges. Section Xincludes areview
of OSD Comptroller and CAPE workforce sufficiency, along with a review of new and agile programming
and budgeting techniques, and a review of the frequency and sufficiency of program and budget
execution analysis. The following bullets summarize key aspects of those reviews, with a focus on those
that most influenced the Commission’s recommendations in this section:

214 OSD 2023.
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e CAPE leads the programming phase of PPBE while P/B leads the budgeting and execution phases;

e CAPEisexperiencing some recruiting challenges; about 18 percent of its authorized civilian billets
were vacant, as of first quarter FY 2023;

e P/Bis experiencing challenges with both recruiting and retention;

o The current annual loss rate is about 16 percent, which is near the highest level in recent
history; about 12 percent of P/B’s authorized billets were vacant, as of first quarter FY
2023.

o These figures suggest a P/B staff that is stressed because of a heavy workload; the
Commission was told many P/B staff, including its leadership, work extensive overtime,
and year-round tasks leave little time for training, leave, and a reasonable work-life
balance.?™

e Several of the Commission’s recommendations will take effort to implement, and CAPE and P/B
will have key roles in those implementation efforts, likely further exacerbating these challenges;
and

e Despite these workforce challenges, the Commission assesses that both CAPE and P/B provide
DoD leadership with strong support during the PPBE process.

Overall, the Commission is concerned about staffing in DoD’s financial management organizations. The
OUSD(C)’s P/B organization exemplifies this staffing stress, which in P/B has been occurring for many
years and for a number of reasons. The P/B staff levels have decreased since FY 2002 (from 98 to 91 in
2022) even though the total defense budget, after factoring in inflation, has grown by almost two-thirds
since FY 2000. Today, P/B permanent authorized staffing levels are at 81 after the Revolving Fund
personnel were realigned in 2022 to the Enterprise Data and Business Performance Office (later named
the Enterprise Financial Transformation Office, created in 2023).2'®

The P/B staffing levels do not need to increase in proportion to the defense budget, but much larger
budgets generate additional needs for review and hence require some staff increases. The past couple
of decades have also witnessed a nhumber of crises that generated needs for supplemental funding and
other financial changes. Crises have included 9/11, the Iraq and Afghanistan wars, sequestration cutsin
FY 2013, government shutdowns, regular CRs, the Red Hill water crisis, and a recent series of
supplemental appropriations to assist Ukraine and Israel. Each of these events has added significantly
to the P/B workload. These activities all require additional work and effort, and the regular business and
workload for the organization must also continue.

Due to these events, as well as late appropriations enactments due to CRs and PB submissions that are
delayed in order to incorporate the newly enacted appropriations, there are few periods when the P/B
workload is normal. The budget formulation phase gives way to defense of the budget before Congress,
while during that same time and throughout the rest of the year P/B is overseeing and supporting
execution of the current-year budget, including accommodating seemingly ever-present financial crises.
Thatresults in little downtime for training, leave, addressing long-term issues (e.g., routinely updating the

215 Commission interview with subject matter experts.
21 Note: In addition to the 81 permanent authorized billets, P/B has two temporary, one-year billets that expire in November 2024.
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FMR), and general work-life balance. The assessment in Section X provides more detail on these trends
in P/B and other financial organizations.

For example, the FY 2017 PB was submitted on time on February 1, 2016, to support the congressional
timeline for authorization and appropriations of funding required to begin FY 2017 on October 1, 2016.
Due to changes in the national security environment at that time, aformalbudget amendment for FY 2017
Overseas Contingency Operations (OCO) funding was submitted to Congress in November 2016 and
another budget amendment to Request for Additional Appropriations Operations was submitted to
Congress in March 2017. The November 2016 OCO amendment was appropriated in one of the many

CRs that year, and DoD funding was included in the Consolidated Appropriations Act, 2017 dated May 5,
2017. Final funding was enacted that year with only a few remaining months in the fiscal year for O&M
and MILPERS funds that expire every year on September 30". During that same time, work continued on
the FY 2018 Program and Budget review that was completed and paused for the change of
Administration, prior year funding was being executed in support of those capabilities and activities, and
programs and funding were being continuously shuffled and managed due to the extended CRs.

Keeping in mind the staffing stress on DoD’s financial management organizations, and based on the
research and the knowledge of the Commissioners and staff, this Final Report offers four
recommendations to strengthen the OSD resourcing workforce.

Commission Recommendations

The Commission appreciates the feedback received on potential recommendations outlined in the
Interim Report and has incorporated that input into the recommendations in this Final Report. These
include recommendations to improve training and overall workforce capability, as well as the
recommendation for a cross-functional implementation team to coordinate and institutionalize
implementation of the Final Report recommendations. This Final Report also includes and reiterates
previous recommendations from its Interim Report focused on improving the DoD’s resourcing
workforce capability to support the overall resourcing process and enable faster delivery of information
for decision-makers.

Recommendation #25 (Key): Continue the Focus on Recruiting and Retention

Both CAPE and P/B realize they need to recruit more personnel with the right analytic skillsets. While
continuing to recruit personnel from the Military Departments and DoD Components who have the
appropriate analytic skills and experience, CAPE has been strengthening its recruiting pipelines, which
include greater use of American Association for the Advancement of Science Fellowships; the
Presidential Management Fellows Program; the John S. McCain Strategic Defense Fellows Program;
Intergovernmental Personnel Act placements and detailees; and outreach to recent university graduates
with advanced degrees. For its part, P/B has implemented plans that hire more junior analysts and
provide holistic training in addition to recruiting senior personnel from the military Services. There are
currently some Presidential Management and McCain Fellows who serve in P/B as junior analysts, which
is promising. If P/B can identify the necessary billets, it plans to try to keep some of these Fellows in
financial management, seeking to broaden their skills and experience through assignments in the
Services and DoD Components with the hope that some would eventually return to P/B.
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The Commission commends these efforts and recommends that CAPE and the P/B portion of the
OUSD(C) go further and seek support from the Department for incentives for recruiting and retention.
These incentives could include:
e Payenhancement authority that would permit paying senior or skilled personnel at higher
rates;
e Recruiting and retention bonuses that would allow paying bonuses to new hires;
e Expansive use of Direct Hire authority to speed the process of hiring new personnel;
e Broader use of social media to make potential candidates better aware of opportunities in
CAPE and P/B; and
e Providing modest telework opportunities as a recruiting and retention incentive.

The Office of the Director, CAPE and P/B should also consider whether they can reduce recruiting and
retention demands through greater use of contractor personnel. For example, the P/B organization,
which currently uses contractor personnel primarily for administrative support, should determine if there
are other tasks that could be performed by qualified contractor personnel. Perhaps, as a start, P/B could
consider whether contractors could gather information for budgetary reviews, formulate options and
implementation plans for tasks including those related to proposals from the Commission, develop
written materials and charts, and train P/B analysts on new budget techniques including the use of data
analytics. In making these determinations, P/B must ensure that contractor personnel would not be
performing inherently governmental or closely related work.

Recommendation #26: Streamline Processes and Improve Analytic Capabilities

Ways to reduce demands on personnel involve streamlining processes and improving analytic
capabilities. In P/B, they could reduce some workload, for example, by asking for revisions in the policy
that requires the USD(C) to review and coordinate on all congressional reporting requirements. In
addition, other senior staff or SES members within the OUSD(C) could be the final approval authority for
many documents and actions, instead of the current process that requires all packages be approved by
the USD(C). This small change would eliminate many steps and save significant staff time spentworking
that coordination effort up through the USD(C) chain of leadership. The Commission understands the
OUSD(C) has tried to delegate the review of some packages.

Also promising in terms of workload reduction is greater use of the NGRMS-a single resourcing system
now being used to record changes in data made during both the programming (Program Review) and
budgeting (Budget Review) phases of PPBE. The P/B leaders indicated that the current version of NGRMS
is already providing some help in reducing workload by avoiding data re-entry and corrections as there is
no longer a need to reconcile between the two previous legacy systems it replaced. Later versions of
NGRMS should assist P/B analysts during the Resource Allocation process of the new DRS, for example
during pricing reviews, in tracking the overall status of that year’s program and budget changes, which
should further reduce workload.

Additional and better use of data analytics and business tools will also help reduce workload as analysts
become more familiar with the capabilities and spend less time on data calls to find information. The
Advana platform has already helped in assembling data for submission of supplemental appropriations
for Ukraine; it has also been used to analyze spend plan variances, to include use by the DoD Inspector
General for their review of Ukraine supplemental funding. The DoD plans to broaden the use of shared
platforms/applications, data analytics, and other available tools for budgetary trend and execution
analysis. It will also be used to identify misreported transactions and support actions to improve the
accuracy of spending reports.
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Cost data collection and tools, such as the CAPE-managed Cost Assessment Data Enterprise (CADE)
and Enterprise Visibility and Management of Operating and Support Cost (EVAMOSC) systems, are also
valuable tools to reduce workload and improve estimation and savings in cost management.

The DoD’s AWG is also guiding improvements to analytic capabilities that can reduce workload across
DoD’s analytic community, including for CAPE, OUSD(C), OUSD(P), the Joint Staff, and the military
Services. Efforts are focused on improving quality of and access to data, improving analytic tools, and
resolving classified access and infrastructure challenges. Recent progress in these areas is promising,
including efforts to connect and catalogue data on the Advana platform and to create a joint classified
portfolio available across organizations. Future AWG plans include enhancements for weapons
performance data, adding levels of detail in posture data, structuring data for use in key models, and
sharing data from models, wargames, and experiments.?'’

The Commission also believes that workload could be reduced by streamlining the organization within
P/B and the OSD staff. The USD(C) has created an Enterprise Financial Transformation (EFT) office in
addition to the existing Program and Fiscal Control (P&FC) office. These offices appear to have some
overlapping responsibilities, particularly in the management of the budget database and other IT
capabilities. The DoD has also created the CDAO, which is responsible for speeding the adoption of data
analytics and Al, providing the appearance to the Commission that there may be overlaps among these
offices. Eliminating these overlaps may help P/B streamline its workload.

As noted in the Commission’s assessment of the CAPE and P/B workforces, both offices appear to be
providing strong support to the PPBE process (see Section X for further details). The recommendations
in this section will further improve the analytic aspects of this support.

Recommendation #27: Improve Training for Personnel Involved in Defense Resourcing

The Commission determined that better training on a number of topics is required for resource
management and acquisition personnel, as well as for those who execute and support the PPBE process
from strategy through execution. Many personnel understand their functions, but do not necessarily
know how that function supports the larger efforts that culminate in all the analysis and budget
justification materials, or how those products are used with Congress to support the authorization and
appropriations processes. An understanding of the entirety of the process should be part of the training
that personnel receive, so that they understand how important their role is in the process and what
happens with their analytic or work products. In many cases, these topics can be added to existing
classes and new orientation schedules; however, in some cases, implementation may require more
specific development of curriculum by training providers. Specifically, the Commission recommends
the following:

Recommendation #27A: Improve Training for Preparation of Justification Materials (J-books)

The PB is the formal submission to Congress of everything that the DoD requires from paying its
personnel and purchasing supplies, to buying planes, vehicles, and ships, etc. The J-books are used to
provide Congress with needed information, to include justification for why resources are needed for a
specific program, and to aid Congress in their review before authorizing and appropriating DoD budgets.
They are also used to develop a common understanding of the purpose of requested funds. The exhibits
in the PB are often supplemented with other highlight materials and much more detailed additional

217 AWG 2023, 4-5.
________________________________________________________________________________________________|
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information during staffer rollout days. However, the exhibits need to be complete enough to stand on
theirown in case the opportunity to provide additional information does not occur. Afteran appropriation
is enacted, budget J-books become a key document providing guidance to ensure that funds are
expended in accordance with their intended purpose based on how those requirements were described.

Today, there is limited training that teaches DoD personnel the importance of the J-books or how to
develop and write the descriptive narratives that provide Congress needed information and the
Department with appropriate guidance on the expenditure of funds. While the Commission has been
told that some training in writing J-books is available in parts of the Department, it appears that it is not
institutionalized within the military Services and DoD Components. Instead, “on-the-job” training is the
rule and repeating last year’s J-book narratives with minor adjustments is common practice.

The Commission recommends the creation of training courses for various types of budget justification
materials, including J-books, data files, and staffer briefings. Course material for inclusion in existing
courses or individual courses should be created for financial management (FM) and acquisition
personnel and for other groups as needed. For FM personnelthe course(s) should be offered through the
FM Certification Program while acquisition and other functional specialties would utilize their own
training certification programs and processes. The training should also be offered to congressional staff
and personnel on a voluntary basis.

The Commission also recommends that training on the purpose and use of J-books be inserted into
existing training for acquisition personneland Command-level leadership. Itis imperative that personnel
responsible for directing the use of funds and executing those funds are appropriately informed of the
importance and legal implications of the J-book narratives and accompanying congressional direction.
The DAU, in coordination with the USD(A&S) and the USD(R&E), will be responsible for incorporating this
training into existing curricula. Command-level orientation should be updated to include a session on J-
books and congressional direction.

The OUSD(C) should take the lead on this recommendation, starting with creation of a cross-functional
team including representatives from USD(A&S), USD(R&E), and appropriate organizations within the
military Services and other DoD Components. The team would identify the specifics of training to be
conducted and then, for FM personnel, personnelin charge of the FM Certification Program would create
acourse. The cross-functional team should be identified within four months after publication of this Final
Report and should complete its work within six months, if possible, but no later than one year. Success
in implementation of this recommendation should be judged by adherence to the deadlines and by
student feedback on the resulting courses.

Recommendation #27B: Improve Training for DoD Liaisons

The personnel serving in liaison billets provide a critical service to the Department by linking DoD
personnel with their congressional counterparts in everything from formal hearings with the most senior
leaders, to meetings or briefings on a requested topic with the subject matter experts best postured to
address the issues. As further addressed in Section VI, the liaisons also need to understand the
congressional calendar to assist with scheduling meetings and briefings at the most opportune times to
provide information from the Department to meet staffer needs. Sharing information and best practices
across the liaison offices will also lead to better awareness on the part of the military and career civilians
who serve there and improve the effectiveness of their communications.
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This recommendation involves the appropriation and authorization liaisons who, in the course of their
duties, provide support to the resourcing workforce as well as DoD leadership. While the liaisons are not
directly involved in resourcing work, a successful liaison will help make the financial workforce more
effective.

Recommendation #27C: Expand Training on Data Analytics

As discussed further in Section VI, the focus for personnel supporting the PPBE process needs to shift
from finding and reconciling data to analysis of the available authoritative information. Understanding
what is available and where to find it will further enable better analysis and presentation of that
information to senior leaders. The CDAO and EFT should expand opportunities for the PPBE workforce
to receive training on the applications, data sources, and capabilities of and within the Advana platform.
Feedback from different users of the PPBE process (CAPE, the Joint Staff, and the OUSD(C)) mentioned
concerns about their ability to use and access data via Advana. Such training should be geared toward
different levels of the leadership chain and include an overview of the capabilities, applications and
feeder systems, and technical architecture.

Recommendation #27D: Improve Understanding of Private Sector Practices

The Commission recommends that those personnel heavily involved in PPBE become more familiar with
private sector issues that could influence their work. Increasingly, DoD needs the assistance of the
private sector, including small business and venture capital firms, to provide the innovation needed to
meet warfighter requirements. The Commission believes that PPBE personnel should be betterinformed
about private sector firms and their incentive structures to increase DoD’s understanding about how
PPBE decisions impact private firms and make better decisions during the PPBE process, to include
industrial base and supply chain challenges. Familiarization information should include, but not be
limited to, issues such as financial management in private sector companies including profit and loss
considerations, market analyses that private enterprises use to make decisions about DoD projects,
timelines faced by private sector firms including the short timelines faced by some small businesses,
and differences in the overall culture between private firms and DoD.

To achieve needed familiarization with private sector practices, the DoD could reinstitute site visits by
PPBE personnel to private companies, which the Commission understands to have been discontinued in
some cases as aresult of reduced travel budgets. The Commission recommends that the USD(A&S) take
the lead on formulating a familiarization program perhaps built on site visits for those PPBE personnel
most involved with the private sector. The program should be available within one year of publication of
this Final Report. Those formulating the program should reach out to industry associations for advice
and assistance.

Recommendation #28: Establish an Implementation Team for Commission Recommendations
Many of the Commission’s recommendations drive additional, though temporary, workload which will
be critical to successful implementation. The Commission recommends that the Department establish
a cross-functional implementation team for a three-to-five-year timeframe that reports directly to the
Deputy Secretary of Defense to oversee and implement recommendations. The Commission
recommends adequate staffing for this team but does not recommend the specific size of the team,
which will depend on which Commission recommendations the DoD and Congress agree to implement.
Nor does the Commission recommend specific sources of personnel. The DoD could use existing billets
from various organizations to provide staffing, perhaps including temporary billets. Consultants and
other contractor support may also prove useful in providing the necessary expertise to support the
breadth of the requirements and fully implement the Commission’s recommendations, so long as the

consultants and contractors do not perform any inherently governmental work.
|
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Section IX- Complete List of Recommendations

Section IX - Complete List of Recommendations

#1.

#2.

#3.

#4.

#5.

#6.

Replace the PPBE Process with a new Defense Resourcing System (DRS)
The Commission recommends establishing the DRS to replace the current PPBE process. The DRS
includes three processes: Strategy, Resource Allocation, and Execution. The Resource Allocation
process includes three steps—Guidance, Build, Decision-to produce a strategically-aligned budget
submission.

Refer to Section IV, page 47 for more detailed information.

Strengthen the Defense Resourcing Guidance

The Commission recommends improving the timeliness and content of guidance documents through
a new guidance step that produces the DRG. This includes a process, led by CAPE in its role as
executive secretary of the Analysis Working Group, of a series of informational and decisional
meetings presenting threat and analytical information to senior leaders to frame the strategic
environment and drive up-front resource decisions documented in the DRG.

Refer to Section IV, page 51 for more detailed information.

Establish Continuous Planning and Analysis

The Commission recommends creating and strengthening robust analytic processes and metrics
aligned with strategic guidance to inform all phases of the DRS with improved joint warfighting
assessments and analysis; holistic execution phase reviews beyond financial metrics; continuous
planning and strategic reviews to inform the DRG and Resource Allocation Submissions; industrial
base and supply chain analysis; and information technology modernization to support modern
analytic, wargaming, and modeling and simulation capabilities and improve access to analysis
across the Department.

Refer to Section IV, page 53 for more detailed information.

Transform the Budget Structure

The Commission recommends transforming the structure of DoD appropriations by reorganizing the
budget structure to a proposed structure of Service/Component, Major Capability Activity Area,
System/Program, and lifecycle. The recommendation treats Military Personnel (MILPERS) as a
standalone capability area and recommends realignment of some Operating and Maintenance funds
(O&M) while retaining broader O&M MCAAs for general operations.

Refer to Section IV, page 55 for more detailed information.

Consolidate RDT&E Budget Activities (BA)

The Commission recommends consolidation of RDT&E BAs to reflect current technology
development paradigms and improve agility for programs.

Refer to Section IV, page 64 for more detailed information.

Increase Availability of Operating Funds
The Commission recommends addressing challenges related to the availability of operational
funding by allowing a carryover of five percent of MILPERS and O&M annual total obligation authority,
to cross into the next fiscal year. This recommendation would also require monthly reporting on the
expenditure of carry-over funds, to ensure continued congressional control and oversight over these
accounts.

Refer to Section V, page 77 for more details.
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Section IX- Complete List of Recommendations

#7. Modify Internal DoD Reprogramming Requirements

The Commission recommends the Department streamline internal reprogramming procedures. The
Under Secretary of Defense for Comptroller (USD(C)) could delegate a share of general transfer
authority to the Military Departments on an annual basis, and the USD(C) and Military Departments
should delegate BTR authority, to specified dollar levels, to commanders and Program Executive
Officers who want to move money within their own portfolios.

Refer to Section V, page 78 for more detailed information.

