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PREFACE 

t   Is    Vr vvi a i 

-7* The Defense Resource Management Study (DRMS) was commissioned jpy the Sec» 
retary of Defense in November 1977 in response to a request by the President dated 
September 20, 1977. The President wantedfa vsearching organizational review" into 
several resource management issues. ~v 

The Secretary also established the Defense Organization Committee, chaired by the 
Deputy Secretary, to oversee the DRMS/and several other concurrent organization re- 
views.  ' 
ftThe DRMS focused on five topics within the broad area of resource management: 

Resource allocation decision process (PPBS)^ 
Weapon system acquisition process ^ 
Logistics support of combat forces 7 

Career mix of enlisted military personnel y dt «•■■ d 
Military health care system , 

Each topic is treated in a separate chapter of this report containing analysis and rec- 
ommendations for change, ^L, 

x  A companion report contains several case studies of logistics support alternatives. 
/These case studies serve as part of the basis for the design principles for logistics ac- 

tivities described in Chapter III. They also illustrate specific opportunities to improve 
J   defense logistics activities. 

Two additional publications contain staff papers supporting Chapter IV, First-Term 
Career Mix of Enlisted Military Personnel, and Chapter V, Military Health Care, re- 
spectively. 

Throughout the course of the Study, the DRMS has worked closely with the OSD 
staff, the Military Departments, the service staffs, field organizations, the 0MB, and 
former Department officials. The report has undoubtedly benefited immensely from 
the advice and criticism received from those groups, as well as that received from the 
Defense Organization Committee. However, the involvement and cooperation of oth- 
ers with the DRMS work in no way signify that they endorse this report. While nu- 
merous observations or comments from others have been incorporated in the report, 
the Study Director bears the sole responsibility for its content. 

Donald B. Rice 
Study Director 
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Defense Resource Management Study 
Final Report 

Executive Summary 

The Defense Resource Management Study (DRMS) was commissioned by the Sec- 
retary of Defense in response to a request by the President dated September 20, 
1977. The President wanted a "searching organizational review," an "unconstrained 
examination of alternative reforms in organization, management, and decision 
processes in the Department of Defense" as related to resource management. 

Resource management in the DoD is pervasive: it touches defense objectives, the 
means to achieve them, and the cost of those means. The success of resource manage- 
ment is ultimately measured by the effectiveness and efficiency of defense forces and 
support activities. The scope of this study is therefore broad, though limited by practi- 
cal considerations to reviews of: 

• The resource allocation process, through which means and ends are related, 
analyzed and funded. 

• Four specific functions, each involving large resources and contributing di- 
rectly to defense capabilities: 
— Weapon System Acquisition, 
— Logistics Support, 
— Enlisted Personnel Management, and 
— Military Health Care. 

As a result of these reviews, the DRMS has compiled an array of new ideas and 
processes that it believes are conceptually sound, relevant to real problems, and, in 
principle, implementable. Recommendations for changes in the resource allocation 
process and in the four functional areas listed above are summarized here. These five 
sets of changes are presented in detail, together with their rationale and background 
material, each in a separate chapter in the final report. The final report is not an im- 
plementation plan, however. Further analysis and adaptive adoption of the recommen- 
dations remain as future tasks for the DoD. 

THE DEFENSE RESOURCE ALLOCATION PROCESS 

The Planning, Programming and Budgeting System (PPBS) encompasses the full 
range of activities that support DoD decisionrnaking on the allocation of defense re- 
sources and hence is the focus of this review. 

Planning includes 'he definition and examination of alternative defense strategies, 
the analysis of exogenous conditions and trends, threat and technology assessment, 
and efforts to anticipate change or to understand the longer-term implications of cur- 
rent choices. Programming includes the definition and analysis of alternative forces, 
weapon systems, and support systems, together with their resource implications; the 

vii 

<4S, 



Mil Executive Summary 

evaluation of options for variation therein; and other staff efforts to construct and un- 
derstand the Five-Year Defense Plan (FYDP). Budgeting includes formulation, justi- 
fication to the Congress, execution, and control. 

The DRMS proposals for change to the PPBS respond to a number of problems 
identified by current and recent participants in the process. The following courses of 
action are recommended: 

• Combine the traditionally sequential program and budget reviews into a single 
annual review. 

• Establish a Defense Resources Board (DRB), chaired by the Deputy Secre- 
tary, to manage the combined program/budget review. 

• Utilize the time in the annual cycle freed up by combining the program and 
budget reviews to focus additional attention on strategic and resource plan- 
ning, including resolution of selected major issues prior to the program/bud- 
get review. 

• Integrate more closely the internal PPBS and the Presidential resource alloca- 
tion process, enhancing the DoD's capability to support Presidential decision- 
making. 

• Relate the program/budget process and the acquisition process somewhat 
more closely. 

The centerpiece of the DRMS proposals is a conscious "destructuring" of the cur- 
rent PPB cycle through the creation of a planning window extending from January to 
May, and a combined program/ budget review extending from August to December. 
These changes would enhance opportunity to focus on major resource questions that 
can be authentically zero-based while recognizing that programming and budgeting 
are continuously incremental processes that incorporate selected fundamental reviews. 

Secretary of Defense guidance memoranda would constitute a standing document 
intended to evolve incrementally rather than undergo complete revision each year. 
The standing document would have three parts: 

• Section I: "Rationale for the Defense Program," contains policy and strategic 
planning guidance and would be closely coordinated with the Secretary's 
"posture statement" issued in January each year. 

• Section II: "Defense Issues," comprises an issue-specific agenda of major un- 
settled problems, together with assigned responsibilities for work on the is- 
sues, and a schedule for resolution by the Secretary. 

• Section HI: "Program/Budget Guidance," records decisions on issues identi- 
fied in Section II, lays out the fiscal guidance brackets by service and other 
categories, and prescribes guidance for submission of the program /budget es- 
timates. 

Sections I and II would be issued in January, at the start of the planning window. 
Within the four-month planning window, formally prescribed activity is deliber- 

ately held to the identification of fundamental issues, the rigorous consideration of al- 
ternatives, and resolutions of those issues for incorporation in the revised Section III. 
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Section HI of the guidance document would be issued in early June at the end of 
the planning window. The service then submit combined program proposals and 
budget estimates in August, in the form of five-year program proposals with the first 
year supported in budget detail. 

The combined program/budget review would then proceed under the direction of 
the Defense Resources Board (DRB). The mission and program view would receive 
relatively more attention in the early stages and the budget scrub relatively more in 
later stages. However, both perspectives would be maint ned throughout, with pro- 
grammers and budgeteers acting in coordinated fashion. 

The process must result in a budget approved by the President, formulated in 
terms of appropriations, and justified from the viewpoint of both mission and purpose 
as well as program and financial integrity. 

The Defense Resources Board would be chaired by the Deputy Secretary of De- 
fense and have four other members: the USD(R&E), the ASD(PA&E), the ASD(C), 
and the ASD(MRA&L). The CJCS and the Deputy Director of the OMB or the Ai?o- 

-ciate Director for National Security Programs could serve ex officio. The Board would 
ensure a collaborative review of service program/budget submissions by the OSD of- 
ficials most directly responsible. The Board could, of course, conduct work sessions 
without the Chairman having to be present. The ASD(PA&E) or the ASD(C) could 
preside depending on the subject. The DRB would: 

•      Manage all aspects of the combined program/budget review, including the 
guidance for submission and the structure and schedule of the reviews, 
Identify issues requiring resolution, 
Arrange for needed staff work, 
Conduct "cross-cutting" or other reviews necessary to ensure mutual consider- 
ation of the perspectives important to each principal, 
Decide minor issues, 
Take major issues to the Secretary, 
Prepare Presidential review materials. 
Hear reclamas, and 
Ensure that final decisions are communicated in multi-year progrrm terms, 
and that sufficient rationale is provided to update Section I, "Rationale for 
the Defense Program." 

The DRB would be useful even in the current system, but is probably essential to 
make the combined program/budget review work well. The Board would bridge juris- 
dictional differences in OSD and offer greater continuity and institutional memory to 
the PPB process. Above all, it would provide a mechanism through which the cogni- 
zant officials could work together on what is the most important resource management 
process serving the Secretary and the President. 

Finally, by adjusting the timing and content of the DoD process, these changes 
would enable the DoD to respond better to signals emanating from Congressional 
budget review and to meet Presidential decision requirements. 

In addition to the process changes described here, additional recommendations are 
provided which are intended to: 
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X Executive Summary 

• Rationalize the relationship between the systems acquisition and the 
program /budget review processes, 

• Strengthen the resour^ analysis capability iu the office of the ASD(PA&E), 
and 

• Increase the level of attention devoted to systematic analysis and program- 
ming of support programs and resources. 

THE DOD ACQUISITION PROCESS 

Weapon-system acquisition drives both near-term demands for development and 
production resources and long-term "ownership" costs of manning, operations, and 
maintenance. The DRMS has developed recommendations for increasing the effec- 
tiveness and efficiency of the acquisition process, and, especially the potential for im- 
proving its treatment of support issues. 

Acquisition Policy and Procedure 

Although the DRMS found no major de6ciencies in existing policies and proce- 
dures (an important finding in itself), certain weaknesses and risks are to be avoided 
in their implementation: 

• OMB Circular A-109 and the associated MENS/DSARCO review are in- 
tended to improve the process of selecting system candidates for entry into 
full-scale development. Because this process has not yet been fully imple- 
mented, its effects on weapon-system acquisition cannot be fully assessed. 
DoD management should devote special attention to three problem areas, 
however, to forestall undesirable outcomes: 
— The carefully prepared, staffed, and approved MENS must not be regarded 

as "cast in concrete," but instead must be continually reviewed as military 
needs evolve. 

— The preparation of a MENS, and the effort to obtain DSARCO approval, 
must not he permitted to interfere with subsystem development progress or 
to stifle innovation in concept definition. 

— The examination of alternative system concepts to satisfy a MENS should 
stimulate and exploit the fabrication and testing of experimental and proto- 
type hardware; it should not be permitted to increase reliance on design 
studies and analysis. 

• Troublesome and costly problems often arise from the premature commitment 
of systems to high-rate production. Two steps that could ameliorate this stub- 
born problem (both entirely consistent with current policy directives) are to: 
— Delay the approval of high-rate production until the hardware has demon- 

strated both technical adequacy and operational suitability, including reli- 
ability, supportability, and readiness characteristics. (Functional criteria for 
such achievements must also be developed, preferably on a system-by-sys- 
tem basis.) 

— Encourage the development of major, widely used subsystems independent 
of final weapon-system development programs, thus reducing the risks of 
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full system development and enhancing standardization and operability of 
the equipment. (This "building block" concept is also consistent with cur- 
rent DoD direction; integration responsibilities may have to be reempha- 
sized.) 

• A conscious effort should be made to exploit the opportunities created by com- 
petition in the acquisition process. Component and subsystem development 
programs with potential application to existing systems, in addition to compet- 
ing with each other, create alternatives to new system developments. Product 
improvement can and should compete with new system designs to provide a 
hedge against technical problems and a positive incentive to keep down the 
costs of a new design. 

Ownership Considerations in the Acquisition Process 

The following recommendation^ would improve treatment of operating and support 
issues within and beyond the acquisition process: 

• Explicit and measurable system availability goals should be set once a system 
concept is established, and the needed resources (time, money, and man- 
power) should then be allocated to achieve these goals. 

• Testing and evaluation should be required to verify "supportability" and mea- 
sure progress toward availability goals (by measuring specific reliability and 
maintainability parameters, and computing availability); 

• The OSD should establish a Support Analysis Improvement Group (SAIG), 
co-sponsored by the ASDs (PA&E) and (MRA&L), which would: 
— Act as a clearinghouse for concepts that should be considered in system de- 

sign and Integrated Logistics System (ILS) planning: 
— Evaluate ILS plans for the DSARC; 
— Work with the CA1G to improve support-costing capabilities, and with 

OT&E to ensure that "supportability" and equipment availability are ade- 
quately tested; 

— Identify general support issues that should be analyzed in the resource allo- 
cation process. 

• A full integrated support evaluation should be conducted when adequate expe- 
rience is accumulated on the fielded equipment and on the effectiveness of its 
full training and support system. The services should establish institutional 
mechanisms that provide priority management and funding for prompt, effi- 
cient correction of deficiencies in availability and support of newly fielded 
systems. MRA&L and PA&E should conduct follow-on support reviews of se- 
lected recently fielded systems until adequate attention is focused on these 
problems. These reviews should trigger issue papers where necessary in the 
combined program/budget review proposed above. They could be conducted 
by a SAIG or a similarly constituted OSD panel. 

• The top-level emphasis given to support in the acquisition process should be 
further increased by: 
— Insisting that "supportability" be demonstrated before permitting a pro- 

gram to proceed; and 
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XII Executive Summary- 

Encouraging identification and application of innovative support concepts 
that can increase capability, reduce support costs, or both. 

LOGISTICS SUPPORT ALTERNATIVES 

Over one-third of the Defense budget is consumed, and a similar fraction of De- 
fense manpower is employed, in the delivery of logistics support. While its resource 
implications alone make "logistics" important, it commands attention primarily be- 
cause it is a crucial element of combat capability. 

The sheer magnitude of logistics resource requirements has prompted many reviews 
of separate functions such as distribution, or subfunctions such as maintenance at the 
depot level. Most of these reviews have sought to save money by improving the peace- 
time efficiency of the logistics support system. Most such reviews have paid insufficient 
attention to the interdependencies among logistics levels and functions. Their results 
have sometimes reduced combat flexibility and effectiveness out of proportion lo any 
cost savings. 

More recently, the focus of many studies has changed to reflect the Department's 
increased concern with readiness and sustainability. This shift has led to recommen- 
dations intended to increase effectiveness primarily by increasing the level of re- 
sources made available to the current support structure. In many cases, this approach 
will turn out to be prohibitively expensive because current structures try to render 
comb.it units highly self-sufficient so that they can be employed in the widest possible 
range of combat scenarios. Alternatives that involve modifying these structures have 
received comparatively little attention, despite the fact that innovation in support con- 
cepts offers considerable leverage on both combat capability and support costs. 

Because of the costliness and the mission importance of logistics, and because cur- 
rent support structures may not conform adequately to the demands of possible future 
wars nor exploit the leverage noted above, the DRMS conducted five weapon-system- 
specific case studies that examined logistics delivery alternatives that could increase 
combat capability at current or reduced costs. The case studies covered: Naval carrier 
air, strategic bombers and tankers, Air Force tactical fighter aircraft — especially the 
A-10, Army tracked vehicles — especially tanks, and Army helicopters. 

The five case studies, which are reported in detail in a companion volume to this 
report, serve several purposes. They provide examples of the approach to support re- 
source issues that both the resource allocation and system acquisition reviews found to 
be needed. They demonstrate the potential leverage that innovation in support con- 
cepts can exert on capability and cost. Specific recommendations for change or for 
further study are summarized in the body of this final report and detailed in the com- 
panion volume. Several of the case studies show the potential for significant cost sav- 
ings, capability increases, or both. The case studies also provide the empirical base for 
developing some cross-cutting design principles which make a start on a "theory of 
support." 

Four design principles emerge from these case studies that should guide the future 
evolution of logistics support structures. It is recommended that the DoD: 

r 
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• Focus the maintenance capability of combat units (Army divisions, Navv and 
Air Force wings) on quick-turnaround repair, limiting their need to perform 
off-equipment maintenance. This will free the combat units from a cumber- 
some logistics burden, making them more able to respond to fluid battle con- 
ditions. 

• Consolidate off-equipment maintenance at a level that permits capture of 
economies of scale and reduces the vulnerability of some support resources. 
The specific design for each weapon system will be dictated by weapon tech- 
nology, support technology, economics, and the combat task. 

• Give theater or fleet commanders the capability to reallocate support resources 
across combat units, so as to adjust quickly to the rapidly changing wartime 
environments they are likely to face. 

• Reduce, but not eliminate, the dependence of combat units on the CONUS 
wholesale structure for both maintenance and supply support in order to make 
the theater somewhat more self-sufficient. 

These principles have implications for the design, size, and role of the "wholesale," 
or depot-level, logistics structure that should be considered in future examinations of 
the wholesale base. An important lesson from the DRMS review, however, is that the 
desirability of the numerous proposals for "horizontal" consolidation of depot logistics 
functions cannot be properly assessed until the "vertical" integration of the depot 
level with the redesigned intermediate and organizational levels is accomplished. The 
indicated direction of change is most likely one of somewhat reduced reliance on and 
resources devoted to the depot level. The specifics of that adjustment depend on more 
detailed analyses of the relationships between levels than the DRMS has been able to 
accomplish as well as on the extent to which the DRMS proposals are implemented at 
the intermediate and organizational levels. 

In sum, the DRMS examination of logistics support alternatives, described in this 
final report and supplemented by a companion volume of case studies, not only points 
the direction for future logistics structure evolution, but also illustrates the type of 
support analysis that should he given more emphasis in the resource allocation ann1 ac- 
quisition processes. 

THE FIRST-TERM/CAREER MIX OF ENLISTED MILITARY 
PERSONNEL 

Most major analyses of defense manpower and personnel policies — since the 
Gates Commission recommended transition to an all-volunteer force (AVF) in 1970 
— have recommended, either implicitly or explicitly, increasing the average experi- 
ence level of the enlisted personnel inventory. To attract and retain qualified volun- 
teers, significant increases in first-term compensation rates were approved in the early 
1970s, thereby increasing the cost of junior enlisted personnel relative to that of sen- 
ior enlisteds. It was expected that this increase would spur the services to reexamine 
the personnel mix, find ways to substitute capital for labor, and increase the utiliza- 
tion of less expensive types of manpower. 

«r *". i." 



XIV Executive Summary 

More recent analyses of defense manpower requirements and the enlisted person- 
nel inventory suggest that the expected changes in the capital and labor mix have not 
occurred, or have been slow to occur. Included are some aggregate analyses suggest- 
ing that substantial cost savings could be realized, without degrading force effective- 
ness, if the career content of the force were increased. 

Increasing the average experience level of the enlisted personnel inventory could 
also reduce the demand for non-prior-service male accessions, a reduction that may be 
needed if the services are to meet their manpower requirements as the pool of eligible 
males begins to contract in the 1980s. Not all occupations would be equally affected, 
however. Each skill can nest utilize a different degree of experience, has a different 
length of training, faces different levels of labor market competition from the private 
sector, and generates different levels of job satisfaction, which affct retention rates; 
hence each should be managed somewhat differently. 

In reviewing the first-term/career mix issue, the DRMS examined six occupations 
from the Army and Air Force' to determine whether increases in the career content 
of the force, either within individual occupations or across the force, would be cost- 
effective. The analysis conclude d that: 

• A force with more careerists and fewer first-termers would be cost-effective 
for many enlisted personnel occupational groups, but not all, based on current 
organizational structures. 

• Controlling the total mix of career personnel and first-termers without refer- 
ence to occupational differences can be counterproductive. 

• Aggregate guidance such as top-six grade controls can lead to less efficient 
forces. 

• DoD should collect needed data and improve methods for determining the ap- 
propriate experience mixes of enlisted occupations. 

• Personnel policies should be implemented to provide more incentive and op- 
portunity for using experienced personnel in other than supervisory positions. 

• The support structures suggested in Chapter III of this final report provide 
even greater opportunity to exploit a more experienced force. Thus, organiza- 
tional structure and personnel mix interact and, ideally, should be determined 
jointly. 

MILITARY HEALTH CARE 

The law assigns two primary health functions to the DoD: (1) to maintain the 
peace;;me health of the active duty force and to be prepared to attend the sick and 
wounded in time of war, and (2) to provide a health benefit as a condition of service 
to eligible beneficiaries. 

The DRMS concluded that these two objectives are both legitimate and are mutu- 
ally supportive in some ways but conflicting in others. This idea of partially "compet- 
ing" military health care objectives differs dramatically from the conventional view 

1 

1 Navy data were received too late to be included in the analysis. 
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that the system's primary mission is readiness and that, given the necessary resources 
to accomplish that mission, the system can satisfy its ot'ier objectives. 

Readiness 

Although the available data strongly indicate a serious wartime resource deficit, the 
quality of those data precludes any but the most general conclusions based upon 
them. The current state of medical readiness planning and programming, as evi- 
denced by the service programs, demands immediate OSD and JCS attention. It is 
clear, however, that under any reasonable set of assumptions, the DoD will require ex- 
tensive reliance on private sector hospitals and physicians early in a major war. To- 
day, no plans exist to use them. 

The OSD and the JCS should take a more active part in medical resource program- 
ming. Specifically, the two offices should: (1) take the lead in developing a plan to 
use non-DoD hospitals in wartime, (2) improve the consistency of service planning 
factors, (3) either program more resources to meet theater medical requirements or 
shorten the evacuation policy. 

The use of civilian trauma and burn centers should be pursued to help with the 
peacetime training of DoD physicians for some of their wartime-required skills. 

The Benefit Mission 

At one time, the military services were generally considered to offer the best medi- 
cal benefit program in the country. In recent years, however, military personnel, re- 
tirees, and dependents appear to be increasingly dissatisfied with it. Unavailability of 
services, long queues, negative attitudes of providers, administrative mixups, and ex- 
cessive costs of CHAMPUS, are among the most frequently heard complaints. Civil- 
ian employers have improved their health care benefit programs, but the quality of the 
military benefit may have fallen in absolute as well as in relative terms. 

The managers of the system tend to view health care not as a guaranteed benefit at 
some specified level, but as a by-product of a system whose real purpose is to main- 
tain the health of the active duty force and to provide wartime support. Military bene- 
ficiaries, in contrast, have come to expect a guaranteed benefit. The divergence of 
these two philosophies appears to explain much of the frustration and dissatisfaction 
with the system. 

The following recommendations are designed to enhance the equity, financial pro- 
tection and covered services of the current benefit. The first four should be treated as 
a package that will make the benefit more nearly die same for all beneficiaries, at es- 
sentially no change in cost to DoD, whether the beneficiary has access to the direct- 
care system or not, or whether he is active or retired. 

• A limit should be instituted on annual maximum cut-of-pocket cost per year. 
Amounts in the neighborhood of $1000 per person and $2000 per family ap- 
pear reasonable. 

• To provide a more equitable benefit between those able and not able to use 
the direct-care system, and to discourage unnecessary utilization in the direct- 
care system, a nominal charge ($3 per visit) for direct-care outpatient visits 
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xvi Executive Summary 

should be instituted. Active duty personnel should be exempted from such 
charges. 

• CHAMPUS should be expanded to include well-baby examinations and immu- 
nizations up to two years of age using the American Academy of Pediatrics 
recommended schedule for benefit definition. 

• CHAMPUS eligibility should be extended to retirees and their dependents 65 
years of age and older, with Medicare designated as first payer. 

• To remain competitive, at some point in the future DoD will have to expand 
CHAMPUS coverage to include dental care for dependents of active-duty per- 
sonnel with appropriate payout limits and cost-sharing provisions. Given its 
cost, this change should be undertaken only after the above recommendations 
have been implemented. 

• The DoD should develop a greater understanding of the variables that affect 
physician participation in CHAMPUS before making further changes de- 
signed to increase physician participation. 

• DoD should test the concept of offering, to all non-active duty beneficiaries in 
a particular region, the option to enroll in their choice of health care plans 
available locally. 'That recommendation would reduce excessive demand, en- 
hance beneficiary satisfaction, and introduce an element of competition into 
the direct-care system. 

• A referral system should be developed to ensure that patients seeking private- 
sector care under CHAMPUS find qualified providers, and that the patients 
are encouraged to return to the referring military physician for follow-up. 

• The OSD should establish the necessary policies and procedures to permit 
hospital and clinic commanders to contract locally with civilian providers (on 
a pre-negotiated fee schedule or a capitation basis, using CHAMPUS as the 
source of payment) for certain types of care now referred to other military 
hospitals. 

With respect t^ the organization of DoD health care, the DRMS opts for the cur- 
rent, decentralized system. If the other recommendations made above are imple- 
mented and the system does not improve enough, then the question of consolidation 
should be reopened. In any event, stronger leadership and more aggressive manage- 
ment by the Secretary of Defense, ASD (Health Affairs) and ASD (Manpower, Re- 
serve Affairs, and Logistics) are clearly warranted. 

***** 

In all of the DRMS inquiries, the primary focus has been on improving the com- 
bat effectiveness of forces, or the efficiency with which resources are used, or both. 
Some of the recommendations would accomplish this objective by improving the 
overall resource allocation process. Other recommendations promise lo enhance com- 
bat effectiveness or save money more directly through alternative uses of manpower 
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and support resources. These are ends earnestly to be sought. The United States can- 
not afford to buy less defense capability than it needs; neither should it pay more than 
necessary for that level of capability it chooses to buy. 

.*, 
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CHAPTER I 

THE DEFENSE RESOURCE ALLOCATION PROCESS 

OVERVIEW 

This chapter is devoted to the Defense Planning, Programming and Budgeting Sys- 
tem (PPBS) as the Department-wide framework for resource allocation. PPB is de- 
fined, and a brief history is provided. The emphasis is on current problems identified 
by the DRMS and a series of recommendations designed to further improve this 
evolving process. 

PPBS - A MANAGEMENT SYSTEM 

Any system used to manage the allocation of an organization's resources will be 
made up of a set of functions and procedures intended to help the leadership decide 
on its objectives, choose the means to accomplish those objectives, and monitor the 
subsequent execution and realization of its objectives. 

Throughout the report, the term "PPBS" is used to denote the full range of activi- 
ties (referred to variously as planning, programming, and budgeting) that support the 
process of making decisions on the allocation of defense resources. For example, plan- 
ning includes the definition and examination of alternative defense strategies, the 
analysis of exogenous conditions and trends, threat and technology assessment, and 
any other tasks associated with looking forward either to anticipate change or to un- 
derstand the longer-term implications of current choices; programming includes the 
definition and analysis of alternative forces and weapons/support systems together 
with their resource implications, the analytical evaluation of options for variation 
therein, and other staff efforts necessary to construct and understand the Five-Year 
Defense Plan (FYDP); budgeting includes formulation, justification to the Congress, 
execution, and control. 

The "system" must be sufficiently flexible to permit adapting the specific functions 
and procedures that accomplish these tasks to the management style of the system's 
decisionmakers (in this case, the Secretary of Defense and the President). As the fol- 
lowing section makes clear, the Defense PPBS has evolved considerably over time, in 
response to perceptions of style and need. 

* iy; 

BRIEF vIFSTORY OF DOD'S PPB SYSTEM 

Since the end of World War II, the defense resource allocation process has evolved 
through three identifiable stages. 

The assistance of John E. Dawson, with Chapter I is gratefully acknowledged. 
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Throughout the 1950s the system was responsive mainly to fiscal constraints ap- 
plied one year at a time. Its bias was to service perceptions of needs classified by bud- 
get account structure. However, there was no coordinated resource programming; that 
is: 

• Little in the way of integrated interserviee planning occurred; and 
• Internal service planning in response to threat analysis was disconnected from 

budgeting. 

During the 1960s the Planning, Programming and Budgeting System was insti- 
tuted, creating a bridge between military planning and budgeting. While the services 
identified a menu of programmatic options, the bridging process was dominated by 
the Office of the Secretary of Defense through a series of memoranda setting the size 
and shape of major programs to be translated into annual budgets. These documents 
were developed over time in what the public budgeting literature would call a "pre- 
preparation" phase for top management strategic thinking. The system's bias was to 
the Secretary's perception of legitimate national needs, classified by program struc- 
ture. 

The program structure was heavily weapons-oriented. Thus, the resource allocation 
process could work at the point of convergence of the dominant (and still pervasive) 
reasoning tracks of threat perception and technological development (see Fig. 1-1). To 
meet the twin demands of threat and scarcity, the decision system sought out rela- 
tively preferable weapon systems, chosen by comparing effectiveness and cost. The 
weapon usually set the "system" context for choosing among alternatives. The con- 
cept of total system cost (see Fig. 1-2) was introduced to set a time dimension for 
planning and for analysis of options. This same system approach was not adopted to 
look across weapons systems. Originally, PPBS was not designed to be systemic about 
operations and support costs (see Fig. 1-3). 

Ä- 

Figure 1-1. Focus on weapon systems. 
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Figure 1-2. Total weapon systems cost. 
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Figure 1-3.    Weapons and support perspectives. 
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Despite this flaw, PPBS from its earliest days incorporated the three major public 
budgeting innovations of the postwar era: multi-year visibility, a mission orientation 
cutting across organizational lines, and an analytically based capability to reexarnine 
(i.e., zero-base) the need, rationale, and design of major segments of the defense pro- 
gram. 

During the late 1960s and early 1970s, four major changes occurred. 
First, in 1969-70, the "pre-preparation" strategic planning phase was elevated to 

the NSC level in the form of interagency reviews which examined a wide range of de- 
fense strategies together with their associated force structures and budget levels. 
These reviews, which became the basis for Fresidentially approved guidance to DoD 
on strategy and budget levels for planning, were not continued in later years. 

Second, an attempt was made in OSD to develop a capability to examine logistics, 
manpower, and bases, using as a basis for such analyses an alternative major classifi- 
cation schema. Built on the program structure and using data elements of the FYDP, 
the classification schema survives today, slightly modified, in the manpower report re- 
quired annually of the DoD by the Armed Services Committees of Congress. 

Third, in response to concerns about overcentralization of control by OSD, the 
concept of participative management was integrated into the PPB System. Fiscal 
guidance, the classic tool with which to conduct major reductions, was provided in ex- 
change for constrained service-justified programs. In a real sense, the PPB System 
became the Multiyear-Budgeting/Annual-Budgeting System. The out-years of the 
FYDP, by incorporating service proposals and budget deferrals, developed large fiscal 
gaps that had to be closed during the succeeding cycle. 

Fourth, the weapons acquisition process received special emphasis with establish- 
ment of the Defense System Acquisition Review Council (DSARC). Conceived as a 
vehicle to "discipline" acquisition management, some perceive that the DSARC has 
(or should) become an out-of-cycle resource commitment process. 