#8. Update Values for Below Threshold Reprogrammings (BTR)
The Commission recommends three steps to improve the BTR process while maintaining congressional
oversight:

#8A. Increase BTR Thresholds Based Upon the Nominal Growth of the Appropriation

The Commission recommends an interim step of adjusting existing thresholds to levels more
commensurate with historic authority and current needs calculated by adjusting BTR thresholds for
each color of money. The proposed calculation would result in new BTR thresholds of $25 million for
RDT&E, $40 million for Procurement, $30 million for O&M, and $15 million for MILPERS.

Refer to Section V page 79 for more details.

#8B. Allow Reprogramming of a Small Percentage of an Entire Appropriations Account with
Regular Congressional Briefings and Oversight

The Commission recommends a longer-term replacement of existing BTR thresholds for individual
movements of funds at the budget line item level with an approach that would allow the Department
to move a small percentage of the funds within an account in the year of execution with a quarterly
report to the congressional defense committees. The Commission recommends that the
Department be authorized to reallocate up to a specified amount of funding within each
appropriations account, based on historic norms of BTR transfers within such accounts.

Refer to Section V page 80 for more details.

#8C. Simplify New Start Notifications by Increasing the Notification Threshold

#9.

The Commission believes that the Department can provide standardized guidance for the writing and
interpretation of justification materials to minimize the number of new start notifications required,
for example, by ensuring that minor modifications of existing efforts are not interpreted as
constituting new starts.

The Commission recommends that the new start threshold be increased by an amount
commensurate with the increase in the BTR threshold, as described in Recommendation #8A.

See Section V page 81 for more details.

Mitigate problems caused by Continuing Resolutions (CR)

The Commission recommends actions so the DoD can continue to respond to developing
circumstances and take advantage of emerging opportunities during a CR by (1) permitting select new
starts under a CR, in the limited circumstances where the program to be initiated is included in the
PB request and has not been disapproved in an authorization or appropriation bill under
consideration in either chamber, and (2) allowing increased program quantities and development
ramps in the same limited circumstances.

Refer to Section V, page 81 for more detailed information.
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Section IX- Complete List of Recommendations

#10. Review and Consolidate Budget Line Items (BLI)

e The DoD should systematically review BLIs and work with the congressional defense committees to
consolidate where appropriate.

o Referto Section V, page 82 for more detailed information.

#11. Address Challenges with Colors of Money

The incorrect alignment of colors of money often requires additional time and coordination to address,
delaying execution on programs and projects. The Commission recommends three ways to improve
alignment of colors of money to a program while maintaining congressional oversight:

#11A. Allow Procurement, RDT&E, or O&M to be used for the Full Cycle of Software

Development, Acquisition, and Sustainment

e Effective software acquisition takes place through a continuous cycle of development, prototyping,
testing, fielding, troubleshooting, revision, and sustainment. Allowing software to be funded by
existing colors of money available to an organization reduces delays and administrative burdens
associated with realigning funds without creating additional budget segmentation or delaying
program schedules.

o Referto Section V, page 84 for more details.

#11B. Use O&M for Hardware Continuing Improvements

e Many DoD weapon systems currently in sustainment have been in the inventory for an extended
period and require periodic hardware updates due to obsolescence issues, part failures, and/or
diminishing manufacturing sources. It has become increasingly difficult to differentiate between
increased capability (which requires RDT&E and Procurement funding) and form/fit/function
hardware updates to maintain a capability (which can be done with O&M funding).

e The Commission recommends that the Department be authorized to utilize O&M funds for hardware
improvements in the sustainment phase, even in cases where the improvements result in an
increased capability.

e Referto Section V, page 86 for more details.

#11C. Align Program and Program Office Funding to the Predominant Activity of the Program

e The Commission recommends colors of money be aligned to a program and program office purpose
or mission to allow the use of a single color of money to fund activities associated with the effort’s
primary focus.

o Referto Section V, page 88 for more detailed information.

#12. Review and Update PPBE-Related Guidance Documents

e The OUSD(C) should dedicate staffing to ensure sufficient review and more frequent update to PPBE-
related guidance documents, with an update at least every three years. A dedicated cross-functional
team to review and issue updates to the FMR is also recommended.

o Referto Section V, page 89 for more detailed information.

#13. Improve Awareness of Technology Resourcing Authorities

e The Commission recommends the OUSD(C), OUSD(A&S), and OUSD(R&E) develop a handbook on
available innovation and adaptability funds and authorities that should be electronically posted and
distributed to the entire DoD financial management (FM) and acquisition workforces and
incorporated into the existing Defense Acquisition University and FM training and certification
programs.

o Referto Section V, page 90 for details.
|
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Section IX- Complete List of Recommendations

#14. Establish Special Transfer Authority for Programs Around Milestone Decisions

e The Commission recommends that Congress authorize the use of a new special transfer authority,
to be executed in the same manner and subject to the same dollar limitations as a BTR, to move
money between RDT&E and Procurement accounts within a single program within an established
three-year transition period (i.e., between Milestone (MS) B and MS C), provided that the use of funds
remains consistent with the program purpose as described in the associated J-books.

o Referto Section V, page 92 for details.

#15. Rebaseline OSD Obligation and Expenditure Benchmarks

e The Commission recommendsthe OUSD(C) assess baseline obligation and expenditure benchmarks
based on recent historical execution at the BLI level for all appropriations (especially for the Science
and Technology (S&T) portfolio) and, if necessary, establish new benchmarks that reflect more
realistic program expectations under current circumstances.

o Referto Section V, page 92 for details.

#16. Encourage Use of the Defense Modernization Account (DMA)

e The Commission recommends that DoD fully utilize the DMA, authorized in Title 10 U.S.C §3136,%'®
to remove barriers to execution and allow the transfer of any expiring funds, available due to
efficiencies and other savings, as specified.

e The Commission also recommends that DoD work with Congress to modify this language or develop
an appropriations bill general provision that fully characterizes the need for innovation and related
infrastructure investments, rather than just cost savings or investment in current programs.

o Referto Section V, page 93 for details.

#17. Encourage Improved In-Person Communications

e The Commission recommends the Department, Services, and DoD Components establish a process
that engages with the appropriate congressional committees on a more frequent basis to improve
communication and share relevant information with Congress.

e Referto Section VI, page 98 for more detailed information.

#18. Restructure the Justification Books (J-book)

e The DoD should work with Congress to establish common formats and content for the J-books. There
should be consistent language and appropriate depth of budgetary and programmatic content where
there are cross-cutting programs and activities, such as the RDT&E S&T budget lines and the O&M
readiness accounts.

e Referto Section VI, page 99 for more detailed information.

#19. Establish Classified and Unclassified Communication Enclaves

e The CDAO, in coordination with the DoD CIO, USD(C), and Assistant Secretary of Defense for
Legislative Affairs (OSD(LA)), should expedite the delivery of a classified and unclassified enclave to
share appropriate information with Congress and for Congress to share information with DoD.

e Referto Section VIl, page 115 for more detailed information.

21810 U.S.C. §3136.
________________________________________________________________________________________________|
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Section IX- Complete List of Recommendations

#20. Create a Common Analytics Platform

e The CDAO, in coordination with the DoD CIO, the USD(C), the Director of CAPE, and the PIO/DA&M
establish an integrated product team for the expansion and enhancement of capabilities through a
common platform to provide enterprise resourcing analytics.

o Referto Section VI, page 107 for more detailed information.

#21. Strengthen Governance for DoD Business Systems

e The DoD should strengthen the governance over DoD Business systems, including those that support
financial statement audits. The USD(C), in coordination with the DoD CIO and PIO/DA&M, should
develop a strategic approach to prioritize the remediation of known system issues within the DoD that
impact financial statement auditability and address priorities as part of the Enterprise Business
Systems Roadmap. The DoD should establish a Deputy CIO for Business Systems and ensure the
development of a charter, outlining a DoD Business Systems governance process.

o Referto Section VI, page 111 for more detailed information.

#22. Accelerate Progress Toward Auditable Financial Statements

e The USD(C), in coordination with DoD CIO and the military Services, should develop and approve
policy changes to financial systems needed to support the financial statement audit.

o Referto Section VIl, page 113 for more detailed information.

#23. Continue Rationalization of the OSD Resourcing Systems

e The OUSD(C) and Director of CAPE should continue to accelerate efforts to consolidate OSD-level
resourcing systems, processes, and analytic capabilities.

e Referto Section VIl, page 113 for more detailed information.

#24. Modernize the Tracking of Congressionally Directed Actions

e The CDAO, in coordination with the OSD(LA), the USD(C) Budget and Appropriations Affairs, and the
Defense Business Council, should modernize the process and platform by which the DoD tasks and
tracks congressionally directed actions.

o Referto Section VII, page 120 for more detailed information.

#25. Continue the Focus on Recruiting and Retention

e The Office of the Director, CAPE and OUSD(C) Program/Budget organizations should seek support
from the Department for a variety of recruiting and retention incentives.

o Referto Section VIII, page 125 for more detailed information.

#26. Streamline Processes and Improve Analytic Capabilities
e The Commission suggests actions that would reduce workload for the OSD resourcing workforces.
o Referto Section VIII, page 126 for more detailed information.

#27. Improve Training for Personnel Involved in Defense Resourcing

e The Commission determined that better training on a number of topics was required for financial
management and acquisition personnel, as well as for those who execute and support the DRS from
Strategy through Execution.

o Referto Section VIII, page 127 for more detailed information.

COMMISSION ON PPBE REFORM 134


https://gbc-word-edit.officeapps.live.com/we/wordeditorframe.aspx?ui=en%2DUS&rs=en%2DUS&wopisrc=https%3A%2F%2Fussen.sharepoint.com%2Fsites%2FResearchPPBE%2F_vti_bin%2Fwopi.ashx%2Ffiles%2Ffe2bda55263242ac99cf2b54fa870e04&wdenableroaming=1&mscc=1&hid=356A01A1-A0C2-4000-ABF2-9CD1E53F5422&wdorigin=ItemsView&wdhostclicktime=1705176891823&jsapi=1&jsapiver=v1&newsession=1&corrid=a43fc224-2ce6-4f8f-a4cd-b36f668d7ec6&usid=a43fc224-2ce6-4f8f-a4cd-b36f668d7ec6&sftc=1&cac=1&mtf=1&sfp=1&instantedit=1&wopicomplete=1&wdredirectionreason=Unified_SingleFlush&rct=Normal&ctp=LeastProtected#_ftnref1
https://gbc-word-edit.officeapps.live.com/we/wordeditorframe.aspx?ui=en%2DUS&rs=en%2DUS&wopisrc=https%3A%2F%2Fussen.sharepoint.com%2Fsites%2FResearchPPBE%2F_vti_bin%2Fwopi.ashx%2Ffiles%2Ffe2bda55263242ac99cf2b54fa870e04&wdenableroaming=1&mscc=1&hid=356A01A1-A0C2-4000-ABF2-9CD1E53F5422&wdorigin=ItemsView&wdhostclicktime=1705176891823&jsapi=1&jsapiver=v1&newsession=1&corrid=a43fc224-2ce6-4f8f-a4cd-b36f668d7ec6&usid=a43fc224-2ce6-4f8f-a4cd-b36f668d7ec6&sftc=1&cac=1&mtf=1&sfp=1&instantedit=1&wopicomplete=1&wdredirectionreason=Unified_SingleFlush&rct=Normal&ctp=LeastProtected#_ftnref2

Section IX- Complete List of Recommendations

#27A. Improve Training for Preparation of Budget Justification Materials

e The Commission recommends creation of training courses for various types of budget justification
materials, including J-books, data files, and staffer briefings, and also recommends that training on
the purpose and use of J-books be inserted into existing training for acquisition personnel and
Command-level leadership.

o Referto Section VIII, page 127 for more detailed information.

#27B. Improved Training for DoD Liaisons

e The OSD(LA), in coordination with OSD Comptroller’s BAA office, should provide standardized,
structured training that adopts best practices from the Services and DoD Components for both
appropriation and authorization legislative liaisons to improve engagement with Congress and cross-
communication between both branches.

o Referto Section VIlI, page 128 for more detailed information.

#27C. Expand Training for Data Analytics

e The CDAO and OUSD(C) Enterprise Financial Transformation organizations should expand
opportunities for the resourcing workforce to receive training on the applications, data sources, and
capabilities of and within the Advana platform.

e Referto Section VIIl, page 129 for more detailed information.

#27D. Improve Understanding of Private Sector Practices

e Personnel heavily involved in PPBE should become more familiar with private sector issues and
incentives that could influence their work.

e Referto Section VIIl, page 129 for more detailed information.

#28. Establish an Implementation Team for Commission Recommendations

e The Commission recommends that the Department establish a cross-functional implementation
team for a three-to-five-year timeframe that reports directly to the Deputy Secretary of Defense to
oversee and implement recommendations.

o Referto Section VIII, page 129 for more detailed information.
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Section X — Required Assessments and Findings

This section of the Final Report presents and summarizes findings required by Section 1004 of the NDAA for
FY 2022 and which are addressed in greater detail in previous sections of this report.

A. Establishing Commission Language
Section 1004 of the NDAA for FY 2022 (Public Law 117-81) established an independent “Commission on
Planning, Programming, Budgeting, and Execution Reform” as follows:

SEC. 1004. COMMISSION ON PLANNING, PROGRAMMING, BUDGETING, AND EXECUTION REFORM.2"
(a) ESTABLISHMENT.—

(1) IN GENERAL.—There is hereby established an independent commission in the legislative branch to be
known as the ‘““Commission on Planning, Programming, Budgeting, and Execution Reform” (in this
section referred to as the “Commission”’).

(2) DATE OF ESTABLISHMENT.—The Commission shall be established not later 30 days after the date of
the enactment of this Act.

(b) MEMBERSHIP.—

(1) NUMBER AND APPOINTMENT.—The Commission shall be composed of 14 civilian individuals not
employed by the Federal Government who are recognized experts and have relevant professional
experience one or more of the following:

(A) Matters relating to the planning, programming, budgeting, and execution process of the
Department of Defense.

(B) Innovative budgeting and resource allocation methods of the private sector.

(C) lterative design and acquisition process.

(D) Budget or program execution data analysis.

(2) MEMBERS.—The members shall be appointed as follows:

(A) The Secretary of Defense shall appoint two members.

(B) The Majority Leader and the Minority Leader of the Senate shall each appoint one member.

(C) The Speaker of the House of Representatives and the Minority Leader shall each appoint one
member.

(D) The Chair and the Ranking Member of the Committee on Armed Services of the Senate shall each
appoint one member.

(E) The Chair and the Ranking Member of the Committee on Armed Services of the House of
Representatives shall each appoint one member.

(F) The Chair and the Ranking Member of the Committee on Appropriations of the Senate shall each
appoint one member.

(G) The Chair and the Ranking Member of the Committee on Appropriations of the House of
Representatives shall each appoint one member.

(3) DEADLINE FOR APPOINTMENT.—Not later than 30 days after the date described in subsection (a)(2),
members shall be appointed to the Commission.

(4) EXPIRATION OF APPOINTMENT AUTHORITY.—The authority to make appointments under this
subsection shall expire on the date described in subsection (a)(2), and the number of members of the
Commission shall be reduced by the number equal to the number of appointments so not made.

(c) CHAIR AND VICE CHAIR.—The Commission shall elect a Chair and Vice Chair from among its members.
(d) PERIOD OF APPOINTMENT AND VACANCIES.—Members shall be appointed for the term of the

Commission. A vacancy in the Commission shall not affect its powers and shall be filled in the same

manner as the original appointment was made.

29p.. 117-81.
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(e) PURPOSE.—The purpose of the Commission is to—

(1) examine the effectiveness of the planning, programming, budgeting, and execution process and
adjacent practices of the Department of Defense, particularly with respect to facilitating defense
modernization;

(2) consider potential alternatives to such process and practices to maximize the ability of the
Department of Defense to respond in a timely manner to current and future threats; and

(3) make legislative and policy recommendations to improve such process and practices in order to field
the operational capabilities necessary to outpace near-peer competitors, provide data and analytical
insight, and support an integrated budget that is aligned with strategic defense objectives.

(f) SCOPE AND DUTIES.—The Commission shall perform the following duties:

(1) Compare the planning, programming, budgeting, and execution process of the Department of
Defense, including the development and production of documents including the Defense Planning
Guidance (described in section 113(g) of title 10, United States Code), the Program Objective
Memorandum, and the Budget Estimate Submission, with similar processes of private industry, other
Federal agencies, and other countries.

(2) Conduct a comprehensive assessment of the efficacy and efficiency of all phases and aspects of the
planning, programming, budgeting, and execution process, which shall include an assessment of—
(A) the roles of Department officials and the timelines to complete each such phase or aspect;

(B) the structure of the budget of Department of Defense, including the effectiveness of categorizing
the budget by program, appropriations account, major force program, budget activity, and line
item, and whether this structure supports modern warfighting requirements for speed, agility,
iterative development, testing, and fielding;

(C) a review of how the process supports joint efforts, capability and platform lifecycles, and
transitioning technologies to production;

(D) the timelines, mechanisms, and systems for presenting and justifying the budget of Department
of Defense, monitoring program execution and Department of Defense budget execution, and
developing requirements and performance metrics;

(E) areview of the financial management systems of the Department of Defense, including policies,
procedures, past and planned investments, and recommendations related to replacing,
modifying, and improving such systems to ensure that such systems and related processes of the
Department result in—

i. effective internal controls;
ii. the ability to achieve auditable financial statements; and
iii. the ability to meet other financial management and operational needs; and

(F) areview of budgeting methodologies and strategies of near-peer competitors to understand if and
how such competitors can address current and future threats more or less successfully than the
United States.

(G) Develop and propose recommendations to improve the effectiveness of the planning,
programming, budgeting, and execution process.

(g) COMMISSION REPORT AND RECOMMENDATIONS.—

(1) INTERIM REPORT.—Not later than February 6, 2023, the Commission shall submit to the Secretary of
Defense and the congressional defense committees an interim report including the following:

(A) An examination of the development of the documents described in subsection (f)(1).

(B) An analysis of the timelines involved in developing an annual budget request and the future-years
defense program (as described in section 221 of title 10, United States Code), including the ability
to make changes to such request or such program within those timelines.

(C) A review of the sufficiency of the civilian personnel workforce in the Office of the Secretary of
Defense and the Office of Cost Assessment and Program Evaluation to conduct budgetary and
program evaluation analysis.

(D) An examination of efforts by the Department of Defense to develop new and agile programming

and budgeting to enable the United States to more effectively counter near-peer competitors.
|
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(E) A review of the frequency and sufficiency of budget and program execution analysis, to include
any existing data analytics tools and any suggested improvements.

(F) Recommendations for internal reform to the Department relating to the planning, programming,
budgeting, and execution process for the Department of Defense to make internally.

(G) Recommendations for reform to the planning, programming, budgeting, and execution process
that require statutory changes.

(H) Any other matters the Commission considers appropriate.

(2) FINAL REPORT.—Not later than September 1, 2023, the Commission shall submit to the Secretary of
Defense and the congressional defense committees afinalreport thatincludes the elements required
under paragraph (1).

(3) BRIEFINGS.—Not later than 180 days after the date specified in subsection (a)(2), and not later than
30 days after each of the interim and final reports are submitted, the Commission shall provide to the
congressional defense committees a briefing on the status of the review and assessment conducted
under subsection (f) and include a discussion of any interim or final recommendations.

(4) FORM.—The reports submitted to Congress under paragraphs (1) and (2) shall be submitted in
unclassified form but may include a classified annex.

(h) GOVERNMENT COOPERATION.—

(1) COOPERATION.—In carrying out its duties, the Commission shall receive the full and timely
cooperation of the Secretary of Defense in providing the Commission with analysis, briefings, and
other information necessary for the fulfillment of its responsibilities.

(2) LIAISON.—The Secretary shall designate at least one officer or employee of the Department of
Defense to serve as a liaison between the Department and the Commission.

(3) DETAILEES AUTHORIZED.—The Secretary may provide, and the Commission may accept and employ,
personnel detailed from the Department of Defense, without reimbursement.

(4) FACILITATION.—

(1) INDEPENDENT, NON-GOVERNMENT INSTITUTE.—Not later than 45 days after the date specified
in subsection (a)(2), the Secretary of Defense shall make available to the Commission the services
of an independent, nongovernmental organization, described under section 501(c)(3) of the
Internal Revenue Code of 1986 and which is exempt from taxation under section 501(a) of such
Code, which has recognized credentials and expertise in national security and military affairs, in
order to facilitate the discharge of the duties of the Commission under this section.

(2) FEDERALLY FUNDED RESEARCH AND DEVELOPMENT CENTER.—On request of the Commission,
the Secretary of Defense shall make available the services of a federally funded research and
development center in order to enhance the discharge of the duties of the Commission under this
section.

(i) STAFF.—

(1) STATUS AS FEDERAL EMPLOYEES.—Notwithstanding the requirements of section 2105 of title 5,
United States Code, including the required supervision under subsection (a)(3) of such section,
the members of the commission shall be deemed to be Federal employees.

(2) EXECUTIVE DIRECTOR.—The Commission shall appoint and fix the rate of basic pay for an
Executive Director in accordance with section 3161(d) of title 5, United States Code.

(3) PAY.—The Executive Director, with the approval of the Commission, may appoint and fix the rate
of basic pay for additional personnel as staff of the Commission in accordance with section
3161(d) of title 5, United States Code.

(j): PERSONAL SERVICES.—

(1) AUTHORITY TO PROCURE.—The Commission may—

(A) procure the services of experts or consultants (or of organizations of experts or consultants)
in accordance with the provisions of section 3109 of title 5, United States Code; and

(B) pay in connection with such services the travel expenses of experts or consultants, including
transportation and per diem in lieu of subsistence, while such experts or consultants are

traveling from their homes or places of business to duty stations.
|
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(2) MAXIMUM DAILY PAY RATES.—The daily rate paid an expert or consultant procured pursuant to
paragraph (1) may not exceed the daily rate paid a person occupying a position at level IV of the
Executive Schedule under section 5315 of title 5, United States Code.

(k) AUTHORITY TO ACCEPT GIFTS.—The Commission may accept, use, and dispose of gifts or donations of
services, goods, and property from non-Federal entities for the purposes of aiding and facilitating the work
of the Commission. The authority in this subsection does not extend to gifts of money. Gifts accepted
under this authority shall be documented, and conflicts of interest or the appearance of conflicts of
interest shall be avoided. Subject to the authority in this section, commissioners shall otherwise comply
with rules set forth by the Select Committee on Ethics of the Senate and the Committee on Ethics of the
House of Representatives governing Senate and House employees.

() LEGISLATIVE ADVISORY COMMITTEE.—The Commission shall operate as a legislative advisory
committee and shall not be subject to the provisions of the Federal Advisory Committee Act (Public Law
92-463; 5 U.S.C. App) or section 552b, United States Code (commonly known as the Government in the
Sunshine Act).

(m) CONTRACTING AUTHORITY.—The Commission may acquire administrative supplies and equipment for
Commission use to the extent funds are available.

(n) USE OF GOVERNMENT INFORMATION.—The Commission may secure directly from any department or
agency of the Federal Government such information as the Commission considers necessary to carry out
its duties. Upon such request of the chair of the Commission, the head of such department or agency shall
furnish such information to the Commission.

(o) POSTAL SERVICES.—The Commission may use the United States mail in the same manner and under the
same conditions as departments and agencies of the United States.

(p) SPACE FOR USE OF COMMISSION.—Not later than 30 days after the establishment date of the
Commission, the Administrator of General Services, in consultation with the Commission, shall identify
and make available suitable excess space within the Federal space inventory to house the operations of
the Commission. If the Administrator is not able to make such suitable excess space available within such
30-day period, the Commission may lease space to the extent the funds are available.

(g9) REMOVAL OF MEMBERS.—A member may be removed from the Commission for cause by the individual
serving in the position responsible for the original appointment of such member under subsection (b)(1),
provided that notice has first been provided to such member of the cause for removal and voted and
agreed upon by three quarters of the members serving. A vacancy created by the removal of a member
under this subsection shall not affect the powers of the Commission, and shall be filled in the same
manner as the original appointment was made.

() TERMINATION.—The Commission shall terminate 180 days after the date on which it submits the final
report required by subsection (g)(2).

Section 1057 of the NDAA for FY 2023 (Public Law 117-263) further modified the Interim and Final Report dates
as follows:

SEC. 1057. EXTENSION OF CERTAIN REPORTING DEADLINES.??°
(a) COMMISSION ON PLANNING, PROGRAMMING, BUDGETING, AND EXECUTION REFORM.—Section
1004(g) of the National Defense Authorization Act for Fiscal Year 2022 (Public Law 117-81; 135 Stat. 1886)
is amended—
(1) in paragraph (1), by striking ““February 6, 2023’ and inserting ‘“‘August 6, 2023”’; and
(2) in paragraph (2), by striking ‘““September 1, 2023’ and inserting ‘““‘March 1, 2024,

20p 1. 117-263.
________________________________________________________________________________________________|
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B. Case Studies: Budgeting in the Private Sector

Introduction

The PPBS established in 1961, by then Secretary of Defense Robert McNamara, reflected a modern approach
to management business practices and processes with an emphasis on statistical techniques and analytical
rigor for linking resources to strategic objectives and decisions.?®" Secretary McNamara was a former Ford
Motor Company Executive, who modeled PPBS after the company’s (quantitative methods and) business
processes.???

Section 1004 of the NDAA for FY 2022, required the Commission to compare the PPBE process of the DoD,
including the development and production of documents including the DPG (described in section 113(g) of
title 10, U.S.C.), the POM, and the BES, to similar processes of private industry, other Federal agencies, and
other countries. This analysis identifies the budgeting practices of select companies in industry to identify
the best practices for a more adaptive PPBE process. Adopting industry best practices will further improve
the PPBE process to provide the flexibility, agility, and speed required for delivering timely operational
solutions to the warfighter. Some of the recommendations put forward in this Final Report are based on these
findings, including delegation of authority, allowing increased flexibility for PMs and PEOs, budget structure
transformation, and consolidating BLIs and RDT&E BAs.

To meet this requirement, the Commission talked with 15 privately held and publicly traded companies
identified in Figure 1. The companies included large defense industry participants; small, medium, and large
companies in various non-defense commercial sectors; non-profit, independent companies, and a holding
company. The companies are all based in the U.S.; however, many have a global presence with offices,
facilities, and workforces in other countries. The companies reported annual revenues ranging from $100
million to nearly $600 billion based on their publicly available Securities and Exchange Commission (SEC) 10K
filings. A summary of the research on industry best practices are described in the subsequent sections.

Figure 1 - List of Companies Interviewed

AAR Corporation L3 Harris Technologies, Inc.
Arete The Lockheed Martin Corporation
Battelle Memorial Institute Northrop Grumman Corporation
The Boeing Company Parsons Corp

Costco PepsiCo, Inc.

Ford Motor Company Voyager Space Holdings, Inc.
Google Public Sector Walmart Inc.

Huntington Ingalls Industries, Inc.

Methodology

The companies were chosen based on referrals by Commissioners or on the suggestion of Commission staff.
The selection focused on a variety of industries to ensure a diverse mix in the sampled population. Interviews
were then conducted with designated members of the company’s staff including a mix of the Chief Executive
Officer (CEQ), Chief Financial Officer (CFQO), Chief Development Officer (CDO), leaders in Financial Planning
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and Analysis (FP&A), Controller/Chief Accounting Officer, the business leaders in Government Affairs, Public
Sector, Global Public Segment, Global Government and Defense Integrated Solutions, Strategic Initiatives
Director, Contracting Representative, and a Treasury Director.

An approved interview protocol, Commission Questions for Industry, was used for consistency in interviews
and data gathering. The non-attribution discussions with industry participants were conducted between
November 2022 and December 2023. The meetings facilitated a factual and insightful exchange that focused
on each company’s resource management processes including strategic planning, budgeting, execution,
business systems and tools, and related budget topics. The interview results for each company were
documented in White Papers internal to the Commission.

A manual qualitative data coding methodology, supplemented by qualitative data analysis software, was
used to organize text data from the White Papers and support data analysis.?*® The coded data was labeled
to represent significant information that answered the research question, “What are the resource
management best practices in industry?” Labeled codes with shared relationships formed clusters used to
generate major and minor themes.

In keeping with the Commission’s non-attribution discussion agreement, a participant code was assigned to
each company to preserve the source identity. Figure 2 identifies an example of the qualitative data coding
structure: participant, themes, codes/clusters, and related excerpts from the White Paper for each industry
participant. Where appropriate, the related excerpts or quotes are identified, or paraphrased to prevent
inadvertent disclosure or attribution.

Figure 2 — Example of Qualitative Data Coding Structure

Participant Themes Codes/Clusters Excerpts from White Papers-Transcripts

- "...sets financial targets at mpany, ment, an
Aligning to Goals sets financial targets at a company, segment, and

division level."

"...financial targets at the division or program level

Budgeting Clear Line of Sight provide a 'clear line of sight' to achieve the set of five-
year targets."
Financial Targets "...financial targets are aligned to the company's
Alignment strategic and financial objectives."

"Innovation at the Company occurs in a lot of different

4 . Incorporate ways...." "there is a core organization...ongoing
Innovation . . . . :

Innovation collaboration with business segments...daily

interactions with the customer...."

"The Segment is trying to trim the duration and phases of
) ) ) the Strategic Plan and the Operating Plan...connecting

Planning Strategic Planning ) o .
these business activities that reside at both the

enterprise level and within the business levels."

. "For new starts in execution, ...the Company has a
. Quick Response . . )
Execution . dynamic process that enables it to quickly react and
Capability

address new needs/requirements."
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Discussion of Industry Best Practices

The discussion of private sector budgeting summarizes the interview results and are focused on eight key
areas including strategic planning and budgeting, strategy, flexible budgeting, budget execution and
accountability, delegated authority, regular performance monitoring, adopting advanced business systems,
and transparent communications. Each section ends with a summary of best practices.

The interviews identified some recurring themes. The ability to adapt to changing circumstances, administer
budgets and accountability, and align financial plans with strategic goals were stressed during the interviews
across all the different companies. The participants also shared their lessons learned with business systems
highlighting the importance of selecting the right commercial off the shelf (COTS) product to meet their
business needs, increased costs of customized software/systems, present use of a “commercial wrapper,”
and need to simplify the business processes before implementing a new business system.

Planning and Budgeting

Planning is ubiquitous across industries and integral to budgeting. Several of the participants described a
dynamic and comprehensive annual planning process that produced the annual three-to-five-year strategic
plan. The strategic plan is aligned to the five, 10, and 20-year long-range goals as well as the company’s
overall strategy. The planning process establishes the “high-level financial targets at the company,
segment/sector, and unit level”?** based on top-down guidance and bottom-up inputs on how strategic goals
or initiatives will be met.

In some cases, the first year of the consolidated plan becomes the annual operating plan (AOP) that identifies
the details of funding and funded business activities for the upcoming fiscal year. A discussion on the
budgeting process isidentified in a separate section of this analysis. The outyears of the strategic planinclude
estimates “with fewer details based on initial assumptions”?* that are updated and addressed in the
following year’s strategic planning process. The Board of Directors (BOD) approval of the plan and AOP
affirms the company’s investment and operational priorities or goals for the budget year and long-term
planning horizon.

The planning timelines varied across companies. Depending on the size of the company, the planning process
occurred over three, four, six, or eight months. One participant stated that the “planning process takes place
all year long because we’re always evaluating our products and our customer needs.”?*® However, this
participant also noted “a snapshot of the process from product content development to presentation to the
BOD is about eight months.”??” Several large companies reported different approaches to planning; “plans
were built from the bottom-up”?2or “bottom-up with top-down perspectives,”?* or “was a fully integrated
process from start to end involving leadership, teams, and departments.” 2° Another participant
acknowledged the integrated planning process was resource intensive; however, “this practice ensured
alignment and consistency throughout the organization.”?®" The iterative process allowed for the continuous
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refinement of assumptions and planning details to adapt to changes in the business environment or “to be
responsive to market volatility.”?%

In contrast, another participant reported that the company worked with a consultant to improve the process.
The consultant helped to focus on “the most value-added parts of the process, value-added inputs that
support the process, who should be involved, at what levels of the organization should people be involved,
and when should they be involved."?** As a result, the number of people involved in the process was reduced
to a handful of key functional leaders and skilled analysts who were close to the program that drove targets
to produce a credible and achievable strategic plan. One major company reported it “moved away from
detailed annual plans to high-level long-term plans using strategic deep dives”?*to focus on big strategic
problems and planned near and far-term solutions.

The overall planning factors in the industry are complex and varied. Depending on the industry, the
participants identified factors that include expected growth, margins, forecasts informed by cash flow,
current and prior year performance plans, and profit and loss statements; backlog, environmental factors,
and regulatory changes; market dynamics, competition, capabilities and gaps; planned product content,
volumes, operations team inputs, and planned capital investments to include infrastructure, and
independent research and development (IRAD) estimates that will generate sales or revenue, or solve future
emerging challenges, or requirements that align with customer priorities, etc. Tradeoffs are made to ensure
the priorities, affordability targets, and profit objectives are included in the strategic plan.

Summary of Planning Best Practices

Planning is a core function for developing a company’s strategic plan. The first year of the strategic plan
includes an AOP for the upcoming budget year and operating investment priorities for the next three to five
years of the long-term business plan. The strategic plan/AOP is aligned with the company's overall strategy.
Planning is an annual process that requires extensive coordination to ensure it is fully integrated from start to
end, is shaped by corporate governance and executive leadership team (ELT) participation, and includes a
variety of complex and detailed planning factors that are adjusted to changes in the business environment.
Overall, the participants described a best practice for developing a “right-sized planning approach” adapted
to the company’s needs that focused on value-added processes while considering the resources needed to
achieve the desired outputs.

Strategy

Strategy is a foundational element of industry planning. Strategy is a roadmap that defines the overall
mission, future vision, and direction of an organization.?*® A few participants discussed their strategy and the
importance of aligning the budget to the strategy to gain a competitive advantage in the market. This
alignment ensures efficient resource utilization, strategic execution, and informed decision-making for
sustained success. The lack of strategy inputs does not mean that it was of less importance to other industry
participants; instead, the available time and topics of discussion were prevailing factors.
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The participants described different approaches for developing the company’s overall strategy to prioritize
“strategic investing”?®*® and the “bottom-up work of linking the strategy to budget.”*” One participantreported
that strategy is set at the corporate level due to the need to have a “common approach and process”?*® while
another affirmed their “strategy is set and only tweaked for updates based on market changes.”*° Another
participant reported their strategy was led by a corporate strategy team with “87 strategy people from
corporate to different segments and divisions.”?*® The strategy ensures “the near-term and long-term goals
are aligned with the long-term vision for the company.”?*" As an example, select participants described their
strategy to:

e “Grow through planned expansions or relocations, while aiming for a more specific percentage of

pretax cash on cash return on investment (ROI) within the first five years;”?*?
e “Grow the top line while holding indirect costs flat (e.g., between 15 percent to 20 percent,)”?* or
e “Grow through acquisitions, divestitures, or joint venture candidates.”?*

Summary of Strategy Best Practices

Strategy is integral to a company’s planning process to ensure continued success. A company’s distinct
strategy can provide a competitive advantage in a dynamic global economy. Select participants reported a
strong alignment of the company’s strategy to the budget or annual operating plan. This key alignment is
considered a best business practice to ensure the efficient use of resources, strategic execution, and
enhanced decision-making.

Flexible Budgeting

Budgeting is a structured, comprehensive, and extensive process.?*® Most participants reported their annual
budgeting process involves a bottom-up build based on top-down leadership guidance provided early in the
fiscal year. Budgets are not broken out into different types of money that have varying periods of availability
as the DoD does with its colors of money. The budgets that are built will address all the funds to accomplish
the efforts; IRAD and capital expenditures are addressed separately. Capital expenditures are funds used to
acquire, upgrade, or maintain physical assets or plan future investments.?® In general, the process involves:

e Bottom-up build. Given a high-level budget target and pre-planned operating activities, or from a
target budget based on a percentage of the previous fiscal year, each sector develops a detailed plan
and considers financial targets, market expectations, growth targets, affordability constraints, and
other goals to include the funds to be spent on IRAD requirements. The budgets roll up from the
program manager to the major program or division level and are consolidated at the business unit or
segment/sector level. Each level is responsible for achieving its financial targets. The CEO and ELT
review the sector's planned budget and consider the overall strategy, priority initiatives targets, and
objectives. Revisions are included in an update and submitted to the corporate finance team for
consolidation.

e Top-down guidance. Here, the corporate leadership provides overall budget guidance to the sectors
early in the calendar year for the upcoming fiscal year. Participants from the defense companies
assume and plan for a 90 to 180-day CR contingency. Due to the CR lag in defense appropriations and
delay in getting those funds on contract, one firm reported it maintained a significant amount in cash
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during a CR to support all the small business partners that provide more than 50 percent of their
supplies for production efforts. If appropriate, indirect rates in contracts and the allocation of
corporate costs to each sector are also included as well as forward pricing rate proposal(s) (for the
government’s approval). The corporate finance team works with each sector to develop their planned
budget. Corporate leadership ensures financial targets at the division/program levels provide a “clear
line of sight to achieve financial targets.”*’ The CEO and ELT conduct a review of the budget with each
sector. The review addresses the sector’s strategy and sets the groundwork for top-level financial
planning, e.g., externalreporting, profit and loss forecast, projected sales, income statement, balance
sheet, and indirect rates. The corporate finance team consolidates all sector inputs to develop the
AOP forthe CEO and ELT.

e BOD approval. The corporate ELT will brief the BOD on the overall financial plan that includes a high-
levelfinancialforecast from a profit and loss and balance sheet point of view, and identifies the capital
investments (or expenditures) to include IRAD or infrastructure, forecast of cash flows (in and out),
sales, estimates, taxes, defined benefit pension plan, cost drivers, inflation, etc. and discusses
related sensitivity analysis, affordability, and a review of assumptions and risks. The BOD (normally)
approves the annual plan that “is really a forecast after the first month”2*® and the capital expenditures
plan (as required by law in a few states). The company’s financial performance is measured against
the BOD-approved strategic plan and AOP.

The participants across all companies stated funding in the budget is fungible with no restrictions on its use.
If the funds are not spentin the year budgeted, it does not “carry forward.”?* Thus, if a project is not approved
with a follow-on budget in the new fiscal year, that project ends. Exceptions are rare and require BOD
approval. However, there is continued execution for things that were a multi-year effort in the plan like capital
expenditures.

A few participants described the attributes of an agile budgeting process. In one example, the participant
suggested that budget flexibility is garnered by “always sticking to the core goals and strategic plans laid
out.”®® The flexibility comes from “management of the budget at the sector level rather than the specific
project level, allowing pivoting where and when necessary and not having to wait on a long, drawn-out
approval process to implement new initiatives and keep pace with the speed of technology”?' and a changing
market. In another example, the participant reported that business cases are evaluated throughout the year;
approved investment plans are locked at a granular or segment level instead of at detailed program levels.?5?
The “planned budget is locked at 90 percent; the remaining 10 percent is not locked in for contingencies.”?5*

Budgeting Timelines

For most companies, the fiscal year follows the calendar year. The participants reported a mix of budgeting
timelines depending on the size of the company. Several participants reported the “budgeting process is
typically six months.”?®* However, one large company reported working a three-to-four-month-long iterative
budgeting process “involving over 800 end users”?® and others up to the corporate team and BOD. All the
participants reported their intended goal is to have the budget finalized and approved by the BOD (if
appropriate) before the start of the new fiscal year. On occasion, a company will begin the new year with a
notional budget pending a final BOD-approved budget.
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Budgeting for Innovation

Select large companies (>$4 billion) have dedicated resources for a core innovation organization or unit. The
participants reported their advanced research, development, and prototyping centers are staffed with
talented engineers and scientists who explore and create new innovative products and services to meet
customer needs as well as generate new revenue or growth. In one example, a development team manages
the cost planning and cost control elements “from a capital perspective” for work on future products.
Innovation is embedded in their culture.?®

While other companies may not have the dedicated research and development infrastructure, the
participants reported funding for innovation is a priority and included in their innovation/IRAD budget.
Government signaling, active customer engagement, and market or technology changes are relevant factors
for prioritizing innovation/IRAD investments. Several participants reported funding for emergent technology
solutions is routinely determined during the budget year using its flexible budget structure, processes, and
resources to increase innovation adoption. Another participant stated the company “will partner or invest in
another company that has a promising technology if capital is needed to scale.”?®” One CFO noted, "There is
no shortage of good ideas. However, spending decisions on capital investments need to be consistent with
the expected rate of return and include revenue projections."?*® Another CFO reported the company
“routinely works on innovative environmental, social, and governance (ESG) initiatives that may be
profitable.”?® The participants stated their companies routinely accepted any new ideas or proposals during
the year that could easily be pursued; however, the level of approval varied based on the potential cost of the
idea. In contrast, ideas that do not develop as intended can also be easily canceled.