RECENT DEVELOPMENTS PERTINENT TO PPBS 

The Congress 

The Congressional Budget and Impoundment Control Act of 1974 made several 
changes that affect the Defense resource allocation process: 

First, the Administration must submit a current services budget, a projection that 
estimates the budget authority and outlays needed to carry on existing programs and 
activities for the next fiscal year on a "policy neutral" basis. It specifies the commit- 
ment of resources in the ensuing year that would be necessary to sustain decisions 
made for the current year. The concept is an important innovation, as it distinguishes 
between future costs stemming from existing policy commitments and future costs as- 
sociated with new choices. This kind of information had not routinely been available 
within Defense, or elsewhere in the federal government. 

Second, the President's budget submission in January must project, for four years 
beyond the budget year, funding for major national functions, including national de- 
fense. This public topline provides the best information available as to public expecta- 
tions about likely future Defense spending levels. 
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Third, the DoD must also present its budget request in mission categories that dis- 
play the full cost of missions, including allocated support. 

Fourth, by May 15, committees report bills authorizing new budget authority, and 
the Congress adopts the First Concurrent Budget Resolution. The latter sets forth lev- 
els of total budget authority for the next fiscal year, both in the aggregate and for each 
major functional category of the Budget. Together, these provide indications of the di- 
rection of Congressional thinking. 

Last, by September 15, Congress completes action on authorizations and appropri- 
ations, and adopts the Second Concurrent Budget Resolution. 

Zero-Base Budgeting 

In 1977, the Carter Administration required federal adoption of Zero-Base Budget- 
ing procedures. Secretary Brown, with OMB agreement, said that DoD would "be 
able to call from our PPB System the basic data that will be required to assure effec- 
tive implementation of the ZBB System." 

As originally designed and promulgated in the Federal government, ZBB threat- 
ened to arrest the major advances of the last 30 years in public budgeting. It is avow- 
edly incremental, not zero-base, in its approach to alternatives. It mistakenly pre- 
sumes that a uniquely ordered "prioritized" listing of budget increments can describe 
the preferred allocation of any budget level, thereby presenting the conceptual prob- 
lems of how to maintain visibility of interdependencies across decision packages and 
how to recognize and represent major discontinuities in choice of program (not more 
of A and more of B, but C instead of both). To put it another way, priorities are often 
a function of how much money is available, rather than the other way around. The 
use of organizational lines as the budget decision structure makes it difficult, at times 
impossible, to maintain the needed attention to groupings of interrelated activities 
(missions, programs, etc.) that cut across organizations. Deciding budgets for organi- 
zations of government is not the same as setting budgets for the important purposes of 
government, which often involve more than one organization. ZRB's emphasis on an- 
nual determination of new "minimum" levels and its near-exclusive focus on "prio- 
ritized" lists of budget increments combine to encourage one-year-at-a-time decision- 
making. 

ZBB has also broadened participation by agency officials in the decision process, 
increased recognition of the need for more adequate means of prioritizing choices, 
and expanded top management attention to the budget process — all beneficial 
changes. 

After two years of experience with the new procedures, the DoD has not yet ac- 
commodated its PPBS to the demands of ZBB. Secretary Brown's hopeful prognosis 
has not been borne out. Instead, special ad hoc exercises have been needed to create 
the prioritized increments and present then in ZBB formats. These special efforts 
have run into the very problems that the above discussion of ZBB would suggest. Not 
surprisingly, the Secretary, the OMB, and, reportedly, the President have all been 
dissatisfied with the process. 

The OMB, by permitting wide latitude to the agencies in applying ZBB "princi- 
ples," may yet quietly move away from its worst features. Given some latitude, the 

:_L„- i \M 
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DoD may be able tu design a budget process that serves the Secretary's decisionmak- 
ing needs and that can also meet the needs of the Presidential budget process. The 
design of such a system is the avowed objective of a later section of this chapter. 

Internal Changes 

Several recent modifications to Defense PPBS introduced by Secretary Brown 
demonstrate that the Defense resource allocation process evolves to meet the per- 
ceived needs of each period and to accommodate different styles of leadership. Pre- 
POM1 documentation is now consolidated into a single "Consolidated Guidance" doc- 
ument to better integrate planning and programming with fiscal guidance. The 
process changes were intended to facilitate earlier Presidential involvement, accom- 
modate a (partial) return to stronger SecDef leadership, and encourage a strengthened 
analytic basis for supporting rationale for the major components of the defense pro- 
gram. 

While one objective was to shorten and simplify PPBS, the modifications are 
viewed by many participants as complicating an already busy annual cycle by inter- 
posing a third major benchmark for decision, with its accompanying preparation and 
review processes. Also, the Consolidated Guidance and most of the services' POM 
preparations are completed before the First Concurrent Budget Resolution. 

Significance of Historical Review 

This historical review, given its desired brevity, is not even-handed in coverage; it 
stresses elements of past eras and recent developments that are relevant to current 
perceptions of needs and problems. 

4d j 

PROBLEMS WITH THE CURRENT DEFENSE PPBS 

This section discusses nine concerns which, while neither unique nor exhaustive, 
encompass the major difficulties most often articulated by participants (both past and 
present) regarding the current PPBS. 

Lack of Planning 

There is broad agreement that the first "P" in PPBS is silent. As noted above, 
planning should include the examination of alternative defense strategies, the analysis 
of exogenous conditions and trends, threat assessment, and any other tasks associated 
with looking forward either to anticipate change or to understand the longer-term im- 
plications of current choices. Well-done strategy reviews (NSSM-247-like terms of 
reference) are largely missing; long-term trends in international politics, economics, 
and technology and their influence on defense policies and programs are seldom 
treated systematically. A process for periodically challenging basic Defense policy is 
needed. The specific goals of an improved planning process should include: (1) identi- 
fying clear options and initiatives, with budgetary impacts, for Presidential review; 

1 POM stands for Program Objectives Memorandum 
vice prepared pursuant to SecDef fiscal and other guidance. 

the detailed program plan of each ser- 
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(2) serving as a barometer for determina ion of the need for a more fundamental re- 
assessment of national strategy objectives; and (3) perhaps most fundamentally, pro- 
ducing the broad guidance to be used within the DoD. A level removed from these 
concerns is the need, clearly identified but not resolved in other studies for the De- 
fense Organization Committee, to chart a road map for realistic participation by the 
JCS, the unified and specified commanders, and the new office of the Under Secre- 
tary for Policy within the "pre-preparation" phase of the PPBS. 

Inadequate Treatment of Support 

Support functions account for one-third or more of the Defense budget, yet PPB 
does not subject them to the same type of rigorous scrutiny that it applies to forces 
and weapons. The situation has been improving because of the recent emphasis on 
readiness, but measures of adequacy and performance standards are either embryonic 
or nonexistent. A "theory of support" is lacking; wide-ranging support alternatives 
are seldom pursued. If the overall program is to be both balanced and efficient, sup- 
port policies and programs must be updated along with defense strategies and force 
structures. 

Lack of Quality Analysis 

PPBS is work-intensive, tending to consume the time and talent necessary for pur- 
suit of longer-term, in-depth analysis capable of inventing credible challenges to the 
current practices or systems. Some good analysis obviously occurs, but there is a 
widespread perception that not enough does 

Many institutional disincentives impede the creation and preservation of a strong 
analytic capability: the demands of day-to-day brushfires, the concern not to gore 
one's own ox, etc. The need for good ideas requires, among other things, increasing 
the volume of high quality analysis, generating more in-cycle concern for how the job 
is done, and creating incentives for the evaluation of trade-offs. 

Fiscal Cap 

Fiscal gap refers to the difference between fiscal guidance or the levels of resources 
needed to carry out "approved" programs, and the actual funding levels that occur in 
tie budget. For example, the FY 1979 budget total was $10 billion lower than the 
fiscal guidance for FY 1979 provided a few months earlier. In other years, the "ap- 
proved program has contained deferrals from prior years and other choices which, 
all together, total much more than the DoD budget is likely to be. Such fiscal gaps de- 
fer the hard decisions beyond the programming phase to budget time, and set up 
pressures to unbalance the program as a way of coping with budget "cuts" in the final 
stages of budget review, effectively wasting much of the year's programming effort. In 
these circumstances, DoD joins many agencies on the domestic side of the federal 
government that regularly abdicate their responsibilities for the difficult decisions and 
pass them along to the OMB by constructing and submitting budgets at totals well 
above fiscal reality. After some drift in this direction, DoD is now trying to restore 
Defense self-responsibility for fiscal realism. 
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Decisions Revisited 

Many participants observe th it the same issues are "decided" in the programming 
phase and then again in the budget phase. The initial construct of the allocation 
process into identifiable phases (e.g., planning, programming, budgeting) was in- 
tended to insert a connective link between planning and budgeting. In practical 
terms, no easy mechanical linkage wa? at hand at that time to join them more closely. 
Working from distinctly different perspectives (programs vice appropriations) the 
phases have seemed increasingly not to be mutually supportive. To the degree that the 
Secretary has been personally involved in an issue and has been an active participant 
in the programming phase, major decisions were generally preserved throughout the 
sequential review. At other times, especially when fiscal gaps confounded the prob- 
lem, initial directions of the planning and programming phases were subject to large 
changes at budget time, with their implications not fully evident to all the major par- 
ties to the earlier decision. 

Concerned that the nature and content of the fall budget review contributed to this 
problem, DoD last year sought OMB agreement to measures that would minimize dis- 
ruption of program balance in the final stages of budget review. In effect, this would 
require the President to commit to a budget target far earlier than he otherwise has 
to, and require OMB to play its strongest role in the program (vice the budget) re- 
view. Since top dectsionmakers (the Secretary as well as the President) make hard 
decisions when they have to, or later, but not before, the real Executive Branch deci- 
sions are December decisions. The "system" ultimately must serve '!.is proclivity 
rather than attempt to tame it. 

The recent modification introducing the Consolidated Guidance may have worsened 
this problem by providing yet a third major benchmark for decision, even earlier in 
the year, with its accompanying preparation and review processes. 

Detailed and Voluminous Guidance 

The question here is what balance to strike between SecDef initiatives and the 
need to harmonize across services versus initiatives from the services. Guidance docu- 
ments that focus on strategies, objectives, and capabilities while maintaining a link to 
aggregate force and budget levels might be able to instigate dialog on these matters. It 
seems clear that reviews that require and attempt to use large amounts of program- 
matic detail will surely lead to discussion of details. 

PPB/DSARC Links 

The concern is that there is a gray area of mutual interference between these two 
processes. From one perspective the DSARC appears to make allocation decisions; 
from another, the allocation process appears to disrupt orderly acquisition strategies. 
The question is: How should these decision processes be linked to help assure that a 
proper balance is maintained among competing demands for scarce resources? 

While it is true that the DSARC lacks a view across all resource competition, it has 
the potential for a clearer view than the PPBS of the potential downstream effects of 
program continuation, where the bulk of the costs may lie. An issue is the degree to 

3 
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which PPBS should consider these longer-range and finer-grain affordability issues 
and what management vehicle would be appropriate. 

Feedback 

The PPB System has never had an explicit measurement system for tracking the 
progress made in implementing approved programs. The heart of this matter is the 
absence of objective performance standards. Program decisions are generally based on 
comparisons of estimated capabilities associated with alternative resource allocations. 
Analyses supporting such decision processes incorporate explicit management goals, 
scenarios, and support assumptions. Reporting systems that key on purchased man- 
power, equipment, or units (divisions, wings, or ships) are relatively meager reflec- 
tions of the actual defense capabilities purchased. The ingredients of a combat-ready 
division stretch from the effectiveness of the recruiting and training command to the 
intelligence services that assure correct deployment posture — factors exogenous to 
the unit. Fisca' accounting, oriented to fiduciary responsibilities, does not provide ad- 
equate measures of program execution. Better feedback is needed, not only to monitor 
execution, but also to make adjustments to past decisions that, in turn, will motivate 
better execution. 

Record of Decisions 

The system today does not differentiate between the total Defense "program" and 
that explicitly approved by the SecDef. The out-years are a mix of specific SecDef ap- 
provals and service proposals, even though the Program Decision Memorandum 
(PDM) "approves programs with the following exceptions." There may be utility to 
keeping a record that distinguishes the out-year resource implications of actual deci- 
sions and an explicit "planning wedge" not yet allocated to specific programs. It 
could ser/e to minimize the need for total program review each year — one of the fac- 
tors that influence the work-intensiveness of the cycle. 

PROPOSED CHANGES TO THE DEFENSF PPBS 

A further stage of conscious evolution in the Defense resource allocation system is 
needed to overcome the problems discussed above. For purposes of exposition, the 
proposals are divided into three groups (although they are quite interrelated) as fol- 
lows: process changes, organizational and role changes, and new capabilities. 

Process Changes 

Planning Window and Combined Program/Budget Review. The centerpiece of the 
DRMS proposals is a conscious "destructuring" of the current PPB cycle through the 
creation of a broad planning window extending from late-January to late May, and a 
combined program/ budget review extending from late-August to December. 

Within the four month planning window, formally prescribed activity is deliber- 
ately held to the identification of fundamental issues, the rigorous consideration of al- 
ternatives, and resolutions adequate for revising program/budget guidance to the sen- 
ices. 

' «nay»'. t 
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The desirability and feasibility of these changes are based on the following argu- 
ments and observations: 

• The current PPBS, with its multiple distinct phases and formalized interac- 
tions at each phase between the services/agencies and OSD, accentuates for- 
mat and activity at the expense of enhanced content and dialog. 

• The services have developed, or are developing, organizational, mechanical, 
and attitudinal linkages between their internal programming and budgeting 
functions. All three Military Departments have the equivalent of program 
budget review committees, with constant membership but chaired by the pro- 
grammer or comptroller, depending upon the phase of the cycle. The Air 
Force has developed mechanical linkages for use by both the program and 
budget staffs to follow the progress of programs, their rankings, and appropri- 
ation implications. Similar efforts at linkage are under way in both the Army 
and the Navy. These linkages would permit consolidation of the separate pro- 
gram and budget phases. It is noteworthy that OSD has no similar structure, 
the results being evident in markedly different conceptual approaches in the 
program and budget phases. The Defense Resources Board (DRB) proposed 
below is intended to fill this need. 

• The movement toward greater unity of effort evident in the services is not 
mirrored currently in OSD. The desirability of preserving programmatic deci- 
sions throughout the process indicates the need for a division of labor through 
the identification of unique responsibilities, as opposed to the spatial separa- 
tion of the program and budget functions into distinct, sequential time 
phases. 

• The "busy-ness" of the current process is heightened by an inexplicable fea- 
ture of the system that insists on total review each year, from guidance 
through implementing programs. 
— Most policy and planning guidance from OSD can truly be only incremen- 

tal (not cut from whole cloth each year), and its development largely exoge- 
nous to the formal PPBS cycle. That is, there is no magical time for its dis- 
covery; the reality of its occurrence is evident o;;ly when it occurs. Hence, 
amendments to a standing document, conveniently linked to significant ex- 
ternal benchmarks, seem at least as adequate as the current single guidance 
document (CG). January (following the signals implicit in the President's 
budget) and June (following the report of the authorization committees, 
adoption of the 1st Concurrent Resolution, and the results of the OMB 
Spring Review) are dates that have a logic of their own in suggesting a 
timeframe for the planning window. 

— Regarding programming, the acceptance of a five-year program begins with 
acknowledgment of (or desire for) some greater consistency than that im- 
plied by the current DoD process. Defense modernization is a long-term 
process. Implementing or changing DoD programs requires some stability 

,s w 
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of inultiyear programs to manage successfully. This, in turn, calls for rely- 
ing more on incremental changes year to year. Certainly total review is in- 
herent, but not at a fundamental level each year. Increasing the selectivity 
of fundamental review would permit time and talent to be better focused 
on specific delineated reviews, making the process less work-intensive but 
more substantively useful. 

• The process must result in a budget, approved by the President, presented in 
appropriation terms, and justified both in terms of mission and purpose as 
well as program and financial integrity. The "product" of the process will 
have to be balanced in general dimensions and from several perspectives. 

These observations suggest a process that: 

• Eliminates redundant review, both in terms of the number of separate reviews 
and their scope. 

• Takes maximum advantage of the available Presidential or Congressional sig- 
nals, especially as they might impact on force and fiscal levels. 

• Integrates better the efforts within and among organizational layers. 

Key milestones of the DRMS-proposed PPBS are as follows: 

• Publication of two OSD guidance memoranda, each essentially an update of 
one standing document, but differently accentuated. In January, on the heels 
of the President's budget and implicit Administration direction, an Agenda 
that marks the start of the planning window and contains: 
— Revisions to current policy and strategic planning guidance. 
— An updated listing of the previously identified major issues ticketed for 

consideration: to include description, resource impact, primary OSD action 
office, and schedule for resolu'ion. 

In early June, immediately following the 1st Concurrent Resolution and au- 
thorization reports (and the OMB Spring Review) a Program and Budget 
Guidance Document containing: 
— Fiscal guidance, by service and other categories as decided by the SecDef. 
— Any adjustment to guidance contained in the January agenda. 
— Specific programming and budgeting guidance (as elected by the SecDef) 

expressed as changes to the "SecDef approved" program. 
— Guidelines on format and justification for the program and budget esti- 

mates. 
— Identification of the outstanding major issues that the SecDef expects to re- 

solve during the program/budget review. 
— Initial identification of the potential issues for review in subsequent PPB 

cycles. 
• In late August, the services' submission of their combined program budget es- 

timates and initiation of the combined program-budget review process. 

Content of the Guidance Documents. The two OSD guidance memoranda are viewed 
as amendments to a consolidated guidance-like document, with some significant 
twists. First, the standing document would evolve incrementally, rather than undergo 
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complete revision on an annual basis. Second, its structure would recognize a clear 
delineation between policy/planning guidance and issues, in contrast with the current 
CG, which does not adequately fulfill its objective of "an authoritative statement of 
the fundamental strategy ... and rationale underlying the defense program as seen by 
the leadership of the Department,"2 because issues are fused into each chapter's pre- 
sentation. 

The CG's current organization (see Fig. 1-4) could serve as the initial framework 
for the policy and planning guidance section of the foundation document, with its 
eventual composition to be determined by the Secretary with the assistance of the 
USD(P) and the ASD(PA&E) based on experience with this process. Hence, the first 
section of the standing document would evolve from the existing documentation and 
proceed to the extent of describing the desired force capabilities and the approved 
force structure, but it would expressly not develop programmatic issues. Section I is 
best described as a "Rationale for the Defense Program." In summary, it is seen as 
an evolutionary document that: 

• Accurately describes adopted positions, policies, and force capabilities from 
which initiatives are posed; and 

• Verbalizes the rationale behind the program and budget displays of the 
FYDP. 

The Secretary's Annual Defense Report (known as his Posture Statement) provides 
much of the needed documentation. The considerable efforts that go into preparing 
the posture statement should also provide the basis for Section I, with the addition of 
extensions needed to deal with out-year issues. 

Section II of the standing document would initially be a combination of the issues 
currently posed within the body of the CG, as well as those issues raised in the CG 
study plan; that is, it would describe the cogent unsettled problems before the Depart- 
ment, as well as inquiries that the SecDef believes are worthy of analysis and consid- 
eration, either near-term or long-range. This section, in its entirety, would comprise 
an issue-specific agenda that articulates each issue, identifies associated program and 
budget impacts, appoints the SecDefs major action office, and establishes a time- 
frame for resolution. Some issues would be scheduled for decision during the plan- 
ning phase, others reserved to the program /budget review in the fall. The section 
would be entitled "Defense Issues." 

Issues may be posed by the USD(P) (especially as they pertain to policy and plan- 
ning options, with long-range resource implications), by the USD(R&E), or any ASD 
in his area of responsibility; and in any resource-related domain by the ASD(PA&E) 
and ASD(C). The Director of the OMB and the Assistant to the President for Na- 
tional Security Affairs could be invited to suggest issues for incorporation into the 
Agenda. The SecDef may wish to consult with the President before issuing Sections I 
or II. High-priority Presidential or OMB issues could h-i scheduled to mesh with the 
OMB Spring Preview process. 

2 Consolidated Guidance, March 19,1978, p. 1. 
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Figure 1.4-"Rationale for the Defense Program:" Section I 

A. Overview and Summary 

B. Strategic Nuclear Forces 
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R. Research, Development, and Acquisition 

The ASD(PA&E) should normally coordinate production of the updates to Section 
II, which accompanies both the January Agenda and June Guidance documents, for 
the purposes of screening issues for their appropriateness. His judgment would not 
preclude any ASD from arguing the merits of proposed issues with the SecDef; it is 
merely intended to dampen the institutional fervor with which the OSD bureaucracy 
might react to the creation of issues should their production be erroneously inter- 
preted as measures of staff effectiveness. 

The third and final section of the standing document would be issued annually in 
June, and provides program/budget guidance, jointly authored by the ASD(PA&E) 
and the ASD(C), and signed by th? SecDef (or by DepSecDef, as chairman of the 
DRB). Section III ("Program/Budget Guidance") records the resource decisions 
which have resulted from deliberations during the planning window on Section II is- 
sues, lays out the service fiscal guidance brackets (updated for signals from the OMB 
Spring Review and Congressional action), and prescribes guidance for submission of 
the program-budget estimates relating to justification, format, and review schedule. 
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Appropriate changes to Section I ("Rationale for the Defense Program"), and Sec- 
tion II ("Defense Issues") would be forwarded simultaneously to the services. Nor- 
mally, this update to Section II would not identify issues for resolution in the current 
program/budget review; instead, it would provide early guidance for staff work in- 
tended to be used in the next annual cycle. 

The Secretary should choose one of two approaches to setting fiscal guidance levels 
or "brackets." Normally, asking the services to develop two balanced programs at 
levels which bracket the President's public topline projections for defense funding 
should be sufficient to expose choices at the margin, both up and down. However, the 
alternative of three different levels should be considered to provide a better basis for 
connecting to the OMB's ZBB rules and the President's apparent preference for a 
"minimum" level from which to "build up" to the final budget. The middle level 
would be set at the President's public topline projections, with the other two several 
billion dollars above and below that funding profile. The lowest level could then serve 
as the ZBB "minimum" level. No doubt, several decision "bands" between each pair 
of funding levels would have to be constructed during the combined review process. 
The extra work would be more than worth the trouble if it made it possible to satisfy 
the ZBB requirements while retaining information on the multiyear implications of 
budget-year increments. Under either alternative, the principal purpose is to bracket 
the final budget figure at a sufficiently early stage of the decision process so that the 
final budget decision can be based on knowledge derived by evaluating differences be- 
tween balanced programs. 

The January and June guidance documents formulated as described above, together 
with the planning activities between them, should lead to several advantages: 

• A greater opportunity for planning activities (made possible by reduced work 
intensity through the elimination of separate program and budget phase re- 
views). 

• More advantageous use of information available from Presidential and Con- 
gressional budget processes. 

• The stronger likelihood of retaining program integrity, visibility, and balance 
throughout the process. 

• Consistent conceptual approaches through elimination of separate program 
and budget phase instructions. 

• Simplification of separate and growing paperwork demands and reduction in 
wasted staff effort. 

• Explicit recognition that programming and budgeting are continuously incre- 
mental processes that incorporate selected fundamental reviews. 

• Enhanced opportunity to focus attention on major resource allocation ques- 
tions that can be authentically zero-based. 

A schematic of the DRMS-proposed PPBS is shown in Fig. 1-5. 

Activity Within the Planning Window. The planning window is the time for focused 
debate and resolution of the current agenda items set out in Section II, "Defense Is- 
sues," as updated each January. DoD participants include the service(s) affected by 
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each issue, the JCS, and relevant OSD offices. On selected issues, OMB and NSC of- 
ficials would also be involved. 

In one light, most of what usually occurs within the current system continues to oc- 
cur, except that the services are not required to submit comprehensive service pro- 
gram proposals, nor is the totality of staffs across the spectrum committed to activity. 
The major distinction of this period relative to the current system is one of selectivity 
and focused debate, v/ith incremental decisions released to the services for incorpora- 
tion into their on-going internal resource allocation processes. 

Currently, each service already conducts year-round programming, in anticipation 
of future cycles with OSD. These internal programming exercises remain essential 
planning tools. The DRMS recommendation to eliminate a separate OSD program re- 
view phase is not intended to curtail internal activities that assist the services in estab- 
lishing priorities regarding program alternatives over a range of fiscal levels. 

All participants enter the planning window with: 

• Statements of existing SecDef guidance and his rationale for the existing pro- 
gram. (Posture Statement and amendments to Section I.) 
Identification of issues/initiatives requiring resolution. (Section II.) 
A specified time schedule for each issue and identification of the cast of char- 
acters. 

• Knowledge of what programs the SecDef has approved and the committed 
level of resource support (assuming adoption of the proposal for a SecDef ap- 
proved line discussed below). 

Having accomplished an internal review of options over a sufficiently broad range 
of fiscal levels, and being in possession of the information listed in the preceding par- 
agraph, the services should be able to incorporate the resolution of specific issues 
raised in the planning window, adjust the program and budget against fiscal guidance 
brackets provided in early June, and submit combined pvogram/budget estimates 
about two and one-half months after receiving the June guidance. 

While the "Defense Issues" define one aspect of the activity during the planning 
window, several other selective decision rcvii-ws may be appropriate: 

• Service proposals to trade or funds between SecDef approved items and ser- 
vice proposals above the line, or service proposals against the planning wedge, 
could be received by SecDef, decided as incremental changes to the SecDef 
approved program, and incorporated into the June guidance, Section III. 

• An orchestrated OSD review and prioritization of DSARC-approved programs 
competing for segments of the planning wedge could be completed, with the 
results also incorporated into Section III as incremental changes to the Sec- 
Def approved program or as guidance to the services on program priorities. 

Combined Program Budget Review. These proposals contemplate programmers and 
budgeteers acting in a coordinated fashion on the unified program/budget submitted 
in August. A Defense Resources Board should be established to manage the combined 
review process. The Board's functions are described in the next section on organiza- 
tional and role changes. While important mechanical adjustments will have to be 
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worked out in detail, especially those linkages that permit rapid translation between 
programs and appropriations, the general prescription is clear: a comprehensive re- 
view that retains mission and programmatic oversight while continuing in parallel the 
honest-broker aspects inherent in the review for pricing, scheduling, consistency, le- 
gality, executability, and other aspects of financial saleability, through to final decision 
by the President. 

Program review has center stage during the combined review. Thus, the primary 
orientation is to missions, capabilities, forces, and readiness. The costing review plays 
an important but supporting role. In this light, the ASP(PA&E) should have respon- 
sibility for assuring that the perspective of missions and forces is maintained through- 
out. Regarding executability and other aspects of financial saleability, there is a con- 
tinuing need for the independent review conducted by the Comptroller (ASD(Q). 
While the ASD having principal oversight should normally be expected to have con- 
sidered these aspects, a contrary finding by the Comptroller or PÄ&E is clearly their 
legitimate prerogative, and a necessary one, to minimize any bias arising from pro- 
gram advocacy by another OSD office. Also, the Comptroller should keep the appro- 
priations perspective continually up to date through the combined review. 

Throughout the review, the DRB would manage the preparation of decision papers 
keyed to individual multi-appropriations decision packages (generally mission-ori- 
ented) that would be used to communicate with the OSD staff, the JCS, and the serv- 
ices. The Board, using ASD(PA&E) and ASD(C) as key staff, must ensure compre- 
hensive coverage of the entire defense program and budget and the conduct of sepa- 
rate "cross-cut" reviews as needed. 

Decision documentation should cover the budget year and out-years to ensure con- 
sistency with the President's public topline projections and to make the January 
FYDP update a valid baseline for the next annual cycle. 

At the conclusion of the review, a SecDef summary decision document would up- 
date appropriate sections of the standing guidance document. Changes to Section I, 
"Rationale for the Defense Program," would consist mostly of amended summary 
force and financial tables within the text, with minimal changes to text as needed to 
reflect new resource allocations. The amended Section I thus would provide some of 
the essential ingredients for drafting the SecDef Posture Statement. Changes would 
be posted to Section II, wherever the review raised new fundamental issues that the 
SecDef wanted pursued. 

;•• The stage is thus set for carrying the current program and out-year options to the 
President for a National Defense Review in November or early December. 

As decisions are made throughout the review period, the Comptroller would super- 
vise preparation of justification materials that support the President's budget before 
the Congress. 

¥? SecDef Approved Line. The revised PPB System described above will work best if it is 
supported by a FYDP that maintains two funding profiles. First, the public topline, or 
estimated future levels of defense spending, should be consistent with the five-year 
projections contained in the President's budget and the internal DoD fiscal guidance 
totals. Second, the SecDef approved program should record the forces, quantities, and 

,-*S$ 
»iWJ-,.<:»*W»-.   ggggB   — .-r-^,^^1^ ,x-*t< '..»V    w,.  'h 



18 Chapter I 

dollars to which the SecDef has formally committed, including the out-year implica- 
tions of decisions taken to date. The difference between the two is the planning 
wedge, which exists because SecDef does not decide today what need not be decided 
until a later cycle. At any point in time, the planning wedge would be filled with ser- 
vice proposals not rejected by the SecDef. 

Separate internal identification of a SecDef approved line within the public topline 
levels would be helpful in several ways: 

• To identify the flexibility available to the SecDef within the five-year planning 
horizon. 

• To accord a sense of greater permanence to prior program decisions through 
the identification of the committed funding, which can, but does not have to, 
be subjected to subsequent annual review. 

• To force an internal discipline on tho planning process that consciously recog- 
nizes the constraints imposed by a public topline, and consequently rejects an 
internal record of commitment to total out-year resources inconsistent with 
the "public topline." 

Under the proposal for a combined program/budget review, the services enter the 
planning window with only a foui-year base, with specific fiscal guidance made clear 
only in June (the far edge of the planning window). Consistent understanding of the 
out-year implications of SecDef decisions would be furthered if the final SecDef deci- 
sion documents issued in November-December extended the SecDef approved line 
through the budget year plus five program years. The services and OSD would then 
have a mutually recognized measure of what is approved for a new five-yea; period at 
the beginning of the planning window for the next cycle. 

DSARC/PPB Interface. The DSARC was created to "discipline the acquiü'Hon 
process" by directing top management attention to the critical decision points of •n- 
portant acquisition projects Tt was not designed as a parallel resource allr ttion 
process; rather, it was \(> provide for a structured technical and financial management 
review of a project and "authorization" for it to proceed, while the PPBS continued 
to serve the internal "appropriation" function. 

Resource allocation was not part of the DSARC's charter for at least two interre- 
lated reasons: 

• The acquisition process is event-and-system-oriented rather than strategy-and- 
resource-oriented. It is directed toward satisfying requirements that are nor- 
mally defined outside the process (i.e., acquisition projects should be focused 
on mission needs rather than generating solutions in search of a problem). 
Because of this process orientation, a DSARC review of any particular system 
lacks the perspec*ive needed to determine whether funds should continue to 
be expended on the project. This decision is properly the function of the re- 
source allocation process, wherein the value of ends can be considered in rela- 
tion to the costs of means, and within which competing demands for funds 
can be ranked in order of the priority of the strategic or mission need they 
address. 

.r 
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• While today's acquisition projects will drive a significant fraction of out-year 
resource requirements, less than one third of the annual budget is devoted to 
system development and production. "Fencing" funding for individual pro- 
jects would unduly constrain efforts in the resource allocation process to bal- 
ance the program among a variety of competing demands. 

Assuming that funds for the apportionment and budget year have been approved, 
the DSARC can, if system progress warrants, release these funds for continuation of 
the development effort or commencement of production. It should not be used to ap- 
prove an increase over budgeted funding levels, nor should the alternative selected by 
the DSARC drive the funding profile approved in the programming process. Even if 
near-term budgets can accommodate the development and production costs of a sys- 
tem, and its mission enjoys high priority, the DSARC should not commit resources. 
The internal "appropriation" function — the decision to proceed with a program — 
should consider its "affordability" over time in the context of aggregate projections of 
Defense funding requirements. DSARC decisions should remain permissive authoriza- 
tions: Proceed if you have, or if you can obtain, the resources needed to continue the 
project. They should not be considered the control on the money valve that approves 
funding needed to allow execution of the DSARC decision. 

However, the acquisition process would benefit from better links to the budget 
process. In addition to the June review of DSARC-authorized programs suggested 
above, three ideas seem worth trying out to improve the linkage: 

• The Mission Element Needs Statement (MENS), which proposes initiation of 
the development and acquisition process for a new system, could be incorpo- 
rated into the service's combined program/budget submission in August (un- 
der the DRMS proposed cycle). 

• The question of starting a major new system could be included in Section II, 
"Defense Issues," of the January guidance document. The MENS could then 
be prepared ar part of the staff work called out on that issue. 

• The USD(RtiE) couid review the major line items of R&D or procurement 
submitted by the services in August for programmatic integrity and adherence 
to the acquisition management regulations. If he uncovered problems affecting 
budget year funding he could then work with the service to provide alterna- 
tives for use by the DRB in preparing decision packages during the combined 
program/budget review. 

While these procedures would strengthen ties between the acquisition and budget 
processes, they should be implemented with care to avoid overloading the budget 
process. 

%. Organizational and Role Changes 

Premises. Clarification of roles of the participants in the process, in practical terms, is 
difficult. Reality will vary from any prescription. The DRMS proposed changes to the 
PPBS are based in part on the following premises: 
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• The preferred procedure is one in which the services gene, .te program pro- 
posals, subject to the approval of the SecDef. However, the SecDef should re- 
tain and sometimes exercise the capability to generate his own program op- 
tions. 

• The primary foci of the OSD program/budget review should be: 
— Addressing problems that affect more than one service (e.g., strategic force 

balance, manpower supply constraints, nrepositioning versus enhanced mo- 
bility). 

— In conjunction with the CJCS, resolving issues concerning the complemen- 
tarities of combat forces and the mix of service capabilities to be program- 
med to accomplish a particular mission (e.g., the respective roles of tanks, 
antitank weapons, artillery, close air support, etc., in the tank killing mis- 
sion; the appropriate mix of ASW forces.) 

— Ensuring that general guidance for direction of the program is adhered to 
in service proposals (e.g., carrier size, readiness levels, retaining competi- 
tion in a particular weapons development). 

— Examining options for improving efficiency by having the services share 
commonly needed facilities or capabilities (e.g., common training and 
maintenance requirements) or by developing new approaches to the design 
of support and readiness resources (see Chapter HI). 

• Resource allocation decisions should be made only in the resource allocation 
process. Other processes, such as the acquisition process, can provide input lu. 
but should not drive, the resource allocation process. 

Defense Resources Board. To manage the combined program/budget review proposed 
above, the DRMS recommends the establishment of a Defense Resources Board, 
chaired by the Deputy Secretary of Defense, with four other members: the US- 
D(R&E), the ASD(PA&E), the ASD(C), and the ASD(MRA&L). The CJCS and the 
Deputy Director of the OMB or the Associate Director for National Security Pro- 
grams could serve ex officio. The Board would ensure a collaborative review of service 
program /budget submissions by the OSD officials most directly responsible. The 
Board could, of course, have work sessions without the chairman having to be 
present. (The ASD(PA&E) or the ASD(C) could preside depending on the subject.) 

The DRB would: 

Manage all aspects of the combined program/budget review, including the 
guidance for submission and the structure and schedule of the reviews, 
Identify issues requiring resolution, 
Arrange for needed staff work, 
Conduct "cross-cutting" or other reviews necessary to ensure mutual consider- 
ation of the perspectives important to each principal, 
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Decide minor issues, 
Take major issues to the Secretary, 
Prepare Presidential review materials, 
Hear reclamas, 
Ensure that final decisions are communicated in multi-year program terms, 
and that sufficient rationale is provided wherever necessary to update Section 
I, "Rationale for the Defense Program." 

The DRB would be useful even in the current system but is probably necessary to 
make the combined program/budget review work well. The Board would bridge juris- 
dictional differences in OSD and offer greater continuity and institutional memory to 
the PPB process. Above all, it would provide a mechanism through which the cogni- 
zant OSD officials could work together on what is the most important resource man- 
agement process serving the Secretary and the President. 

Role of the JCS Textbook descriptions of the present PPB System (in the narrow 
procedural sense) have typically begun with identification of the threat via the Joint 
Intelligence Estimate for Planning (JIEP), and continued through the threat appraisal 
of the Joint Strategic Objectives Plan (JSOP) I, the objective force of JSOP II, and 
the filial joint submission of the Joint Forces Memorandum (JFM), a kind of Joint 
POM. 

The implication to the uninitiated has been that these documents formed an impor- 
tant foundation for the process. In fact, the joint documentation was generally consid- 
ered irrelevant to the process. The weaknesses of joint staffing cited in the Steadman 
Study^ jiby a role in explaining the reason for this low regard of the product, as do 
timing of the presentation, the utter impossibility of the assumed tasks (comprehen- 
sive annual assessments of national r.nlitary strategy and force structure), and, most 
seriously, an inability to grappie with alternatives linked to resources. 

The JCS, not unaware of tti°.se problems, have recast the timing and content of 
their documentation, partly by including implications of resource constraints. To the 
degree that the current dor uropntation help? the CJCS to assess the inherent military 
risks associated with a resource-constiiined posture, one legitimate purpose is served. 
But more is needed if the JCS are to luve a credible institutional role in the alloca- 
tion of resources (the creation of capabilities), notwithstanding recent efforts by Sec- 
retary Brown to open the door to greater JCS participation. The planning window 
provides just such an opportunity for the TCS. A second opportunity would be ex of- 
tkio participation by the CJCS on the DRB. A third would be an independent prio- 
ritization by the CJCS of initiatives above the base or mirimum level reflected in the 
individual services' program/budget review process Thu?, the DRMS-proposed PPB 
process provides several opportunities, but no guarantees, tor effective participation by 
the Chairman, ani hy the full JCS to the extent he can bring them along. 

3 Report to the Secretary of Defense on the National Military Command Strwture by Richan.' C. 
Steadman, J../ 1978. 
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OSD Staff Responsibilities. Implicit in the preceding discussion of PPBS problems 
and proposals for process changes are a number of changes in the roles and capabili- 
ties required of the participants. These include: 

• The IJSD(P) would coordinate the planning phase of the cycle in conjunction 
with the ASD(PA&E). 
— The ASD(PA&E) would be responsible for the preparation of Section II. 

"Defense Issues." ITo would most likely be named by the Secretary the 
OSD action office for most of the issues on the planning agenda and, in 
any event, wot Id contribute analysis of any or all issues on the agenda. He 
would also provlv]c the resource analysis capability needed to keep a contin- 
uous linkage between the value of ends and the cost of means to reach 
them. 

— The USD(P) would also be the primary point of contact with the JCS for 
this phase. 

— Beyond the FYDP planning horizon lies an area rich for deveIopr..f-ru by 
the USD(P) and the ASD(PA&E) in conjunction with the technological 
prognostications of 'he USD(R&E), jointly considering the strategic impli- 
cations of developmental efforts. Careful examination of the potential strate- 
gic directions can also impact on directions for research investment. A ve- 
hicle for this is suggested in a following section. 

• The DRB would manage the combined program/budget review, under the 
chairmanship of the DepSecDef. 

• During the program/budget review phase, the ASD(PA&E) would: 
- Serve as an active member of the DRB, initiate the mission and forces as- 
pects of the combined review process, and ensure a consistent understand- 
ing of the relationship of capabilities to resources throughout the formula- 
tion and review of the program budget. 

— Focus the bulk of his analytic capability on issues involving missions, 
forces, and operations crossing service lines. Though not abrogating the po- 
liceman's role inherent in OSD's review process, the ASD(PA&E) should 
upgrade his capability to examine these issues of complementarity and must 
rebuild the resource analysis capability needed to support all of the major 
players in the PPB process. 

• The ASD(C) would serve on the DRB and perform a budget review (pricing, 
scheduling, executability} of the service program/budget estimates. The 
Comptroller's existing statutory responsibilities would remain unchanged. He 
must maintain the essential independent capability for review of pricing, 
scheduling, consistency, legality, executability, and other aspects of fiscal in- 
tegrity and financial saleability. He would work to improve the capability to 
translate between programs and appropriations and to relate the fiscal review 
more directly to defined missions and objectives. The Comptroller would de- 
vise and operate the staff" capability to keep a continuing track, as decisions 
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are made during the combined review, of their net implications in appropria- 
tions terms. He would continue principal responsibility for budget justifica- 
tion, execution, and control. 

• The USD(R&E) continues as the principal agent of the SecDef in scientific 
and technical matters (especially as related to weapon systems acquisition), 
procurement policy, and acquisition management. He would also contribute 
technological expertise to the planning process and serve on the DRB during 
the combined review. His statutory responsibilities for RDT&E activities 
would remain unchanged. As suggested above, he would support the DRB de- 
liberations by conducting a review of the program integrity of major systems 
development or acquisition programs, including such aspects as schedule, cost- 
performance specifications, technical risk, and management strategy. He 
would also play a lead role in preparing substantive reviews for the DRB of 
Program III (Intelligence and Communications) and Program VI (R&D). 
This last function raises an important caveat to keep in mind about the US- 
D(R&E) (which also applies to some degree to the ASD (MRA&L)), namely, 
that he works under conflicting incentives: On the one hand, he is the- Secre- 
tary's agent, and on the other, he is one of the claimants on the Do!) budget. 
Thus, while the Secretary will want to rely heavily on the USD(R&E), he will 
also want the independent perspective of PA&E and the Comptroller on many 
of the same questions. 

• The ASD(MRA&L), with assistance of ASD(PA&E), should assume primary 
responsibility in the development of operations and support issues, and work 
toward development of a "theory of support" to guide future identification of 
such issues. The reasoning that led to the merger of the former ASDs (I&L) 
and (MR&A) into ASD(MRA&L) is tho same as that which argues for devel- 
opment of such a theory. The ASD(MRA&L) would serve on the DRB and, 
in particular, help the DRB deal with readiness and support issues, especially 
including the approaches described in Chapter III of this report. 

• The ASD(PA&E), ASD(MRA&L), and ASD(C) should jointly develop re- 
quirements and procedures for the use of feedback information to monitor de- 
cision execution and measure mission accomplishment. 

The DRMS recommendation to combine the program /budget reviews raises the 
question of whether the ASD(PA&E) and the ASD(C) should be combined into a sin- 
gle office. This organizational alternative was considered and rejected as causing more 
problems that it would solve. 

The functions are difficult to manage separately; finding a head for the combined 
function who could master both the analytical functions and the financial manage- 
ment functions would be doubly difficult. Pressures would be strong to tilt toward the 

l- short-run budget demands — to the detriment of longer-term independent analysis. 
IB. The Comptroller's role in explaining and defending the defense program could under- 

mine the credibility of objective analysis produced by the same office. Many of the 
advantages to the SecDef of an independent analytical capability serving his interests, 
unencumbered by other functional responsibilities, would be lost. 
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New Capabilities 

Resource Analysis Capability. The proposals to enhance planning efforts, increase at- 
tention to support functions, and combine program and costing reviews all depend on 
in-depth knowledge of resource requirements and trends. For his own needs and io 
support other OSD offices, the ASD(PA&E) should develop as quickly as possible a 
resource analysis capability that will permit him to: 

• Identify for the Secretary trends and relationships in resource allocation that 
warrant his attention. The ASD(PA&E) currently has no such capability for 
either manpower or logistics. Hence, his role as an independent voice for the 
Secretary is muted in these matters. 

• Contribute to fundamental strategy reviews, including those the USD(P) 
should undertake, by providing credible linkages between the strategy, force, 
and mission options and the cost of the means to achieve each of them. 

• Support ASD(MRA&L) and the Secretary in the identification and analysis 
of support policy and resource issues and the ultimate development of a "the- 
ory of support." 

• Monitor national economic indicators and estimate their implications for fed- 
eral resources to support the Secretary's participation in Presidential review of 
total Federal spending alternatives and Congressional budget committee re- 
views. This could be done with minimal staff by drawing on the efforts of 
other government agencies and private organizations doing economic model- 
ing and other analyses. 

• Estimate and maintain continually updated projections of the long-term re- 
source implications of approved and potential commitments to new weapons 
and support systems, as an input to long-range planning efforts and a contri- 
bution to setting priorities on the choice and timing of new systems. 

• Monitor aggregate resource use in the DoD, helping to focus debate on such 
issues as the labor/capital mix or the investment/operating-cost mix and how 
they respond to changing prices or other incentives. 

• Perform analytical assessments of the defense resource commitments of the 
Soviet Union and other countries of interest to U.S. planners and policymak- 
ers. 

• In support of PPB and DSARC functions, provide independent estimates of 
cost and other resource requirements. 

The SecDef should authorize PA&E some additional staff to build up the resource 
analysis function. 

Support Programming. The "mission and support" classification developed in 1968 
was an early attempt to generate some systematic treatment of support costs in PPB. 
Based on aggregations of FYDP program elements, the Defense Planning and Pro- 
gramming Categories (DPPC) still form the basis for the annual Defers Manpower 
Report. 

A matrix table (Fig. 1-6), with DPPC as row headings and FYDP programs as col- 
umn headings, formed the basic conceptual structure for the support analysis that was 

M, 
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attempted in 1969-70. The key idea was to display simultaneously the balance be- 
tween forces and support (down the columns) and the impact of specific support poli- 
cies (across the rows). In the absence of some better approach, this technique should 
be resumed and further developed by PA&E and MRA&L. 

The effort to develop this approach further will be hindered by lack of comparabil- 
ity and consistency among support PE's across services. The importance of focusing 
more systematic attention on the programming of support resources dictates getting 
on with such an effort in the best way possible. In parallel with that, the current 
FYDP structure should be redesigned through a major effort to create a structure 
based on data elements that permit comparable and consistent treatment of support 
and force activities across mission categories and across services. This redesigned 
structure would also be extremely useful in support of the resource analysis function 
recommended above. Both of these efforts can be made quite compatible with current 
efforts to fully allocate support costs to mission categories. 

Looking beyond the next incremental step, it would seem wiser to anticipate the 
eventual adoption of a mission-oriented classification linking forces, manpower, dol- 
lars, logistics, and base structure. The Senate Budget Committee and the internal ac- 
quisition process are both moving directly to a mission classification without having 
filled the void existing about support theory. It appears that DoD should actively pur- 
sue the long-range goal of a capstone mission orientation, but without omitting devel- 
opment of classification regarding bases/logistics — such development proceeding ini- 
tially from the current DPPC with its allocative rules. 
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Figure 1-6. Support analysis structure. 
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Chapter II 

THE DOD ACQUISITION PROCESS 

INTRODUCTION 

Weapon system acquisition drives both near-term demands for development and 
production resources and long-term ownership costs. Chapter I treated the problems 
of reconciling the often conflicting demands of the resource allocation and acquisition 
processes and ensuring that a system is affordable in terms of both life-cycle and ac- 
quisition costs. Apart from these problems, improvement is needed in the acquisition 
process and in the way it provides for the future operations and support of a system. 

The investment phase of the system life cycle has drawn a great deal of criticism. 
Some critics contend that the process takes too long to produce systems that are too 
costly and that often do not perform as expected. Such criticisms stem from an array 
of difficult problems. One set of these problems is rooted in the understandable desire 
of the services to modernize equipment inventories to counter the threat. To do so, 
the services may accelerate the introduction of new weapon systems into the inven- 
tory, even at the price of reduced reliability or operability and of increased acquisition 
and support costs. Further, there is a natural tendency to devote acquisition resources 
to systems that are nearest to operational use, and slight less mature systems whose 
contributions to force capability are more distant. The problem is further complicated 
by the difficulty of projecting requirements very far into the future. Finally, the advo- 
cacy process involved in evaluating rival responses to an operational need may 
quickly limit the number of potential solutions that are considered. As a consequence, 
many acquisition management decisions become "yes or no" choices, no real alterna- 
tives having been preserved. 

The development pipeline always contains more potential systems than the nation 
can realistically expect to procure and operate. Critics who disapprove of that situation 
seem to assume that the unqualified goal of the acquisition process is to develop and 
supply the weapons, equipment, and services required to meet U.S. national defense 
objectives, when needed. Although this is certainly the most important general func- 
tion of the acquisition process, it has complementary objectives that are best achieved 
through the development of competitive candidate systems. These include, but are not 
limited to: 

• Hedging against uncertainties of technology, threat, cost, and schedule. Such 
insurance is advisable because of the many years required to develop mos4 

systems, their prospcclively long s ;rvice lives, the changes in threat that can 

The assistance of Robert L. Perry, Michael .?«*-/i und Giles Smith with Chapter II is gratefully 
acknowledged. 

27 

,- ,.-1»,-. 



28 Chapter II 

occur over sach a time span, and the technical risks in weapon system devel- 
opment. Parallel development, an acquisition strategy that incorporates the as- 
sumption that some systems will be cancelled in favor of others, is not inher- 
ently or necessarily wasteful. 

• Influencing the future defense "environment." The signals that emanate from 
our commitment of development resources can influence Soviet resource allo- 
cations and thus alter the character of the threat. 

• Preserving the national capability to develop modern weapons that can re- 
spond effectively to a wide spectrum of threats. Political, economic, technolog- 
ical, and geographic factors have hampered the ability of our allies to develop 
and produce the weapons needed to cope with Soviet military might. The 
United States cannot afford to incur similar disabilities. 

Because other criticisms of the acquisition process cannot be so easily dismissed, 
however, this report includes a discussion of acquisition strategy. The discussion revis- 
its a number of major topics that have been the subject of past acquisition process 
studies. Not intended to be exhaustive, this review focuses on some major policy is- 
sues in acquisition management. 

The acquisition process serves one important function that is not always recog- 
nized: It provides a unique opportunity to develop and introduce innovative opera- 
tional and support concepts — which must be treated as important system develop- 
ments in their own right. Owning and operating weapons is expensive (it can account 
for more than half of the total life-cycle cost) and the combination of employment 
doctrine and support effectiveness directly influences combat capability. Hence this 
chapter also discusses the need for devoting careful attention in the acquisition phase 
to the costs of owning and operating systems. 

ACQUISITION POLICY AND PROCEDURES 

Past efforts to improve the use of acquisition resources have generally tried to: 

• Identify and eliminate flaws in some part of the acquisition process, or 
• Apply, broadly, processes and procedures that have proven beneficial in a spe- 

cific military or commercial application or that have strong theoretical appeal. 

These attempts have produced numerous minor adjustments to acquisition policy 
and practice, but major changes have occurred only every five or ten years. A brief 
review of the basic acquisition process and its evolution will provide a foundation for 
comments on today's policies and procedures. 

An Overview of the Acquisition Process 

Although in reality the process is considerably more complex, Fig. II-l adequately 
depicts the major elements of the weapons acquisition process arrayed as abstract the- 
ory often suggests. In this idealized version, system requirements and specifications 
are established and verified in a first and irreversible step, after which an orderly 
chain of linked but independent steps leads to an operational capability. 

U... 
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Figure 11-1. The acquisition process. 
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No program ever flows that smoothly, of course. Requirements often change as de- 
velopment continues, and information acquired during one stage of development does 
and should feed back to earlier phases. Specifications change, new components ap- 
pear, performance falls short of expectations, retesting is necessary, and other depar- 
tures from plans are frequent. Nevertheless, it is useful to contrast two aspects of real- 
world practice with the idealized model. 

One important deviation from the ideal is the schedule compression that often oc- 
curs once full-scale development (FSD) begins. That is largely brought on by pres- 
sures for early operational availability. As sbown in Fig. II-2, the effects are twofold. 
First, a high degree of overlap marks performance testing, operational testing, and 
early production. 

Second, the results of testing often are not reflected in continued development. 
Initial Operational Capability (IOC) frequently is scheduled to occur well before test- 
ing is completed. An almost inevitable consequence is a long (and costly) modifica- 
tion phase, needed because there was insufficient opportunity to detect technical and 
operational defects, correct them, and incorporate changes before substantial numbers 
of production articles were delivered. During this phase, which may last for several 
years, system performance (including operational availability) typically falls well be- 
low the desired (and "required") levels. The result is not only that the forces must 
rely on systems that do not perform as expected (and, presumably, as necessary), but 
also that the DoD incurs high post-acquisition costs. Post-delivery modifications char- 
acteristically cost many times as much as changes incorporated during production. 
That has been true of such systems and subsystems as the i4551 Sheridan, the VIR- 
GINIA class of cruisers, engines for die F-14 and A-7, avionics for the F-15 and the 
F-lll, and the structure of the B-58 and C-5. 

A different problem arises during the early stages of the acquisition process., before 
full-scale development (FSD) begins. There, during the concept formulation and vali- 
dation phases, alternative ways of satisfying an operational need are considered. One 

w 
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Figure 11-2. The acquisition process. 
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design is usually selected for FSD. Paradoxically, although formal DoD acquisition 
policy documents devote much attention to the concept and design phases, they are 
allocated only a minuscule fraction of total acquisition program resources. One conse- 
quence is that these phases include little hardware development and demonstration, 
and many decisions are based on analysis and design studies. This practice encour- 
ages the early elimination of options, so that when FSD starts, the principal remain- 
ing decisions are whether or not to proceed along a single recommended development 
path, and how fast. 

fet recourse to demonstration hardware (prototypes) has repeatedly produced im- 
pressive results at modest cost. For example, on at least three occasions during the 
past few years, the flight testing of competitive prototype vehicles during the valida- 
tion phase led to selection of a design that was almost certainly different from (and in 
the judgment of most reviewers, consistently better than) the FSD course that would 
have been chosen at the end of a conventional paper competition. In addition, testing 
of such prototypes has revealed important design oversights or errors that were readily 
corrected early in FSD, in contrast to instances in which major flaws become appar- 
ent only after the systems entered high-rate production. 

Present practices seem to reflect the conviction that: 1) Mission requirements can 
be firmly specified before development begins or technological capabilities are veri- 
fied; 2) important configuration decisions and technical specifications can be based 
reliably en design studies and analyse? alone; and 3) subsequent development of the 
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system will encounter no problems severe enough to upset cost and schedule projec- 
tions. Unfortunately, there is little historical basis for such faith and considerable evi 
dence that the policy it engenders is not very successful. In one set of 24 systems of 
the 1960s that embodied these assumptions, typical outcomes included cost growth 
(in constant dollars) averaging 40 to 80 percent, schedule slippages, and performance 
shortfalls.1 A preliminary appraisal of system development experience in the 1970s 
indicates that similar problems persist, though probably not on quite the same scale. 
(The sample includes more than 50 systems from all three services.)2 DoD acquisition 
policy documents of the 1970s clearly mandate a more cautious and skeptical ap- 
proach, with greater emphasis on demonstrating results before making major commit- 
ments to proceed to the next phase. Ytt, notwithstanding evidence and plainly stated 
policy, program managers frequently find irresistible the temptation to believe analyti- 
cal findings that promise low-cost, rapid, risk-free development. Recent experience 
strongly suggests that critical decisions are still made too early on the basis of too lit- 
tle hard data, and options are eliminated too soon, while the following compressed de- 
velopment-production program typically yields a product that falls short of expecta- 
tions. 

That circumstance and what it implies are of parlicukr importance in planning for 
future acquisition programs that require cooperation with one or more of our major 
allies. Generally, the larger industrialized NATO states hold that cooperative acquisi- 
tion programs — the two-way-street concept — must begin with firm, irrevocable com- 
mitments to requirements, specifications, and buy quantities, together with agreed al- 
locations of the work. Since such "foreordained" programs are inherently contrary to 
the efficient management of acquisition resources, U.S. participation should be condi- 
tioned on the explicit judgment of top defense leadership that large Alliance Vnefits 
would result. Given the attendant uncertainties and risks in such comm'*i. e-Ms, the 
United States may nonetheless be obliged to limit its participation in such programs 
to those where the threat is unlikely to change very greatly, requirements are highly 
stable, and production quantities are largely determined by the need to replace cur- 
rent "standard" systems. 

The concept of early production commitment as a secure road to inventory mod- 
ernization, technological advance, and operational adequacy has undoubted attractions 
and may be appropriate in some circumstances, both domestic and international. But 
like other panaceas that have been proposed and tried from time to time (Concur- 
rency and Total Package Procurement are two examples), that approach also should 
be used selectively. There is, in fact, no single, generally applicable acquisition strat- 
egy that can be applied, unreservedly, to the broad range of requirements that con- 
front the DoD. Flexible planning, option preservation, and adaptive management are 
no less essential today than they were two decades ago. 

Two other broad aspects of acquisition practice deserve attention here. The first 
concerns the difficulties of simultaneously developing several major subsystems and 

1971 

1 R. L Perry, Systems Acquisition Strategies, The Rand Corporation, R-733-PR/ARPA, June 

2 Unpublished Rand research, forthcoming. 
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integrating them into a weapon system. Attempting to advance technology on a broad 
front and for a wide lange of interrelated components vital to an in-development 
weapon svstem characteristically brings on schedule slips and cost overruns, and often 
causes serious problems in operational performance. 

Another set of problems arises from the institutional setting in which acquisition is 
managed and from the personal and career incentives perceived by program manag- 
ers. A program manager usually serves in a program office for only a portion of the 
period during which "his" system is in the full development cycle, and his natural in- 
stinct is to seek near-term results that will reflect favorably on his abilities. Satisfying 
prespecified milestone goals for system performance and schedule while living within 
his allotted budget become dominant objectives, along with ensuring survival of his 
program in an adversarial environment. 

Program managers must be given both the opportunity and the incentives to enter- 
tain and act on several currently unpopular policy options, including the recognition 
that: 

• Program cancellation or cutback, schedule slowdown, and milestone slippage 
are valid program alternatives; 

• Prespecified technical goals may not be achievable at an acceptable cost and 
may have to be altered or abandoned; 

• Prespecified performance goals may have to be adjusted to the changing reali- 
ties of threat, budget, or force structure; 

• Program redirection can be a useful, acceptable action; 
• The final 10 percent of performance is seldom worth 50 percent of total pro- 

gram cost. 

Similarly, the program manager's superiors must recognize and manage from the per- 
spective that: 

Micro-management is extremely costly; 
The incentive structure must permit positive recognition of die intellectual 
honesty that program managers need if they are to entertain the options listed 
above. A recommendation for program termination, milestone slippage, or 
program redirection should not be construed as evidence of management fail- 
ure, as often appears to be the case for DoD military programs (but, interest- 
ingly, not for major commercial R&D programs). 

Neither the acquisition problems nor the possible responses suggested above are 
new. They have been recognized in management studies and reviews for many years. 
Today, OSD-level management of systems acquisition is built around the DSARC re- 
view process, which in turn has recently been modified by addition of a "DSARC 0" 
review. A brief discussion of these two central management features follows. 

The DSARC and Acquisition Management 

Today's practices are rooted in acquisition policies introduced during the early 
1960s. Earlier, the Secretary of Defense lacked the authority to enforce such a policy, 
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so there was none. However, changes in 1958 strengthened the Office of the Secre- 
tary, and the appointment of Robert McNamara in 1961 brought an activist to the 
post. 

Early in 1964, with the publication of DoD Directive 3200.9, the acquisition cycle 
was divided into four phases. During Concept Formulation, a decision was made 
about whether a system was needed. 'Die Definition phase included a design competi 
tion (usually a paper exercise, although contractors sometimes worked with hardware 
while preparing a proposal). These two phases were expected to produce firm system 
specifications and cost estimates, so that Full Scale Development and Production (the 
third phase) could proceed on a fixed-cost basis. System Operation was the fourth 
phase. The most extreme implementation of that approach was the Total Package Pro- 
curement Concept (TPPC), wherein a contractor undertook, for ? fixed price, to per- 
form all development and to produce the initial lot of system? DoD expected this 
process to preclude the sort of program cost growth that had characterized the 1950s, 
and to minimize acquisition time as well. 

Experience was not kind to the concepts of the 1960s. Economic and political real- 
ities inhibited government enforcement of contract larms and encouraged accepMnce 
of whatever a contractor produced, at a price that kept the contractor from going out 
of business. Although TPPC was occasionally beneficial (in the case of Maverick, for 
example), the conspicuous failures (such as the C-5) indicated that both concept and 
applications were flawed. 

When David Packard became Deputy Secretary of Defense in 1969, he made a se- 
ries of major changes in acquisition policy, most of which remain as the core of to- 
day's policy. Packard wanted to decentralize day-to-day management, but to keep 
OSD informed about the progress of the programs and in control of them. To do this, 
he mandated three "milestones" or decision points at which formal OSD approval 
had to be granted before a service could proceed further with acquisition. These oc- 
curred at the: 1) initiation of contract definition; 2) beginning of full-scale develop- 
ment; and 3) beginning of production. In addition, cost, performance, jnd schedule 
thresholds were to be established for each system. If any of these were breached, Sec- 
Def review of the program was again required. Except for these reviews and approvals, 
management of the program was to be left to the services. 