Summary of Budgeting Best Practice

The budgeting process in the industry is extensive and involves active leadership participation. Given the top-
down corporate budget guidance provided, budgets are built from the bottom-up e.g., program/project level,
and roll up to the division, unit, segment, or sector level for consolidation. The corporate finance team assists
during the budgeting process. The CEO and ELT review the budget plan to ensure the overall strategic priority
goals and financial objectives are addressed. There is a strong alignment of the budget to strategy. The annual
budget is approved by the BOD (if appropriate). Flexibility in the budget is attributed to managing the budget
at the sector level that allows for pivoting or tradeoffs within and across sectors without exceeding the
company’s overall financial objectives. This flexibility is considered a best budgeting practice that enables
speed and agility to meet evolving needs.

Budget Execution and Accountability

Budget execution and accountability are a core focus in the industry. Budget execution reviews are
conducted at various levels from the bottom-up to the CEO, and at recurring intervals e.g., sometimes weekly,
more often monthly, quarterly, mid-year, and annually. In general, the focus is on revenue, expenses,
operating costs, sales, and capital expenditure and to determine how (well) funds are being spent on strategic
priorities.

Several participants reported a "contingency hold" (management reserve) of funds held at every level e.g.,
unit, segment/sector, or corporate. During the quarterly or mid-year reviews, a deep scrub of the budgets
helps to identify programs that are under or over-executing e.g., tracking plans or forecasts, as well as identify
excess resources that can be realighed to meet emerging or unplanned needs. As appropriate, major
adjustments are made to the AOP, or strategic plan, and the management reserve is allocated based on an
expected ROI. There is also a related discussion on the need to restore funds in the next budget year for
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anything that is not on its original schedule where funds were realigned to other priorities. As funds do not
expire like in DoD, the private sector has more levers to adjust funding according to more current project
plans, and there is less of a use it or lose it approach to spending allocated resources; unspent funds can be
reallocated to other efforts or just not spent.

Most participants reported their companies conduct a recurring review of their programs, operations, and
finances. These reviews assess program operational and financial performance, planned and actual
spending, opportunities to realign funds, and include customer feedback. One participant reported the
importance of monitoring cash flow is essential to its nonprofit status, with a focus on breaking even. Another
emphasized flexibility in resource allocation allows for adjustments based on changing market conditions.
Another reported detailed budget and project reviews are conducted for each project to ensure transparency
and accountability.

Industry participants identified different approaches to budget execution; however, a continuing theme was
the delegation of authority for programs and sectors to operate independently and execute funds and the
necessary tasks to meet those plans. One company reported each segment operates as an independent
business with an established top-line budget it must operate within, and delegated authority and
responsibility for its portfolio of programs. As such, each segment is responsible for the cost, schedule, and
performance of contracts including cost overrun or underrun, schedule changes, and performance issues,
and has the flexibility to shift dollars where needed to mitigate risk and meet monthly financial and
performance operating goals. Thus, there is flexibility in the budget that allows for budget adjustments within
and across portfolios in the year of execution. The capital budget is typically controlled at the corporate level
and spending is restricted. Segments are not allowed to “go $1 above” ?*° their capital allocation, and
corporate approval is required on every decision.

The participant of another company reported that functional tradeoffs are allowed in execution if it is
consistent with the “top-down view.”?®' Managers work alongside the financial staff who “routinely check in
for budget transfers, regardless of the dollar amount.”?? The executive team also tracks and addresses the
budget transfers during the monthly execution reviews with lower-level staff and up to the CEO.

Several participants reported the monthly budget execution review will include an update of actuals to the
AOP. The CFO will also review the sector’s/segment’s investments and expenditures to ensure they are
“returning on expectations and adjusting as needed.”?®® A quarterly review will include a closer examination
of the operating plans for SEC compliance reporting (as required) and expected estimate at completion (EAC)
costs for contracts. Issues are immediately elevated and resolved as required with varying levels of approval
based on the dollar amount.

Overall, industry participants reported their companies held managers accountable for achieving designated
financial and operational targets. Most managers were given “the flexibility and decision-making authority to
make tradeoffs within their unit or business segment.” %4 However, the participant of a large defense
company reported that "no (real) flexibility is given to unit managers during budget execution of the capital
budget as decisions are managed by the corporate finance team.”%?®
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Summary of Budget Execution and Accountability Best Practices

Budget execution is a core function in the industry. Managers are held accountable to meet designated
targets. Recurring budget reviews ensure funds are being expended as planned and against strategic
priorities. Fungible funding enhances flexibility and allows for adjustments within and across portfolios in the
year of execution. A management reserve of funds during the year of execution and fungible funding are
considered best practices.

Delegated Authority

Most of the companies reported that authority was delegated from the BOD to the CEO to lead the company,
and from the corporate ELT down to the segment or sector, unit, or division level for operations. The BOD
empowers the corporate executive team to make the decisions necessary to meet the strategic goals rather
than micromanage the day-to-day decisions within the company. Each sector's role, authority, responsibility,
accountability, and expectations are clearly defined for the efficiency of operations. Delegated authority
enables trust at the executive team level and below, and personnel are held accountable for meeting those
goals and plans.?®®

Company executives ensure the BOD decisions are aligned with high-level goals and strategies e.g.,
alignment of budget to strategy, whereas the corporate/staff manages the details of the budget and
operational plans. Segment leads are given broad latitude and authority by corporate leadership to manage
their budget and portfolio plans to achieve their overall target objectives. The corporate executive structure
empowers the workforce with delegated authority “through many echelons of the organization to manage and
adjust budgets to meet their needs” and thereby enable an “act as owner’s principle.”?’

Delegation of authority streamlines decision-making and reduces bureaucracy enabling a company to
operate with greater speed and agility.?®® In one example, a participant reported that each segment/sector
president has the authority and flexibility to “defund a project and put more funding on something new” 2 or
emergent. At the time there was an emerging technology that bridged the gap between disparate systems,
and the company diverted IRAD money because it was an urgent need. The sector’s president “did not have
to ask permission of the corporate office unless it’s a high visibility project.”?”°

Another participant reported budget authority was delegated at various segment/sector, unit, or division
levels. For example, projects less than $20 million could be approved at the local level, over $20 million
require approval at the executive level, and above $200 million require BOD approval. In contrast, another
participant indicated budget authority rests with the CEO as the BOD approved targets only and was not
involved in approving the annual budget as the CEO was the final decision authority on the budget. Another
participant reported there is a less formal and streamlined process for business issues, with a “focus on
keeping the approval processes simple and efficient for faster decision-making” ?”' while maintaining
oversight of significant financial and operational matters.

Short Decision Chain

Several companies described a central organization with direct line reporting and access to the CEO for
accelerated decisions. This abbreviated and narrow chain of command enables quick-informed decisions to
respond to customer needs or changing economic, social, or political market conditions, e.g., COVID-19,
supply chain issues, labor issues, etc. Speedy decision chains enhance a company’s ability to pivot and
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capitalize on opportunities for acquisition, vertical integration, or to adopt innovative technology or creative
solutions that can result in increased revenue or resolve priority issues promptly.

Summary of Delegated Authority Best Practices

The delegation of authority in industry is vital to efficient operations. The participants described the flow down
of delegated authority from the BOD to the CEO, ELT, and staff. Delegated budget authority and a short
decision chain enable quick decisions and improved timeliness to respond to evolving needs. Delegated
authority is a fundamental management best practice that improves operational efficiency and
responsiveness for sustained success.

Performance Metrics and Regular Performance Monitoring

Key performance indicators (KPI) or metrics are integral to quantifiably measure a company’s overall
performance.?? Several participants reported their company developed and tracked distinct KPIs on its
budget and operations. Actual performance is compared to forecasts to ensure outcomes are aligned with
the business plan or AOP. Detailed KPI tracking and reporting are enhanced by advanced business systems,
data analytics, and processes.

The participants reported each company developed and tracked both operational and financial KPls. The KPIs
are adjusted to pivot as needed. One participant indicated the process of setting top-level financial targets
had shifted from a bottom-up approach to a more streamlined top-level analysis by a group of informed
individuals. The importance of “balancing ambitious targets with achievable goals and aligning financial
targets with line-of-sight strategies”?’® was emphasized. An ongoing focus is on “identifying the right set of
metrics to drive performance and material outcomes.”?”*

The participant from one company reported it has detailed metrics to monitor infrastructure and e-commerce
units on a daily and weekly basis. Corporate leadership ensures the KPIs are tracked as expected and
anomalies are identified and resolved. Accountability drives everything - there is a morning email on the prior
day’s statistics identified on a business unit’s dashboard. Since managers are held accountable and are
responsible for “hitting their numbers,”?’® every manager wants to know where they stand at any given time.
Managers can access the operational KPIs along with financial KPIs (e.g., total actual sales, daily sales, unit
sales by commodity or store, cost per order, etc.) to monitor their status. Twice weekly meetings are held with
unit leads; each Monday at the Vice President level and then on Friday with the CEO to assess the week’s
performance. Another participant reported the company tracked the detailed number of stock-keeping unit
(SKU) levels in each store. If a store had less than the target number of SKUs, it could add more SKUs, that
could “add half an item per basket”?’® to increase sales. The SKU count and monthly sales are reported
monthly and are “a barometer of how they’re doing” in the retail industry.

Several participants described their company’s monthly forecast review process. In one example, the
process involves an assessment of “top-level financial metrics down to a program level”?”” to make data-
informed predictions on “revenue, earnings, margin, cash flow, capital R&D, etc.”?”® One participant reported
the senior leaders of operating activities or business units will review and input the latest projections from
each team for consolidation at the corporate level. The forecasts are continuously reviewed throughout the
year by the operating heads, unit leads, and up through the CEO. Another participant indicated the company
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developed a two-week forecasting rollup to “keep a pulse”?”® on the business and to manage long-term plans.
Executives can check a segment’s daily performance to ensure the operations are tracking to monthly and
quarterly plans.

Depending on the industry, examples of key financial metrics that are integral elements of the budget include
revenue earnings, margin, cash flow, capital commitment, capital expenditures, and research and
development. These metrics are provided down to the individual budget level and functional level. Key
operational metrics that have potential financial implications are also compared to what was projected e.g.,
product deliveries, factory rework levels, part shortages, etc. In one example, the participant of a major
company reported “every contributor into the specific X program is executing to those targets (metrics)
whether it’s engineering, manufacturing, supply chain, etc. We know how much each of those pieces
represent of the total X program.”?® A considerable amount of time is spent “to identify what the right set of
leading indicator metrics are that they need to focus on that align to the top-level financial metrics.”?®' In
another example, the CFO of a major company affirmed that management focuses on monitoring sales, profit
and loss, and other key factors, and will “look at every sales dollar and expense dollar twice through two
different lenses i.e., geographic versus business line to determine the margin on the percentage of sales and
examine controllable expenses.”?? Metrics can differ by sector or program. Another key theme was to not
have too many metrics that would divert attention away from those that best-focused leadership on what was
driving the business.

Summary of Performance Metrics Best Practices

The carefully selected KPlIs are quantifiable measures to gauge a company’s overall performance and track
the company’s strategic, financial, and operational measures of success. Managers are held accountable for
achieving their targets and actively track actual performance to forecasts and plans. Performance measures
are reported at recurring intervals, e.g., weekly, monthly, and quarterly to validate the latest profitability
assumptions or identify potential changes in financial outcomes compared to projections, and at mid-year
and annually to corporate leaders and the BOD. Afocus on identifying the right set of financial and operational
performance metrics is a best practice.

Advanced Business Systems

Advanced business systems are critical to the success and efficiency of modern companies. The participants
described the importance of various automated business processes and tools that support strategic
planning, financial, operational, logistics, etc. These processes involve collecting and managing large
volumes of data, enhanced communications for faster decision-making, compliance reporting requirements,
etc. All the participants reported their companies leveraged technology to optimize processes, enhance
communications, and drive innovation to succeed in a competitive business environment.

Optimized Business Systems

Each company employed a COTS business system and tools for its operations and mission. These
authoritative systems integrated key operational and financial components of the business plan and
facilitated transparency and trust. Mapping and simplifying processes to match the capabilities inherent in
the system represented a recurring theme in most companies; they avoided customizing the system unless a
business case had been made for why that capability should modify the system. In one case, the participant
of amajor company reported it has been using an Oracle customized tool over the last ten years and has plans
to fully implement SAP tools (by late 2025) to meet their current needs and account for complex processes.” %3
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There was also an extended planning focus and implementation for specific functions over time, with an
immediate concentration on the company’s ability to submit its mandatory SEC filings. Companies whose
revenue exceeded $30 billion intentionally prioritized and invested in business systems modernization
regularly to ensure they are leveraging the right tools (scalable, security, controls, costs, efficiency, and
assessment of critical technology, to name a few criteria)®®* to facilitate data analytics, tracking and alignment
of budget to plans, goals, and forecasts, tracking program performance, making data-informed strategic
decisions, and enabling regulatory, compliance, and risk management reporting. The ability to look at data
“any which way,”?® to drill down to different cost elements, product lines, locations, etc. is essential to
forecasting, and managing the budget from the top-down and bottom-up.

Several companies identified specific business systems for financial data integration, data analytics, and
reporting. One CFO suggested that the choice of software should align with business needs and user
adaptability. The company recently migrated from SAP to OneStream to simplify reporting. Other companies
reported using Deltek-CostPoint, IBM-Cognos, Oracle EPM, and SAP S/4HANA. Several major companies
identified using two or more business systems (e.g., SAP for tracking operational and financial metrics, and
Salesforce for tracking human capital resources) and then consolidated the outputs for display and analytics
through the use of a commercial “wrapper” like OneStream Software. One participant emphasized the
modernization of a company’s business systems is “critical to the firm’s people strategy to attract, retain, and
build a talented workforce.”*® He added, "The new workforce coming in does not like antiquated systems."?%’
In contrast, another noted problems with staying current, reporting that "it never ends with keeping the
systems up to date."?®® The companies evaluated the available COTS products and selected products they
thought best suited their needs. Moreover, the CEO of a large company reported they “did the work to not let
the commercial product be customized and make the business fit into the COTS product as is”?% given how
difficult and costly it is to upgrade a customized product.

One participant identified the challenges with data reliability and expressed the need to combine financial
and operational business systems for faster decision-making. The ongoing pursuit of integrated business
systems characterizes the company's resource management best practices. Continuous improvement,
automation, and adaptation to emerging challenges underscore the company’s commitment to long-term
success and the importance of leveraging technology for efficient resource management. For these
companies, data, and the proliferation of that data, are key to ensuring visibility of daily and long-term
operations.

IT Infrastructure Advanced Planning

Several participants reported their companies had spent many years thinking about the business case options
to modernize the firm’s IT infrastructure and business systems. These companies reported at least 24 to 36-
months of planning was necessary to develop a plan, estimate costs and timelines, identify and prioritize the
functions or business segments for initial migration, minimize risk, and analyze and complete the required
actions to ensure a smooth transition of a phased implementation to the new or upgraded business systems
and processes. One CFO suggested having a strong centralized Enterprise Resource Planning (ERP) system
with both financial and operational data and metrics allows for effective measurement and tracking of
performance and resources. Implementation was also well planned for, with a focus on implementing by
sectors. As the CFO of a major company reported, IT “is always one of those places where you spend twice
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as much, it takes twice as long, and you get 2/3 of what you wanted.”?*® Sometimes there was also an
intentional decision to keep differing business segments on different software systems that best worked for
that segment, as well as the need to have differing software to accommodate international reporting
requirements.

Streamlined Internal Processes

The participants of several companies reported that they streamlined the internal manufacturing, logistics,
and business processes, and consolidated different systems to optimize operations before transitioning to
the new business systems. One major company intentionally kept a simple business model with a focus on
managing a limited number of items, and simplicity in its business processes and decision-making. The CFO
offered “we (still) try to keep it simple” and “don’t need a big complicated (one) IT system,”**' and reported
thatthe companyrecently implemented the OneStream Software system that, for their company, streamlined
and consolidated complex financial activities for efficient decision-making and reporting.

Summary of Advanced Business Systems Best Practices

Advanced business systems are critical to help a company become more efficient, productive, and improve
customer service in order to grow and succeed in a highly competitive environment. The participants reported
their companies leveraged the latest business systems technology and tools that met their needs to make
faster and data-driven decisions, planned 24 to 36-months in advance of implementing a new system to
include an orderly transition approach, and streamlined internal processes before transitioning to the new
system. Large companies prioritized and invested in business systems modernization on a recurring basis.
One large company noted its business systems are an integral element of their human capital strategy and
ability to” attract, retain, and build a talented workforce.”?? Advanced business systems that are agile and
robust enhance a company’s business processes by providing real-time data and analytics for efficient
decision-making. All these elements are considered best business practices to succeed in a competitive and
ever-changing global market.

Transparent Communications
Transparent communication facilitates trust in relationships. 2* Open, intentional, and frequent
communication that facilitates trust, teamwork, and creative thinking is key to forging and maintaining a
transparent working relationship. A culture based on open communications and trust is crucial for timely
decisions and efficient operations.?®*

The participants reported that trust with the BOD was built on open, clear, and regular communications with
mutual respect for their shared goals and responsibilities. The participants unanimously emphasized the
importance of transparency and frequent communications that enabled a trusting relationship with the BOD
and the company’s executives. The companies provided the BOD with an annual update as well as recurring
reports on finances, operations, or priority issues or projects. Trustin the system, structure, and its people is
essential for effective decision-making.>®® Several companies indicated the CEQ is also the Chair of the BOD
which ensures efficient BOD meetings, discussions, and timely decisions, and provides a definitive link
between the BOD and the company.

Similarly, another participant described the company's efforts to build and maintain a strong customer
relationship. Active customer engagement, being responsive to the customer’s needs, and clear
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communications are vital to the company’s continued success and planned growth.?® In one example, a CFO
reported understanding the customer “requires the company to navigate all the ways people want to access
information which presents different challenges and opportunities.”2%”

Summary of Transparent Communications Best Practices

Effective and timely communications are central to building trust in relationships. The participants reported
a trusting relationship with the BOD based on recurring updates and transparent communications that
facilitate efficient decisions. Understanding the customer’s needs to include access to information is
essential to engaging and maintaining a strong relationship.  Efficient, accurate, and frequent
communications are key elements to building a trusting relationship and are considered a best practice.

Overall Summary of Industry Budgeting and Management Best Practices

A company’s structure, culture, business processes, and systems that support rapid data-driven decisions
are fundamental to its success. Many of the industry-identified best practices provide a degree of agility and
flexibility in the budget and operations that enable it to achieve the near-term strategic and operational goals,
long-range plan, and overall strategy.

All participants described the best practices for developing a “right-sized planning approach” focused on
value-added processes while considering the resources needed to achieve the desired outputs; ensuring
internal budgeting processes and strategic plans are aligned to the company’s strategy; ensuring flexibility is
built into its budget processes as well as fungible funding to provide the speed and agility to meet evolving
needs; delegating authority to enable quick business decisions; developing and monitoring key performance
measures to gauge overall performance; and emphasizing communications to build trust with internal and
external customers. As it did in the 1960s with the creation of the PPBS, the DoD can and should routinely
adopt modern budgeting practices and techniques involving strategic planning, flexible budgeting, delegated
authority, regular performance monitoring, transparent communications, and the adoption of advanced
business systems to accomplish its warfighting mission. The DoD should also routinely look at these
practices with a focus on any necessary changes. These best practices will ensure DoD resources are
allocated to the highest priorities to pace the ever-evolving threats.