A Defense System Acquisition Review Council (DSARC) was established to con- 
duct milestone reviews. Its function was to "discipline" the acquisition process and 
ensure that upper levels of the DoD were aware of tre? progress of costly systems as 
they moved toward operational readiness. The DSARC was to operate much like a 
corporate executive committee, reviewing the projects of its divisions and encouraging 
lower levels to manage their projects properly. Further, as was discussed in Chap. I, 
the DSARC was not to preempt the resource allocation function from the PPBS; 
rather, it was to provide for a structured technical and financial management review 
of a project and "authorize" project continuation. The PPBS continued as the instru- 
ment for performing the internal "appropriation" function. 

In theory, there were to be only three major DSARC reviews and each was to ad- 
dress only those issues relevant to the decision then to be made. In actual practice, 
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three soon became many. Today, a typical program will have at least five or six major 
DSARC reviews, snd some programs have been exposed to a dozen. 

Nor are these reviews limited to a small number of key issues relevant to one par- 
ticular milestone. Before the DSARC meeting, the program is reviewed by as many 
as ten offices in the hierarchy of the responsible service and by the deputies of the 
DSARC members. Each such audience must be satisfied before the DSARC review 
can take place, and there is no limit on the number or scone of issues they can raise 
or the quantity of information each can demand. The result is repeated reviews of vir- 
tually every detail of the program. 

Holding so many reviews and making them so extensive may have benefits, but it 
also has costs. Satisfying the requests for information and preparing all the briefings 
is a large burden on the program offices. For as much as six months before a major 
DSARC review, major resources of the program office are diverted to preparing for 
the DSARC meeting and dealing with the reviews preceding it. During that time, 
only unavoidable program management, decisions may be considered. 

Another consequence seems to be that some essential issues do not get enough at- 
tention. One such issue is the availability of adequate funding for the program being 
approved. Programs are approved for full-scale development and production when the 
funds available for those activities, to say nothing of those for operating the system, 
are known to be inadequate. The usual result is insufficient initial funding, followed 
inevitably by schedule slips and, eventually, increased program costs. Such an uncer- 
tain funding environment also makes program planning very difficult for program 
managers. (See Chap. I.) 

A key issue the DSARC is supposed to consider is whether sufficient testing has 
been done to evaluate and resolve technical risks before moving on to the next phase. 
Early testing is necessary not only to evaluate such risks, but to ensure that whatever 
is learned during testing can be exploited in development. Currently, some systems 
are approved for production even though key performance characteristics have not 
been demonstrated. 

The DSARC process was an excellent concept. Its drawbacks arise in reviews that 
are too frequent and too far-reaching, and in the tendency to overlook vital issues 
while grappling with a multitude of lesser questions. 

Mission Element Need Statement and the Acquisition Process 

The most recent major innovation in weapon system acquisition has been the intro- 
duction of the Mission Element Need Statement (MENS) and the associated restruc- 
turing of the initial phases of the acquisition process. When the early stages are con- 
ducted properly, the following goals should be achieved: 

The system's performance specifications match its mission; 
Alternative ways of performing the mission are explored before systems are 
selected; 
A variety of associated technologies and subsystems are considered, and the 
development of some is initiated, so that the technology will be available to 
meet new threats and needs. 
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The recent changes in initial-phase procedures appear to put undue emphasis on 
the first two goals. When a service determines that there is a need (or performing a 
mission, it must prepare a MENS that describes the need in terms of operational re- 
quirements rather than system performance specifications or technical characteristics. 
This MENS must then be submitted to and approved by the SecDef before any work 
on choosing or developing a full system can begin. If the SecDef approves the MENS, 
a program office is established, a program manager is appointed, and exploiation of 
alternative solutions to the mission need begins. 

Such a review of mission need is intended to ensure that no system begins develop- 
ment until a need for it has been verified and the chosen system promises to meet 
that need. The MENS is also intended to help ensure that alternative solutions to the 
mission need are explored. Because the need is stated in terms of the task to be per- 
formed, and the MENS does not specify how it is to be done, it should be possible to 
explore a wide range of alternatives. However, the services tend to start the acquisi- 
tion process with a fairly firm notion of what system they want, and some participants 
seem to view the MENS as no more than an elaboration of the operational require- 
ment statements that the services have traditionally used to justify system starts. 
Those statements frequently describe one preferred system. Consequently, the estab- 
lishment of the MENS process is not of itself sufficient to ensure a complete explora- 
tion of alternatives before the system selection process begins. If applied properly, 
however, MENS reviews should promote the first two of the goals listed above. 

The MENS process is not directed at the third goal and could easily inhibit its 
achievement. The MENS seems to have been partis motivated by a desire to lessen 
the number of "false starts" and eventual program cancellations. But the MENS 
process does not take sufficient account of the fact that goals, missions, requirements, 
threats, and priorities change, and that options for coping with such changes must he 
created and maintained. It may often be important to have a number of systems in 
varying states of development so that options will be available to meet unexpected 
threats c to offset technical difficulties in associated programs. The appearance of 
new technology may warrant an investment in exploratory development, or even 
building prototypes of critical subsystems, even if no fully validated MENS exist. By 
the beginning of FSD, the mission need should be established, but it does not seem 
desirable to require that the mission be narrowly defined (and accepted by the Sec- 
Def) before any subsystfitn development program can begin. If the MENS concept is 
used in that way, it could inhibit the timely evolution of subsystem technology.^ In 
addition to advancing technology, subsystem development can later be used to pre- 
serve options for satisfying mission needs. For example, a subsystem can be retrofit- 
ted on an existing platform, providing competition for and a hedge against failure of a 
full system development program. 

The "idealized" model of the acquisition process can easily beguile planners into 
assuming that a requirement, once defined, will remain constant and that the sequen- 
tial acquisition process merely performs the steps necessary to satisfy it. The MENS 

3 There is no evidence that the intent of the MENS vas to inhibit the development of critical 
subsystem technology, and if appropriately interpreted, it will not. 
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procedure, which is intended to make (he requirements process more orderly and re- 
duce the influence of service and contractor advocacy in deciding what svstems to ac- 
quire, can help ensure that alternatives for satisfying a mission need are considered. 
But if misinterpreted, it can also reinforce the perception that a requirement is abso- 
lute aid that satisfying it is the im nutablf goal of the acquisition process. There is 
considerable evidence that, in a Dot) setting, virtually no change that implies a di- 
minishing need or urgency will be institutionally acceptable. To slip a schedule, miss 
a milestone, or acknowledge that ome research enterprise is not worth continuing is 
tc adr.it failure. To shift objective's, particularly if the new goal is less ambitious than 
the old. is to fail. In essence, th 5 various purposes of acquisition (the one most com- 
monly accepted being to acquire an effective system, at reasonable cost, when 
needed) have been ritualh subjrdinated to the achievement of institutionally prized 
goals: schedule f.dherence and high performance (variously denned), at any cost that 
the providing agency can be induced to bear. It is thus vital that the threat-updating 
called for at each DSArJC review be more than a mere formality, and that system 
specifications «ot be fixed prf maturely and irrevocably. 

Although here has been ittle experience with the MENS so far, the basic idea ap- 
pears sound. It is importun in applying it that alternatives really be considered, that 
new technologies be explored, and that the definition of mission need not be irrevoca- 
ble, immutable, or prematare. 

SUGGESTIONS FOR IMPROVING  THE ACQUISITION PROCESS 

Existing legislation a,id policy directive:; governing weapon system acquisition ap- 
pear to be broadly satisfactory. However, some important problems arise in the imple- 
mentation of those directives, at all levels of Dot) management and in some of the 
details of application. The following suggestions are directed at the practice of weapon 
s\stem acquisition ra'her than at its abstract philosophy. 

The existing incentives for effective acquisition management at the program office 
level are among the weakest elements in an otherwise adequately structured system, 
and should receive priority attention. It is recommended that DoD undertake to de- 
sign, test, refine, and install: 

• A specialized program manager selection process (perhaps as part of the man- 
agement training program), and 

• A special performance evaluation system (built around criteria relevant to sys- 
tem acquisition) for program managers that will recognize and reward effec- 
tive leadership of an acquisition program and, equally important, will clearly 
identify less-than-adequate performance. 

Recommendations for lengthened tenure in project management assignments have 
emerged from every important study of system acquisition over the last twenty years. 
Implementation of such recommendations still is needed. 

OMB Circular A-109 and the associated MENS/DSARC 0 review are intended to 
improve the pro." «s of selecting system candidates for entry into full-scale develop- 
ment. Because this process has not yet been fully implemented, its effects on weapon 
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system acquisition cannot be fully assessed. Undesirable outcomes could result from 
this set of procedures, however. Special management attention should be devoted to 
three problem areas: 

• The carefully prepared, staffed, and approved MENS must not be regarded as 
"cast in concrete," but instead must be continually reviewed ("grease pencil 
planning") as military needs evolve. 

• The preparation of a MENS, and the effort to obtain DSARC 0 approval, 
must not be permitted to interfere with subsystem development progress or to 
stifle innovation in concept definition. 

• The examination of alternative system concepts to satisfy a MENS should 
stimulate and exploit the fabrication and testing of experimental and proto- 
type hardware; it should not be permitted to increase reliance on design 
studies and analysis. 

Troublesome and costly problems often arise from the premature commitment of 
systems to high-rate production. Two steps would ameliorate this stubborn problem 
(both are entirely consistent with policy directives): 

• Delay the approval of high-rate production until the hardware has demon- 
strated both technical adequacy and operational suitability, including reliabil- 
ity, supportability, and readiness characteristics. (Functional criteria for such 
achievements must also be developed, preferably on a system-by-system ba- 
sis.) 

• Encourage the development of major, widely used subsystems independent of 
final weapon system development programs, thus reducing the risks of full 
system development and enhancing standardization and operability of the 
equipment. (This "building block" concept is also consistent with current 
DoD direction; integration responsibilities may have to be reemphasized.) 

Finally, a conscious effort should be made to exploit the opportunities created by 
competition in the acquisition business. Component and subsystem development pro- 
grams with potential application to existing systems, in addition to competing with 
each other, create altern '»ves to new system developments. Product improvement can 
and should compete with new system designs to provide a hedge against technical 
problems and a positive incentive to keep down the costs of a new design. 

OWNERSHIP CONSIDERATIONS IN THE ACQUISITION PROCESS 

The acquisition process has traditionally focused primarily on technical, schedule, 
and development/procurement cost issues. Recent efforts to increase emphasis on the 
"ownership" phase of the system life-; vele, the costs of which often exceed those of 
developing and procuring the system, are spurred by at least three important facts: 

•      Assessment of the "affordability" of a system requires explicit treatment of 
"ownership" resource requirements over time; 
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• The design capability of a system can be realized only if operating and sup- 
port resource requirements are funded adequately; 

• The interaction between design and operating/support concepts must be con- 
sidered during system development if design capability is to be achieved at an 
acceptable cost. 

The allocation efficiency question — achieving a balance among forces, equipment 
modernization, and force readiness and sustaining capability — is the key issue that 
must be resolved within the resource allocation process. Implicitly, this question re- 
quires assessment of the "affordability" of acquisition programs. 

A system's "affordability" during the operational phase of its life-cycle is a func- 
tion of its ownership costs and its priority relative to competing demands for funds. 
These "ownership" costs are driven by three primary factors: 

• The organizations and basing structure to be used for operating and support- 
ing the sv=tem; 

• Support policies that determine what types of support will be rendered, 
where, and how often; 

• The characteristics of the system itself, which determine how often it will fail 
and how difficult it is to maintain. 

The recent increased emphasis on support in the acquisition process should be con- 
tinued, and the range of "ownership" issues considered should be broadened, thus 
helping to: 

• Increase the probability that design capabilities will be realized; 
• Ensure that new systems are supportable (at acceptable costs); 
• Exercise control over and, where possible, reduce support costs— because un- 

necessary expenditures on support reduce the total capability that can be 
bought with limited Defense budgets. 

Approaches to Ownership Issues 

The two principal approaches that can be taken to improve "supportability" and 
reduce support costs are to: 

• Improve the hardware characteristics that drive many support requirements 
(e.g., reliability, maintainability, and other traits sometimes referred to as the 
"ilities"); 

• Explicitly consider alternative operational and support concepts and policies 
that affect resource requirements. 

To date, most efforts to increase emphasis on support in the acquisition process 
have been translated into increased concern with reliability and maintainability. Most 
DCPs now specify some form of reliability and maintainability goals in terms measur- 
able during test and evaluation. There has also been a recent trend toward specifying 
availability or capability goals early in development. Achievement of these goals can 
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be determined through use of demonstrated reliability and maintainability characteris- 
tics of the hardware. The time and money needed to demonstrate achievement of 
these goals, however, have not always been provided. 

Efforts to improve system reliability and maintainability are important and can im- 
prove system effectiveness, but they are only one of the avenues available for reducing 
life-cycle costs. The other, innovation in support concepts, can offer much greater 
leverage on these costs and may demand less front-end investment. 

Many studies of life-cycle and weapon system "supportability" include a chart pur- 
porting to show that the bulk of a system's life-cycle costs — at least 70 percent, and 
perhaps up to 90 percent of total costs — are determined prior to DSARC I. Such a 
chart assumes, however, that the operations and support concepts ihat have tradition- 
ally determined the characteristics of the organizations that will man, operate, and 
maintain a particular type of platform will also be applied to the new system that is 
under development. That is, given a set of operating and support organizations and 
policies, the bulk of life-cycle costs are fixed relatively early in the acquisition process. 
This leaves only a small fraction of total costs that can be influenced by applying the 
"ilities." 

In fact, "ownership," and hence life-cycle costs, can be influenced significantly 
through changes in the organizations and policies that govern operations and support. 
Since the characteristics of support organizations are a major determinant of life-cycle 
costs, acquisition managers, if they hope to affect these costs, must explicitly consider 
operational and support organization options. How the equipment will be employed 
(including tactics), where maintenance will be done, who will conduct training, how 
manpower and material will be delivered to the system (and how long personnel will 
stay in the using units), what will be done by the unit owning the equipment — all 
are critical considerations for the manager concerned with delivering needed capabili- 
ties at the lowest possible life-cycle cost. 

All these factors interact with systems design and should be considered throughout 
the development and acquisition process. Concern regarding support — or supportabil- 
ity — at DSARC III is too late to have any significant effect on design, which should 
take account of the support concept planned for the system. 

The program manager and his staff are hi a unique position to ensure that the in- 
teractions between design and support alternatives receive iterative treatment through- 
out the process. This is not simply a matter of ensuring that support considerations 
are reflected in systems design and that support policies take advantage of system de- 
sign innovations. It is also a matter of ensuring that neither a fixed design, nor a pre- 
determined support concept constrains system development. For example, an assump- 
tion concerning where (organizationally and geographically) certain maintenance is to 
be performed can significantly influence requirements for test equipment and skilled 
manpower. This concept is further developed in Chap. III. 

Furthermore, system design considerations, if taken within a constraining support 
concept, will themselves constrain support concept innovation at a later stage. To il- 
lustrate, if it is assumed that extensive test equipment, such as might be available in 
an intermediate maintenance shop at a central location, will be available at all operat- 
ing locations, then the system's design and integral fault isolation capability are likely 
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to reflect the assumption. On the other hand, if it is assumed that intermediate main- 
tenance capability is not available at every location, then the system design may be 
quite different and result in very different requirements for test equipment, spares, 
and manpower. Only through an interactive process that conciously seeks to take ad- 
vantage of innovation in design and support concepts can managers hope to affect the 
majority of life-cycle costs that are now considered "fixed" prior to DSARC I. 

Improving Treatment of Ownership Issues 

Current requirements for Integrated Logistics Support (1LS) planning should pro- 
vide a framework within which both of the approaches to "ownership" issues de- 
scribed above can be applied. ILS plans are supposed to develop alternatives for a va- 
riety of functions (e.g., maintenance, manning, and facilities), cost the alternatives, 
and, most important, integrate functional considerations into a consistent support 
concept. Thus far, however, ILS planning has not resulted in major improvements in 
the reliability and maintainability of new systems or the development of innovative 
operating and support concepts. 

The limited impact of the requirement to do ILS planning is attributable, in part, 
to the fact that support considerations have not been given a great deal of weight in 
the acquisition decision process, and that program logistics managers have little con- 
trol over conduct of logistics functions. It may also be attributed to the fact that ILS 
requirements seem to expect implicitly that each individual program should develop 
its own operating and support alternatives. While some alternatives may be developed 
during the development of an individual system, other externally generated alterna- 
tives probably also warrant examination. For example, the logistics support concepts 
discussed in Chap. IN, and the approach to the personnel mix issues discussed in 
Chap. IV, might be relevant for an individual acquisition program, but might not sur- 
face during ILS planning unless they were suggested to the program manager. 

A clearinghouse of innovative operating and support concepts is needed, together 
with enough emphasis en these issues in the acquisition process to ensure that the 
"bank" of ideas is used, and thus to increase the probability that attractive options 
are considered during system design and ILS planning. Perhaps a Support Analysis 
Improvement Group (SAIG), co-sponsored by the ASD's (PA&E) and (MRA&L), 
could both serve this clearinghouse-function and help to focus attention on "owner- 
ship" issues during acquisition review. Obviously, these issues transcend the acquisi- 
tion process. The SAIG could also enhance the ability of the Defense Resources 
Board (proposed in Chap. I) to treat more "generic" support issues in support of the 
resource allocation process. 

The need to consider equipment availability as a performance parameter — which 
requires emphasis on such hardware characteristics as reliability and maintainability 

j — is obvious. In spite of the earlier discussion of the interaction between design and 
I support concepts, the need to consider support organizations and policies during de- 

velopment may not be as obvious. In fact, there may be considerable resistance to 
i "reinventing the support wheel" for every new system, as there may be to injecting a 
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new system with its own support structure into a multisystem environment. Further- 
more, many constraints on operating and support concept alternatives are not the pre- 
rogative of the program manager, but must be established for a class of systems, force 
structure, or theater. Unless the program manager has integrated some representatives 
of the functional organizations responsible for support resource programming and sys- 
tem operation into his program office decision process, it is unlikely that these exter- 
nal constraints can be changed. 

A balance must be struck, of course, between the extremes of fitting new systems 
to the existing support structure and designing unique support structures for each sys- 
tem. It should be recognized, however, that: 

• The introduction of a new system offers a unique opportunity to implement a 
new concept that can be applied to other systems in the development pipeline 
and "retrofitted" to existing systems; 

• The applicability of support alternatives (such as those in Chap. Ill) that could 
increase capability or reduce costs requires considerable analysis to aid assess- 
ment; 

• There is time in the acquisition process to do system-specific support analysis 
— time that may not be available in the resource allocation process even with 
the changes to the PPBS proposed in Qisp. I; 

• A major change in traditional approaches to delivering support may be neces- 
sary to make a system affordable. Given current and probable future problems 
in recruiting, such changes may be needed to make systems supportable even 
where they are believed to be affordable. 

Follow-Through in the Production and Deployment Phase 

As was discussed earlier, there will alwavs be limits on how much can be learned 
through "paper" analyses, including support analyses, and limited testing of only the 
primary hardware that is accomplished during full scale development. Actual system 
availability and support effectiveness is known only when the new system is operated 
and supported in field units by normally trained and assigned personnel under the ac- 
tual concept of system employment. This point is not usually reached until two or 
more years after the last DSARC Review. Although much of the production and sup- 
port funds are not yet committed, and deficiencies could still be corrected by prompt 
action, there is no requirement or institutional mechanism for a full system analysis 
and review of "hard" information. 

In fact, the existing institutional mechanisms imj^ede integrated support manage- 
ment at this critical juncture. The funds for sustaining engineering, modifications, 
personnel training, spares provisioning, and other support elements are separately 
programmed and managed by function ac-oss weapon system lines. Key ILS assump- 
tions can be altered in the programming process (e.g., reducing the number of unique 
skill categories authorized and specially trained) without specifically assessing the im- 
pact on the newly fielded system or providing for compensating changes in other ele- 
ments of the system support plan. 
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Recommendations for Improving the Treatment of Ownership Issues 

A number of recommendations that could improve treatment of operating and sup- 
port issues within the acquisition process flow logically from the preceding discussion: 

• Measurable system availability goals should be set explicitly once a system 
concept is established, and the needed resources (time, money, and man- 
power) allocated to achieve these goals; 

• Testing and evaluation should be required to verify "supportability" and mea- 
sure progress toward availability goals (by measuring specific reliability and 
maintainability parameters, and computing availability); 

• The OSD should establish a Support Analysis Improvement Group (SAIG). 
co-sponsored by the ASD's (PA&E) and (MRA&L), which would: 
— Act as a clearinghouse for concepts that should be considered in system de- 

sign and ILS planning; 
— Evaluate ILS plans for the DSARC; 
— Work with the Cost Analysis Improvement Group to improve support-cost- 

ing capabilities and with OT&E to ensure that "supportability" and equip- 
ment availability are tested; 

— Work general support issues in support of the resource allocation process. 
• A full integra*ed support evaluation should be conducted when adequate expe- 

rience is accumulated on the fielded equipment and on the effectiveness of its 
full training and support system. The services must establish institutional 
mechanisms that provide priority management and funding for prompt, effi- 
cient correction of deficiencies in availability and support of newly fielded 
systems. MRA&L and PA&E should conduct follow-on support reviews of se- 
lected recently fielded systems until adequate attention is focused on these 
problems. These reviews should trigger issue papers where necessary in the 
combined program/budget review proposed in Chap. I. They could be con- 
ducted by a SAIG or a similarly constituted OSD panel. 

• The lop-level emphasis given to support in the acquisition process should be 
further increased by: 
— Insisting that "supportability" be demonstrated before permitting a pro- 

gram to proceed; and 
— Encouraging identification and application of innovative support concepts 

that can increase capability or reduce support costs, or both. 
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Chapter III 

LOGISTICS SUPPORT ALTERNATIVES 

INTRODUCTION 

Over one-third of the Defense budget is consumed,1 and a similar fraction of De- 
fense manpower is employed, in the delivery of logistics support. The bulk of this re- 
source commitment, on the order of $32 billion per year at current budget levels, 
goes to functions that contribute directly to peacetime readiness, wartime combat sus- 
tainability, or both. Important as the resource implications are, logistics commands at- 
tention primarily because it is a crucial element of combat capability. 

Nevertheless, the sheer magnitude of logistics resource requirements has prompted 
repeated reviews of individual logistics functions such as distribution, or subfunctions 
such as maintenance at the depot level. Most of these reviews have sought to save 
money by improving the peacetime efficiency of the logistics support system with in- 
sufficient thought for the interdependencies among logistics echelons and functions. 
Further, emphasis on "tooth to tail" ratios and other simplistic measures obscures the 
synergistic relationships between combat forces and support. The results of these re- 
views have sometimes reduced combat flexibility and effectiveness out of proportion to 
any cost savings. 

More recently, the focus of these studies has changed to reflect the Department's 
increased concern with readiness and sustainability. Their recommendations, how- 
ever, have sought to increase effectiveness primarily by increasing the level of re- 
sources input to the current support structure. This appears to be prohibitively expen- 
sive because current structures seek to provide combat units with a high level of self- 
sufficiency as the means to ensure that forces can be employed in the widest possible 
range of combat scenarios. Alternatives which involve modifying these structures have 
received comparatively little attention. 

Both Chaps. I and II urge that the DoD devote more analytic attention to support 
issues. This analysis must consider both the costs and effectiveness of support because: 

• As noted above, distinctions between "teeth" and "tail" neglect the relation- 
ship between support and combat capability. This relationship demands that 
support resources be provided in balance with the forces so as to marshal the 
full combat capabilities of the forces. 

• The organization of support activities and the distribution of expenditures 
across support activities will affect the amount of combat capability that can 
be obtained for any given funding level. Thus, we must also be concerned 
with the efficiency of support delivery processes. 

1 Department of Defense Annual Report, Fiscal Year 1979, p. 313. 
2 Manpower Requirements Report for FY1979, p. VIM7, Department of Defense. 
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The DRMS examination of logistics support has three purposes: 

• Demonstrate the potential leverage that can be exerted on both combat capa- 
bility and support costs through innovation in support concepts. 

• Provide examples of the type of approach to support issues that chapters I and 
II have urged. 

• Develop specific ideas for improving the organization and management of lo- 
gistics resources. 

The DRMS review focused on maintenance and related supply in support of mainte- 
nance—two of the logistics functions which most directly afTect combat capability. It 
shows that alternative support structures exist which: 

• Maintain or increase wartime capability and readiness; 
• Improve the match between organization and mission; 
• Free combat units from responsibility for overhead and indirect support func- 

tions that reduce combat flexibility and do not immediately affect combat ca- 
pability; 

• Increase command self-sufficiency in mission-essential support functions; 
• Increase the ability of support systems to adapt to the rapid changes character- 

istic of the dynamic environment likely to prevail in future conflicts; 
• Exploit potential economies of scale in certain support functions; and 
• Eliminate unnecessary redundancy across organizations. 

This chapter summarizes the lessons learned and principles derived from five 
weapon-system-specific case studies of logistics concepts and policies, in each of which 
the DRMS team: 

• Studied current maintenance systems; 
• Reviewed current and recent initiatives to improve the responsiveness of lo- 

gistics support structures; 
• Examined the probable combat environments in which the weapon system is 

to be employed; 
• Postulated the characteristics of a responsive logistics delivery system for that 

environment; and 
• Compared these characteristics with current and evolving logistics concepts. 

The case studies in the Companion Report validate several logistics principles that 
seem to have fairly broad application. This chapter distills these principles and points 
a direction for future evolution in logistics support systems. It will. 

• Describe a likely future wartime environment and the nature of the support 
problem; 

• Discuss the implications of environment and technology for theater logistics 
delivery systems; 

• Explicate the general principles that seem to be consistent with these implica- 
tions and that appear to apply across a broad range of weapons systems and 
other equipment; 
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• Report the results of the five case studies (and provide a brief discussion of 
the changing concepts for Navy surface ship logistics support) in the form of 
specific recommendations for change that should be considered for implemen- 
tation or for further analysis leading to implementation; 

• Postulate some of the broader implications of the general principles for logis- 
tics and other support systems; and 

• Identify policy options that can affect logistics requirements. 

THE WARTIME ENVIRONMENT AND WEAPONS TECHNOLOGY 

Secretary Brown's Annual Report for fiscal year 1979 noted that: 

What v e fac<? increasingly in Europe and elsevhere, is the poss:bility of 
attacks launched in the expectation of gaining tactical surprise and cruickly 
defeating the defense with mass, shock, and speed. Emphasis on a modern 
form of short, intense war is not surprising. Aggressors, however much 
they may glory in war, rarely have an interest in prolonged campaigns. Un- 
der modern conditions, moreover, quick victories may be essential if the 
risks of nuclear escalation are to be avoided. 

We cannot assume, however, that because plans postulate a short war, 
actual campaigns will fit the model. Nor can we risk substituting the facade 
for the substance of true combat capability3 

There is a critical difference between the U.S. defense posture required by the cur- 
rent international environment and the one we have traditionally maintained. Quot- 
ing again from Secretary Brown's defense report: 

Our tradition has been one of initial dependence on the efforts of friends 
while we took the time to convert from a peacetime to a wartime economy, 
build up our forces, and produce in quantity prototype equipment we have 
developed between the wars, or even after the new one had begun ... the 
luxury of a relaxed peacetime posture is no longer open to us; we cannot 
afford to concentrate our resources on the development and procurement of 
new weapons at the expense of our ability to maintain and operate them 
efficiently4 

This view is reflected in the individual Military Departments' descriptions of con- 
tingencies that niust be planned for. The accuracy of those descriptions is less impor- 
tant however, than the determination of what support postures (and they will differ 
among weapon systems) will best prepare the DoD for the wartime contingencies it 
may have to face. 

3 Department of Defense Annual Report, FY1979, p. 82. 
4 Ibid., p. 84. 
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Current U.S. defense strategy relies on maintaining, in peacetime, the ability to: 

Maintain peacetime readiness; 
Conduct a forward defense; 
Concentrate firepower; 
Provide reinforcements rapidly; 
Conduct sustained operations (recognizing that primary emphasis must be 
placed, as stated in Army FM 100-5, on "winning the first battle"); 
Control the seas; and 
Project power5 

The fundamental change sut^gested by this posture—from the traditional U.S. pos- 
ture to one in which we are in the front lines of defense—changes the nature of both 
the force-structuring problem and the demand for support. Today's forces must be 
ready to respond to threats that arise with little or no warning because: 

The first battle of our next war eould well be its last battle; belligerents 
could be quickly exhausted, and international pressures to stop fighting 
could bring about an early cessation of hostilities. The United States could 
find itself in a short, intense war—the outcome of which may be dictated 
by the results of initial combat.6 

Equally important, the force structure must be able to shift rapidly from a peace- 
time to a wartime footing, and forces must be mobile and flexible enough so that they 
can be reallocated rapidly across a continually changing front. These capabilities are 
required for support resources as well as combat elements. 

In summary, the very nature of the defense task has changed. The United States is 
no longer merely the 'arsenal of democracy"; it must maintain a forward defense ca- 
pability, which demands a ready peacetime force structure rather than a mere cadre 
that can be augmented during mobilization. 

Continual advances in weapon technology further complicate the picture. The com- 
plexity of conventional weapons employed by all the services has increased dramati- 
cally in the postwar era, as have acquisition and support costs. It appears that all will 
continue to increase. For example, judged solely by the cost of test equipment, the 
current generation of tactical aircraft is about an order of magnitude more complex 
than the already sophisticated generation it replaces. Similarly, the new generation of 
Army equipment is more sophisticated than that which is currently in the field. This 
complexity, which drives requirements for personnel training, test equipment, and in- 
ventory investment, affects all of the services—perhaps the Army most of all. 

"The image is that the Army, unlike the Navy and Air Force, is a manpower in- 
tensive, weapons and capital light type of organization; that it is the soul of simplicity 
and its only real disadvantage is that it costs a lot because people cost a lot".' This 

5 Ibid., pp. 8287. 
8 Department of the Army, Field Manual 10G-5, Operations, p. 1-1. 
7 Summ-ry of Gen. William E. DePuy's keynote address at the 1977 Armor Conference, Armor 

July-August 1977, p. 31. 
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may have been true at one time, but no longer. The Army, too, is becoming a capital- 
intensive service whose demands for manpower and logistics support are driven by 
weapon systems. 

Support organization and structure are also affected directly bv changes in weapon 
technology. Because these changes increase the requirements for test equipment, per- 
sonnel skill levels, and the like, and are making support increasingly expensive; we 
cannot afford to man and equip each individual unit to accommodate potential peak 
demands. In addition, the skills needed to maintain these complex systems are and 
will continue to be in short supply. Hence, while technology is strengthening our 
armed might, it is also increasing the complexity of logistics support. The design of 
logistics support structures must be revised accordingly. 

IMPLICATIONS FOR THE THEATER LOGISTICS DELIVERY 
SYSTEM 

Warsaw Pact forces would outnumber NATO forces in any foreseeable European 
conflict, sometimes by a considerable margin. Consequently, the availability and utili- 
zation rates of NATO equipment are of paramount concern both to combat forces, 
and to all elements of the support structure. Because the time required to perform 
maintenance reduces availability, maintenance strategies that minimize system down- 
time should be employed. These characteristics are even more important in view of 
the high attrition expected in such a conflict. 

If combat units are to be maneuverable and flexible, they should not be encum- 
bered by activities that are not linked directly to their combat mission. Furthermore, 
combat mission goals should not have to compete with functional goals. To meet this 
objective, the units should retain responsibility and organic capability for only a lim- 
ited range and depth of support activities. 

Of course, combat units must possess some noncombat resources if they are to ac- 
complish their missions. To promote high rates of availability and utilization, they 
should be able to perform the bulk of on-equipment8 repairs. This "quick turn- 
around" maintenance should emphasize a "reiuuve and replace' maintenance con- 
cept, using components supplied from the rear. The degree to which "remove and re- 
place" is feasible depends on system technology (and design), economics, and the 
system's comhat environment. The same factors determine the degree to which con- 
solidation of off »equipment repair could: 

8 It is useful here to differentiate between the two basic types of maintenance tasks: On-equip- 
ment maintenance, which requires the presence of the weapon system, and Off-equipment maintenance, 
which can be performed on a part of the weapon system without requiring its presence. 

Obviously, these broad categories can be subdivided into finer groupings, but this distinction is 
adequate as long as it is recognized that there are varying degrees of off-equipment repair. A distinc- 
tion similar to the one between repairs that do and do not require the presence of the weapon system 
can be made for components of the system. For example, in a turbine engine, a broken part that is 
reparable can be removed and replaced with a serviceable part, rapidly restoring the engine to service- 
ability without delaying tn repair the broken part. The capability to repair the part does not have to be 
colocated with the capability to exchange it. That is, supply can sometimes substitute for maintenance. 
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• Take advantage of economies of scale; 
• Render the repair facility, personnel, and spares less vulnerable to enemy ac- 

tion (while giving units in the forward area more room and capability to ma- 
neuver); 

• Permit accommodation of varying demand-peaks across units with less re- 
sources than would be required to man and equip each unit to handle its own 
peak demands; 

• Facilitate utilization of a more experienced, hence more productive, work 
force (this topic is treated in more depth in Chap. IV); and 

• Provide an environment in which on-the-job training could be conducted 
me™ effectively than it can in dispersed units. 

Such consolidation of off-equipment repair at the intermediate level would change 
the economics assumed in most traditional level-of-repair (LOR) analyses that estab- 
lish where individual components will be repaired. In many instances, these analyses 
now consider the alternatives of either creating maintenance capabilities in a large 
number of locations/organizations or evacuating the component to the wholesale level 
for repair. The option of consolidating maintenance capability somewhere in between 
could: 

• Reduce requirements for expensive, delicate, and scarce test equipment, 
highly trained personnel, and consumable stockage — now distributed and 
underutilized at a multitude of units or bases; 

• Allow substitution of intermediate repair ant intratheater transportation for 
some supply currently provided from the wholesale system; 

• Because of greater scale, higher experience levels, improved training opportu- 
nities, and some slight separation from the quick-turnaround goal orientation 
of combat units, permit improvements in the quality of repair, which would, 
in turn, lessen total corrective maintenance requirements; 

• Increase the responsiveness of the logistics system by placing responsibility 
for turnaround of reparables in an organization that is directly accountable to 
the combat commander, rather than within the combat units or in organiza- 
tions whose primary goal orientation is often inconsistent with wartime com- 
bat needs. 

This last point is particularly important because the utilization, as well as the level, 
of resources available is a determinant of the adequacy of logistics support. Given un- 
limited resources, almost any system could provide effective support, no matter how 
inefficient; but no system can provide effective support with insufficient resources. 
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Many combinations of resource inputs are possible between these extremes. Since ag- 
gregate resource constraints will not let the DoD man and equip each unit to be self- 
sufficient, ind because wartime demands rise and fall over time, consolidation per- 
mits better utilization of costly and otherwise poorly workloaded resources. This is an- 
other argument for "pooling" intermediate maintenance capabilities. 

Consolidated intermediate maintenance activities could also assume a part of the 
component repair workload that is now evacuated to the depot. Concentration of 
needed skills that are in short supply would increase the overall maintenance capabil- 
ity of such activities, and concentrated stockage of test equipment and the repair parts 
needed for component repair would reduce the amount of material evacuated to the 
depot because of lack of these resources. The resulting increase in theater self-suffi- 
ciency would reduce the cost of the pipeline to the wholesale system. More important, 
it would allow the theater commander (fleet commander) to control and use his logis- 
tics resources to "weight the battle logistically," permitting responsive allocation of 
overall resources as required by the tactical situation. A CONUS-based wholesale sys- 
tem, because of communication requirements and pipeline times, lacks the informa- 
tion and capability to perform this combat-critical function. 

In brief, the nature of the future battlefield environment demands the flexible capa- 
bility to allocate both combat forces and support resources. Expanded in-theater logis- 
tics capabilities, coupled with theater resource control, is an important contributor to 
this capability. Also essential is a responsive intratheater transportation system. The 
existing shortage of intratheater transportation assets could severely degrade combat 
capability given current support structures; it will become more critical as logistics 
structures evolve to meet the demands of likely future wartime environments. 

SUMMARY OF GENERAL SUPPORT PRINCIPLES 

to: 
The recommended design principles to be used in developing support systems are 

Focus the maintenance capability of combat units (Army divisions, Navy and 
Air Force wings) on quick-turnaround repair, limiting their need to perform 
off-equipment maintenance; 
Consolidate off-equipment maintenance at a level that permits capture of 
economies of scale and reduces the vulnerability of support resources (the spe- 
cific design for each weapon system will be dictated by weapons technology, 
support technology, economics, and the combat task). 
Give theater or fleet commanders the capability to reallocate resources across 
combat units; and 
Reduce the dependence of the combat units on the CONUS wholesale struc- 
ture for both maintenance and supply support. 
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CASE STUDY SUMMARIES 

The general logistics principles articulated above were developed by synthesizing 
the conclusions of the case studies contained in the Companion Report. Although the 
proposed design principles seem to have broad application, the case studies differ in at 
least three important respects: 

• The specific application of the principles varies by the weapon system's com- 
bat environment and its technology, and depends on the economics of the re- 
supply problem. 

• In some instances, the DRMS proposal represents an approach to the logistics 
delivery problem that differs radically from that applied by the service; in oth- 
ers, our alternatives differ only slightly from the system the service has itself 
chosen to implement. 

• The conclusions themselves vary from positive recommendations for supoort 
system change to recommendations for further detailed study leading to im- 
plementation plans. 

This section briefly describes the current logistics support system in each of the 
case studies, describes the DRMS alternative based on the general logistics principles, 
and summarizes the benefits that should be realized through application of the princi- 
ples to support structure design. These individual summaries also provide recommen- 
dations for further analysis and/or positive recommendations for change. 

Army Tracked Combat Vehicle» 

Each armored or mechanized infantry battalion has some 100 tracked combat vehi- 
cles distributed over five companies. These units are the basic building blocks of the 
modern mechanized Army. Each battalion has organic maintenance capability, but 
also relies heavily on maintenance elements of the division, corps, theater and the 
CONUS wholesale structure for the maintenance and supply support required to keep 
its equipment combat ready. This structure results in: 

• A low density of skilled personnel at the company level to perform essential 
on-equipment maintenance. 

• A duplication of skills and specialized equipment at multiple echelons above 
the battalion to perform intermediate maintenance such as component repair. 

• A general lack of scale at all levels. 

The Army has recently completed, or is in the process of completing, evaluations 
of a number of promising concepts. The DRMS concluded the Army should consider 
carrying those ideas still further. 

Several benefits may accrue from a maintenance system that places relatively more 
capability and responsibility at the maneuver battalion for on-equipment work, and at 
the corps or theater level for off-equipment component repair. The Contingency Main- 
tenance Allocation Chart for the M60A1 tank, for example, recommends such re- 

p alignments. Maintenance units, however, are not manned, equipped or structured to 
reflect these reallocations. 
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The DRMS alternative would, in principle: 

• Increase the capability of the maneuver battalion to quickly return weapon i to 
combat (which would increase combat capability). 

• Improve utilization of scarce skills, test equipment and repair parts at the con- 
solidated component repair facilities. 

• Enhance the capability at the theater level to control and move maintenance 
and supply assets to weight the battle logistically. 

• Reduce combat unit and theater dependence on the CONUS-ba=cd wholesale 
structure. 

Army studies indicate that the lack of capability to repair weapons forward, which 
forces evacuation of weapons, and lack of repair parts would account for two-thirds of 
the time required for the current system to return weapons to a ready status. Thus the 
DRMS proposed alternative should significantly improve combat capability. The pre- 
liminary indications discussed in detail in the Companion Report warrant further 
analysis and evaluation bv the Army leading to specific changes which would move in 
the directions indicated by the DRMS analysis. 

Army Helicopters 

The U.S. Army has about 8000 helicopters assigned to attack, combat assault, 
transport, and medical evacuation missions. Each aviation company has an organic 
Aviation Unit Maintenance (AVUM) capability to perform routine servicing and 
some on-equipment repairs. They are backed up by Aviation Intermediate Mainte- 
nance (AVIM) units in the division, corps, and, in Europe, the theater. CONUS de- 
pots perform overhauls, some component repair, and other tasks that require more ex- 
tensive skills, equipment and facilities than are available in the AVIMs. 

The DRMS examination of logistics support for Army helicopters confirms that the 
Army has made significant progress toward implementing a much more efficient and 
effective, combat-oriented support system. Most of the remaining deficiencies the 
DRMS considers important are also recognized by the Army as important, and the 
Army has taken action to correct them. In some cases, it would be desirable to move 
more quickly; however, it is recognized that political and funding realities constrain 
rapid implementation of some proposed changes. 

Army divisions currently possess only a limited repair capability for aircraft com- 
| ponents. In peacetime and in wartime, the divisions rely heavily on corps and theater 
i intermediate maintenance units. The Army io presently reviewing the TOE (Tables of 

Organization and Equipment) structure for divisional and non-divisional AVIMs. This 
review should be expanded to reevaluate the current divisional AVIM component re- 
pair capability with the objective of reducing this capability to the maximum extent, 
consistent with aircraft readiness. Removing the limited capability from the division 
and consolidating it with the corps or theater level units would offer a number of ben- 
efits. It would: 

• Man and equip the divisions' maintenance units to perform their priority war- 
time mission of assisting the aviation companies in the rapid turnaround of 
combat aircraft through remove and replace maintenance. 

ä 
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• Eliminate the need for special tools, test equipment and repair parts in the di- 
vision, thereby increasing division mobility. 

• Increase theater component repair capability. 

The increased component repair capability would enable a large reduction in the 
number of components going through the long depot pipeline; additional assets could 
then be made available to aviation companies to support remove and replace mainte- 
nance at division level and below. Based on the DRMS analysis and factors used in 
the Army's Depot Roundout Study, such changes would make an additional $43 mil- 
lion worth of spares available to the European theater forces in wartime. 

The DRMS case study also leads to the following additional recommendations: 

• Army supply stockage and distribution should be based on expected combat 
requirements, not on peacetime demands as they currently are. 

• War Reserve Spares Kits (WRSK), for combat aviation companies based on 
expected combat requirements, would enhance combat effectiveness, particu- 
larly in the early days of conflict when supply and transportation systems are 
likely to be disrupted. 

• A theater level system for expediting movement and repair of critical compo- 
nents and for cross-leveling among Army units would align the supply system 
to support the quick return of aircraft to combat readiness. 

Navy Carrier-Based Air 

Aircraft-oriented squadrons are the basic building blocks of the carrier air wing. 
These squadrons possess aircraft, provide pilots and other crew members, perform or- 
ganizational level maintenance, and provide intermediate level maintenance techni- 
cians to the Aircraft Intermediate Maintenance Department (AIMD) of the carrier or 
air station at which they are located. 

Navy squadrons are very small, with 4 to 12 aircraft. Even though both carrier and 
air station operations involve a number of squadrons, each squadron is manned and 
equipped to operate independently. Both carriers and air stations have considerable 
intermediate maintenance capability, manned primarily with TAD (Temporary Addi- 
tional Duty) personnel from the supported squadrons. 

While the "master base" concept concentrates aircraft of a particular type (e.g., 
fighter, ASW) in the shore establishment, each carrier has a diverse mix of aircraft, 
the result of shifting carriers from single specialized missions (e.g., attack, ASW) to 
multiple missions. The mix produces versatility but also causes troublesome problems. 

The small scale of maintenance activities for any one type of aircraft aboard a car- 
rier, coupled with its considerable organic intermediate maintenance capability, re- 
sults in a proliferation of tpecialized skill requirements. The scale problem is aggra- 
vated by the Navy approach to squadron manning, which prevents consolidation of 
skill requirements across squadrons, even within an aircraft type (e.g., the F-14). 

Bl-TOaWBf*»!« 
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The DRMS developed alternative would: 

• Consolidate fighter and light attack squadrons on the carrier to increase their 
combat effectiveness while reducing total requirements for (underutilized) 
skills and for overhead manning. 

• Increase the scale of AIMD repair by transferring responsibility for most 
"black box" and all SRA (Shop Replaceable Assembly) repairs to shore- 
based AIMDs. 

• Enhance the stock distribution system to include more operational Informa- 
tion in the distribution process and the assignment of repair priorities to the 
shore-based AIMDs. 

• Establish a more responsive intra-theater transportation system in support of 
the general move to trade supply and transportation for onboard repair capa- 
bility (this aspect of the proposal reinforces the Navy requirement for a re- 
placement Carrier On-Board Delivery [COD] aircraft). 

• Change AIMD manpower requirements and personnel management by 
— Consolidating requirements for intermediate maintenance skills in a 

smaller number of (primarily shore-based) activities; 
— Removing intermediate maintenance personnel from the combat squad- 

rons, concentrating them instead in the carrier and shore-based AIMDs; 
and 

— Giving the Fleet Commander control over all aviation intermediate mainte- 
nance personnel, both ashore and afloat. 

The readiness and combat capability of carrier-based air units are severely de- 
graded by shortages of spares, critical maintenance skills, and automatic test equip- 
ment availability. They cannot conduct independent operations without frequent re- 
supply. The alternative would improve utilization of critical support resources, permit 
differential allocation of shortages among units, and make the logistics system more 
responsive to combat-generated demands. It would also reduce the carrier's vuler- 
nability to resupply interrupts. Although the DRMS is not prepared to make recom- 
mendations for immediate policy and organizational change, the more detailed sum- 
mary in the Companion Report supports the conclusion that the DRMS-developed al- 
ternative to reorganize logistics support of carrier aviation has significant potential to 
increase combat capability and improve personnel utilization. It therefore merits the 
attention of the highest levels of the Navy and the DoD. 

Navy Surface Combatants 

Although the DRMS did not conduct a case study of surface combatant mainte- 
nance and supply support, it did note with interest the contrast between the Navy's 
traditional ship maintenance strategy and the one that is emerging for newer ships, 
such as the FFC (Guided Missile Frigate). 

Most ships now in the fleet were designed under the philosophy that maintenance 
should be done at the lowest possible organizational level. Ship manpower require- 
ments reflect the reality that many man-hours are consumed in on-equipment repair. 
Since most installed equipments on older ships have very low fleet-wide densities, the 
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sfockage costs of a component replacement strategy would be prohibitive. Further, 
these equipments were not designed for such a strategy; fault isolation and mainte- 
nance rely on "bit and piece" repair. 

The rising costs of manpower, the increasing complexity of hardware, and difficul- 
ties in retaining needed skills prompted the Navy to adopt a revised maintenance 
strategy in designing its newer ships. These ships are to be equipped, insofar as possi- 
ble, with standardized equipments suited for component replacement maintenance. 
Manpower requirements have been reduced accordingly. 

The move has encountered some problems, but is consistent with the logistics prin- 
ciples outlined in this chapter. There has also been some effort to consolidate manage- 
ment of off-equipment maintenance capabilities through Readiness Support Groups 
(RSGs). Further evolution could improve matters by (1) specializing the new Shore 
Intermediate Maintenance Activities (SIMAs), and (2) giving operational command- 
ers greater control over the scheduling of component inductions and stock distribu 
tion. 

A-10 Weapon System 

Traditional tactical Air Force basing and support structures were developed to fit 
the relatively stable operating environments associated with the post-war strategic 
bomber and peacetime tactical force training missions. Bases are essentially carbon 
copies of each other, each possessing a full range of support activities colocated with 
the aircraft. The resulting proliferation of specialized test equipment and requirements 
for skilled maintenance and other support personnel is not merely expensive; it also 
restricts basing options and hampers the mobility and flexibility of tactical air combat 
units. 

There are two notable exceptions to this "traditional" base/support structure in the 
Air Force: 

• PACAF has consolidated intermediate maintenance and distribution control 
of certain reparables for F-4s on one rearward base which supports the "on- 
equipment" repair capability maintained at all bases. PACAF has found that 
consolidating intermediate repair at a centralized location rather than per- 
forming it at every location, coupled with a theater distribution system for 
reparable components, has given the theater a greater repair capability. The 
number of Line Replaceable Units shipped to the depot has dropped by 50 
percent, improved quality of repair has reduced the mean time between fail- 
ures of components, and supply support to forward based units has improved. 

• USAFE plans to consolidate all heavy maintenance and logistics support for 
A-lOs at a rearward Main Operating Base (MOB) in the United Kingdom and 
to deploy units with very limited maintenance capabilities to forward openu- 
ing bases/locations (FOBs/FOLs) in Germany. 

The A-10 case study conducted by the DRMS confirms that the basing and support 
plan for A-10s in Europe (an excellent example of application of the principles devel- 
oped in this Chapter) will simultaneously: 

'X-: 
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• Reduce the vulnerability of support resources. 
• Enhance the mobility and flexibility of combat units. 
• Reduce support costs compared to the traditional support concept. The inven- 

tory requirement for reparable components is reduced by over $9M even after 
an additional six days for transportation time to and from the consolidated 
maintenance facility is included in the computation. The Forward/Rearward 
support policy eliminates the need for an additional MOB in Europe and 
therefore avoided about $25M per year in opftiaiing and support costs. 

A similar structure for CONUS-based units in peacetime would allow those units to 
train in peacetime for the way they would operate in Europe. One option would be to 
consolidate the ten TAC squadrons into two MOBs with six independently operating 
squadrons. This would necessitate higher stockage costs (on the order of 12 to 45 per- 
cent, depending on transportation availability) but would reduce operating costs by 
$50 million annually by eliminating the requirement for two MOBs. Tne adoption of 
a Forward/Rearward concept in TAC would result in reduced costs, not increased 
costs, since the recurring savings of $50 million would more than offset the one-time 
inventory investment costs necessitated by the dispersal of six squadrons of A-lOs in 
CONUS. Access to a responsive transportation system is required to implement this 
concept. Additional in-theater transportation resources were not part of the current 
calculations other than the reflection of the increased transportation time on the 
stockage requirements. 

The DRMS analysis of the A-10 Forward/Rearward support policy in Europe con- 
firms that this policy is both cost-effective and promotes better performance. Analysis 
of the Forward/Rearward basing concept for A-10s in TAC also showed similar sav- 
ings in Base Operating Support costs and an improvement in performance, although 
an increase in spares inventory was necessary to achieve equal performance with the 
"traditional" support system currently used in TAC. The A-10 case also illustrated 
that, if improvements in repair quality and capability similar to those attained in 
PACAF are considered, performance is further improved. PACAF experience with a 
similar support system for the F4 shows a 20 percent reduction in NRTS (Not Repa- 
rable This Station) rates, a 30 percent improvement in the quality of repair, and a 50 
percent reduction in the number of reparables shipped to the depot. Improvements of 
the same kind, though perhaps not of the same magnitude, can be expected for other 
theaters and other weapon systems. The analysis again points to the need for a theater 
distribution system that can push spares to the unit with the greatest need. 

In summary, relative to the "traditional" basing structure the Air Force should: 

• Test the "Forward/Rearward" basing concept for CONUS-based A-lOs. 
• Develop a theater distribution capability to complement this concept, which 

would enable the theater commander to "push" spares to the units with great- 
est need. 

• Consider extending the concept to other tactical aircraft in both Europe and 
CONUS. 
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Air Force Stratebic Bombers 

The Air Force departed from traditional basing for the A-10 in Europe primarily 
because of the potential vulnerability and inflexibility of support resources in a fluid 
tactical environment. This reflects a recurring theme in the DRMS review: the dy- 
namic nature of the likely future wartime environment. This description seems accu- 
rate enough for general purpose forces. However, the nature cf the strategic bomber's 
environment differs markedly. Bombers are kept on alert at a number of bases to 
make them more survivable, but they require somewhat less flexibility of response be- 
cause their wartime mission is more programmed. 

There is an economic rationale for applying the logistics principles to the strategic 
bomber force, however, particularly to that part of the force that will be used as Air 
Launched Cruise Missiles (ALCM) carriers. The B-52 case study suggests that the Air 
Force could realize significant operating and support cost savings without degrading 
mission capability and performance, by: 

• Centralizing intermediate maintenance, flying training, and other support op- 
erations at a small number of large bases. 

• Providing decentralized, smaller, much more austere operating bases to ensure 
a survivable, combat-ready, strategic capability. 

• Assimilating within the large bases much of the logistics workload that cur- 
rently is evacuated to the wholesale system. 

The exact amount of savings would, of course, depend on what support requirements 
are ultimately developed for the ALCM's and a feasible beddown. The DRMS analy- 
sis indicates that manpower savings alone would amount to nearly $250 million a 
year. 

The incentive for logistics structure change in the case of strategic bombers, unlike 
that in the other case studies, is to maintain bomber capability and survivability at 
significantly lower costs. The Air Force should move aggressively to implement this 
alternative to support ALCM carriers. Applying it to the remainder of the strategic 
bomber force would result in further substantial savings in operating costs of that 
force. 

IMPLICATIONS FOR THE WHOLESALE LOGISTICS STRUCTURE 

The general principles developed by the DRMS carry implications not only for lo- 
gistics, but for manpower, personnel, and training requirements; equipment design 
standards; communications and data processing requirements; and force structuring. 
The DRMS did not examine these effects. The changes to maintenance and supply 
concepts below depot level suggested by the principles, however, have a direct impact 
on the wholesale system. While this impact was not studied in detail, several implica- 
tions were identified and are discussed below. 

These so-called "vertical relationships" among the levels of logistics support are 
very important for a total system that attempts to manage resources so as to maximize 
combat capability. Many of the distinctions between depot work and field or below- 
depot work are based on economic considerations, and preferred mixes will change as 



DRMS FIN\L REPORT 57 

a function of maintenance and supply concepts below depot, as well as the peculiari- 
ties of the technology and mission associated with a given weapon system. An under- 
standing of preferred vertical relationships is a prerequisite to determining a preferred 
horizontal relationship (at the wholesale level). 

Because of their size, cost, and importance, the role of depots is a subject for pe- 
rennial reexamination—an ongoing DoD activity that has received further impetus 
from external pressures: 

• Political pressures to reduce civilian end strength, a large fraction of which is 
employed in the logistics establishment. 

• Executive Branch policy, as expressed in OMB Circular A-76, to rely on the 
private sector to provide needed goods and services to the Government unless 
there are compelling reasons for retaining organic capability, such as national 
security needs or economic advantages. 

Such pressures have prevailed for some time, and have led variously to proposals to 
consolidate portions of the depot system, close depots, and convert depot operations 
from GOGO (Government Owned Government Operated) to GOCO (Government 
Owned Contractor Operated) arrangements. These proposals have tended to view the 
depot system in isolation without recognizing the interdependencies among all the 
echelons of the logistics system. A change in one may either benefit or damage an- 
other, or diminish its importance, or necessitate realignment of its functions. For that 
reason, implications for the role of depots must be considered if changes are made at 
lower echelons, such as increasing the scale of intermediate maintenance facilities. 

The suggested concepts discussed here have two major goals that would directly af- 
fect depot-level maintenance and supply activities: (1) potential workload reductions, 
and (2) a potential decrease'in dependence on the surge capability and responsiveness 
of the wholesale system. Without a detailed study, it is impossible to quantify this im- 
pact and conclude what major changes should be made. Certainly the magnitude of 
the changes and their impact will vary by service and by weapon system. The follow- 
ing discussion is intended only as an input to future considerations of this issue. 

Two types of component repair workload may be reduced by establishing larger- 
scale facilities and increased capabilities within the operating commands: 

• Components currently coded for field repair. Because larger-scale maintenance 
facilities are almost sure to have a more experienced work force, more oppor- 
tunities for cannibalization, a more production-oriented environment, arid 
greater availability of bits and pieces, the field should be able to repair more 
of what it is supposed to. In that event, the operating commands should have 
to send much less work to the depot than they currently do. Over an 18- 
month test period, a USAF Centralized Intermediate Repair Facility in Oki- 
nawa recorded a 20-percent decrease in the rate of components sent on to the 
depot that were coded base-reparable (not reparable this station—NRTS).10 

10 It must be noted that there is a significant element of judgment in deciding to NRTS a com- 
ponent and in explaining why it is being sent off base. Thus, a NRTS 1 code (which normally means 
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The number of reparables sent to the depot from the bases involved in the 
test decreased by 50 percent. This was partly due to the NRTS phenomenon 
and partly to a smaller number of breaks per sortie—possibly attributable to 
an increase in the quality of repair. This does not imply, however, that 
changes of this magnitude are to be expected across all weapon systems. In 
the case of Army tracked vehicles, for example, very few components are 
evacuated from Europe to CONUS depots for repair. Further, it is not at all 
clear how these results would compare with those for other weapon systems in 
other theaters. 

• The level of repair decisions. A second type of reduction in component repair 
workload would result from reevaluating the economic Level Of Repair 
(LOR) decision. Currently, a source-coding decision is made through a combi- 
nation of judgment and analytical assessments by an ORLA/LOR (Optimum 
Repair Level Analysis/Level of Repair) type of model. Decision parameters 
include cost and amount of test equipment, cost of components, failure rates, 
and pipeline times. A consolidated repair facility in the field would change 
the economics and drive some component workload from the depot to the 
field. For example, an ORLA analysis for a sample of 43 B-52G components 
showed tha' consolidating nine of the current types of intermediate mainte- 
nance activities into two would mean that the number of items that should he 
sent to the depot for repair decreases by 36 to 56 percent. 

These potential workload reductions apply only to component repair; but such re- 
pair, depending on the type of system under consideration, can constitute a signifi- 
cant portion of total maintenance.'1 How component repair would be affected, what 
portion would have to be reallocated to operating commands, and what the net sav- 
ings (if any) in stockage and manpower would be cannot be estimated without a de- 
tailed study. The real significance is that, without spending additional monies on com- 
ponent repair, the system apparently would move in the direction of more responsive 
repair, which would in turn increase readiness and combat capability. 

Another small but noteworthy workload reduction deals with distribution. A thea- 
ter-level distribution system would decrease the amount of distribution activity the de- 
pots perform. This system could make a valuable contribution to combat capability, as 
previously discussed, but probably would decrease depot man-hours required only 
slightly, since the wholesale system would still have to ship parts and components to 
the theater. 

The point of this discussion is to emphasize the importance, in terms of combat ca- 
pability, of the relationship between the operating commands and the wholesale main- 
tenance and support system—referred to as vertical integration. It should be thor- 
oughly examined in the DoD's future studies of the depot system. 

the item is not supposed to be repaired on base) does not necessarily mean the component could not 
have been repaired in the field. 

11 The Air Force spends just under a billion dollars a year on depot level component repair in 
support of the depot rework program and the supply system. 
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Another form of potential reduction in the projected wartime workload derives 
from the high attrition rates forecast for several of the contingencies DoD must plan 
for. Attrition reduces the number of end items and components to be repaired, but 
the effects are not immediate because war reserve equipment or weapon systems held 
in reserve are brought up to replace the attrited weapon systems. Consequently, active 
inventory employed in the conflict remains virtually constant for some period of time. 
Attrition also must be netted out by production rates of new weapon systems and in- 
creased workload due to battle damage. This calculation will obviously differ across 
weapon systems. It appears that this type of workload reduction is potentially more 
significant for systems for which war reserves are not explicitly maintained (e.g., air- 
craft) than for other weapon systems (e.g., tanks) that have such reserves. 

The other major implication of the suggested support concepts concerns their effect 
on the surge and responsiveness characteristics of depot maintenance and supply. 
These in turn are vital factors in determining the preferred organic-contractor 
workload mix. The arguments traditionally cited for maintaining organic capacity are 
that: 

• It is more flexible and responsive to service needs and missions than contrac- 
tors are, because the service owns it; and 

• It provides a surge capacity to handle increased workloads in wartime, or to 
respond to sudden or unforeseen requirements, such as resupply of Israeli 
forces during the 1973 war. 

These traditional arguments seem reasonable, but current projections of likely war- 
time environments weaken them. 