Key Differences Between a Public Company and the DoD

There are fundamental differences between DoD and a public company. Public companies are the focus here
rather than privately-owned or non-profit companies. A public company can, to a large extent, conduct
business any way it wants so long as that way is notillegal. The DoD and other federal agencies can, for the
most part, only conduct business as authorized in law. This distinction leads to much more budgetary control
in DoD compared to a public company. Size and complexity also differ. The DoD’s FY 2024 President’s Budget
of $842 billion is nearly 1.5 times the revenue of the largest public company interviewed by the Commission.
The DoD runs a worldwide healthcare system and operates a federal government system of schools. The 535
Members of Congress have been described as the BOD for the Department. Congress does often direct or
restrict DoD’s activity like the BOD of a public company; however, that’s where the comparison ends. There
are far fewer members on the BOD of a public company (9-15 on average), and the BOD does not debate over
authorizing or appropriating funds for the public company over months of formal and informal meetings that
can cause a company shutdown if funding is not appropriated by the fiscal year end. Moreover, the other
major differences between the DoD and a public company include purpose and mission, ownership and

2% Danao 2023.
27 Commission interview with industry subject matter experts.

COMMISSION ON PPBE REFORM 155


https://gbc-word-edit.officeapps.live.com/we/wordeditorframe.aspx?ui=en%2DUS&rs=en%2DUS&wopisrc=https%3A%2F%2Fussen.sharepoint.com%2Fsites%2FResearchPPBE%2F_vti_bin%2Fwopi.ashx%2Ffiles%2Ffe2bda55263242ac99cf2b54fa870e04&wdenableroaming=1&mscc=1&hid=356A01A1-A0C2-4000-ABF2-9CD1E53F5422&wdorigin=ItemsView&wdhostclicktime=1705176891823&jsapi=1&jsapiver=v1&newsession=1&corrid=a43fc224-2ce6-4f8f-a4cd-b36f668d7ec6&usid=a43fc224-2ce6-4f8f-a4cd-b36f668d7ec6&sftc=1&cac=1&mtf=1&sfp=1&instantedit=1&wopicomplete=1&wdredirectionreason=Unified_SingleFlush&rct=Normal&ctp=LeastProtected#_ftnref1
https://gbc-word-edit.officeapps.live.com/we/wordeditorframe.aspx?ui=en%2DUS&rs=en%2DUS&wopisrc=https%3A%2F%2Fussen.sharepoint.com%2Fsites%2FResearchPPBE%2F_vti_bin%2Fwopi.ashx%2Ffiles%2Ffe2bda55263242ac99cf2b54fa870e04&wdenableroaming=1&mscc=1&hid=356A01A1-A0C2-4000-ABF2-9CD1E53F5422&wdorigin=ItemsView&wdhostclicktime=1705176891823&jsapi=1&jsapiver=v1&newsession=1&corrid=a43fc224-2ce6-4f8f-a4cd-b36f668d7ec6&usid=a43fc224-2ce6-4f8f-a4cd-b36f668d7ec6&sftc=1&cac=1&mtf=1&sfp=1&instantedit=1&wopicomplete=1&wdredirectionreason=Unified_SingleFlush&rct=Normal&ctp=LeastProtected#_ftnref2

Section X - Required Assessments and Findings

control, funding and revenue, accountability, key performance measures, transparency, regulation and
oversight, and profit. The DoD is of course not a public company and does not operate on a profit or loss basis.

A public company’s goal is to maximize profits, grow market share, and increase shareholder equity through
sales of its products or service offerings to meet customer needs.?® It is owned by shareholders, private
individuals, or institutional investors who hold shares of stock.?®® Governance involves a BOD elected by the
shareholders. The corporate decisions are driven in part by profit motives and shareholder interests and are
further influenced by market dynamics. Management is accountable to the shareholders.

A public company generates revenue through sales, investments, and other business activities.*® To raise
capital (for operations, expansion, new projects, or growth), a company can issue new shares of its stock
(equity financing), borrow money from banks or issue bonds to lenders (debt financing), or both, depending
on the financial situation, growth prospects, and cost of capital. These financing options allow successful
companies to adapt quickly to capitalize on potential opportunities or respond to changes in the business
environment. In one case, the participant of a large company reported the “flexibility to react to changing
market conditions and adjust their projections on both income and expenses to stay balanced is the big
driver”*® to achieve sustained success. A public company is required to disclose financial information,
performance metrics, and executive compensation to shareholders and regulators, and can face legal
consequences for non-compliance.®*? The shareholders hold management accountable. A public company
is regulated by the SEC and industry-specific bodies and is subject to financial reporting requirements that
include compliance with the 2002 Sarbanes Oxley Act®*® and Dodd-Frank Act of 2010.3** The 2002 Sarbanes
Oxley Act was enacted to protect investors from corporate accounting fraud by improving financial reporting
and auditing standards.®*® The 2010 Dodd-Frank Act was enacted to promote the financial stability of the U.S.
by improving accountability and transparency in the financial system, to end ‘“‘too big to fail’’, to protect the
American taxpayer by ending bailouts, to protect consumers from abusive financial services practices, and
for other purposes.®® The BOD has a significant role and influence on a company’s performance, providing
high-level oversight of the company's activities to ensure profitability, and growth, and to protect the
shareholder's interests.

In comparison, the DoD is a government-funded entity created for the national defense and security of the
U.S. (and its allies), to defend against threats and maintain peace.®*” The DoD prioritizes national security and
focuses on military readiness, technology development, and strategic planning. The DoD operates under the
authority of the executive branch®®and is not profit-driven - mission success is paramount. The DoD is part
of the U.S. federal government and funded by U.S. taxpayer dollars.®*® Governance is provided by civilian and
military leadership. Decision-making involves government officials, policymakers, and military leaders who
prioritize national security, defense strategy, and military preparedness. Funding for the DoD is allocated
through the federal budget. Congress authorizes and appropriates funding on an annual basis for the DoD.
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The government can increase its funding for the DoD by either increasing taxes or borrowing more money by
issuing more debt instruments or raising the debt ceiling.

The DoD is governed by federal laws, executive orders, and congressional oversight, and adheres to strict
procurement rules and transparency standards.®'° Congressional oversight of the DoD spending involves 535
Members of Congress (with varying backgrounds and experiences) who must authorize and appropriate funds
that then require signature by the President before they become law, compared to an average of 9to 15 BOD
members in industry (participants interviewed for this study) who are chosen for a variety of factors like
experience and knowledge in the sector. This structural difference presents a communication challenge for
the DoD. Some critics suggest Congress’s directive nature (and timelines) e.g., number of pages in the
authorization bills, number of mandated congressional reports, limitations on special interest or priority
programs, and its engagement process protocols, likely impede the DoD’s ability to be responsive to
congressional requests. This lack of responsiveness, among other factors, hinders the DoD's efforts to build
a trusting relationship with Congress. This issue is addressed in Section VI of this Final Report.

Some critics suggest the DoD should operate more like the private sector. At the time of its adoption, the
PPBS was based on the industrial corporate practices of a leading manufacturing firm-the Ford Motor
Company. While the DoD can learn from a public company's best business practices, the underlying core
differences are not conducive to the direct adoption of a public company's management business practices.
As the CEO of a major company stated, "DoD's annual budget has one, two, or three-year money. It's not
really like a business; we have a balance sheet, and we have 12 months. The government has debt, but the
DoD doesn't have debt (here’s your $842 billion).”3""

Budgeting Similarities and Potential Lessons for the DoD

While DoD often cannot copy the private sector’s budgetary practices, and despite the major differences, the
Commission’s interviews with private companies suggest some important similarities in budgeting processes
to those in DoD. Both typically have planning processes that seek to relate strategy to budgets, as well as
have an inclusive and fully integrated planning process from start to end; normally budget one year at a time
and build budgets from the bottom-up. They conduct mid-year reviews and build contingency risk reserves
into funding for major programs.

The industry interviews also suggest there are some lessons that DoD can learn and could apply even though
itis a government organization such as:
e Make funding for innovation a priority.
e Establish and regularly review performance measures at all levels.
e Seek more flexibility for its managers in managing program execution and funding.
e Avoid customizing IT systems because it negates the inherent system capabilities and makes them
costly to maintain and modernize.
e Regularly review needs and invest in data analytics and advanced COTS business systems to support
them.

Commission recommendations have worked to address many of these lessons.

31 DoD Regulatory Program 2023.
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Public companies operate in pursuit of profit and increasing shareholder value, whereas the DoD serves
broader societal goals related to national security, safety, and public welfare. Their distinct missions,
ownership, funding, governance, and regulatory environments shape their operations and priorities that are
significantly different from one another. For these reasons, the DoD can learn from a public company’s best
business practices and where appropriate, selectively adapt such practices where it can make the greatest
improvements.

Industry Feedback on Issues Outside of PPBE Reform

The participants from several companies in the defense sector interviewed by the Commission identified
various challenges with contracting and other areas outside the scope of PPBE reform. While not directly
associated with PPBE, the incidental challenges described below are provided for DoD and congressional
consideration to potentially improve the contracting and acquisition processes. The Commission has no
opinion on these issues and is sharing the concerns expressed by industry participants as a matter of
courtesy; they are not associated with the findings identified in this Final Report.

Contracts. There were many thoughts on how the DoD could improve the contracting and acquisition
processes.

e “The short-term nature of government contracts can deter industry from bidding due to uncertainty
about the ability to recoup up-front investments on short-term contracts with frequent options years”
adding “longer-term government contracts would provide more stability and sufficient incentive to
invest $100 million in the supply chain” that can help to mitigate the risks and challenges around the
industrial/vendor base availability.®'2

e Aneed for “greater use of multi-year contracts” to “create efficiency and stability in the supply chain,
especially with small businesses.”?" “Multi-year procurement contracts offer predictability, which
can help companies to better plan, effect better prices, assist the myriad of suppliers (in the defense
industry), and stabilize the defense industrial base.”®'* A challenge with long lead materials for multi-
year contracts — annual funding for an order for that year means that “we can’t get the best pricing
from our suppliers” noting “some suppliers will not give quotes more than 30 days in advance when
they used to give six months or even a year of validity on their quotes.”*' Annual buys make it tough
for a company to manage their suppliers. Figuring out ways to fund long lead times faster, to enable
better materials pricing more than one year at a time and get people to commit to a timeline of
delivering, [would be helpful]. Anoption for better pricing could include the flexibility, if money wasn’t
spent in the first year, to be able to still spend in the next year if it stayed within the funding allotted.

e The company “supported larger block (bundled) contracts because it is more efficient and facilitates
earlier procurement decisions to buy things in bulk.”3'® Predictability will facilitate better decisions
and makes it easier for a company to forecast and plan.

e One interviewee reported “there are significant risks and challenges around the industrial base and
vendor base availability.” For some systems and technologies, there are a limited number of vendors
“probably one or two.”®"” The company is reaching out to the vendors to provide as much visibility as
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possible on future business and suggested subsidies or help with capital projects can assist to
maintain continuity in the technologies and vendor base sectors.

e An area for improvement is the “faster appropriation of authorized funds; being authorized does not
equal having a contract in place. The prolonged time to get work on contract creates internal
obstacles from both a budgeting and program management standpoint that has a multiplying effect
across the program and efforts.”*'®

e There is a need for a “smoother transition from the engineering into the production phase.”?' When
there’s a gap between the engineering phase and deciding on production, the company may lose its
workforce.

e Many “contracts are becoming accounting ledgers where each organization wants to see their funding
separately for audit purposes and assigned a unique CLIN [contract line item number].” 3% For
example, one contract has “180 ACRNs [accounting classification reference numbers] and 77 CLINs
that receive three to five funding mods per month and is overwhelming the [Defense Finance and
Accounting Service] DFAS system.”®?' [t drives a lot of rework and costs as a lot of time is spent
reconciling with DFAS. If there’s a mistake, corrections will probably not occur until the next time a
contract modification is executed; those errors can have impacts until they are corrected. There's a
need to bring some of this budgeting up to a higher level, and to strike the balance between the
appropriate level of insight and accounting in the financial systems.

e There is a need for higher Truth in Negotiations Act (TINA) compliance thresholds. Specifically,
increasing the threshold from $2 million to $10 million and still cover more than 90 percent of the value
of the supplier agreements. The TINA requires contractors who are negotiating certain government
contracts (e.g., sole source contracts where there is no established “market price” for the good or
service) to submit cost and pricing data to the Government that is truthful, accurate, and complete.3*
The company includes the cost and pricing data for all their suppliers in their request for proposal
process. The interviewee suggested the increased threshold is a “very low risk approach that would
significantly free up resources to focus on the suppliers where we do have challenges, potentially less
auditing, less oversight with relatively low risk to the government.”3?3

Security Clearances. One interviewee identified a challenge with “getting more people through the security
clearance pipeline,” noting experience with people moving from one company to another every two years
“because they know there aren’t enough cleared people, and they know it’s a gold mine. They can get a raise
every two years by switching companies as seen in certain areas.”*** At one organization, there’s a churn of
people and it was suggested that “if the government invested in more people to help with the clearance
process, they’d save money in the long run. That means we’re not all just driving salaries higher or hiring from
each other.”%?®

Government Signaling. Many suggested that the whole industry would welcome and benefit if the
government did a better job of signaling their near and longer-term requirements to help industry make the
necessary investments, to include workforce needs. An interviewee indicated that the company works
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closely with the DoD to identify needs, technologies, and the emerging threats. Government signaling will
help the company plan for “what’s coming down the line for us to compete and know where there’s an urgent
need. There’s a great deal of effort to triangulate and understand the various viewpoints across the decision-
making community especially where the requirements are still being developed and the acquisition strategy
is not solidified.”3?® A final comment was that “Ultimately, the government has to back it up with money and
a contract.”3%’
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C. Case Studies: Other Federal Agencies and Countries

As required by Section 1004 of the NDAA for FY 2022, the Commission conducted “a comparison of the PPBE
process of the DoD with similar processes of private industry, other Federal agencies, and other countries
and a review of budgeting methodologies and strategies of near-peer competitors to understand if and how
such competitors can address current and future threats more or less successfully than the United States.”%?®
The Commission contracted with the RAND Corporation to support this area of research and highlights of the
findings are summarized in the sections that follow; RAND’s full analysis and detailed findings are, or will be,
published on the RAND Corporation’s website.3*°

Looking at Other Selected Federal Agencies

For the comparison of DoD’s resourcing process to other federal agencies, the Commission contracted with
the RAND Corporation to focus on the Department of Homeland Security (DHS), the Department of Health
and Human Services (HHS), the National Aeronautics and Space Administration (NASA), and the Office of the
Director of National Intelligence (ODNI) for its Interim Report. Since publication of the Interim Report, the
RAND Corporation completed additional research on the Veterans Administration (VA) and the Department
of Energy’s National Nuclear Security Administration (NNSA). The analysis in this Final Report reflects results
from all of the federal agencies that were reviewed.

The RAND Corporation research found that many other U.S. government agencies originally looked to the
DoD’s PPBE process as a model for planning and resource allocation decision-making within their own
systems. This was the case with NASA’s PPBE process, ODNI’s Intelligence PPBE (IPPBE) process, DHS’s
PPBE process, HHS’s budget process, and NNSA’s PPBE process.*° However, their respective budget
processes have evolved differently since then in accordance with each agency’s missions, organizational
structures, authorities, staff capacities, available resources, and many other factors. While the processes
may vary by agency, they all fall within the same system of governance as the DoD for congressional
appropriations and oversight. The systems these agencies are employing have both strengths and
weaknesses as well as opportunities to apply lessons learned and best practices that could be of benefit to
the DoD. Key examples of these opportunities include some flexibilities not currently available to the DoD,
greater emphasis on performance and evaluation, and consolidated IT systems.

Each agency has different flexibilities, either by design of their budget structure, or due to how funding is
appropriated by Congress. For example, NASA derives part of its flexibility by arranging appropriations by
mission, theme, and specific programs instead of by the appropriation categories of RDT&E, Procurement,
and O&M. %" Also, since all of NASA’s funds, except construction, have two years of appropriations
availability, this helps NASA avoid the “use it or lose it” mentality of one-year appropriations and provides
stability during uncertain times or extended periods under a CR.

The HHS derives agility through multi-year and no-year appropriations. “Discretionary HHS funds are
overwhelmingly budgeted annually, but some discretionary programs receive multiyear or no-year
appropriations...other major sources of multiyear and no-year discretionary funds are supplemental
appropriations, which have different obligation periods depending on congressional intent and whether
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Congress has identified a dedicated purpose for the funds.”3*? Congress has also provided the HHS a Non-
Recurring Expenses Fund (NEF) as a mechanism for more efficient obligations and to address department-
wide technology and infrastructure needs. The NEF allows the HHS to take expired, unobligated funds and
reallocate them to a department-wide capital investment account; however, they may not be used for their
original purpose.

The DHS has flexibility with carryover of 50 percent of unobligated balances of some annual appropriations.
This allows for obligations to be made through the end of the subsequent fiscal year.®¥® This also helps reduce
the “use-it-or-lose-it” spending that occurs in DoD.

The VA has several mechanisms that provide flexibility with multiple types of appropriations to include
advance, no-year, and multi-year funds. The no year and multi-year appropriations allow flexibility in funding
long term projects such as land acquisition and construction.®*** Advance appropriations provide budget
stability through CRs and mitigate the effects of a government shutdown.3%

The NNSA has no-year appropriations for operational budgets that are not time restricted and are available
until expended, allowing for continued unrestricted operations through a CR and beyond. The NNSA also does
not have colors of money like the DoD, which allows for more agility during program execution without having
to reprogram funds between account categories (i.e., RDT&E, Procurement, and O&M).

While the mechanisms are different in nature, these flexibilities allow each agency to respond to needs within
their organizations more efficiently and effectively than is sometimes the case in the DoD. These mechanisms
also provide a higher level of budget certainty, especially under periods of CRs, which have become the norm
over the past decade.

The DoD might also be able to learn from the performance and evaluation processes implemented at some
federal agencies. For example, ODNI, the VA, and the DHS have, in their respective evolutions of PPBE,
instituted a robust performance and evaluation process, with the ODNI and the VA substituting evaluation
instead of execution for the “E” in PPBE. All use the evaluations early on to inform other phases within their
process. The ODNI focuses on continuous evaluation across their enterprise and employs many tools in the
process:

1. Strategic Evaluation Reports - independent evaluations of prior major issue decisions and intelligence
investments to assess their effectiveness relative to expected outcomes, success measures, prior
investments, cost benefits, and potential utility;

2. Budget and Performance Reports - assessments of Intelligence Community (IC)-wide budget,
performance, and execution measures to enable performance-based budget decisions;

3. National Intelligence Strategy (NIS) Progress Assessment - an assessment of IC progress towards
achieving the goals and objectives of the NIS to inform decisions and products in each phase of the
IPPBE System; and

4. |C Strategic Assessment - an annual assessment of the implications for the IC of policy and strategy
changes, long-term trends, and alternative future challenges to inform decisions and productsin each
phase of the IPPBE System. %
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The DHS develops metrics for program assessment during the planning and programming phases in
conjunction with their multiple components who provide quarterly reports detailing progress toward these
performance goals. The component strategic and performance assessments are intended to inform the
following year’s annual budget.®’

While there is no formal output from the NNSA evaluation phase, they “assess progress toward achieving the
identified performance measures of the PPBE process at multiple levels within the NNSA.”3% Accounting
compliance, internal controls, risk analysis, cost performance, and agency goals are the main components
of this process and results of these evaluations continuously feed the planning, programming, and budgeting
phases.

Each of these agencies are using a system that clearly ties the budget to their strategy and assesses it using
performance metrics, as available, to help drive decision-making within their respective resourcing
processes.

The ODNI, the DHS, and the NNSA are also utilizing consolidated IT systems to help manage the planning and
programming phases. The ODNI leverages their Intelligence Resource Information System (IRIS), that while
not directly integrated across the multiple agencies, provides one common picture of the National
Intelligence Program (NIP). The ODNI Chief Financial Officer manages IRIS to monitor budget inputs and
conduct analyses, which automates information and reduces the need for manual inputs and data calls. The
ODNI is currently building and testing the next generation of IRIS to replace an aging system that is not as
powerful a tool as it could be.?*®

The DHS has launched their PPBE One Number system based upon a commercial off-the-shelf information
technology product. This system was first rolled out at the DHS level and subsequently, most of the
Components within DHS have begun or completed migration to using this system. “The PPBE One Number
system offers the DHS a consolidated tool for budget formulation, performance management, and monthly
obligation planning while eliminating disparate tools and the need to reenter data into multiple systems and
spreadsheets.”® The DHS is also incorporating execution into One Number to better inform decision-making
and ensure a more robust feedback loop is incorporated to improve and inform the next planning and
programming cycle.

The NNSA implemented an enterprise-wide authoritative financial information system called FormEX. This
system allows users to look across the agency and see what is and is not being funded and where there may
be redundancies. It provides real-time data for decision-makers in formats of their choosing and is a single
source for authoritative data.

Based on its overall analysis of DoD and non-DoD agencies, the RAND analysis found that “consolidated
resource management information systems could improve visibility across the federated structures of
government agencies.”®*' The RAND analysis further concluded, “DoD should examine the feasibility of
implementing a consolidated PPBE information system and whether the benefits of doing so would outweigh
the costs.”®*

For more information on the flexibilities in the allied and partner nations, see Figures 2 — Funding Categories
and Funding Availability for DoD and Comparative U.S. Agencies, Figure 3 — Carryover Funds and Restrictions
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for DoD and Comparative U.S. Agencies, and Figure 4 — Reprogramming, Transfers, and Supplements for DoD
and Comparative U.S. Agencies at the end of this paper.

Looking at Other Countries

China and Russia. The Commission contracted with the RAND Corporation, to provide case study analysis
of the defense budgeting processes of both China and Russia, the U.S.’s two principal strategic competitors
in terms of size of military forces and size of defense budget.

Both China and Russia have authoritarian political systems which give leaders the power to decide how much
to spend on their armed forces and which programs to invest in with minimal legal oversight. What political
incentives and constraints the leadership in these systems respond to is not readily apparent to external
observers. However, the RAND Corporation found that Chinese and Russian leaders face many of the same
challenges as their counterparts in Western democratic countries when it comes to resourcing their
militaries.?** Key insights from the RAND Corporation’s report focus on centralized decision-making, long-
term plans with inherent flexibility, a supportive political system, the need to curb corruption, and the need
for oversight.

Senior leaders in both Russia and China make top-down decisions about military priorities and resources.
The centralized decision-making does not always yield the results leadership would expect. For example, the
RAND Corporation found that in China’s case “modernization efforts in areas such as jet engines and
semiconductors have notyielded consistent outcomes.”*4 China made both national priorities and provided
stable funding but still could not overcome the lack of technical expertise in the industrial base and the loss
of funds to fraud, corruption and misallocation.®** Likewise in the case of Russia, “a significant increase in
the defense budget for the war in Ukraine, along with the adoption of new mobilization laws, have run into
limitations in industrial capacity, supply chain reliability, and the ability to call up required manpower even
through conscription.”3

Both China and Russia employ long-term plans but can make strategic changes along the way. The Chinese
budgeting process focuses on investment in priority projects, which “allows for generous and consistent
funding of priority projects over long periods.”®**” Because the budget is always focused on long-term plans,
this allows the Chinese government to resource priority projects of high strategic value over many years
without programs being left unresourced due to sudden cut-off or interruption of funding.®*®

For flexibility during the year of execution, it allows for “lower-level managers to make decisions and adjust
spending and acquisitions to better serve project needs.” **° Russia’s process runs along a 10-year
armaments program with three-year budgets and annual allocation of funds. However, the RAND Corporation
noted in practice that the program is being updated every five years, and while this can enable flexibility and
responses to technology, it can also lead to uncertainty in the defense industrial base. The war in Ukraine
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highlights Russia’s ability to pivot to fulfill different military procurement needs. As part of the response,
Russia suspended their long-term plan and announced that it would commit more resources to the war.3*°

There is a natural friction built into the U.S. system of checks and balances between the separate branches
of government which can add time and additional layers to resourcing decisions, whereas there is a lack of
overt political opposition inherent in the Chinese and Russian forms of government. This allows for apparent
ease of course corrections and support for the size and budget of their militaries. For Russia, this was
apparentin the ability to shift resources and the mobilization of the defense industrial base to support the war
in Ukraine. In China, historically strong economic growth (at least until recently) has given political leaders
the ability to greatly increase the People’s Liberation Army’s budget, and to provide stable and generous
support for major modernization priorities, such as hypersonics and Al.*" This indicates that the sheer scale
of overall investment in the Chinese military over the past three decades means money is always readily
available for advancing long-term strategic and modernization investments - without fear of political
opposition or pushback.

The RAND Corporation research also identified many problems with the Chinese and Russian budgeting
systems. Both China and Russia have terrible records in dealing with corruption or ensuring the kind of
transparency and quality control that is an important part of the execution phase of PPBE. As the RAND
Corporation analysis highlights, “The power dynamics and the structures of decision-making in these
countries [i.e., Russia and China] provide limited guardrails for ensuring efficiency, effectiveness, or oversight
of investments.”**? Chinese budgeting processes, in particular, are subject to favoritism and outright bribery,
while state-owned enterprises are free to operate wastefully and inefficiently. In Russia, corruption and
cronyism is pervasive. Reformers in both China and Russia have aimed to increase Western-style oversight
over the budget and resource allocation process, with very limited success. In Russia, while funding is
allocated annually in theory under the three-year budgeting outlay according to fiscally conservative
principles, in practice there are few safeguards, little oversight, and meager quality control. Russia, however,
even in relation to their military budgets are fiscally conservative at the federal level, avoiding deficits and
engaging in little foreign borrowing.

Overall, the RAND Corporation concluded the U.S., Chinese, and Russian systems are so different in their
political, economic, and cultural underpinnings, that the lessons to be learned applicable to DoD regarding
PPBE reform are few and far between. Considering these differences, there are two takeaways from China:
“(1) finding ways to ensure sustained, consistent funding for priority projects over many years, and (2)
delegating more authority and granting greater flexibility to project and program managers, without
compromising accountability, so that they can make changes to stay in alignment with guidance as
technologies and programs advance.”**® Both points are consistent with what the Commission has heard
from interviews and input from stakeholders within the current U.S. DoD PPBE process. Both the DoD and
the U.S. defense industrial base desire stability of budgets over multiple years to reduce risk for their priority
programs. PMs and PEOs, alike, have asked forincreased flexibility to make the changes necessary to ensure
budgets align with the strategy, to incorporate the newest technologies in their programs, and to adjust to
unplanned or emergent requirements during the year of execution. The U.S. would surely not want to
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implement these improvements to PPBE by imitating the Chinese or Russian governmental systems but
should look for other ways to garner the benefits of stability and flexibility.

Looking at Allies and Partners

The Commission also asked the RAND Corporation to provide case study analyses of the defense budgeting
processes of a select list of allied and partner nations. For the Interim Report, the RAND Corporation focused
on Australia, Canada, and the United Kingdom (UK). The Commission also requested the RAND Corporation
look at France, Germany, Sweden, Japan, and Singapore, which are included in this Final Report.

Australia, Canada, and the United Kingdom
Unlike China and Russia, Australia, Canada, and the UK have shared Western democratic values with the U.S.
As with the U.S., each country struggles to balance the needs of:

e Keeping pace with strategic threats,

e Executing longer-term plans,

¢ Employing deliberation processes with sufficient oversight,

¢ Encouraging innovation.*
The U.S. and its allies also enjoy convergent strategic visions. Accelerating DoD’s agility in resource allocation
would benefit allied and partner nations, as well.

Taken as a group, the Australian, Canadian, and British parliamentary political systems shape the roles and
contours of resource planning in similar ways. In all three countries, the Executive Branch is directly
responsible to the Parliament for its power of the purse, which greatly reduces political friction over
appropriations. Largely as a result, Australia, Canada, and the UK have less legislative intervention in
budgeting processes, compared to the U.S. For example, “Canada’s government is never at risk of a
shutdown due to funding lapses”*° because they have mechanisms in place that allow them to either
continue with prior year funding levels or, if a government falls and an election is called before a budget is
passed, special warrants can be issued. These special warrants require approval by the Treasury Board and
Cabinet but not by the House of Commons. The warrants cover normal operations, ongoing programs, and
contractual obligations.®® Australia institutes what is known as a “double dissolution.” This can occur when
a budget (or any bill) presented by the House is rejected twice by the Senate and leads to a dissolution of both
Houses in Parliament and calling of new elections. Parliamentary intervention in the specifics of the Ministry
of Defence’s (MoD) budget, or delaying budget approval, is largely unknown in the UK.**” In general, the
Australian, Canadian, and UK resource management systems are less subject to partisan interference than
in the U.S.%%®

Australia, Canada, and the UK place a higher priority on budget predictability and stability than on agility.
Australia’s Department of Defence is assured of sustained funding for four years and plans investments as far
out as 20 years. The UKMoD programs are normally guaranteed funding for three to five years, with estimates
stretching out to ten years. In contrast, the U.S. Congress must revisit and vote on DoD’s entire budget every
year.
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“Despite the common emphasis on stability,” the RAND Corporation notes, “each [Partner Nation] system
also provides some budget flexibility to address unanticipated changes.”®° The Australian Parliament can
boost the defense budget in periods of national emergency or overseas military operations; in Canada, regular
supplemental parliamentary spending helps to close unforeseen Department of National Defence (DND)
funding gaps. The UK MoD has mechanisms (e.g., a virement process) for moving money between accounts
and accessing additional funds within the same fiscal year.

An important mechanism for enhancing strategic convergence between the U.S. and its allies has been the
U.S. Foreign Military Sales (FMS) program. Australia, Canada, and the UK rely on U.S. FMS to promote
strategic convergence, as well as interconnectedness and interoperability. The RAND analysis found that one
downside to this reliance is that exchange rate volatility can require budget adjustments.®° Another downside
is that relying on U.S. strategic guidance reduces the ability for allied countries to act independently and
flexibly to perceived threats, in ways that could also relieve the U.S.’s own strategic burden.

“Jointness” in resource planning also appears to be easier in Australia, Canada, and the UK given the smaller
size of their militaries. In each country, there is a greater level of joint financial governance than in the U.S,,
with less focus on meeting service-centric views and more focus on cross-governmental mechanisms and
joint funds.

In recent years, all four countries including the U.S., have looked for ways to support agility and innovation
despite the shared cultural aversion to risk. For example, after issuance of the latest Defence Strategic
Review in April 2023, Australia launched the Australian Strategic Capabilities Accelerator (ASCA). The “ASCA
is focused on supporting and assessing innovative defense solutions at relatively high [Technology Readiness
Levels], where progression through acquisition into service has had limited success in the past. The ASCA
will utilize governance arrangements to ensure that truly innovative systems can be introduced into service to
enhance defense capabilities and will supersede and expand upon Australia’s extant defense innovation
processes and industry engagement, such as the Next Generation Technologies Fund and the Defence
Innovation Hub.”?*®" In addition to the UK MoD’s new Innovation Fund, which will “allow the department’s
chief scientific adviser to pursue higher-risk projects as part of the main research and development (R&D)
budget,” the MoD also uses “incubators, accelerators, and novel contracting practices” to foster
innovation.®? While, there is no specific, established innovation fund for Canada, their strategic plan states
“exploit[ing] defense innovation” 3% is a priority and they have been participating with the U.S. in the
modernization of the North American Aerospace Defense Command (NORAD).

However, despite the push to accept additional risk as the price of increased flexibility and agility in resource
allocation, the Australian, Canadian, and UK budgeting processes leave little room for experimentation or
outputs outside the department bureaucracy. For example, Canada’s political structure does not allow
Parliament to drastically change funding for any departments, including the DND, beyond what has been
requested. The UK MoD’s attempts at innovation have also fallen flat in the persistently risk-averse culture.

Australia, Canada, and the UK all have independent oversight bodies for ensuring transparency, audits, or
“contestability” of budgeting processes. In Australia it is the Australian National Audit Office, the Portfolio
Budget Statement, the contestability function, and other reviews; in Canada it is the Auditor General, the
Parliamentary Budget Officer, and at times the Library of Parliament; while the UK’s MoD is externally vetted
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by the House of Commons Public Accounts Committee, National Audit Office, Comptroller, and Auditor
General every year.

While the U.S., Australia, Canada, and the UK all have shared values and goals, there are distinct differences
in the systems of government that change how each country approaches and executes the overall budgeting
process for its militaries. These allied nations have a shared interest in how the U.S. will reform the PPBE
process, as many of their programs rely on FMS solutions with the U.S. Overall, the RAND Corporation report
concludes: “The Commission on PPBE Reform will find many similarities across the U.S., Australia, Canada,
and the United Kingdom, but one particular similarity that is ingrained in resource planning will be very tough
to change: The risk-averse resource planning culture across these countries will need to adapt to allow
additional ways to innovate to counter threats.”3%

France, Germany, Japan, Singapore, and Sweden

France, Germany, Japan, Singapore, and Sweden do not have governments that are as similar in structure,
nor are they as closely aligned politically with the U.S., as are the governments of Australia, Canada, and the
UK. Nevertheless, according to RAND, “France, Germany, Japan, Singapore, and Sweden represent highly
capable U.S. partners who converge on some common strategic concerns.”*® Along with the U.S., France
and Germany are both part of NATO, while Sweden has applied for NATO membership and is currently in
‘invitee’ status, and is “gradually being integrated into NATO's political and military structures.”*® The U.S.
and Japan have been allies since 1951 with the signing of the U.S-Japan Mutual Security Treaty; the alliance
has changed and grown over the decades,®*’ and both countries are currently working to strengthen that
alliance.®*® The U.S. and Singapore have a security relationship through the U.S.-Singapore Strategic
Framework Agreement (SFA), an agreement that “builds on the U.S. strategy of ‘places-not-bases’ - a concept
that aims to provide the U.S. military with access to foreign facilities on a largely rotational basis, thereby
avoiding sensitive sovereignty issues.”*® This agreement is a great strength to the U.S. with its Indo-Pacific
partners as it allows for logistical strategic support in the region.

Unlike the similar parliamentary systems of government shared by Australia, Canada, and the UK, France,
Germany, Japan, Singapore, and Sweden have diverse political systems. The RAND Corporation research
found that across all of these diverse systems, “the interactions between executive and legislative bodies
over budgetary priorities appeared to be streamlined, relative to the United States.”®° In France, there are
features built into the constitution that allow the government to bypass Parliament when a majority cannot be
reached in enacting legislation, this also comes with the National Assembly’s ability to call a vote of no
confidence that would dissolve the government, though this is hard to achieve. Combined, this makes for
easy enactment of the finance laws. Germany has extensive parliamentary involvement both in the approval
of the budget as well as the upfront planning thatis done. This includes representation from the 16 states and
experts from independent institutions like the Council of Economic Experts that provide input on fiscal policy
and budget planning. The RAND Corporation analysis concludes that this high level of involvement early in
the budget formulation process has led to the relatively seamless enactment of the budget.®”' However, there
is a limitation in Germany during execution for procurement and development contracts of $27 million or
more; these require separate approval from the Bundestag’s Budget Committee before the contracts can take
effect.’”?
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Much of the negotiation and amending of the budgets in Japan is done upfront between the Ministry of Finance
and the respective ministries whose budgets are in question, which allows for smooth approval of the budget
by the Diet (legislative branch). This is made even smoother since the approval of the budget predominantly
rests with the House of Representatives (HOR); if the HOR approves the budget, and the House of Councillors
(HOC) fails to approve the budget within 30 days of receiving it, the HOR vote prevails. If the HOC votes against
it and they cannot resolve the differences with the HOR, the HOR vote again prevails.®*® Processes in
Singapore value a single line of communication with the legislature. The Defence Policy Office acts as both
the advisor and gatekeeper for the Minister of Defence’s investment priorities and communicates these to the
legislature. The Singapore Armed Forces are prohibited from proposing unfunded requirements to Parliament
and ministers are prohibited from forcing earmarks into the Ministry of Defence budget.*”* Each of these
countries has mechanisms in place that effectively assure the passage of a regular budget year after year and
avoid a potential shutdown.

For all of the partner and allied countries that the RAND Corporation researched, there is more emphasis on
budget stability than agility. France has its LPM (Military Programming Law) that sets a multi-year budget,
typically spanning 4-7 years; while the law is not binding, it does provide the public and industry with a
framework for budget and program planning.®”® Japan adopted three strategy documents - a Hierarchy of
National Strategy, Defense Strategy, and Defense Buildup Program - in December 2022 that lay out a long-
term plan (10 years) along with five year program of capability targets and funding expectations. Although the
budget still needs to be approved annually by the Diet, this framework provides industry and the public with
some level of confidence in planning. The Swedish Parliament outlines long-term defense planning by voting
on the Defense Bill every five years. This keeps stability in the budget even if there is a change in political
leadership. While the arrangement may appear to be overly restrictive and the antithesis of agile, the Swedish
Armed Forces (SWAF) do have opportunities twice a year to amend the budget,*® allowing them to respond to
changes in overall defense posture and fact of life changes within the programs themselves.

For more information on the timeframes involved in the allied and partner nation processes, see Figure 5
Programming: U.S. and Comparative Nation Resource Allocations and Time Frames at the end of this paper.

Even though their focus is on stability, the systems employed by the other countries do allow for some budget
flexibility. As mentioned previously, SWAF can submit amendments to their budget twice during the year. In
addition, they also have some realignment authority when funds are being used for the same purpose but
need parliamentary approval to move outside the originally intended purpose. Japan has carryover authority,
allowing them to carry forward funds from one fiscal year to another with some constraints. This carryover is
only allowed in four cases when: (1) carryforward is for unavoidable problems preventing execution within the
year; (2) accidents or external events prevent the ministry from executing within the year; (3) continuation of
expenses for multi-year projects, where leftover funds from that budget year continue to be spent until
exhausted; and (4) special budget accounts that are separate from the general budget account and restricted
to manage specific programs, such as running the national hospital.*’” France’s virement process allows for
broad reprogramming of funds within programs, across programs, and even across ministries. Germany has
both carryover funds as well as a virement process that allows them to move funds within a ministry, subject
to thresholds and other constraints once the money is moved beyond the chapter (account) in which it was
funded. The war in Ukraine highlighted the use of special funds in two of the countries that are outside of the
regular budget process and its fiscal constraints. France amended its finance law in 2022 to assist with the
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acquisition of equipment though a special fund, and Germany used the Special Fund (Sondervermégen) to
support wartime contingencies in Ukraine.*’®

For more information on the flexibilities in the allied and partner nations, see Figure 6 — Execution: U.S. and
Comparative Nation Budgetary Flexibilities and Reprogramming at the end of this paper.

The five allied and partner nations discussed in this section face some challenges in fostering innovation
differently from what was noted for Australia, Canada, and the UK. France’s budget is controlled “at the top
level of the state and is not conducive to genuine democratic debates on defense budget priorities, especially
concerning equipment and innovation decisions.”®® Germany is trying to foster innovation in defense and
has strengthened its position on innovation in their National Security Strategy by promising greater investment
in innovation. They have also sought to promote innovation by establishing the Federal Agency for Disruptive
Innovation and the German Agency for Transfer and Innovation,®*° though significant cultural barriers are
hampering the success of these institutions. There is a reluctance on the part of German Ministry of Education
and Research to consider military applications for state-of-the-art technologies, therefore most of the
innovation comes from within the Defense Ministry, often resulting in duplicative efforts and wasted
investment.®' Also, while Singapore has established its Future Systems and Technology Directorate to shape
R&D investments, innovation has been stifled by a risk-averse culture coupled with strict procedures to
minimize risk and maximize accountability.3®?

Turning to program evaluation and oversight, the RAND Corporation concluded that the evaluation of
spending information by independent audit agencies can be effective oversight mechanisms; however, there
is still difficulty evaluating whether funds spent achieve the intended strategic outcomes.** Japan has
established an elaborate system of internal and externalreview to carry out oversight. Singapore uses a three-
line system of accountability: (1) individual and peer responsibility; (2) conventional internal regulatory
processes; and (3) internal and external audits.®* The Auditor General’s Office and the Corrupt Practices
Investigation Bureau carry out the third line, the latter of which can conduct criminal investigations when
necessary.’ Germany does measure performance against “clearly defined, measurable, and impact-based
indicators with fixed evaluation deadlines”*® established during the planning and programming stages of the
budgeting process. This is in addition to the Federal Court of Audit’s annual report and the “mirror units” in
the Federal Ministry of Finance that monitor and track spending.