If a sizable fraction of the component repair workload is shifted to operating com- 
mands, the depot component repair system does not have to be as responsive as previ- 
ously assumed. And, even if that were not true, contractors have proven that they, 
too, can be responsive and flexible. They can have overtime provisions written into 
contracts. They can generate the capability to respond to demands through changing 

I* priorities and new hires. In short, this is not a matter of a binary choice. Again, the 
DoD needs to conduct a careful cost/benefit analysis to estimate how responsive the 
depot component repair system needs to be and how much that response capability 
costs. 

The surge argument is similarly weakened because of the time it takes for the de- 
pot system to repair an evacuated reparable and ship it back to the theater. In the 
context of a hypothetical NATO/Warsaw Pact war, preliminary analysis indicates that 
CONUS depot repair of components and engines will have virtually no effect on the 
theater during the first month of the war. Demands must be satisfied from stocks on 
hand in the theater or brought over by the deploying forces, since there is no dedi- 
cated logistics airlift. It is possible, depending on attrition rates and the number of 
filler weapon systems, that by the time depot reparables begin arriving in the theater, 
generations to the depots will have dropped to die point where the depots could meet 
requirements with a normal overtime schedule of 60 hours a week. 

It would be rash to conclude that the depot system would be irrelevant in a NATO 
conflict. Even if detailed analyses found all these hypotheses to be true, the depots 
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would still have to meet many other surge workloads in the first few weeks of the 
war. Repairing components that are already in the depot or in the pipeline is one ex- 
ample. Helping CONUS-based forces increase their material readiness before they de- 
ploy is another. A conclusion on the net effect of surge requirements, even if limited 
to the component repair area (including engines), cannot be reached without detailed 
study. 

POLICY AS A DETERMINANT OF MAINTENANCE 
REQUIREMENTS 

The preceding discussion of logistics principles focused on corrective maintenance, 
the repair of failures that have made equipment inoperative. Much of the maintenance 
workload, however, consists of scheduled maintenance—actions performed to prevent 
equipment failure. Scheduled maintenance is a subject of considerable interest be- 
cause it is costly in its requirements for manpower, equipment and component inven- 
tories, and test equipment, and, even more important, because it reduces weapon sys- 
tem availability. 

A variety of previous studies12 suggest that scheduled maintenance in all the serv- 
ices can be reduced to increase system availability, with virtually no degradation in 
reliability. Scheduled maintenance workloads may be overstated for any of the follow- 
ing reasons: 

• Questionable validity of the scheduled maintenance requirement. Some pre- 
ventive maintenance tasks, such as changing oil and servicing filters, probably 
extend equipment service life. Many other scheduled maintenance tasks, how- 
ever, are specified on the assumption t!?at failure can be predicted with high 
certainty. In fact, few modern equipment demonstrate the predicted failure 
probability distribution. The basic cause-and-effect relationships are simply 
not known at this time. Consequently, a great deal of scheduled maintenance 
is a function of policy rather than engineering variables. A reasonable ap- 
proach to reducing the workload, with its associated man-hour and spares re- 
quirements, is to increase the interval between scheduled maintenance actions 
(open-and-inspect, and scheduled part replacement actions).13 Viewed across 
the entire fleet of a weapon system, such extensions imply few risks. The 
transition can be phased so that each group of systems inducted has experi- 
enced an interval slightly longer than that of the previous group. Even rela- 
tively long extensions of the intervals now specified by policy would then im- 
ply relatively short-interval extensions for any given system while the policy 

' change is being implemented. 

18 Fa- example, Studie* by CNA (Naval aircraft), Lockheed (Navy ships), The Rand Corporation 
(Air Force aircraft), and the Array (aircraft and combat vehicles). 

13 OSD emphasis on application of Reliability Centered Maintenance (RCM) principles to deter- 
mine the intervals between tasks have generally tended to increase these intervals. As the engineering 
analyses are often conservative, further extensions may be warranted. 

"ii-' 
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• Overlapping maintenance responsibilities. Some maintenance actions are re- 
peated as a matter of routine at higher levels even though they may already 
have been performed at lower organizational levels (during scheduled or cor- 
rective maintenance actions). Work packages should account explicitly for 
these overlaps. 

• Deferral options. It is likely that many, if not most, scheduled maintenance 
tasks would be deferred in wartime, at least during the early intense phase of 
a war. Most equipment pipeline buys and workload projections, however, as- 
sume that these tasks would continue to be performed much as they are in 
peacetime 

The fact that maintenance requirements can vary significantly with scheduled 
maintenance policy decisions has strong implications for both the size and the distri- 
bution of maintenance workload. This potential source of leverage on logistics re- 
quirements warrants much more serious attention by OSD and the Services. 

SUMMARY 

Alternative support concepts, policies, and structures should be sought to 
strengthen the logistics posture of theater forces, increase their readiness, enable them 
to generate higher surge rates, and reduce the combat vulnerability of weapons and 
support resources. The following logistics principles validated in the case studies point 
the direction for future evolution of logistics support structures: 

• Combat units should perform little other than quick-turnaround, on-equip- 
ment maintenance; 

• Off-equipment maintenance should be consolidated within the theater (the de- 
gree of consolidation will vary by weapon system as dictated by weapons and 
support technology, economics, and the combat task); 

• The theater or equivalent level force commander should control logistics re- 
sources (including necessary intra-theater transportation) in the theater so that 
he can allocate them flexibly and responsively; 

• The theater should be made more self-sufficient, to reduce the dependence of 
combat units on the CONUS wholesale system; 

• The roles and workloads of the wholesale system should reflect the changes in 
theater logistics capabilities; and 

• The requirements for scheduled maintenance at all levels should be reexam- 
ined and aggressive programs should be launched to reduce these require- 
ments (such programs would test the validity of requirements based on engi- 
neering analyses). 

These actions and their effects should be considered in both the program planning 
process and the acquisition process. They are clearly not marginal changes; they call 
for new departures in the performance of support functions that hold promise of re- 
ducing costs, increasing effectiveness, and enhancing combat capabilities. 

The value of the type of analysis performed here, and of the logistics principles it 
has identified, does not end at the boundaries of this study. The DRMS recommends 

ü_ 
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that the DoD adopt this analytical approach and apply it to existing systems, new sys- 
tems in the development pipeline (as part of the ILS process), and other support 
functions. 

■3   -_' 



Chapter IV. 

THE FIRST-TERM/CAREER MIX OF ENLISTED 
MILITARY PERSONNEL 

INTRODUCTION 

The purpose of this chapter is to present an analysis that illustrates an approach for 
determining the appropriate experience mixes of the enlisted personnel within each of 
the Military Departments. 

Both the current support structure and the alternatives discussed in Chap. HI could 
benefit from attracting and retaining a higher percentage of career personnel in the 
enlisted work force (career personnel being denned as experienced personnel usually 
in their second or subsequent tours of service). Such a force, with its higher average 
levels of experience, could have correspondingly higher average productivity. The 
force could also be smaller because, in many occupations, a given number of career 
personnel could substitute for a larger number of first-term personnel. The force 
might alsc be more cost-effective than it currently is, not only because of its smaller 
size and greater efficiency, but also because of lower accession and training costs. Ca- 
reer personnel could also be cross-trained in other specialities, reducing the number 
of personnel currently required in a diverse array of narrow specialties many of whom 
are underutilized. 

These advantages are not limited to logistics occupations; a higher percentage of ca- 
reer personnel in the force mix could be advantageous in numerous occupations across 
the services. The major question yet to be resolved, however, is whether the produc- 
tivity gains from a more experienced force are large enough to allow force reductions 
that would offset the higher costs associated with more senior personnel. 

These are vital issues for the DoD because of the magnitude of manpower costs and 
because manpower considerations are obviously crucial to combat effectiveness. Partly 
because of the rising costs of manpower, both civilian and military, the DoD has un- 
dergone reductions in manpower authorizations. It therefore confronts the familiar, 
dual economic problem of seeking ways to reduce costs while maintaining current 
combat effectiveness, or to increase effectiveness while maintaining current cost lev- 
els. Manpower issues are complex, however, and are not easily amenable to aggregate, 
across-the-board solutions. Among the long list of factors affecting the enlisted force 
are budget authorizations, the advent of the All Volunteer Force (AVF), the quality of 
enlistees attracted to military service, retention rates, and the incentives that the mili- 
tary must offer to keep those rates at an effective level. The result of the interactions 
of these factors is some mix of first-term and career personnel. 

edged. 
The assistance of C. Robert Roll, Jr. and Glenn Gott with Chapter IV is gratefully aeknowl- 
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The costs of that mix, and its productivity, depend on the numbers of first-term 
and career personnel. It is not a pure gain to increase the career content of the force 
because the average cost of members of the force also increases. Our study of the mix 
issue sought to explore whether future changes in that mix, either in individual occu- 
pations or across the force, woi'ld be cost-effective—that is, whether the economies 
and the higher productivity of a more experienced force would enable force reductions 
that would offset the costs of moving to a more senior force structure. Further, the 
study attempts to suggest an approach to planning for occupational mixes.1 The find- 
ings presented below only cover the Army and the Air Forced The results of the 
study suggest the following: 

1. For many enlisted personnel occupational groups, a force with more careerists 
and fewer first termers would be cost-effective based on current organizational 
structures. 

2. Controlling the total mix of career personnel and first-termers without refer- 
ence to occupational differences may be counter-productive. 

3. Aggregate guidance such as top six grade controls may lead to less efficient 
forces. 

4. DoD should collect needed data and improve methods for determining the ap- 
propriate experience mixes of enlisted occupations. 

5. Personnel policies should be changed so that more experienced personnel can 
be used in other than supervisory positions. 

6. The reorganized support structures suggested in Chap. Ill provide even greater 
opportunity to exploit a more experienced force. Thus, organizational structure 
and personnel mix interact and, ideally, should be determined jointly. 

The following sections describe the major aspects of the study's approach and re- 
sults. Details of the data and the technical calculations are contained in DRMS Sup- 
porting Paper: First-Term Career Mix of Enlisted Personnel, February, 1979. 

BACKGROUND 

Most major analyses of defense manpower and personnel policies—since the Gates 
Commission recommended transition to an all-volunteer force (AVF) in 1970—have 
recommended, either implicitly or explicitly, increasing the average experience level 
of the enlisted personnel inventory. To attract and retain qualified volunteers, signifi- 
cant increases in first-term compensation rates were approved in the early 1970s, 
thereby increasing the cost of junior enlisted personnel relative to that of senior en- 
listeds. It was also presumed that this increase would spur the services to reexamine 
the personnel mix, find ways to substitute capital for labor, and increase the utiliza- 
tion of less expensive types of manpower. 

* The disaggregated approach presented below and some of the results are similar in spirit to 
those reported by Mark J. Albrecht, An Analysis of Labor Substitution in the Military Environment: 
Implications for Enlisted Force Management, the Rand Corporation, R-2330 MRA&L (forthcoming). 

2 Data concerning training times for all Navy occupations were not received in time to be used 
for this analysis. 
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More recent analyses of defense manpower requirements and the enlisted person- 
nel inventory suggest that the expected changes in the capital and labor mix have not 
occurred, or have been slow to occur.^ They include some aggregate analyses suggest- 
ing that substantial cost savings could be realized without degrading force effective- 
ness if the career content of the force were increased. Table IV-1 shows that the 
Army and Air Force have already begun to mce in this direction. 

Increasing the average experience level of the enlisted personnel inventory for se- 
lected occupations could also reduce the demand for non-prior-service male acces- 
sions, a reduction that may be needed if the services are to meet their manpower re- 
quirements PS the pool of eligible males contracts beginning in the 19P0s. Not all oc- 
cupations, however, would be equally affected. Each skill can best utilize a different 
degree .of experience,- has a different length of training, faces different levels of labor 
market competition from the private sector, and generates different levels of job satis- 
faction, which affects retention rates; hence each should be managed somewhat dif- 
ferently. Aggregate approai »es are insufficient. Ir fact, an across-the-board increase 
in the career content of the force could increase costs without compensating increases 
in productivity. Similarly, aggregate constraints used as proxies to control costs, such 
as iop-six grade constraints (limiting the percentage of the force above paygradc E-3), 
can result in a less cost-effective force. 

This study examines the first-term/career mix of the enlisted force by occupation. 
It provides another example of the type of analysis that the previous chapters indi- 
cated is needed in the support area, and illustrates an approach that could be followed 
by DoD for a more detaded review of the enlisted personnel inventory. 

Table IV-1. -Percentage of first-termers in Army and Air Force 
enlisted force 

Fiscal 
year Army Air Force 

1973 
1974 
1975 
1976 
1977 

62.4 
62.0 
59.2 
56.8 
56.2 

4P.7 
48.7 
48.4 
47.2 
47.5 

Sources: Army Enlisted Force Management Plan, USAF Personnel Plan. 

First 3 years of service. 

First 4 years of service. 

3 For example: The Cost of Defense Manpower: Issues for 1977, Congressional Budgrt Office, 
January 1977; Military Manpower aid the Alt-Volunteer Force, Richard V. L. Cooper, The Rand Cor- 
poration, R-1450-AHPA. September 1977. 
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As part of its analysis of the potential for substituting volunteers for conscripts, the 
Gates Commission advanced the concept of "effective force strengths." Its report 
noted that: 

The size of the active duty forces does not directly reflect defense capa- 
bility. The servicemen who have already completed basic military and tech- 
nical training are the ones who provide defense capability. Recruits, in- 
structors, and support personnel at tn.ining bases only indirectly contribute 
to defense by supplying future trained personnel. In addition to these 
noneffective training billets, other positions in the active force structure 
must be set aside for personnel in transit between duty assignments or in- 
terned as patients or prisoners. With lower personnel turnover, each recruit 
spends a smaller fraction of a service career in training or in other forms 
of noneffective status. Because it will have fewer noneffective men, an all- 
volunteer force can be smaller than a mixed force of conscripts and volun- 
teers but still provide the same strength.4 

The Gates Commission expected personnel turnover in the AVF to decrease because: 

The average length of the initial tour of service would increase. 
Reenlistment rates of volunteers were expected to be higher than those of 
draftees or draft-induced volunteers. 

•      The increase in first-term pay that immediately preceded the end of the draft 
was accompanied by an increase in pay for careerists to avoid inversions in 
the pay tables, which should serve to increase retention. 

The Commission considered this reduction in personnel turnover to be not only 
likely, but desirable. It noted that an increase in the percentage of the force with four 
or more years of service would lead to an increase in the average level of experience 
of the force. Because a more experienced force would require less on-the-job training, 
which detracts from productivity, it would be more productive than a less experienced 
force. Further, reduced turnover would reduce the demand for accessions since the 
average reciuit would serve longer. 

Implici in the Gates Commission's "effective force strength" discussion is the con- 
cept of substitution, that is, substituting more highly trained personnel for less-trained 
personnel and reducing turnover rates, which would allow a reduction in total man- 
power requirements. Experience also facilitates skill-broadening, another type of sub- 
stitution. Skill-broadening can help to overcome some of the compartmentalization 
that has accompanied recent moves toward more emphasis on task-oriented training 
and can permit substitution of personnel with multiple skills in places where several 
more people with limited skills are currently assigned. Even where such substitution 
does not lead to fewer individuals, force effectiveness can increase. 

For example, a more experienced force is able to absorb larger numbers of inexpe- 
rienced personnel, while retaining fighting capability or regaining it in a shorter pe- 
riod of time. In particular, it would be better able to absorb and train new personnel 

4 Report of the President's Commission on an All- Volunteer Armed Force, 1970. 
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required to reconstitute and sustain the combat forces after the intensive, high-attri- 
tion period postulated in most NATO/Warsaw Pact scenarios. Other benefits are also 
possible through broadening of the skills of personnel in support functions. For exam- 
ple, a carrier air wing requires one or more Digital Data Link Communications Tech- 
nicians (AT 6607) and Aircraft TACAN Maintenance Technicians (AT 6612) for 
each of six aircraft types in the wing. The total recorded workload for all aircraft 
types could be met by fewer men, each possessing more of these skills—if such men 
were able to repair equipment from different aircraft. 

These notions of flexibility and substitution imply some institutional change, in the 
sense that many of the more senior enlisted personnel would act as technicians in- 
stead of supervisors. The following Air Force examples illustrate that a more career- 
intensive force (in certain skills) could directly increase combat capability. 

(1) Increasing the experience level in a pool of flight-line maintenance technicians 
could dramatically increase a squadron's rapid turnaround capability. Rapid turn- 
around, as discussed in Chap. Ill, is a critical factor in achieving the high sortie rates 
required by many future wartime scenarios. A key task in this turnaround function is 
diagnosis of reported malfunctions. This is prerequisite to any maintenance actions 
such as removing and replacing failed components. Absence of critical skills when 
they are needed delays all subsequent maintenance activity and, consequently, pro- 
longs turnaround time. Diagnostic skills are only partly learned in a formal training 
program. Experience greatly enhances a technician's ability to recognize patterns, cor- 
relate symptoms from different components, and so on. Avionics maintenance is a 
prime example of a skill in which experience is critical. Currently, it is not unusual to 
find only a few very experienced personnel (per major avionics subsystem) in a wing. 
These people are then shared across squadrons as the need arises, and even called in 
on second shifts if necessary. Wartime operations that call for more squadron deploy- 
ment (or smaller than wing-size deployments) and for round-the-clock operation—as 
well as higher sortie rates—increase the need for experienced personnel. This is an ex- 
ample of a resource that is short in peacetime and will be in even greater demand 
during wartime. The recent trend toward cutting down on flight-line support equip- 
ment has put an even greater premium on experienced flight-line mechanics. Having 
more of them available would not require changes to organizational structures, and 
would enhance the ability of the current Tactical Air Force (TAF) maintenance struc- 
ture to do its job. These technicians would have to be used for direct maintenance, 
however, and not for supervisory jobs. 

(2) Component repair at the intermediate maintenance level requires highly skilled 
personnel. Both the quality and speed of the repair process depends on the availability 
and experience of personnel. As stated in Chap. Ill, increases in quality of repair— 
which are in part related to the relevant experience of the work force—can dramati- 
cally reduce mean-times-between-removals because the field reliability of components 
is increased. This directly improves the force's sortie generation capability. An experi- 
enced component repair force could also do more of tlr repair that is currently coded 
as depot-level. This would increase theater self-sufficieni y and decrease the inventory 
pipeline investment requirement. Thus, less stock would be required for a given level 
of performance, or, for a given level of stockage, the number of mission-ready aircraft 
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would increase. Reducing repair times would also directly decrease the amount of 
stock required for a given level of readiness. This is a good illustration of a labor/cap- 
ital tradeoff, substituting personnel skill for supply pipeline investment without in- 
creasing the number of people. 

Other analytical work suggests that a richer experience mix across the services is 
perhaps warranted. However, the aggregate work suffers from over-simplicity and a 
consequent lack of realism. In fact, as will be discussed later, specification of aggre- 
gate goals for the mix of first-termers and career personnel can do more harm than 
good. 

Increasing the experience content of the force will incur two types of costs: the eco- 
nomic costs of changing the mix, and other potential costs—which can be translated 
into economic terms—of decreasing the flow of prior service personnel into the Re- 
serve components. The first set of costs is treated in the next section, which discusses 
the general principles relevant to the issue of defining the preferred experience mix, 
by occupation, for each of the services. The second class of costs, which is of interest 
because of the continuing decline in Selected Reserve and Individual Ready Reserve 
(IRR) strength, is not treated explicitly. While this area requires further analysis, the 
effects on current reserve strengths of the changes supported by the results presented 
here would not seem significant because: 

• The change in flow from the active forces would be relatively minor since the 
results reported below are very close to today's aggregate force sizes and 
mixes. 

• The most significant IRR5 requirements are for filler personnel in the lower- 
skilled combat occupations which the following section suggests should con- 
tinue to be first-ierm intensive. Consequently IRR strength should not be se- 
riously affected. 

METHODS AND DATA 

The DRMS analysis of the first-term/career mix focused on six occupational spe- 
cialties—a low, a medium, and a high skill occupation from the Army and Air Force. 
Table IV-2 lists the sample skills /occupations and the skill level each represents, for 
each occupation, the analysis estimates the "steady state"6 mix of first-term and ca- 
rer personnel that would provide the same level of effectiveness as the actual FY 77 
inventory, but at minimum cost. 

The analysis was intended to indicate the value of planning for differential first- 
term/career mixes by military occupation. There do not currently exist adequate data 
for a comprehensive study of first-term/career mixes for all occupations—hence the 

5 All new enlistees incur a six-year service obligation, regardless of the term of their initial ac- 
tive duty commitment. Three- and four-year obligors who are not affiliated with a Selected Reserve 
unit after discharge from active duty are members of the IRF pool until this obligation is fulfilled. 

6 A steady-state force is one in which the number and distribution of personnel remain un- 
changed fr«m year to year. 

i- 
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Table IV-2. -Occupations examined 

Skill code Occupation Skill level 

11B Infantryman Low 
Army 63H Automotive repairman Medium 

31E Field radio repairman High 

Air Force 631 Fuel specialist Low 
431 Aifcraft maintenance specialist Medium 

-- 

304 Ground radio repairman High 

focus on a sample. Under assumptions outlined in the following section, however, im- 
plications are drawn for the total enlisted force of each service. 

The analysis proceeded as follows: 

• Assess the relative productivities7 of first-term and career personnel in a spe- 
cialty. 

• Simulate the change in relative productivities as the personnel mix is 
changed. 

• Determine the relative cost8 of first-term and career personnel, recognising 
that the cost of substituting careerists rises as the average career content of 
the overall force is increased. 

• Identify and cost the changes in accession and training requirements resulting 
from a change in the mix. 

• Calculate the steady-state costs of maintaining equal-effectiveness inventories 
containing different percentages of first-term and career personnel. 

• Select the equal effectiveness force with the lowest total cost. 

7 The productivity data used were those developed by R. M. Gay of The Rand Corporation in 
1975. They provide estimates of the growth of average productivity of a firrMerm enlistee relative to a 
journeyman with four years of active service for a sample of Army, Navy, and Air Force occupations. 
It is based on a survey of enlisted supervisors. The analysts, however, qualifies the productivity esti- 
mates for years 14 using a function which reflects a one percent increase (decrease) in the first term/ 
career ratio as causing a one percent decrease (increase) in the relative productivity of first term labor. 

8 The costs relevant to this analysis include accession, pay and allowances, bonus, and retire- 
ment costs. A detailed discussion of the cost elements considered is contained in the DRMS Support- 
ing Paper: First-Term Career Mix of Enlisted Military Personnel February, 1979. 

-* 
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Several key factors relating to productivity and costs were necessarily uncertain 
and some simplifying assumptions were required. The analysis also incorporates con- 
servative assumptions made to ensure that outcomes favoring i more career intensive 
force would be robust: 

• All careerists have the same productivity as a person with a full four years of 
experience (though the productivity of careerists should continue to increase 
with length of service). 

• Changes in the first-term/career mix are achieved by changing only the con- 
tinuation rate at the end of the first-term through the use of reenlistment bo- 
nuses. Continuation rates in earlier and later years of service remain at their 
FY 77 levels (which may overstate the retirement costs incurred for a more 
career intensive force). 

• As the ratio of careerists to first-termers in the inventory increases, the rate at 
which careerists can substitute for first-termers decreases by an equal percent- 
age. (Some earlier work suggests that the rate changes more slowly.) 

• No additional benefits will accrue from maintaining a more career-intensive 
force (though greater richness of experience should result in a more flexible 
personnel inventory). 

• In addition to the above assumptions, the study for lack of reliable data had 
to ignore the savings that reduced flow through training pipelines would pro- 
duce by "freeing up" people now utilized in training and training support for 
use in jobs that are more directly related to combat missions. Certainly, de- 
creased training-pipeline flow should decrease the demand for personnel in 
the training establishment, and the resulting savings would add to the relative 
attractiveness of a more career-intensive force. 

RESULTS 

Using the actual FY 77 enlisted inventory as the starting point, a steady-state force 
was constructed so that its effectiveness was equal to that of the actual FY 77 force in 
each skill. This is the equal-effectiveness force implied by the retention rates experi- 
enced in each of the skills in FY 77, hereinafter referred to as the "implied steady- 
state force." Any number of other forces could be constructed, with differing first 
term-career mixes, that also have productivity equal to that of the FY 77 force. Each 
would have a somewhat different associated cost because of the differing mixes. 

The most cost-effective mix is called here the "optimal steady-state force." The op- 
timal first-term /career mix for each occupation cannot be determined without refer- f 
ence to the total DoD accession requirement. That requirement determines the cost | 
per accession, which is an element in the determination of the optimal mix for each 
occupation. To determine to:al accessions requires detailed productivity and reenlist- 
ment data for each occupation in the military services — data that do not exist. To 
provide an approximate solution to this accession problem, the distribution of training 
times for all occupations within each service in this study was divided into three 

™ 
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groups to represent the low. medium, and high skill occupations. For example. Army 
oerupation 11B was assumed to be representative of all those Army orrupations with 
up to eighteen weeks of basir plus initial skill training. It was assumed that percent- 
age changes in the percent first-term, total strength, and accessions for the group 
would be the same as those for the representative occupation. This made possible the 
estimation of changes in total accession requirements and costs. 

Table IV-3 presents the mix for each of the sample occupations for two equally ef- 
fective forces: the implied and the optimal steady-state forces. The F\ 1977 mixes are 
also presented as a benchmark. 

Table IV-3. -Army and Air 

                                                        —> 

Force enlisted inventory profiles: 
first-term/career percentages 

Skill code and Implied Optimal FY 1977 
level steady state steady state actual 

Army1 

1 IB (L) 57/43 58/42 66/34 
63H IM) 60/40 50/50 58/42 
31E (H) 54/46 42/58 47/53 

Ai. F orce 
631 (L) 51/49 50/50 55/45 
431 (M) 46/54 42/58 49/51 
304 (H) 49/51 45/55 43/57 

Since our steady-state computer model could not examine changes in two continuation rates 
simultaneously, it was assumed that the Army has only three yeai initial enlistments 
Continuation 'ates for the third and fourth years of service were adjusted to reflect this.  The 
effect of this change is to slightly overstate first-term percentages for the Army 

In general, the higher-skill occupations have lower optimal first-term/career mixes. 
As length of training and skill level increase, the lower total end strength required to 
maintain effectiveness offsets the higher average cost per enlisted member. The excep- 
tion is Air Force AFSC 304. The estimated average cost per enlisted career member 
rises more rapidly with increases in career content. The cost of retaining additional 
personnel, which is related to the intrinsic attractiveness of the skill, service person- 
nel policies, and the external labor market, may rise faster for some occupations than 
for others.9 This cost is an essential element in the determination of the lowest-cost 
mix. 

9 As the career proportion of the inventory is varied, the retention rate required to achieve the 
desired career proportion vaii-., in tt.p same direction. Reenl'stment bonus estimates are used to ac- 
count for ihe potential costs of increasing retention. Similarly, increasing accession demands imply in- 
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The changes in the mix also imply changes in accession requirements. Table IV-4 
shows the change in accession requirements for each of the skill/occupations implied 
by the differing career content of the optimal compared with the implied steady-state 
force. Note that the accession requirement for the 1 IB skill increases because of the 
higher first-term content in the more cost-effective (optimal) force, while the others 
decline or remain the same. 

Table IV-4. —Accession requirements (in 

  

thousands) 

Skill code and Implied Optimal 
level steady state steady state 

Army 
11B    (U 21.4 21.7 

63H    (M) 1.9 1.6 
31E    (H) 03 0.3 

Air Force 
631     (L) 1.1 1.1 
431     (M) 7.1 6.5 
304    (H) 21 1.9 

The results for the sample skills were extrapolated to each of the occupational 
groups using the proportionality assumptions described above. Table IV-5 presents the 
mixes for the implied and the optimal steady states for each group and for the total 
force for each service. For convenience, each group has been labelled by the occupa- 
tion that represents it. The actual mixes for FY 1977 are also provided as a conve- 
nient frame of reference. 

In the case of the Army, the estimated cost of the optimal force is $350 million 
less than the implied steady-state force. In the Air Force case, the differences between 
the two forces are smaller and occur mostly in the least numerous skill category (H). 
As a result, the cost estimates are approximately the same for both forces. The impor- 
tant insight to be gained here is that it is more cost-effective to be closer to the opti- 
mal mix for each occupation titan it is to be close in the aggregate with wide varia- 
tions from the optimal in individual occupations. This conclusion is independent of 
the uncertainty surrounding the individual cost estimates. 

i 
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creasing marginal accession costs. The supply functions for both accession and continuation reflect es- 
timates of the bonuses required to satisfy the di.mands for personnel. 

The analysis uses FY 77 actual continuation rates, and assumes that they are "on the margin," 
i.e., an increase in the continuation rates will requite an increase in the cost of retaining additional 
personnel — higher reenlistment bonuses. 
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Table IV-5. -Implied vs optimal steady state mix 

Occupational 
group 

(skill level) Implied 

First-term/career mix 

Optima! Actual (FY 77) 

Army 
118 Group (L) 

63H Group (M) 
31E Group (H) 

58/42 
62/38 
49/51 

59/41 
52/48 
39/61 

60/40 
60/40 
43/57 

Total 58/42 56/44 56/44 

Air Force 
631 Group (L) 
431 Group (M) 
304 Group (H) 

44/56 
43/57 
56/44 

43/57 
40/60 
51/49 

47/53 
47/53 
49/51 

Total 

S_ .           

47/53 45/15 48/52 

Such analyses of steady-state forces have the obvious limitation that they do not 
consider managing the transition from current to steady-state. The DRMS has, how- 
ever, examined some implications of the steady-state analysis described above for the 
late 1980s and 1990s. For each of the sample occupations, the years-of-service distri- 
bution was predicted for each fiscal year from 1978 to 2000. It was assumed that the 
FY 77 continuation rates would stay the same for each occupation. Accessions were 
based on maintaining FY 77 end strengths. 

In certain occupations, substantial variation was found in the numbers of personnel 
with specific years of service as the forces aged. Beyond 1980 there was stability, 
however, in the first-term/career mixes and in the numbers of accessions required an- 
nually to meet the constant end-strength condition. This, barring exogenous changes, 
suggests the optimal first-term mixes are attainable. 