Unlike the conclusion reached during the review of Australia, Canada and the UK, the additional countries
included in this Final Report did not all have common values and goals. As RAND notes, “the postwar history
of Germany and Japan have given these U.S. partners unique political cultures relative to defense spending
and the scale of their military ambitions, which shapes the legal frameworks and domestic politics around
resource planning for defense.”®®” All of the countries reviewed vary in their perception of the threat
environment, the overall size of their militaries, what functions should or should not be performed by their
military, how they engage with industry, and their decision-making in regards to modernization and what to
maintain. Even with all these differences, there are similarities with the U.S. PPBE processes to include:

e The processes are structured, formalized, and include a well-defined cadre of decision-makers and

stakeholders.

78 |bid.
39 |bid.
%0 |bid.
%1 |bid.
%2 |bid.
3 |bid.
%4 bid.
%5 |bid.
6 |bid.
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Section X - Required Assessments and Findings

e Strategic planning is a key input that is used to explicitly connect priorities to how much is spent to
address military threats.
e Ongoing discussions between defense departments and decision-makers who control the “power of
the purse” are held to justify how forces and programs will use the funding.
e Defense departments receive and spend funding according to agreed-upon appropriations rules and
then use certain mechanisms, if plans change, to move or carry over funding.
e Oversight is a key mechanism for ensuring that what is budgeted is appropriately spent, even if
mechanisms for exercising oversight vary significantly.3®
With these similarities, and differences, innovation to counter threats will still be difficult to achieve in the
risk-averse and military adverse cultures that have become ingrained in these countries.

The RAND Corporation’s full research results are, or will be, published separately on their website but some
tables are included at the end of this paper.

Given the wide variety of partner and allied nations, strategic competitors, and other U.S. federal agencies
discussed in this section, the Commission focused the most on lessons to be learned from the non-DoD
federal agencies because they face the same executive and legislative environment the DoD does.
Comparisons to how the other agencies have additional flexibility not currently available to the Department
are included throughout various sections of this Final Report.

Other Federal Agency and Country Comparative Analysis**

Other Federal Agency Comparative Tables

Figure 1 - Planning and Budget Systems of DoD and Comparative U.S. Agencies

Agency Planning and Budget System

DoD Planning, Programming, Budgeting, and Execution (PPBE) Process

DHS Future Years Homeland Security Program (FYHSP)

HHS No direct analog at departmental level; operating divisions (OPDIVs) have individual
approaches to annual budget planning and formulation

NASA PPBE System

ODNI Intelligence Planning, Programming, Budgeting, and Evaluation (IPPBE) System

VA No direct analog at departmental level; ad hoc process relying on governance boards and

internal reviews that focuses on budgeting and execution, with strategic planning not well
aligned with related processes

NNSA PPBE Process

SOURCE: Reproduced from McKernan, Young, Consaul, et al., 2023
NOTE: Information in this table is derived from multiple sources and materials cited in volume 3 and this current volume

Figure 2 - Funding Categories and Funding Availability for DoD and Comparative U.S. Agencies

Funding Categories Funding Availability
DoD [» Discretionary budgetincludes MILPERS, O&M, » Varies by account type; multiyear or no-year
Procurement, RDT&E, and MILCON, Family appropriations for limited programs as authorized
Housing, and Base Realighnment and Closure by Congress
Program account categories
DHS [> Discretionary budgetincludes component-level » Varies by account type; multiyear or no-year
accounts organized by four common categories appropriations for certain programs as authorized

8 |bid.
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» Mandatory funding for some functions, such as
Coast Guard benefits
» Some activities funded through discretionary fees
and collections
HHS |> Discretionary budget organized under 12 OPDIVs > One-year appropriations for most of discretionary
» Mandatory funding is ~90% of budget operational budget; multiyear and no-year
» Some activities funded through discretionary fees appropriations for certain programs
NASA [> Discretionary budget with output-oriented > Six-year appropriations, construction
appropriations allocated at program level > Two-year appropriations (except OIG and CECR), all
other account types
ODNI |» Discretionary budget for National Intelligence > Varies by account type; one-year appropriations for
Program (NIP) activities managed by ODNI ODNI operations
» Discretionary budget for Military Intelligence
Program (MIP) activities managed through DoD
VA » Budget organized by function; mix of mandatory and [> Varies by function; discretionary budget includes
discretionary funding mix of one-year, multi-year, and no-year
» Mandatory funding is ~60% of budget and includes appropriations
veterans disability compensation, pensions, life » Discretionary and mandatory accounts receive
insurance, living allowances, and burial benefits advance appropriations for certain veterans
» Discretionary funding includes ongoing medical medical care and benefits programs, available one
care programs and operating activities year after appropriation
(construction, EHR modernization, IT, and other
operating expenses)
NNSA > Discretionary budget includes Weapon Activities > No-year appropriations for majority of operational
(WA), Defense Nuclear Nonproliferation (DNN), budget
Naval Reactors (NR), and Federal Salaries and
Expenses (FSE) account categories
» No “colors of money” allows movement of funds
within each program or project under the account
categories without reprogramming

SOURCE: Reproduced from McKernan, Young, Consaul, et al., 2023
NOTE: Information in this table is derived from multiple sources and materials cited in volume 3 and this current volume

Figure 3 — Carryover Funds and Restrictions for DoD and Comparative U.S. Agencies

Carryover Funds

Restrictions During Continuing Resolutions

DoD 3 Limited carryover authority in accordance > Various; no new programs, increases in production rates,
with OMB Circular A-11 ete.
DHS 3> Authority to carry over one-year O&S funding > Various; no new programs, new hiring, or new contract
into the next FY; can expend up to 50% of awards for discretionary programs
prior-year lapsed balance
HHS [|> Limited carryover authority in accordance > Various; new contract awards and grants have been
with OMB Circular A-11 suspended for discretionary programs.
NASA [> Limited carryover authority in accordance > Minimal; two-year appropriations and 90-95% obligation
with OMB Circular A-11 goal for first year of availability allow forward funding of
contracts.
ODNI [> Limited carryover authority in accordance > Restrictions on ODNI/NIP operations are unclear; MIP
with OMB Circular A-11 operations are subject to restrictions on DoD activities
during CRs.

VA » Authority to carry forward funding related to  [» Varies by function; minimal to no impact on veteran’s
medical care programs, subject to a celling; medical care and benefit programs receiving advance
additional percentage-based carryover appropriations, as well as multi-year and no-year funded
authority threshold for one-year accounts accounts

> Discretionary programs funded through one-year
accounts subject to prior FY funding levels
NNSA [» No-year appropriations for operational > Minimal; carryover of prior-year balances allows
budget allows carryover of unexpended funds| continued, unrestricted operations
from year to year
SOURCE: Reproduced from McKernan, Young, Consaul, et al., 2023
NOTE: Information in this table is derived from multiple sources and materials cited in volume 3 and this current volume
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Figure 4 — Reprogramming, Transfers, and Supplements for DoD and Comparative U.S. Agencies

Transfers Supplemental Funding

Agency Reprogramming

DoD > As authorized; four defined categories of |3 As authorized; general and » Frequent; linked to
reprogramming actions special transfer authorities, emerging operational and
> Prior-approval reprogramming actions— |  typically provided in defense national security needs
increasing procurement quantity of a authorization and
major end item, establishing a new appropriations acts
program, etc.—require approval from
congressional defense committees
DHS  [> Asauthorized; request to Congress must 3> As authorized; up to 5% of > Frequent; linked to
be made before June 30 if additional current FY appropriations may Disaster Relief Fund for
support for emerging needs or crises be transferred if appropriations | domestic disaster and
exceeds 10% of original appropriated committees are notified at least| emergency response and
funding 30 days in advance; transfer recovery
> Restrictions (creation of program, may not represent > 10%
augmentation of funding in excess of increase to an individual
$5M/10%, reduction of funding by = 10%, program except as otherwise
etc.) absent notification specified
HHS |> Asauthorized; no notification below »> As authorized; Secretary’s One-|} Frequent; linked to public
threshold of lesser of $1M or 10% of an Percent Transfer General health crises, hurricane
account; notification of reprogramming Provision allows transfer of up relief, and refugee
actions above this threshold required to 1% from any account into resettlement support
> Notification required above threshold of another account, not to exceed
$500K if reprogramming decreases up to 3% of funds previously in
appropriated funding by > 10% or account, maximum transfer
substantially affects program personnel amount of ~$900M
or operations
NASA > As authorized; reprogramming » As authorized; transfers for » Rare
documents must be submitted if a select purposes authorized by
budget account changes by $500K 51 U.S.C. § 20143
» Within the Exploration Systems and
Space Operations account, no more than
10% of funds for Explorations Systems
may be reprogrammed for Space
Operations and vice versa
ODNI [> As authorized; Director of National > As authorized; DNI may transfer|» petailed funding profiles
Intelligence (DNI) may reprogram funds funds within the NIP with the for NIP and MIP are not
within the NIP with the approval of the approval of the OMB Director publicly available.
OMB Director and in consultation with and in consultation with
affected agencies affected agencies
» Notification to Congress within 30 days
for reprogramming actions > $10M or 5%
when funds transferred in or out of NIP or
between appropriation accounts
» Notification to Congress of
reprogramming actions prior to June 30
VA > As authorized; annual appropriations > As authorized; Recurring » Rare; post extension of
legislation typically authorizes Expenses Transformational authority to request
reprogramming actions for certain Fund allows reallocation of advance appropriations for
accounts, subject to limitations ($7M or expired, unobligated funds to veterans medical care and
25% of an account for construction an account for department- benefits programs
programs; $1M for IT programs) wide purposes such as VHA
» Notification to Congress required for ATR facility infrastructure
actions and certain categories of improvements and IT
reprogramming actions modernization
NNSA > Asauthorized; annual appropriations > As authorized by 50 U.S.C. > Rare; no-year
legislation typically authorizes internal §2745; allows transferof upto | appropriations allows
reprogramming actions, subject to 5% of previously authorized funding of unanticipated
limitations ($5M or 10% of any annual funds between DOE account
funding level)
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> Notification to Congress and 30-day categories, subject to certain needs using prior-year
waiting period required for above- limitations and congressional balances
threshold reprogramming actions, which notification
must be cleared through NNSA, DOE, and
OMB

» Reprogramming authorities do not allow
creation, initiation, or elimination of a
program, project, or activity

» Reprogramming authorities cannot be
used to increase funds or personnel for
any program, project, or activity for which
Congress has previously denied funds

SOURCE: Reproduced from McKernan, Young, Consaul, et al., 2023
NOTE: Information in this table is derived from multiple sources and materials cited in volume 3 and this current volume

Other Countries Comparative Tables

Figure 5 - Programming: U.S. and Comparative Nation Resource Allocations and Time Frames

Country ‘ Resource Allocation Decisions Programming Time Frames
United States [» Documented in POM developed by Services and > 5years
DoD components, reflecting a "systematic analysis
of missions and objectives to be achieved,
alternative methods of accomplishing them, and
the effective allocation of the resources," and
reviewed by the Director of CAPE

China » Top-down planning from CMC services and > 5years, sometimes longer
commands supplemented by bottom-up
requirements submitted by military unit financial

departments
Russia » Top-down planning from Ministry of Defense for the > 3 years; nominal 10-year SAP, revised within 5
State Defense Order (SDO), the annual years in practice

appropriation for military procurement to meet the

requirements of the SAP

Australia » Portfolio Budget Statement (as informed by the [IP) > Three-tiered funding stream that provides:

for the current FY e current FY funding

e forward-looking estimates with a high
degree of confidence for the next 3 FYs

e provisional funding with a medium degree of
confidence for the next 10 years, as
articulated in the IIP and defense strategic
guidance documents.

Canada » Government Expenditure Plan and Main Estimates |» 3years, as articulated in the Annual

(ME) allocate budget resources to departments and| Department Plan

programs

UK » MEs for the current FY, based on spending limits setp>» 3-5 years, as articulated in the Integrated
in Integrated Review, and additional estimates for Review, which provides medium-term financial
10 years out as articulated in the MoD "Defence planning

Equipment Plan," which is updated annually

> Supplementary supply estimates (SEs) allow MoD
to request additional resources, capital, or cash for
the current FY

» Excess votes—although discouraged—allow
retroactive approval of overruns from a prior FY,
because government departments cannot legally
spend more money than has been approved by
Parliament

France > Dialogue between the Chief of Defense Staff > 4-7 years, as articulated in the LPM

(CEMA) and DGA within the MinArm to make

resource allocation decisions, informed through

engagement with the Ministry of the Economy,
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Finance, and Digital Sovereignty (MinFin), with
disagreements resolved by the President in
consultation with the National Defense and
Security Council
Germany |[» Bundeswehr Office for Defense Planning -- delivers [> 5 years under the federal financial plan
integrated planning within a 15-year horizon
Japan » Top-down resource allocations decisions, with > 10 years, separated into two 5-year epochs
characteristics of a strategies-to-task framework,
inclusive of input from staff offices
Singapore  [> Internal SAF review and prioritization of capability [» Rolling 5-year capability acquisition plans of
gaps-service branches bring capability gaps to the each SAF service branch
Defense Policy Office, which conducts initial
prioritization of requests, with prioritized capability
gaps examined by the Systems Integration Office,
then reviewed by the Defence Planning Office, with
final approval provided by the Minister of Defence
Sweden » SwAF with review and approval by Parliament > 10-year operational plan (FMVP) and 12-year
investment plan, reviewed and approved by
Parliament every 5 years in Defense Bills
> Budget framework projecting 3 years into the
future with annual updates
SOURCES: Reproduced from McKernan, Young, Heath, et al., 2023; and McKernan, Young, Dowse, et al., 2023
NOTE: Information in this table is derived from multiple sources and materials cited in volumes 1, 2, and 5

Figure 6 — Execution: U.S. and Comparative Nation Budgetary Flexibilities and Reprogramming

Country ‘ Budgetary Flexibilities and Reprogramming

United States [» Funding availability varies by account type; multiyear or no-year appropriations for limited programs as
authorized by Congress

> Limited carryover authority in accordance with OMB Circular A-11

> Reprogramming as authorized; 4 defined categories of reprogramming actions, including PA
reprogramming actions—increasing procurement quantity of a major end item, establishing a new
program, etc.—which require approval from congress

» Transfers as authorized through general and special transfer authorities, typically provided in defense
authorization and appropriation acts

China » Some flexibility extended to lower-level decisionmakers to adjust spending and acquisitions; further

specifics unclear

Russia » Signed contract timelines shorter than SAP timelines; provides some degree of flexibility to MoD to

realign procurements with changing strategic goals; further specifics unclear

Australia  [» 10-year indicative baseline for defense spending (except operating costs) provides budgetary certainty
entering into each new FY

» lIP includes approved capability development programs—for which funding does not expire—and
unapproved programs that can be accelerated or delayed as needs arise or change to reallocate funds
through biannual review process overseen by the Vice Chief of the Defence Force, including between
services and for new projects

» |IP is 20% overprogrammed for acquisition to manage risks of underachievement or overexpenditure
relative to the acquisition budget

» Funding for operations, sustainment, and personnel is separate from the IIP

» Capability managers have a high degree of flexibility for spending allocated operating funds;
responsible for achieving outcomes articulated in the Portfolio Budget Statement

Canada » Organizations can transfer funds within a vote from one program to another without Parliament’s
approval

> Organizations do need Parliament’s approval to transfer funds between votes

» Canadian federal agencies allowed to carry forward a portion of unspent funds for a FY—typically up to
5% of operating expenditures and 20% of capital expenditures

» Government can authorize continued spending at prior-year levels if a budget has not been passed by
Parliament by the beginning of the FY

» Special warrants can be issued to fund continued normal government operations if a government falls
and an election is called before a budget can be passed; this can also be used on a short-term basis to
avoid the need for a Parliament vote on funding
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> Interim supply bill for a new FY typically presented and voted on in third supply period of prior FY to
allow continued government operations, as budget and MEs are introduced close to the beginning of a
new FY

UK » Defense operations funded separately through HM Treasury or (in certain circumstances) UK
Integrated Security Fund (as managed by the Cabinet Office’s) Joint Funds Unit

» Already voted funding can be moved within top-line budget programs with HM Treasury approval,
provided they remain in the same commaodity block

» MoD funds can also be directly transferred between programs within a departmental expenditure limit
or annual managed expenditure in a process known as virement, subject to restrictions.

» Additional funding for one or more top-line budget programs can be requested from Parliament as an
SE

» Portions of budget subject to highest degree of fluctuation treated as annual managed expenditures
(with operations covered through HM Treasury and/or UK Integrated Security Fund); MoD can request
additional funds from HM Treasury to support urgent and unanticipated needs

France » Atthe program level-specific mechanisms include fungibility at the program level allowing PMs to
allocate "credits" between different operations providing the ceiling for personnel expenditure is not
exceeded--although “credits" for personnel expenditures can be redistributed to operational expenses

» Distribution of additional credits

» Virements of credits across programs within the same ministry (with Prime Minister decree on the
advice of MinFin)

» Transfer of credits across programs and ministries (with Prime Minister decree on the advice of MinFin)

» Additional funds generated through mechanisms such as licensing of state-held IP rights

» Use of a precautionary reserve, which requires programs to save a fraction of allocated "credits" in
order to respond to future unexpected events

> Atthe finance law level-specific mechanisms include amendments to the finance law, provision of
advanced emergency funding from the next fiscal year's finance law, reallocation of funding across
ministries to support the defense mission, or creation of a new finance law

Germany [» Bundeswehr special fund (Sondervermdgen) — a type of German public financing used for programs or
projects with defined objectives and predetermined timelines—with current objectives that include
strengthening alliance and defense capabilities and financing significant equipment projects in order
to reach an average of 2% of GDP spending on defense within a 5-year period

» Flexibility in disbursing funds to purposes other than those intended, as long as total spending does
not exceed funding allocated to each ministry

> No limits associated on virement within chapters; 20% allowance for transfer of funds between
chapters -- transfers above 20% threshold requires BMF approval

» Carryover of funds into next FY without a specified limit in situations where there is a contractual
obligation to do so, or carryover authorized by Bundestag and promotes "efficient and economical use"
of funds

Japan » 3 mechanisms for obtaining additional funding: (1) supplementary budget, compiled by the cabinet
and submitted to the Diet for approval; (2) use of emergency reserve funds included in the main budget
for contingencies, with cabinet approval; and (3) reallocation of funds, through (a) changing budget
implementation plan, or (b), reallocating funds within the same budget subcategory

» Use of multi-year contractual commitments

> Authority to carryover funds through four mechanisms: (1) direct carry forward of unspent allocated
funds, with Diet approval; (2) carryover of unspent funds resulting from accidents or external shocks;
(3) continuation expenses for a multi-year project; and (4) special account budgets, which are separate
from the general account budget and used to manage specific programs

Singapore |» Departments are assigned a funding cap as a percentage of GDP, with exact budgets not made publicly
available -- MINDEF ceilings for each fiscal year are classified, but government has publicly committed
to a goal of 3-4% of GDP

» Additional project funding can be obtained through a centralized Reinvestment Fund, which is funded
through minor spending cuts, that allows reallocation of funds after a competitive bidding process
amongst ministries, with the Ministry of Finance awarding funds

> Annual supplementary budget requests

Sweden > “Special” or “extra” budget bills that allow for additional funds in response to unanticipated needs
(COVID-19 pandemic) or changes to the security environment

» Reprioritization of funds through a SWAF annual balancing process

> Flexibility for reprogramming of resources within expenditure areas; parliamentary approval required
for reallocation of funds between expenditure areas

» Multi-year financial commitments with parliamentary approval

SOURCES: Reproduced from McKernan, Young, Heath, et al., 2023; and McKernan, Young, Dowse, et al., 2023
NOTE: Information in this table is derived from multiple sources and materials cited in volumes 1, 2, and 5
|
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D. Key Documents, Processes, and Outputs

The Commission examined the key PPBE documents and processes directed for review in Section 1004 as
well as other processes. This section discusses the documents and findings related to the current PPBE
process steps that create the documents. Findings reflect research prepared for the Commission as well as
Commission interviews and the professional experiences of the Commissioners and Commission staff. This
section and the subsequent section benefits from research performed for the Commission by the IDA, which
is published on IDA’s website.?%

Documents discussed in this section include:

e Defense Planning Guidance (DPG)

e Fiscal Guidance (FG)

e Integrated Program and Budget Review Guidance
e Program Objective Memorandum (POM)

e Future Years Defense Program (FYDP)

e Budget Estimate Submission (BES)

e President’s Budget (PB)

The Commission has heard that the PPBE process tends to favor an Industrial-Age approach that better
supports large capital expenditures for major weapon systems and discourages investments in software or
smaller technologies. The processes and timelines discussed here, and in the next section, focus on the
typical schedules; however, there can always be changes based on senior leader decisions and direction.