A serious problem remains, however. The population from which accessions are 
drawn will begin to decline in the early 1980s. It is estimated that by 1985 the ac- 
cession age population will be almost 12 percent smaller than the 1977 population 
and will be roughly 23 percent smaller in 1995.10 By the year 2000 the population is 
predicted to rise to a level about 15 percent less than the 1977 level. Since the opti- 
mal steady-state mixes are based on accession costs for a population 15 percent 

10 Source: "Projection» of the Population of the United States: 1977 to 2050," Curmu Popula- 
tion Repom, Series P-25, No. 704, U.S. Department of Commerce, Bureau of the Census, July 1977. 
The Bureau uf the Census estimate were modified by the set of weights developed by Cooper, op. cit., 
to obtain accession-aged males. 
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smaller than 1977, they are too first-term intensive for much of the period between 
1977 and 2000. If the services attempted to maintain the accession levels found in 
the dynamic analysis, pay in the first term would have to rise to a bonus equivalent of 
about $4500 per accession by 1995. Alternatively, physical or mental standards 
would have to be relaxed or the female component of the force increased severalfold. 

To mitigate this problem, continuation rates into and within the career forces could 
increase, perhaps by means of reenlistment bonuses. Also, before the accession age 
population declines to very low levels, accessions could be increased in order to insure 
an adequate number of careerists in later years. Again, this may be achievable only 
through an enlistment bonus or increase in first-term pay. The proper methods for 
managing the force through this period warrant detailed analysis. 

In the preceding paragraphs, attention was focused on the implications of today's 
retention behavior for steady state force mixes. The following paragraphs turn to a 
consideration of service personnel plans. 

The evolution of Army and Air Force personnel plans during the 1970s reveals a 
definite trend toward planning for more career-intensive objective forces. The Army, 
in particular, seems to be making a special effort to achieve a more senior force. 
However, the objective force structures for the Army's career management fields in 
their most recent plan do not reveal a tendency toward higher career content for the 
higher skilled fields. Rather, continuation rates from the l^ird to the fourth year of 
service are the same for each career management field. Neitiier the desirability nor 
the cost effectiveness of such a policy is apparent. Planned objective force first-term 
proportions in Air Force career progression groups do show variations in the appropri- 
ate directions with respect to the relative skills of the various occupations. However, 
the planned first term proportions are higher than this analysis would indicate is most 
cost-effective. 

To indicate these points, Table IV-6 contains the planned first-term proportions of 
the Army and Air Force objective forces, as well as the optimal steady-state forces 
presented above in Table IV-3. The Army objective force figures are those for the Ca- 
reer Management Fields (CMFs) within which each specific occupation resides. 

Because the objective force characteristics differ from those of today's force (for ex- 
ample, the Army years-of-scrvice distributions within each CMF display significantly 
lower attrition rates than today's), the optimal steady-state proportions derived from 
this analysis should only be viewed as indicators of the direction and magnitude of 
suggested change. Nevertheless, as a consequence of larger differences in first-term 
proportions than shown in the comparison of the implied and optimal steady states, 
the estimated cost savings would be correspondingly larger. In moving from the cur- 
rent objective forces to an "optimal" objective force, annual steady-state cost savings, 
«vhile clearly uncertain, should exceed $1 billion per year, with the majority of that 
savings coming in the Air Force.11 

11 Recall that possible changes in the Navy are not included. 



DRMS FINAL REPORT 

Table IV 6.   Service objective force and optimal objective force 
first-term/career mix 

Sei vice' OptimaK 
objective steady-state 

Occupation force force 

Army 
11B (L) 52/48 58 42 

63H IM) 55/45 50/50 
31E (H) 49/51 42/58 

Air Force 
631 (L) 79/21 50/50 
431 <M) 60/40 42/58 
304 (H) 56/44 45/55 

' Service personnel plans 
2 Table 4.3 above 

These results suggest that the Air Force should plan for a more senior enlisted 
force by emphasizing selected occupations, and that the Army, while about right in 
the aggregate, should shift emphasis on careerists to the more highly skilled occupa- 
tions. 

Since the Air Force's personnel plans have progressively moved in this direction as 
evidence continues to mount on the problem of obtaining quality accessions, the Air 
Force may, of its own accord, move to a more senior force. The dynamic analysis and 
the implied steady-state both indicate that moving to such a force would not be dif- 
ficult. The percent of the force in the top six grades would have to be increased, how- 
ever, in order to maintain retention within the career force at current levels. 

A complete analysis of the cost-effective first-term/career mixes across occupations 
would require broader coverage across occupations, more detailed information on pro- 
ductivities, and more sophisticated analyses of accession and retention behavior. Such 
information would enable a more detailed and confident identification of the reduced 
costs associated with a cost-effective objective force. Nevertheless, the potential for 
improving effectiveness clearly indicates the high value of managing experience mixes 
by occupation. 

CONCLUSIONS AND OBSERVATIONS 

The services already differentially manage the occupations represented in their en- 
listed personnel inventories. Their primary concern, however, is to ensure that viable 

jgA 
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career paths are maintained within each specialty and that supervisory requirements 
will continue to be met. They have not, at the same time, explicitly considered trade- 
offs between experienced and inexperienced personnel. 

The value of managing the force by individual components can be seen most 
clearly by examining the policies that are used in its absence. Analysis shows, for ex- 
ample, that increasing the proportion of the force in the top six enlisted pay grades 
may lead to a smaller, lower cost force at the same level of productivity. It has also 
been demonstrated that it may be preferable to have each occupation's first-term/ca- 
reer mix close to the optimal mix for that occupation than to have the aggregate mix 
exactly equal the optimal aggregate mix, but have each occupation's mix differ mark- 
edly from its cost-effective mix. 

The DRMS analysis focused on productivities within a small sample of military oc- 
cupations. As has been stated, more detailed information on productivities in each oc 
cupation and broader coverage across occupations than were available for this study 
would enable a more detailed and confident identification of cost-effective forces. The 
occupation, however, need not be the only appropriate level at which to examine the 
relative productivities of personnel. Concentrating on the work-unit, while more dif- 
ficult, would allow the examination of productive interrelationships among occupations 
and would facilitate joint examination of the optimal personnel mix and a cost-effec- 
tive scale of operations, a problem addressed in the previous chapter. Further, analy- 
sis at the work-unit level would permit more appropriate determinations of job con- 
tent and supervisory responsibilities among career enlisted personnel. Alternatively, it 
may not always be possible to analyze productivities at the occupation or work unit 
level. Rather, a higher level of aggregation of personnel types may be amenable to 
analysis. Determining this level is a problem for OSD and the services to resolve. 

A cost-effective force can only be achieved by managing components of the force 
individually according to their productive relationships and costs. Because of the in- 
terrelationships among these components (they draw from the same pool of accession- 
age youths), management must he centrally coordinated. Improved management will 
also require increased understanding of supply-of-accession relationships among the 
services and among occupations. The assumption employed in this analysis—a single, 
homogeneous pool of accession-age youths—is an oversimplification. It is necessary to 
understand how demands for accessions by one service or one skill type affect other 
services or skills to take advantage of these relationships. 

SUMMARY 

The following resource management policies concerning the experience mix of the 
active duty enlisted force are indicated: 

1. For many enlisted personnel occupational groups, a force with more careerists 
and fewer first-termers would be cost-effective based on current organizational 
structures. 

2. Controlling the total mix of career personnel and first-termers without refer- 
ence to occupational differences may be counterproductive. 

jgff 
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3. Aggregate guidance such as top-six grade controls may lead to less efficient 
forces. 

4. DoD should collect needed data and improve methods for determining the ap- 
propriate experience mixes of enlisted occupations. 

5. Personnel policies should be changed so that more experienced personnel can 
be used in othc. than supervisory positions. 

6. The reorganized support structures suggested in Chap. Ill provide even greater 
opportunity to exploit a more experienced force. Thus, organizational structure 
and personnel mix interact and, ideally, should be determined jointly. 
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Chapter V 

MILITARY HEALTH CARE 

OVERVIEW 

This chapter examines the fundamental purposes of military health care and as- 
sesses how well the system serves those purposes. It recommends changes in the 
stated functions of the principal military health care organizations and in the structure 
and management of the system. 

The chapter begins with an overview which describes the structure of the military 
health care system and the broad policies under which DoD delivers health care to its 
beneficiaries. 

Next, the chapter shows how the wartime, or readiness, objectives conflict with the 
peacetime benefit responsibilities. A major finding is that the peacetime objective of 
providing a health care benefit needs more emphasis in law, in regulations, and in 
practice. A larger in-house system is not necessarily implied; an improved CHAM- 
PUS program may be. 

The wartime, or readiness, mission is then analyzed. The most important unknown 
is the number and type of casualties. This uncertainty will remain, but it is important 
for the services and DoD to understand and resolve fundamental differences in their 
planning approaches. Given casualties, the next problem is to determine what kinds 
of medical resources will be recpiired to care for them in an acceptable way. Given 
the kinds of resources needed, the next question is where they should or can be ob- 
tained. Here evacuation policy is crucial, because it is the variable which determines 
what facilities and people have to be located in theater. This, in turn, determines the 
options for using CONUS military, federal, and civilian hospitals and personnel. 

The chapter then compares the military health-care benefit package with that of- 
fered by the Federal Civil Service as well as other typical employers. Health care for 
active duty personnel may be viewed as a benefit. but the importance lies more in the 
relationship to readiness. By contrast, health care for retirees and dependents is best 
viewed as another form of compensation to the serviceman — a form which compet- 
ing employers provide in some way. This benefit is provided in the form of what may 
be thought of as two types of insurance: the direct care HMO (Health Maintenance 
Organization) and CHAMPUS.1 The purpose of insurance is to limit an individual's 

^ 

The assistance with Chapter V of David S. C. Chu, Laura I. Cntehlow, Susan Hosek, John 
Ruttd, and Albert P. Williams is gratefully acknowledged. 

1 The direct-care system is technically not a Health Maintenance Organization because it has no 
defined population, requires no prepaid premium and offers no guaranteed package of benefits. Never- 
theless, for comparison with private practices, it is useful to think of the direct-care system as an 
HMO. 
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exposure to a certain kind of risk, in this case injury or sickness. Premiums for insur- 
ance are either borne solely by the individual, by the employer, or shared between 
them. At present, DoD, in effect, pays the premium for the military health care bene- 
fit. Two important characteristics of the benefit are: (1) scope, i.e., what is covered, 
and (2) cost sharing, i.e., what part of costs the beneficiary has to pay. The chapter 
makes several recommendations for enhancing these two characteristics of the health 
benefit as well as removing certain inequities which occur in the current system. 

Tailoring the health care system for two missions, a peacetime and a wartime one, 
poses difficult problems. An ideal wartime system would consist of a physician force 
heavy in surgical skills, well prepared to deal with trauma, and a number of large hos- 
pitals in the United States concentrated near evacuation points. An ideal peacetime 
system would consist of a physician force heavier in pediatricians and other primary 
care physicians located in smaller facilities at each military installation. 

One of the most frequently discussed problems is a shortage of military physicians. 
Shortages from wartime requirements must take into account the use of reserves, 
draftees, civilian physicians, and the important tool of evacuation policy. Increasing 
the size of the active physician force to enhance wartime readiness represents only 
one of several, perhaps more attractive, alternatives. Increasing the active physician 
force to provide more peacetime care represents only one of several possible soh-Hons. 
Offering an improved CHAMPUS program and an option to join other hea> n care 
plans can at least partially remedy the perceived doctor shortage. 

The chapter discusses, but makes no major recommendations on, the organization 
of the health care system on the grounds that other more fundamental problems 
should be solved first. 

ELEMENTS OF THE CURRENT SYSTEM 

To prepare the general reader for the recommendations that follow, this section 
presents a brief introduction to the elements that make up Defense medical programs. 

Delivery of Benefits 

The Defense Department provides care to its eligible beneficiaries^ either through 
Army, Navy, and Air Force facilities and medical personnel or through use of civilian 
providers. In the latter case, the Civilian Health and Medical Program of the Uni- 
formed Services (CHAMPUS), funded and managed by the Assistant Secretary of 
Defense (Health Affairs), partially reimburses the cost of civilian care. A small num- 
ber of beneficiaries receive their care from facilities administered by the Veterans Ad- 
ministration and the Public Health Service; DoD reimburses the other agency at a 
prenegotiated rate. 

2 2.1 million active duty military personnel, 2.9 million dependents of active duty personnel, 
1.2 million retirees, 2.3 million dependents of retirees and 0.1 million survivors of members or 
former members in FY 1977. 

J^ 
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A large number of eligible beneficiaries, particularly retirees and their dependents, 
use none of these sources of care. Many have other health insurance; further, CHAM- 
PUS coverage ceases at age 65. 

The Direct Delivery of Care 

Facilities. The DoD operates 170 hospitals, of which 129 are in CONUS and 41 are 
overseas. The Army operates 50, the Navy 37, and the Air Force 83. The normal'-' 
bed capacity worldwide is 37,069. Operating4 beds total 20,650, of which 17,636 arc 
in the United States. In CONUS, occupancy rates5 range from 49 percent to 97 per- 
cent; the DoD average is 73 percent. Fifteen Army hospitals, 32 Air Force hospitals, 
and one Navy hospital are located in remote or underserved geographic areas in CO- 
NUS. 

In addition to hospitals, there are 302 free-standing clinics and dispensaries and 
19 drug and alcohol rehabilitation centers. Care of personnel in operational forces is 
provided by personnel assigned to their functional units. 

Manpower. In FY 1979 there will be an estimated 95,062 military and 38,598 civil- 
ian personnel supporting DoD hospitals, dispensaries and clinics, and medical head- 
quarters, and providing specialized and professional training for the three Military De- 
partments. This excludes resources such as medical personnel assigned to tactical un- 
its. As of September 1978, 10,819 physicians, 10,221 nurses, 7,431 medical service 
personnel, 4,936 dentists, and 73,342 enlisted were providing services in the direct- 
care system. 

Reimbursing Civilian Providers of Care 

CHAMPUS provides reimbursement for medical services obtained in the private 
sector by non-active-duty DoD beneficiaries. Reimbursement is made through 12 
claims processing contractors for the 50 states and Puerto Rico. CHAMPUS EUR 
provides reimbursement for care in Europe. CHAMPUS headquarters (OCHAMPUS) 
in Denver, Colorado, is a field activity of the Secretary of Defense under the policy 
guidance and direction of ASD(HA). 

OBJECTIVES OF MILITARY HEALTH CARE 

The law assigns two primary health functions to the Department of Defense. Sim- 
ply stated, they are: (1) to maintain the peacetime health of the active du«/ force and 
to be prepared to attend the sick and wounded in time of war, and (2) to provide a 
health benefit as a condition of service to eligible beneficiaries. 

These two missions can pull the military health care system in different directions. 
For example, in the United States the wartime mission requires a large number of 

3 Normal bed capacity is the capacity for normal peacetime tue of space. 
4 Operating beds are those beds set up and staffed for care of a patient. 
0 Occupancy rate is the number of operating beds divided into the average number of daily oc- 

cupied beds. 
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skilled surgeons and a few large medical facilities located near points of arrival for re- 
turning wounded, while the peacetime mission requires a larger proportion of family 
physicians, obstetricians, and pediatricians in smaller hospitals and clinics located at 
each military ;nstallation. 

The two missions are neither completely in conflict nor totally separable. By pro- 
viding for the health care of active-duty personnel in peacetime, the services not only 
insure the readiness of their troops, but they also provide those troops with a valuable 
fringe benefit. Dollars spent on active duty health care do two jobs: they provide a 
benefit and they enhance readiness. Attempts to assign only a single output to such 
dollars are not only fruitless but unnecessary. 

The provision of health care to active-duty personnel illustrates the interrelationship 
between the two objectives in another way. In order for the services to compete suc- 
cessfully for manpower they must provide a competitive compensation package. To- 
day, essentially all major employers offer some form of health Cure benefit. To be 
competitive the military must do the same. But compensation in itself is not the end 
objective. The ultimate reason for having a compensation package is to provide man- 
power for a force adequate to deter war or to win a war should deterrence fail. Again, 
the benefit mission is not totally separable from the readiness mission. 

This idea of competing military health care objectives differs dramatically from the 
conventional view that the system's primary mission is readiness and that, given the 
necessary resources to accomplish that mission, the system can satisfy its other objec- 
tives. 

It is a fundamental premise of the DRMS, therefore, that the military health care 
system has two legitimate objectives or missions, and that the two are interrelated and 
mutually supportive in some ways but conflicting in others. These two missions are 
hereinafter referred to as the readiness mission and the benefit mission. 

Assignment of the Objectives 

The readiness mission is assigned directly to the Department of Defense by law 
(10 U.S.C. 3062, 5012, 5013, and 8062) and DoD regulations unambiguously trans- 
mit that mission to the Medical Departments of the Army, Navy, and Air Force. 

DoD responsibility for the benefit mission is assigned by Title 10, United States 
Code, Chapter 55. DoD Directive 5136.1 delegates to the Assistant Secretary of De- 
fense (Health Affairs) the authority to: "... issue ... regulations ... to fulfill the Sec- 
retary of Defense responsibility to administer ..." the benefit mission. 

Army, Navy, and Air Force regulations that assign missions and functions to the 
respective Surgeons General and to commanders of service medical commands and 
hospitals fail to assign explicitly the benefit mission. In certain instances the regula- 
tions, by inference, implicitly assign the benefit mission. But nowhere in service regu- 
lations was the DRMS able to find explicit assignment of the benefit mission to 
health care managers. For example, Table V-l summarizes the assigned functions of 
the Surgeons General. 

The absence of an explicit health benefit mission leads to an unnecessarily convo- 
luted logic train in the justification of resources needed to accomplish the benefit mis- 
sion. 

\ 
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Army 

Table V-1.-Functions of the Surgeons Genera! 

Navy2 

Plans, cVects and supervises health services for 
the Army. 

b. Advi»«s the Secretary of the Army, Chief of 
Staff und Army Staff on health and medical 
matters. 

c. Exercises management authority for the 
Secretary of the Army over joint health seivices 
agencies as assigned. 

d. Exercises technical supervision over all health 
services facilities and units of the Army, 

e. Exercises career management authority over 
commissioned personnel of the Army Medical 
Department. 

f. Establishes health standards for the Army. 

g.   Conducts health services research, development 
and test and evaluation for the Army. 

h.  Exercises Army Staff responsibility for produc- 
tion of Department of Defense medical 
intelligence. 

i. Exercises management authority over programm- 
ing, planning and technical guidance of construc- 
tion of Army health facilities. 

a.   Develops Navy health care program policy and 
guidance and provides professional and technical 
advice on matter» pertaining to naval health cart. 

b Coordinates, as a sponsor for designated health 
care programs, with other sponsors in regard to 
the Navy/Marine Corps health requirements. 

c.   Reviews and appraises the capability of the Navy 
medical department to respcrd to contingencies. 

d. Reviews end appraises the performance of the 
Navy medical department in safeguarding and 
protecting the health of authorized beneficiaries. 

e. Acts as central point of contact for naval health 
care matters involving coordination within 
OPNAV. 

f. Acts as central point of contact for health care 
matters concerning the Marine Corps. 

g. Provides backup for meetings on health care 
matters. 

h.  Assists the DCNO (Manpower) (OP-01) in the 
preparation of plans, policies and studies pertain- 
ing to Navy medical manpower requirements. 

i.   Assists the DCNO (Logistics) (OP-04) in the 
preparation of plans, policies and studies pertain- 
ing to medical logistical support including the 
Prepositioned War Reserve Mater af Program. 

j.   Assists OPNAV mission and resource sponsors in 
programs that have health care impacts. 

k. Advises and assists the CNO in exercising 
command responsibility over the Bureau of 
Medicine and Surgery. 

I.   Acts as mission sponsor for Medical. 

m. Acts as resource sponsor for medical and medical 
training program elements. 

a. Develops, implements and su| 

b. Provides medical ca e througr 
Hospitals, base hospitals, and 

c. Provides a dental carp prograr 
tive dentistry program for de& 

d. Plans and supervises medical i 
material, radiation producing 

e. Develops ano implements pla 
chemical, nuclear, and other r. 

f. Provides a veterinary program 

g. Establishes physical standards 
of all Air i-orce personnel.  . 

h. Encourages and supports clirn 
care and clinical techniques ar 

i Develops medical support do 
Medical Service, including aer 

j. Develops long-range medical 
medical requirements planntn 
activity for disaster and emert 

k. Formulates and implements p 
and utilization of Medical Ser 
istics of medical training aids. 

I. Develops medical manning po 
requirements. 

m. Develops, reviews arid justifie 

n.  Develops and supports legisla 

o. Develops, justifies, reviews, c< 
minor construction, alteration 

p. Develops health facilities prog 
the supportinq documents and 

q. Develops, tests, and recommei 
requirements.     .  . 

r. Develops and maintains a bion 
statistics to accomplish the me 

s.   Provides guidance and assis>an 
Intelligence 

t. Develops, implements, and suf 
alcoholism. 

OTSG Reg 10-32, 18 August 1976 'OPNAV NOTICE 5430 Ser 09/501377, 
18 August 1978 

Functions statement is not inclu 
responsible to supervise the Met 
Service. 
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Table V-1 .-Functions of the Surgeons General 

Navy^ Air Force" 

a. Develops Navy health care program policy and 
guidance and provides professional and technical 
advice on matters pertaining to naval health car«. 

b. Coordinates, as a sponsor for designated health 
care programs, with other sponsors in regard 10 
the Navy/Marine Corps health requirements. 

c. Reviews and appraises the capability of the Navy 
medical department to respond to contingencies. 

d. Reviews and appraises the performance of the 
Navy medical department in safeguarding and 
protecting the health of authorized beneficiaries,. 

e. Acts as central point of contact for naval health 
care matters involving coordination within 
OPNAV. 

f. Acts as central point of contact for health care 
matters concerning the Marine Corps. 

g. Provides backup for meetings on health care 
matters. 

h. Assists the DCNO (Manpower) (OP-011 in the 
preparation of plans, policies and studies pertain- 
ing to Navy medical manpower requirements. 

i.   Assists the DCNO (Logistics) (OP-04) in the 
preparation of plans, policies and studies pertain- 
ing to medical logistical support including the 
Prepositioned War Reserve Material Program. 

j.   Assists OPNAV mission and resource sponsors in 
programs that have health care impacts. 

k. Advises and assists the CNO in exercising 
command responsibility over the Bureau of 
Medicine and Surgery. 

I.   Acts as mission sponsor for Medical. 

m. Acts as resource sponnDr for medical and medical 
training program elements. 

a. Develops, implements and supervises an aerospace medicine program, which includes:  .  . 

b. Provides medical care through establishment and operation of Area Medical Centers, Regional 
Hospitals, base hospitals, and clinics. 

c. Provides a dental care program which includes complete dental care for eligible personnel. <> preven- 
tive dentistry program for dependent children, and an Are» Dental Laboratory program 

d. Plans and supervises medical aspects of Air Force operations invoking nuclear weapons, radioactive 
material, radiation producing equipment, and other forms of radiant energy. 

e. Develops ;nd implements plans and policies for medical aspects of defense againrt biological, 
chemical, nuclear, and other physical agents. 

f. Provides a veterinary program.  .  .  . 

g. Establishes physical standards for the initial selection, retention, retirement, and other disposition 
of all Air Force personnel.  . . 

h.  Encourages and supports clinical investigations in medical and dental research to improve patient 
care and clinical techniques and to increase the efficiency of the Medical Service. 

i.   Develops medical support doctrine, policies, plans, and programs for the organization of the 
Medical Service, including aeromedical evacuation systems. 

j.   Develops long-range medical objectives for .he USAF war plans, including Air Reserve Forces 
medical requirements planning; and planning for medical support of all phases of Air Force 
activity for disaster and emergency conditi ->r,s. 

k.  Formulates and implements plans for the procurement, education and training, career management 
and utilization of Medical Service personnel   Establishes qualitative requirements and character- 
istics of medical training aids. 

I.   Develops medical manning policies, manpower standards and associated criteria, and manpower 
requirements. 

m. Develops, reviews and justifies financial requirements, and develops cost control procedures. 

n.  Develops and supports legislation needed to implement Medical Service plans and programs. 

o.  Develops, justifies, reviews, coordinates, and defends through all levels of review, programs for 
minor construction, alteration, repair, and utilization of medical facilities. . . . 

p.  Develops health facilities programming and space planning criteria for new construction including 
the supporting documents and desion guidance. 

q. Develops, tests, and recommends stock-listing of medical mai ;nei and determines their 
requirements. . . . 

r.   Develops and maintains a biometric program for recording, assembling, and using medical data and 
statistics to accomplish the medical service function. 

s.   Provides guidance and assistance on medical intelligence matters to Assistant Chief of Staff, 
Intelligence. 

t,   Develops, Implements, and supervises medical aspects of rehabilitation services for drug abuse and 
alcoholism. 

'OPNAV NOTICE 5430 Ser 09/501377, 
18 August 1978 

Functions statement is not included in A.F. Regulation 20-28, 16 May 1975. Rather they state he is 
responsible tc supervise the Medical Service.  The functions listed here are those of the Medical 
Service. 
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For example, many pediatricians and other primary care physicians art now justi- 
fied in one of two ways: (1) They can serve during wartime in other specialties or as 
general medical officers, or (2) they are needed to provide a more complete environ- 
ment for physician training programs, the object being to enhance physician satisfac- 
tion and thus increase physician retention. While both may be sound reasons for 
maintaining a certain number of physicians in a particular specialty, a more direct 
and more important reason can exist, namely, the requirement to provide a first-rate 
health care benefit. 

The benefit mission should be recognized as legitimate and assigned explictly to 
military health care managers at all levels. 

READINESS 

The purpose of this section is to highlight key policy variables in medical planning 
for war, to compare programmed medical resources (beds, physicians, enlisted man- 
power, and aeromedical evacuation assets) with stated requirements, and to evaluate 
the state of medical planning and resource allocation in light of the key policy varia- 
bles and programmed resources. The most important unknown is the number and 
type of wounded and sick. This uncertainty will remain, but it is important for the 
services and DoD to understand and resolve fundamental differences in their planning 
approaches. Given patients, the next problem is to determine what kinds of medical 
resources will be required to care for them in an acceptable way. Given the kinds of 
resources needed, the next question is where they should or can be obtained. Here 
evacuation policy is crucial, because it is the variable which determines what facilities 
and people have to be located in theater. This, in turn, determines options for using 
CONUS military, federal, and civilian hospitals and personnel. 

A separate component of the readiness mission, to maintain a healthy force ready 
to go to war, is not addressed here. 

Recent Issues 

In the last five years medical programs have received increased attention in the ser- 
vice and OSD budget reviews but not in the program reviews. Such attention has fo- 
cused primarily on narrow budgetary, rather than broad policy, issues. There appears 
to be a growing sense within the DoD that programmed medical resources provide 
substantially less than the minimum essential force required to support the combat 
forces of the four services should war break out. Yet, this increasing uneasiness has j 
resulted in little systematic program review.6 | 

Since 1974, the Secretary's program decisions, as recorded in his annual Program 
Decision Memoranda, have provided little direction of medical programs. j 

In the 1974 Program Decision Memoranda (PDM), the Secretary directed the f 
services and the JCS to plan to evacuate a larger proportion of wartime patients to 

6 The Nixon Administration commissioned a comprehensive review of the military health care 
system. The study, which was conducted jointly by OMB, OSD, and HEW, published its report in De- 
cember 1975. It contained nine recommendations for improving the system; only one of the nine has 
been implemented to date. The remainder arc still under implementation or have been discarded. 
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CONUS than they had been planning to evacuate. To do this they were to shorten the 
evacuation policy, the planning factor that determines which patients are to be treated 
in theater. (A more detailed discussion of evacuation policy may be found below.) 
Evacuation policy affects virtually every aspect of contingency planning from airlift to 
engineer construction requirements. It was clear at that time, and remains true today, 
that the services had programmed too little hospital capability overseas to treat the 
number of casualties expected to need in-theater treatment under the approved evacu- 
ation policy. Shortening the evacuation policy and thereby returning a greater propor- 
tion of patients to CONUS offered one solution. The decision would allow limited air- 
lift assets to haul more combat troops and materiel and fewer hospitals and physicians 
to the front during the early critical days of a war. 

After discussion with the Military Departments following the publication of the 
PDM, the Secretary announced in his Amended Program Decision Memoranda of 
August 22, 1974. that he had, in effect, changed his mind. The amended decision de- 
leted a number of deploying Army Reserve hospitals from the Army's force structure, 
but backed off the evacuation policy decision announced a month earlier. The APD.Vi 
to the Army stated that, "The Army may choose to achieve the objective of providing 
less medical support in theater and more in the United States with or without chang- 
ing the present evacuation policy." The evacuation policy was never changed. 

The Secretary of Defense raised no major medical issues in the 1975, 1976, or 
1977 program reviews. In the summer of 1978, however, the issue of the adequacy of 
tactical medical support was raised again. Because the available data were contradic- 
tory, the Secretary decided to refer the issue to an ad hoc interservice study group, 
which is to present a coordinated plan for theater medical support concurrent with the 
FY 81-85 POMs. That study is under way. 

Hence, except in two instances, in the last five years the Secretary of Defence has 
declined to influence substantially any of the service medical programs during his 
program review. 

Policy Variables 

As the later sections of this study demonstrate, current and projected levels of 
medical resources (both manpower and materiel) are inadequate to meet the stated re- 
quirements of existing war plans. 

Several important policy variables affect the requirements for medical manpower 
and materiel. This section describes four important and controversial policy variables 
and some of their effects on resource requirements. The four are: evacuation policy, 
private-sector reliance, the readiness and strength of the reserve components, and the 
readiness of the Selective Service System. 

Evacuation Policy. Planning for overseas conflicts includes assumptions about the 
proportion of the sick and wounded to be returned tc the United States for treatment. 
It is expressed in terms of an evacuation policy. Evacuation policy is used as a man- 
agement tool to regulate patient buildup and flow during wartime operations; it is 
equally important as a resource planning tool. 

For example, a 30-day evacuation policy means that enough resources must be pro- 
vided in the theater to treat all anticipated patients who would be out of action for 30 

_^L 
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days or less. All other patients are evacuated, not after they spend 30 days in theater, 
but as soon as they are stable enough to travel. Estimates of the distribution of 
lengths of stay help determine how much evacuation airlift and CONUS resources will 
be required; estimates of stabilization times help determine when the airlift and CO- 
NUS beds will be needed. 
BACKGROUND. Evacuation policy has been steadily shortened since World War I. 
The Army hospitalized World War I palients in theater up to 150 days, but by World 
War II 60 days was a common limit. During the Vietnam conflict, evacuation policy 
was set as low as 15 days for extended periods. 