During Commission interviews and research, a number of concerns were raised about the planning phase of
the current PPBE process including that the DPG document, produced at the end of the planning phase and
due annually in February, is often delivered too late to reflect the DPG guidance in the Service and DoD
Component POMs. More fundamentally, critics expressed concern with the planning phase stating that the
DPG did not identify force levels and capabilities or areas where risk could be taken, or at least broad options
forthese fundamental issues, leaving that task to be addressed in the programming phase. Some critics also
argued that the planning phase does not provide sufficient analysis of these issues, again leaving that effort
to the programming phase.

The Commission did not have any access to planning materials, to include the DPG, which DoD regards as an
internal pre-decisional document, so it was not made available to the legislative Commission. However,
some Commissioners and staff have had access and experience with past DPGs; the Commission was told
that DoD is working to address timing concerns and that the DPG developed to guide the FY 2025 PB was
produced on time in February 2023.

The programming phase, and the POM submission that results from this phase, handle many of the tasks
associated with translating planning guidance and strategy documents into specific programs. As discussed
above, the programming phase must sometimes handle fundamentalissues like determining force structure,
which leaves organizations with less time to accomplish tasks like ensuring compliance with the DPG. The
programming phase must sometimes accommodate changes in funding for the DoD, which can shift due to
externalinfluences like late congressional budget decisions that affect current and future budget levels. With

3% DA Systems and Analysis Center 2024.

COMMISSION ON PPBE REFORM 177


https://gbc-word-edit.officeapps.live.com/we/wordeditorframe.aspx?ui=en%2DUS&rs=en%2DUS&wopisrc=https%3A%2F%2Fussen.sharepoint.com%2Fsites%2FResearchPPBE%2F_vti_bin%2Fwopi.ashx%2Ffiles%2Ffe2bda55263242ac99cf2b54fa870e04&wdenableroaming=1&mscc=1&hid=356A01A1-A0C2-4000-ABF2-9CD1E53F5422&wdorigin=ItemsView&wdhostclicktime=1705176891823&jsapi=1&jsapiver=v1&newsession=1&corrid=a43fc224-2ce6-4f8f-a4cd-b36f668d7ec6&usid=a43fc224-2ce6-4f8f-a4cd-b36f668d7ec6&sftc=1&cac=1&mtf=1&sfp=1&instantedit=1&wopicomplete=1&wdredirectionreason=Unified_SingleFlush&rct=Normal&ctp=LeastProtected#_ftnref1
https://gbc-word-edit.officeapps.live.com/we/wordeditorframe.aspx?ui=en%2DUS&rs=en%2DUS&wopisrc=https%3A%2F%2Fussen.sharepoint.com%2Fsites%2FResearchPPBE%2F_vti_bin%2Fwopi.ashx%2Ffiles%2Ffe2bda55263242ac99cf2b54fa870e04&wdenableroaming=1&mscc=1&hid=356A01A1-A0C2-4000-ABF2-9CD1E53F5422&wdorigin=ItemsView&wdhostclicktime=1705176891823&jsapi=1&jsapiver=v1&newsession=1&corrid=a43fc224-2ce6-4f8f-a4cd-b36f668d7ec6&usid=a43fc224-2ce6-4f8f-a4cd-b36f668d7ec6&sftc=1&cac=1&mtf=1&sfp=1&instantedit=1&wopicomplete=1&wdredirectionreason=Unified_SingleFlush&rct=Normal&ctp=LeastProtected#_ftnref2

Section X - Required Assessments and Findings

its many burdens and the challenges of making difficult budgetary choices, the programming process often
runs late and ends just a few weeks before the budget must be submitted to the OUSD(C) for Budget Review,
leaving little time for the budgeting phase of PPBE.

Lack of time to accomplish the budgeting phase of PPBE, which starts with the Component BES justification
materials and ends with the DoD input to the PB request, has forced the DoD to submit budgets that are not
always as carefully priced, evaluated for executability, or documented to the degree the Department would
preferifthere were more time. This challenge can be further exacerbated if there are sharp changes in funding
limits that occur during the budgeting phase, which require revisiting earlier program decisions.

The last phase of PPBE, which focuses on managing execution and performance against established plans,
must comply with many thousands of pages of laws and regulations. Itis during this phase that factors such
as technology and fact of life changes can require rapid shifts in appropriated funds through realignments and
reprogramming actions. Execution reviews are conducted at various echelons and the Mid-year Execution
Review with the OUSD(C) supports large reprogramming decisions submitted in the Omnibus reprogramming
request due to Congress at the end of June every year, as well as informs out-year budget decisions.
Programmatic and financial execution is closely monitored throughout the fiscal year, but especially during
the last quarter. Annual funds must have sufficient funding in the right accounts to support a smooth fiscal
year end close, and the O&M accounts must comply with the statutory 80/20 rule for execution (not more than
20 percent of one-year appropriations may be obligated during the last two months of the fiscal year).

The Commission is focused on how to provide the DoD with much needed flexibility to support adoption of
innovation, faster delivery of capability to the warfighter, and respond to emergent changes while also
maintaining congressional oversight. Figure 1 below summarizes information about the four phases.

Figure 1 —Primer: PPBE Process and DoD, DAU references.

Phase Description Lead Actor Output(s)

Planning Review strategic guidance Under Secretary of Chairman's Program
Assess threats Defense for Policy Recommendations (CPR)
Evaluate takeaways from Defense Planning Guidance
war games (DPG)
Identify capability gaps and Fiscal Guidance (FG)
risks

Programming Translate planning Director, Cost Program Objective
decisions into program Assessment and Program Memorandum (POM)
and resource Evaluation (CAPE) Resource Management
requirements Decisions (RMDs;
Consider program programmatic)
alternatives Future Years Defense
Develop five-year Program (FYDP) updates

projections for forces,
personnel, funding

Budgeting Review budget Undersecretary of Budget Estimate Submission
justifications Defense (Comptroller) (BES)
Consider funding RMDs (programmatic)®
alternatives FYDP updates
Prepare budget (incorporating RMDs)
submission DOD portion of President's

budget request

Execution Assess output to planned Multiple: Under Secretary Assessments (internal
performance of Defense (Comptroller) reviews by OSD and DOD
Adjust resources, as and DOD component components)
necessary financial managers Reprogramming actions and

transfers (including external
interactions with Congress)

Source: Congressional Research Service
|
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Defense Planning Guidance

Typically, a classified document, the DPG is developed annually by the Secretary of Defense, with the advice
of the CJICS, USD(P), and OSD CAPE establishing “goals, priorities, and objectives, including fiscal
constraints.”®*®' Due in February each year and informed by the NSS, NDS, and NMS, the DPG serves as the
primary output of the planning process to inform development of the POM and BES. Specifically, the DPG
includes:

e the priority military missions of the Department, including the assumed force planning scenarios and
constructs;

e the force size and shape, force posture, defense capabilities, force readiness, infrastructure,
organization, personnel, technological innovation, and other elements of the defense program
necessary to support the [NDS];

e theresource levels projected to be available for the period of time for which such recommendations
and proposals are to be effective; and

e adiscussion of any changes in the strategy and assumptions underpinning the [NDS].3%2

Development typically begins with assessing strategic guidance, analytic products, and top-down guidance
from the Secretary or Deputy Secretary of Defense to establish broad priorities. The process generally
includes several opportunities for DoD senior leadership to provide input into what has been described to the
Commission as a consensus-building process to include the input of as many stakeholders as possible.

In addition to issuing the NMS, the CJCS delivers the Chairman’s Program Recommendation (CPR) to the
Secretary of Defense. As described by the CRS, the CPR serves as “the CJCS’s ‘direct input’ to the DPG and
incorporates the CJCS’s military advice on programming priorities...[and] is based in part on a capability gap
assessment performed by the Joint Requirements Oversight Council, including priorities identified by
combatant commanders (known as Integrated Priority Lists, or IPLs) and by the Chief of the National Guard
Bureau.”%%®

Fiscal Guidance and Integrated Program and Budget Review Guidance

The issuance of FG by the Deputy Secretary of Defense often kicks off the formal programming process with
latest topline information from OMB, key leadership assumptions, and projected timelines. This provides
fiscal constraints or total obligation authority (TOA) controls to each Military Department, and to the
appropriate oversight stakeholders for the other DoD Components under their purview, for both the budget
year and FYDP, along with any specific guidance on must-funds or priority directions. While the FG should be
released in February each year, many Components begin preparation of their POM several months sooner
and adjust upon receipt of aformal topline. The Army, for example, may begin their programming process and
requirements validation as early as late summer or early fall prior to release of the FG.

The Director of CAPE and the USD(C) issue integrated PBR guidance that is often over 100 pages long
describing how the programming and budgeting phases will be conducted. This may include requirements
for any changes in process, justification materials formats or information, CAPE Select and Native
Programming Data (SNaP) exhibits or data collection requirements, additional information the USD(C) may
want to collect, and other goals of the Administration and the Secretary of Defense.

Program Objective Memorandum
The programming process largely seeks to balance requirements, or the DoD’s wants and needs, with
resources. The POM is a formal proposal from the DoD Components to the OSD identifying TOA allocations

39110 U.S.C. §113(g)(2)(A).
392 |bid.

3% McGarry 2022, 8-9.
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by program to meet the intent of the DPG and additional Component-specific guidance. Based on toplines
provided in the FG, the POM provides insight on how each Component intends to achieve intended goals and
priorities across the FYDP.

The POM is typically based on a series of cost estimates and assumptions that includes requirements
validation, investment or divestiture decisions, reduction options, and an analysis of alternatives. Once
complete, the POMis sent to CAPE for Program Review as an electronic database with funding spreads by BLI
by year across the FYDP. This submission is often accompanied by SNaP exhibits, found in the CAPE SNaP
Input System, detailing specific, non-standard program and budget data information not found in the formal
FYDP structure. This may include information such as total square footage, quantity of IT systems supporting
a certain effort, or sub-BLI data such as expenditures on PFOS (perfluorooctane sulfonate) and PFOA
(perfluorooctanoic acid) which may be funded in multiple BLIs. Decisions resulting from Program Review are
documented in PDMs (they have also been called RMDs) which, during a year with normal timelines, inform
Budget Review.

Future Years Defense Program

The FYDP is a forecast of recommended funding, manpower, and forces - aligned by DoD program - over a
five-year period reflecting the “estimated expenditures and proposed appropriations included in that
budget...cover[ing] the fiscal year with respect to which the budget is submitted and at least the four
succeeding fiscal years.”*** The FYDP is a planning tool to allow the DoD to project outyear shifts in
programming that may require a multi-year phased funding approach, advanced fiscal support, or funding
tails. Examples may include a shift in research and development priorities, choosing a higher-priority
procurement effort that may require a long lead time, or emerging priorities that may require resourcing over
multiple years, such as achieving energy and climate initiatives by a certain fiscal year. The language in Title
10, U.S.C §221%%5 further stipulates that the FYDP shall be submitted by the Secretary of Defense no later than
five days after the PB is submitted to Congress. While the details of the FYDP, in aggregate, are classified,
Section 1042 of the NDAAfor FY 2018 (P.L. 115-91) -- matters relating to the submittal of the FYDP -- amended
by 10 U.S.C 8221, require each FYDP to be available electronically in the form of an unclassified database,
and to deliver printed copies of each program to the congressional defense committees. 3¢

Prior to the 1950s there was not a uniform budget structure, and the Military Departments designed their own
specific appropriations. Under the Hoover administration, the Department designed a unified appropriation
structure that would provide appropriate oversight and help them manage and understand the linkage
between the strategy and budget request.*’ Figure 2 below, as provided by the IDA, shows a hypothetical
example of the format used for the FYDP, which is made up of PEs describing the resources allocated to
activities and programs.3%®

39410 U.S.C. §221.

3% |bid.

3% p . 115-91.

397 History and Library Directorate 2022, 9.

3% Whitley et al. 2023, 23.
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Figure 2 -DoD FYDP PE Example

DOD FYDP Program Element Example
(PBR 2016 Notional Data)

F-16 Squadrons Program Element (0207133F)

Prior Current | Budget
Year Year Year Forces
(PY) (CY) (BY) Only
FY14 FY15 FY16 FY17 FY18 FY19 FY20 |FY21-23
Dollars - millions
Research & Development 297 110 81 71 97 86 86
Aircraft Procurement 624 240 298 542 512 298 298
Other Procurement 0 0 0 0 0 0
Military Construction 0 0 0 0 0
O&M 685 830 708 703 695 690 690
Military Personnel 595 644 687 703 713 742 742
Total Funding 2,205 1,823 1,774 2,019 2,017 1,817 1,817
Manpower
Active Officers 1,150 1,153 1,135 1,135 1,135 1,135 1,135
Active Enlisted 12,199 13478 13324 13320 13,320 13,323
Civilian - Direct Hire 188 185 185 185 185 185 185
Civilian - Fgn Hire 17 17 17 17 17 17 17
Total Personnel 13,554 14833 14,661 14657 14657 14660 14,660
Forces/Equipment
F-16 Aircraft (PAA) 420 420 414 414 410 400 390 390
Source: IDA

The example provides the breakdown for a single PE for F-16 squadrons; PE 0207133F includes manpower
authorizations, resources for peculiar and support equipment, necessary facilities and costs for wing
headquarters, tactical fighter squadrons, avionics maintenance, field maintenance, consolidated aircraft
maintenance, munitions maintenance, and weapons system security.

The FYDP is aggregated under 12 formal Major Force Programs (MFP) which are each a collection of TOA,
manpower, and forces data. Each MFP consists of PEs; the MFP is identified by the first two digits of the PE.
The structure is further broken out by Component (military Service or DoD Component, for example), and
appropriation (e.g., Procurement or MILCON). This combination of PE, Component, and appropriation
includes thousands of unique values. Beyond the PE-level in the FYDP, each PE can further be broken down
into BLIs, that are used to track, identify, and appropriate resources. Not all appropriations use the same BLI
as their primary level of control. For instance, the O&M appropriations use Sub-Activity Groups (SAG) (e.g.,
SAG 131: Base Operations Support) as the BLI. In contrast, the Procurement appropriations use the P-1 Line-
Item Number and the Line Iltem Title (e.g., P-1 #4 and Line Number 0363G85200 is Stryker Upgrade) e+ and the
RDT&E appropriations use the PE as the BLI and primary means of funds control. Using RDT&E as an example,
the last digit identifies the Component responsible for that PE (e.g., A is Army and BB is USSOCOM).

This crosswalk of PEs to Components and appropriations allows for a multidimensional view of the DoD FYDP
that is organized by functional or organizational resources.

Budget Estimate Submission

In a year with typical timelines, the BES is submitted to the USD(C) during the late summer which kicks off a
formal Budget Review. The BES serves as a translation of the POM from program level detail to the formal
FYDP budget structure discussed above, which is different depending on the appropriation. For O&M, the
SAG is the lowest level of detail; for RDT&E, the PE with details by project is the lowest level of detail; the
lowest level of detail for Procurement is the line item; MILCON is submitted at the individual project level; and
MILPERS is submitted by BA.
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With guidance from OMB, the USD(C) reviews the BES for consistency with senior leadership direction and
feasibility of execution within the budget year. Any resulting changes are documented in PBDs (they have also
been called RMDs), which direct the Components to make changes. Similar to the POM, the BES is submitted
through an electronic database from the DoD Components to the USD(C). The formal BES submission is
typically accompanied with supporting budget justification materials explaining resource allocations and
decisions. The BES serves as the basis for Budget Review, which in turn becomes the PB request after
incorporating all program and budget decisions.

President’s Budget

As described in OMB Circular A-11, Preparation, Submission, and Execution of the Budget, the PB consists of
several volumes that set forth the President’s financial proposal and recommended priorities for allocating
resources. The DoD’s portion of the PB submission is the executive branch’s request and estimate of federal
government spending for the upcoming fiscal year, which is supported by justification material providing
additional information and context. The DoD 7000.14-R, FMR, Volume 2A, Chapter 1 outlines instructions for
the preparation of justification material for presentation to the congressional defense, intelligence, and
military construction committees including, but not limited to, the requirement for separate J-books for each
appropriation, how to handle classified material within each volume, and designation of required reports and
schedules.

A complete list of allaccounts and their lowest levels of details, as well as all unclassified budget justification
materials for each year, can be found on the OSD Comptroller’s public website under the Budget Materials
tab at https://comptroller.defense.gov/Budget-Materials/. There are thousands of pages of justification
materials, links to Service budget materials, and supplementary information found on this website.

The PB is what Congress reviews, adjusts based on internal priorities published in committee markups, and
then passes authorization and appropriation bills based on their conference position of those
recommendations. Failure to pass appropriate appropriation measures typically results in a CR to keep the
government running.
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E. PPBE Timelines

The Section 1004 language also directed the Commission to conduct an analysis of the timelines involved in
developing an annual budget request and the FYDP, including the ability to make changes to such request or
such program within those timelines. While each year follows the same general process and timeline, no two
years are identical as the needs of the Department change each cycle. This is further complicated by the fact
that multiple cycles often overlap and are therefore being executed concurrently. For example, while the DoD
is building its POM for FY 2027, it may also be planning for FY 2028+, finalizing the BES for FY 2026, defending
FY 2025 on the Hill, and executing FY 2024 and prior year funding.

Any delay to a particular activity has impacts on assumptions and budgetary plans used in subsequent
activities. For instance, a late DPG may delay program decisions or defer force structure decisions. Late
appropriations or changes in administration also play a role in compounding the complexity of the PPBE
process, often resulting in decisions being made on unknown toplines for the POM and budget year. Figure 1
below, from the CRS, shows a notional timeline that attempts to depict the intricacy of the annual PPBE
processes and timelines by mapping the Joint Staffin comparison to OSD and select Services and Agencies.>%*

Figure 1 —DoD PPBE Process and Timelines
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Source: CRS, 2022

The Commission regularly heard concerns about the time required for a program to transit the PPBE process.
It often takes two years, and sometimes four years or more, for an issue to go through all PPBE phases first at
the Service, then at the OSD, through Congress, and then finally the contracting process (if applicable) and
execution. During this long period, technology and military requirements may change in ways that demand
shifts in programs. Commission interviews suggested that selected key issues can be handled more quickly,
and the PPBE process does provide the ability to make changes along the way. The DoD interviewees
generally agreed that changes can be made even late in the DoD budget formulation process, but only for
those issues where senior leaders believe changes are important enough and all parties agree on the nature
of the change. As previously discussed, the reprogramming process provides a forum for making changes

3% McGarry 2022: “Sources: Figure created by CRS based on Sean C. Sullivan, Planning, Programming, Budgeting and Execution Workbook, Naval
War College Faculty Paper, updated 2015; and DOD, CJCSI 8501.01B, Chairman of the Joint Chiefs of Staff, Combatant Commanders, Chief,
National Guard Bureau, and Joint Staff Participation in the Planning, Programming, Budgeting, and Execution Process, December 15, 2021, p. B-5, at
https://www.jcs.mil/Portals/36/Documents/Library/Instructions/CJCSI|%208501.01B.pdf. Note: Timeline is notional.”
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during budget execution but can take many months, is limited in the amount of funds that can be shifted, and
ATRs must be approved by all of the congressional defense committees bef