Obviously, transportation technology is the most significant reason for the evolution 
of shorter evacuation policies. A patient no longer has to suffer long rides overland to 
port facilities, then endure an even longer ocean crossing, perhaps in rough seas, and 
finally withstand another round of ground transportation before reaching a medical fa- 
cility in the United States. Today, a patient can be lifted from the front lines by heli- 
copter and continue his evacuation by air to CONUS in as short a time as it may have 
taken to reach a field hospital in the theater during World War I. By the same token, 
replacements can be moved today from CONUS to the battlefield in a fraction of the 
World War I time. 
WHAT EVACUATION POLICY DOES AND DOES NOT MEAN. A shorter evacua- 
tion policy is often misinterpreted to mean that patients are necessarily moved 
sooner. In practice, if the attending physician estimates that the duration of a pa- 
tient's illness will exceed the evacuation policy, the patient is evacuated (from the 
command) as soon as his physical condition permits. He may be evacuated on the 
first day if his condition permits; he may not move for several weeks if evacuation 
would aggravate his condition. Hence, evacuation policy does not define when pa- 
tients are moved; their conditions determine that. Therefore, a shorter evacuation pol- 
icy would not lead to higher morbidity and mortality because of patients being moved 
before they are stable. Nevertheless, it is important to estimate the outcomes of pa- 
tients who are evacuated under one policy but who would remain in theater under an- 
other. The trip can be difficult; on the other hand. CONUS hospitals probably are 
safer and cleaner than field hospitals. 

The proportion of patients DoD plans to treat in theater has a direct bearing on the 
proportion of its limited early airlift which must be allocated to hospitals and engineer 
units to build them. A shorter evacuation policy allows relatively more of the eariy 
airlift to be allocated to combat units, but it also generates a lift or prepositioning re- 
quirement for conversion kits (which configure C-141s for patient evacuation) in the 
theater. Further, the ground time required to install the evacuation kits reduces air- 
craft utilization rates somewhat. 

The Air Force should consider the development of a simpler conversion kit that, 
while having fewer patient comfort feature, would be more compact and less expen- 
sive, and would require less time to install. The potential advantages of such an im- 
proved kit merit consideration. 

Total physician requirements are essentially independent of evacuation policy, but 
that policy can be a tool for balancing between CONUS and overseas requirements. A 
shorter evacuation policy requires fewer physicians overseas and therefore allows more 
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use of private-sector or DoD hospitals in the United States and the use of a greater 
proportion of reserve or civilian physicians. 
REPLACEMENT REQUIREMENTS. In past conflicts CONUS evacuees have not 
been returned to theater. To the extent that returning them is difficult, shorter evacua- 
tion policies may increase the requiren.ent for replacements. However, under all cur- 
rent plans a sizable military establishment remains in the United States. Evacuated 
patients, after they are released from CONUS hospitals, could go into the CONUS es- 
tablishment and free an equal number to go overseas. 
SUMMARY. In summary, evacuation policy is an important determinant of overseas 
requirements in wartime and of the peacetime size and composition of the active and 
reserve physician force. Setting an evacuation policy involves trade-offs among a num- 
ber of factors, but offers DoD resource managers important leverage in closing the 
gaps between stated requirements and resources described below. 
Private-Sector Reliance in Wartime. While overseas patients will be treated by uni- 
formed physicians in military hospitals, evacuated patients need not be. The extent to 
which private-sector, Veterans Administration, and Public Health Service beds and 
physicians can be used to treat evacuees directly reduces the wartime requirement 
for uniformed physicians and DoD beds in CONUS. Hence, statements of wartime 
requirements require assumptions as to how many non-DoD beds and physicians will 
be used. 

Transferring patients to private-sector hospitals presents command and control 
problems and requires prewar planning, but the alternative — building enough hospi- 
tals and acquiring enough physicians to treat all patients in military hospitals — ap- 
pears to be infeasible. Under current DoD planning assumptions and resource levels, 
most DoD patients in CONUS will have to be treated in to the private sector. 
Reserve Readiness and Strength. Acquiring, training, and maintaining reserve man- 
power and units to meet wartime requirements represents an alternative to certain ac- 
tive duty manpower and units. The relative costs of the two options are an important 
consideration. While part-time reservists cost less than full-time active duty man- 
power, active duty health care professionals can provide peacetime care in-house that 
would otherwise cost CHAMPUS dollars. 
The Draft. The peacetime size and scope of the Selective Service System and its ac- 
tivities plays an important role in the determination of the number of physicians re- 
quired to be on active duty in peacetime. Within limits, the sooner the Selective Ser- 
vice System can deliver physicians to meet expanding early wartime requirements, 
the fewer physicians are required to be on active duty in peacetime to meet those re- 
quirements. 

Resource Levels 

The purpose of this section is to evaluate the capability of the Military Departments 
to provide wartime medical support to the sizing scenario described in the Consoli- 
dated Guidance. The service Program Objective Memoranda (POM) for FY 80-84 
provide the basic data for this analysis. Hospital beds, physicians, enlisted manpower, 
and strategic aeromedical evacuation capability are used as surrogates for overall re- 
sources. All data are for FY 84 and are based upon the approved evacuation policy. 



DRMS FINAL REPORT 89 

Because the service programs employ different and sometimes inconsistent assump- 
tions and methodologies, an accurate assessment of either retirements or capabilities 
is difficult. This section is presented to show the current state of planning and re- 
source programming. 

Individual service planning by it:, nature implies service-peculiar methodologies and 
assumptions. Such differences are to be expected. Inconsistency requires attention 
only when the differences derive from fundamentally different planning scenarios, 
have large resource implications, or cannot be rationalized. Consistency, not uniform- 
ity, should be the goal. 

Hospital Beds. Figure V-l shows schematically that service statements of beds re- 
quired overseas substantially exceed their projected capabilities. In the optimistic case, 
a deficit develops a short time after D-day and persists for several months, reaching a 
peak equal to 35 percent of the stated requirement. The capabilities shown are opti- 
mistic in that they assume: (1) that the Army's deploying hospitals will be fully man- 
ned, and (2) that the Air Force and the Navy will execute programs, funded only in 
the enhanced cases of their POM 80-84, that would provide several thousand preposi- 
tioned or deployable beds to the theater by FY 84. The programmed resources case 
assumes current Army manning levels and no funding of Air Force or Navy hospital 
programs. 

The CONUS bed shortage, Fig. V-2, is likely to be even more drastic than that 
overseas; DoD hospitals, even after expanding their peacetime capacities, will be able 
to accommodate only a fraction of the expected patient load. To the extent that the 
services are unable to satisfy their theater bed requirements, more casualties will be 
returned to CONUS foi treatment, enlarging the CONUS bed deficit from that shown 
below. 

As this chapter documents below, there is considerable reason to doubt the validity 
of the services' stated requirements. Nevertheless, even if the requirements are uff by 
a substantial margin, two actions are clearly warranted and, therefore, recommended: 

• The services should expand their theater-bed capabilities or OSD should 
shorten the evacuation policy so as to rely less on theater beds, and 

• OSD should develop a plan to make large-scale use of private sector. Veterans 
Administration (VA), and Public Health Service (PHS) beds in wartime. 
Further, OSD and the JCS should ensure that host-nation support for over- 
seas hospitals is fully exploited. 

Physicians. In wartime the Services require physicians in three general locations: the 
European theater, other theaters, and CONUS. 

Initial overseas requirements must, of course, be met by physicians who in peace- 
time are on active duty. Later overseas requirements can be met with an increasing 
number of reserve physicians and even later with draftees. The feasible mix of active, 
reserve, and drafted physicians to meet theater requirements at each point in time de- 
pends, among other factors, upon the readiness and deployment scheduling of reserve 
physicians, the productivity of a physician draft, and the extent to which active duty 
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Figure V-1. DoD overseas bed requirements and 
capabilities-FY 84. 
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physicians are pulled out of CONUS facilities. While the services estimate these fac- 
tors, their estimates are uncertain. Nevertheless, as Fig. V-3 suggests, the Military De- 
partments project combined active duty and reserve physician strengths which will ex- 
ceed (at all times after D-day) the stated aggregate DoD requirements for physicians 
in the European and other theaters, but fall short when CONUS requirements are in- 
cluded. 

While aggregate physician strengths appear adequate to meet stated theater require- 
ments, if they can be deployed in a timely manner, significant shortages in certain 
key specialties will almost certainly occur early in the war. For example, the Air 
Force can meet only 15 percent of its stated theater requirement for general surgeons 
and 9 percent of its stated orthopedic surgeon requirement. Similarly, the Navy could 
meet only 27 percent and 50 percent of its early theater "nesthesiology and general 
surgery stated requirements, respectively. It is unlikely that new estimates will elimi- 
nate shortages of these magnitudes. The OSD should evaluate various ways to en- 
hance the recruitment and retention of shortage specialties into the Reserve compo- 
nents. 

CONUS physician requirements, as stated in service POMs, assume that all pa- 
tients returning from overseas as well as all CONUS-based patients will be treated by 
military physicians. Since the lack of DoD beds will force most patients into non- 
DoD hospitals, it is not apparent that such patients need to be attended by uniformed 
physicians. Physician services probably will require separate agreements or contracts. 
Other options might include drafted or reserve military physicians attending military 
patients in civilian facilities. The extent to which civilian, rather than military, physi- 
cians could be used to treat military patients would reduce the stated physician re- 
quirements. 

Figure V-3. DoD physician manpower requirements and 
capability-FY 84. 
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Regardless of the uncertainties surrounding CONUS physician requirements, the 
CONUS patient load generates physician requirements that far exceed service capabil- 
ities. Since the bulk of CONUS patients apparently must necessarily be treated in ci- 
vilian, VA, or PHS hospitals, the physicians required to care for such patienn need 
not be in uniform, but DoD-wide plans to securo access to civilian-sector resources 
are clearly needed. 

Enlisted Manpower. The services are faced with significant shortages of enlisted medi- 
cal manpower as well as physician manpower. Figure V-4 reflects the aggregate DoD 
shortages of enlisted medical manpower to meet overseas and CONUS requirements. 

Phydcians may be put in uniform and made useful with a minimum of training. 
Many enlisted health specialties, on the other hand, have no counterparts in civilian 
life. Hence, draftees must have considerable training before they can become effec- 
tive, even if they are drafted from health-related civilian jobs. The semces can turn 
civilian X-ray technicians into uniformed X-ray technicians, for example, with little 
technical training. No civilian job, though, teaches the skills required of a field medic 
or a tracked-vehicle ambulance driver. DoD should have the Resen>e com} orients' man 
the less transferable skills at a higher level, than the easy-to-convert ones. 

Aeromedical Evacuation. Airlift requirements for the evacuation of patients from the- 
ater to CONUS sube*antially exceed the evacuation capability. Air crews and the kits 
which convert the C-141s to litter-bearing configuration both represent serious con- 
straints. Figure V-5 shows the requirements for evacuation of patients, the lift capa- 
bility, and the shortfall. 

Figure V-5 is based upon the assumption that the Navy and Air Force theater hos- 
pital programs are funded and executed. Without the assets those programs provide, 
the evacuation deficit would be exacerbated. 

Figure V-4. DoD enlisted medical manpower requirements 
and capability-FY 84. 
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Figure V-5. Strategic aeromedical evacuation 
requirements and capabilities— 
FY84. 
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The Quality of the Data. Because of differing methodologies and inconsistent as- 
sumptions, caution must be used in drawing conclusions from the foregoing analysis. 
Most notable among the difficulties with the data are: 

• Wounded-in-action (WIA) rates are inconsistent across services. For example, 
during one period several weeks into the war, the Air Force WIA rate (for 
both air and ground crews) exceeds that of Army divisional troops. 

• Physician attrition. Army and Navy physician requirements are understated to 
the extent that physicians themselves become casualties or are otherwise taken 
out of action. The Air Force methodology does allow for physician attrition. 

• Methodology differences. The Army computes its physician requirements 
through Tables of Organization and Equipment, using standard manning re- 
quirements for each type of hospital. The Air Force computes its physician 
needs from simple physician-to-patient ratios, one for WlA patients, another 
for disease and nonbattle injury (DNBI) patients. The Navy methodology is 
similar to that of the Air Force, but more refined. The differences in resulting 
requirements are striking. For example, at one point in the war the Air Force 
shows a requirement for fewer theater beds than the Army but for twice as 
many physicians. 

• Physician specialty mix. Disparities in the mix of physician specialties each 
service shows as required provide some of the most glaring inconsistencies. 
For example, one might expect to find each service requiring roughly the 
same number of anesthesiologists per surgeon. Yet, at one early point in the 
war the Navy requirements for physicians in theater yield an anesthesiologist- 
to-surgeon ratio of 1 to 2; the Army, 1 to 9; the Air Force, 1 to 19. (The 
figures exclude flight surgeons.) Either the services plan to use nurse anesthe- 
tists in widely differing ways (in which case the anesthesiologist requirements 
remain suspect) or the anesthesiologist requirements Were in other ways in- 
consistently developed. 
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Summary 

While the available POM data strongly indicate a serious wartime resource defi- 
cit, the quality of that data precludes any but the most general conclusions based 
upon it. The current state of medical readiness planning and programming, as evi- 
denced by the service programs, dictates immediate OSD and JCS attention. It is evi- 
dent, though, that under any reasonable set of assumptions, early in a major war the 
DoD will require extensive reliance on private sector hospitals and physicians. Today 
no plans exist to use them. 

In general, the Office of the Secretary of Defense and the Joint Chiefs of Staff 
should take a more active part in medical resource programming. Specifically, the 
two offices should: (1) take the lead in developing a plan to use non-DoD hospitals in 
wartime, (2) improve the consistency of service planning factors, (3) either program 
more resources to meet theater medical requirements or shorten the evacuation policy. 

THE BENEFIT MISSION 

Introduction 

Health care has become an essential component of competitive compensation pack- 
ages among large employers in this country. At one time the military services were 
generally considered to offer the best medical benefit available. In recent years, 
though, military personnel, retirees, and dependents appear to be increasingly dissat- 
isfied with their health care benefit. Unavailability of services, long queues, attitudes 
of providers, administrative mixups, and excessive costs of CHAMPUS, are among 
the most strident and most frequently heard complaints. Not only have civilian em- 
ployers improved their health care benefit programs, but the quality of the military 
benefit may have eroded in absolute as well as in relative terms. 

Health care tends to be viewed by the managers of the system not as a guaranteed 
benefit at some specified level but as a serendipitous by-product of a health care estab- 
lishment that exists to maintain the health of the active duty force and to provide war- 
time support. Military beneficiaries, on the other hand, have come to expect a guaran- 
teed benefit. The divergence of these two philosophies appears to explain much of the 
frustrated expectations and dissatisfaction. 

The law provides that dependents of active-duty personnel must be cared for in 
military facilities only if space is available. Retirees and their dependents have no 
guarantee even if space is available. While the CHAMPUS program reimburses those 
who are denied in-house care for much of the cost of civilian care, the CHAMPUS 
program can be distinctly inferior to in-house care in financial protection, covered 
services, convenience, continuity, and quality of care. 

This section compares the military health care benefit with that offered by the Fed- 
eral Civil Service and other major employers. There is no obvious set of criteria by 
which the adequacy of the military benefit can be evaluated. A distinctly inferior ben- 
efit will hinder recruiting and retention; a distinctly superior one will help. But it is 
difficult to measure the relative superiority or inferiority of the military benefit. This 
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stady uses three criteria for comparing military and civilian health care programs: fi- 
nancial protection, equity, and covered services. It identifies specific strengths and 
shortcomings of the military benefit and recommends improvements together with 
their estimated budget costs. 

The reader will not find below, however, estimates of the incremental benefits to 
the government that such improvements will bring. The recommendations, if imple- 
mented, would enhance the attractiveness of the military health care benefit, and to 
the extent that the identified shortcomings now hinder recruiting, retention, morale, 
and esprit-de-corps, the recommendations should help. Whether the incremental bene- 
fits for the government outweigh the costs will require the judgment of the Secretary 
of Defense and the President, and, for recommendations that will require legislation, 
of the Congress as well. 

The Benefit Package—How It Compares 

Table V-2 compares the covered services and financial protection of the military 
benefit with that offered by several other major employers, specifically: 

Federal Civil Service 
Typical private firms offering 
— average plans 
— progressive plans 
Selected specific private firms 
A labor union offering a progressive plan 

Health care for active duty personnel may be viewed as a benefit, but the impor- 
tance lies more in the relationship to readiness. By contrast, health care for retirees 
and dependents is best viewed as another form of compensation to the serviceman — 
a form which some large employers provide in some way. This benefit is provided in 
the form of two types of "insurance" — the direct care "HMO" and CHAMPUS. 
The purpose of insurance is to limit an individual's exposure to a certain kind of risk 
— in this case cost of illness. Premiums for insurance are either borne solely by the 
individual or employer or shared between them. At present, DoD "pays the pre- 
mium" for the military health care benefit. Two important characteristics of the bene- 
fits are (1) scope, i.e., what is covered, and (2) cost sharing, i.e., what part of costs 
the beneficiary has to pay. 

Inpatient Care. Both the direct care system and CHAMPUS cover all important serv- 
ices for days hospitalized without limit. Private plans generally limit the number of 
days covered to 365 days per confinement. Others cover only the first 120 days of 
hospitalization. Most, however, offer inpatient covered services comparable with the 
military benefit. 

The direct care system requires no inpatient deductible and a nominal daily cost 
sharing (currently $4.65 a day) for non-active-duty beneficiaries. Active duty person- 
nel are exempt from the daily cost sharing. CHAMPUS requires dependents of active 
duty personnel to cost share at the same rate as the direct care system ($4.65 a day); 
retirees and their dependents are required to pay 25 percent of all inpatient charges. 
It would be an unusual private plan that required an inpatient deductible. Most major 
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private employers' plans require co-insurance' only after a specified number of fully 
covered inpatient days (usually 365 per confinement). 

Thus, while covered services provided in the inpatient setting for all beneficiaries 
compare favorably with other plans, financial protection for retirees and their depen- 
dents is distinctly inferior in that a 25 percent co-insurance is required. 

Outpatient care. For all beneficiaries the military outpatient benefit differs in covered 
services and cost sharing between the direct care system and CHAMPUS. For exam- 
ple, CHAMPUS does not cover immunizations and well-baby examination services 
generally available in the direct care system. The direct care system requires no de- 
ductible or co-payment. CHAMPUS requires both: a deductible ($50 per person, 
$100 per family per year) and a co-insurance (20 percent for active duty dependents, 
25 percent for retirees and their dependents). 

CHAMPUS -covered services closely resemble typical private plans. Deductibles in 
the range of $50 per person or $100 per family are common, but not universal, in 
other plans, as is co-insurance of 20 percent after the deductible ha= been met. 
Health Maintenance Organizations (HMOs) generally require a co-payment (usually 
$1 to $3 per visit) but no deductible. HMOs include routine preventive care in their 
covered services. 

Hence, because outpatient care is essentially free to all beneficiaries in the direct 
care system but CHAMPUS beneficiaries pay a deductible and co-payment, the at- 
tractiveness and competitiveness of the military outpatient benefit depends upon 
whether the patient receives his or her care in military facilities or through the 
CHAMPUS program. But even the CHAMPUS program is not far out of line with 
progressive private plans. 

Coverage and Cost Share Upon Retirement. Coverage and cost share for retirees under 
65 years of age have been described above. It would be an unusual company that in- 
creased the co-insurance rate of its health plan oon retirement. It is common, how- 
ever, for private plans to integrate their coverage with Medicare for retirees who are 
65 years of age or older. CHAMPUS coverage terminates for military retirees when 
they reach age 65; there is no Medicare integration. 

Catastrophic Coverage and Lifetime Limit. There is no limit on total out-of-pocket ex- 
penses that may accrue to DoD beneficiaries. The military package carries no lifetime 
limit above which CHAMPUS will not pay. The maximum financial risk to Federal 
employees (excluding premium cost) is $2000 per family per year, usually without a 
lifetime limit. The typical private plans place no limit on out-of-pocket expense but 
usually include high-cost health-care it« .ns such as inpatient services, outpatient labo- 
ratory services, and X-ray studies under the basic plan, which pays 100 percent of 
charges. Most private plans have an established lifetime limit. Goodyear Tire and 
Rubber, for example, will pay no more than $200 thousand per person; IBM and 
Southern Railway both limit the firm'f liability to $250 thousand per family. 

7 The term co-insurance is used here to mean a requirement for a percentage sharing by the 
beneficiary; co-payment is used to mean the requirement for a dollar amount of sharing. Hence, while 
the CHAMPUS program is not technically an insurance program, it does have co-insurance provisions. 

w 
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Table V-2, -Comparison of medical benefits provided DoD beneficiaries, Federal employees, and civ 

Type of plan Oeduci'bie cost sharing 

Gutpatent phySiCiS" 
visits (home 01 office*' 

Othe» oat-mr 
Deductihfe cost sharing out of pocket 

Lifetime* 
I.mit 

DOO BENEFICIARIES 

Direct Care 
AM beneficiaries 

Group practice None 
$4.65/day 

$4.65/day of 
mpanent care/ 
person 

CHAMPUS- 
Active Outy 
Dependents 

Modified compre 
hansiv» medir©! 
plan 

AM services 
365 days/year 

$25/admi$sion or $50/per$on not 
$4,65/day whichever     to exceed $100; 
is greater femily 

20 percent 
coinsurance 

CHAMPUS- 
Retired and 
Dependents 

Comprehensive 
medical plan 

All services 
365 days/year 

Non^ 25 percent of 
charges 

$50/person not 
to exceed $100/ 
famMy 

25 percent 
comsurance 

FEDEPALEMPLOYEES 

Blue Crott/Blue Basic plan with Ali necessary 
Shield-High Option      superimposed charges 365 days/ 

major medical confinement 

20 percent after 
365 days 

MOO/persor, not 

family each year° 

20 percent $1,000 per family $500,000/person in 
»au.UUU'Pdrton tcr 
mental Hi nest 

AfcTNA 
Indemnity 
Option 

High 
Comprehensive 
medical plan 

100 percent of 
first $2,000. room 
and board 

None 20 percent of room 
and board over 
$2,000, 20 percent 
of other hospital 
expenses 

$75/person not to 
exceed $225/family 
per year 

20 percent 
comsurance 

$1,000/person or 
$2,000/family per 
year 

Group Health 
Association - High 
Option 

Group practk i 
pre-payment 

All necessary ser 
vices no limit 

None None, except 
mental health care 
which vanes by 
service rendered 

Sum of mental 
health visit charges 

Kaiser - Northern 
California 

Group practice 
pre-payment 

AM services 365 
days/year 

$1/office visit 
S3 50/home visit 

Sum of visit 
charges 

CIVILIAN EMPLOYEES 

Average Company Basic plan with 
superimposed majo> 
medical 

AM services first 
120 days 

20 percent of 
charges after 120 
days 

$100/famMy per 
year 

20 percent 
coinsurance 

$20.000 - office empl 
$15,000 - non-office 
employee 

Leading Edge 
Company 

Basic plan with 
superimposed major 
medical 

All services 365 
days or more 

None SIOO/famHy per 
year 

20 percent 
coinsurance 

$50,000/person 

Goodyear Tire and        Basic plan with 
Rubber Company superimposed major 
(self-iniured) medical 

AM necessary 
charges for total of 
730 days 
confinement 

None Max.$750/yr for 
X-ray, radium, and 
rarMtinn 

$100/person 
$200/farr>My 

20 percent 
coinsurance^ 

$50.000/year 3200,000/person 

Basic plan with 
superimposed 
major medical 

AM necessary 
charges for 365 
days every 3 years 

Non $150/year8 20 percent 
coinsurance" 

Information not $250,000/family 
available 
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Maximum^ 
out-of-pocket 

Lifetime^ 
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Coverage and 
cost share upon 

retirement i Cost3 
Choice of 

Plan 
Dental 

Coverage 
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Custodial Routine 
Can* Pievennvf 

Coverage Cate 

$4 65/day cf 
mpatient care/ 
person 

No change 

Not applicable 

None 

No 

Yes4 

No 

No limit None Lose CHAMPUSatage65 

$1,000 per family 
opr vear 

$5 00,0007 per ion include*        Medicare B participant has 
£50 rJOO/narson fnr nf>rurim/'    nn rtPrtitr-tihlo nr rnirmimnrp 
mental illn««s 

Self:5 5,675.90 
cm,i,..   «1 *MH in 

No 

$1,000/per5fln or 
S2,000/family per 
year 

Medicare A & B participant 
pays deductible but not 
coinsurance 

Set: 5 $480.22 
Family:  $1,050.66 

Yes (coinsurance varies 
by service rendered) 

Sum of mental 
health visit charges 

No change Self:5 $579.80 
Family:  $14656 

Sum of visit 
charges 

No change Self:5 $404.56 
Family:  $1,033.76 

$20,000 - office employee 
$15,000 - non-office 
employee 

No change Yes6 

No limit $5Q,000/person No change None Ye*S 

$50,000/yea.- $200.000/person $200 deductible on medical - 
dental coverage lapses-inte- 
qrated with Medicar« 

None Yes f ir Union local Yes (20-50 percent 
as a L lit coinsurance) 

Information not 
available 

$250,000/fa-nily Integrated with Medicare Yes (coinsurance varies 
by service rendered) 
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Table V-2. -Comparison of medical benefits provided DoD beneficiaries, Federal employees, 

Type of plan Benefit 

Inpatient 

Deductible 
Other pat tent 

COSt sharing 

Outpatient physician 
visits (home or office!* 

Other patient Maximum' 
Deductible cost sharing out-of-pocket 

CIVILIAN EMPLOYEES (cont'd) 

United Auto 
Workers Imeirtd- 
tional Union 

Basic plan All necessary 
charges for up to 
365 days confine 
ment and 730 days 
nursing home care 

None None Varies by typt of 
care 

Prenatal care, outpatient psychiatric, sub- 
stance abuse, pap smears, covered by baste 
plan. No other outpatient physician visits 
covered. • 

No limit 

Southern Railway 
System 

Basic plan with 
iuperimpoterf majnr 
medical 

All necessary 
charges 

20 percent after 
first $10,000 

S&O/ptf son/illness 
or quarter 

20 percent 
coinsurance 

information not 
available 

Oeneral Motors 
(salaried employees) 

Basic plan with 
superimposed major 
m?d ical 

All necessary 
charges up to 365 
days confinement 
and 730 days nurs- 
ing home uare 

None $50 per person 
$100 per family 

20 percent co- 
payment first 
$2.500 

The maximum of out-of-pocket expense (for covered services only} befgre insurance pays 100 percent; also known as catastropr-ic coverage. 
2 

The maximum amount of dollars the insurer will pay towards care. 
3 

Family of three or more. 

Active duty have free dental care, retirees receive care when space is available; dependents also receive care on spay- available bans with routine care provided in remote areas and overseas only 

Employee pays from 30 percent to 54 percent of premium depending upon plan selected. 

"Public Law 93-222 December 29, 1973, Section 1310(a) requires employers of 25 persons or more to offer an option 
for membership in a qualified H.M.O. in the area in which such employees reside. 

Includes services such as diagnostic X-ray and laboratory, outpatient surgery,etc. 

'Services in footnote 7 are paid in full. 8, 

_L 



irias, Federal employees, and civilian employees (cont'd) 

99 

Maximum* 
OUT -of -pocket 

Lifetime2 
limit 

Coverage and 
cost share upon 

retirement 

Cuttoriiai flOul.r 

Choice of Dental care prevent 
Premium Colt-* plan coverage cnveraye care 

No limit None Integrated with Medicare Family: $2,366.06 Yes Y«s (coinsurance varies 
by service rendered) 

No No 

Information not 
available 

$250.000 Integrated with Medicaie Sell:  $282.95 
Family. $947.04 

Yet 120-50 percent co- 
insurance after deductible! 

No limit $25.000 per yeer Integrand with Medicare      ■ $2,040.00 Yes Yet (coinsurance vanes 
with service rendered) 

No 

i remote areas and overseas only. 

^2 
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Inasmuch as retirees and their dependents are required to pay 25 percent of inpa- 
tient, laboratory, and X-rav charges without a limit on total out-of-pocket expenses. 
financial protection offered to this beneficiary group by CHAMPUS is inferior to that 
offered to Federal civilian employees. On the other hand, manv plans, particularly 
HMOs, mirror the military policy of no lifetime limit. 
Premium Sharing. Military beneficiaries pay no premiums. In the most generous pri- 
vate plans the employer pays the entire premium. It is more common for the em- 
ployer to pay the part of the premium that goes for the employee's health care, requir- 
ing the worker to pay the premium for his dependents. The Federal government 
shares premium costs with its civilian employees. 

Summary. The covered services offered by the CHAMPUS benefit package are in line 
with those offered by leading plans reviewed. The covered services offered within the 
direct care system are broader than in CHAMPUS but are not always available. Fi- 
nancial protection offered by the CHAMPUS benefit package is inferior for retirees 
when compared with other plans; on the other hand, no premium charge is assessed. 
The free outpatient care find modest co-payment required of inpatient care in the di- 
rect care system makes the direct care package highly attractive. However, access to 
direct care is limited. 

Truth in Advertising the Benefit Package 

Regardless of the quality of an employer's health care plan, frustration and dissatis- 
faction are likely to result if it is oversold to prospective employees. 

A review of military recruiting literature distributed in the past few years reveals 
vagueness as to precisely what constitutes the military health ore benefit and what 
degree of financial protection is offered. In some cases the literature promises "free" 
health care for the service member or retiree and his family, but the law has never 
guaranteed such a benefit. As shown above, military health care is not free, particu- 
larly for retirees. Survey data and other studies show that beneficiaries' expectations 
are frequently frustrated. 

Inaccurate, vague, or misleading recruiting and advertising literature appears to 
have contributed substantially to false expectations and beneficiary frustration. Imme- 
diate action should be taken to communicate accurately: (I) covered services and (2) 
financial protection. Active duty personnel and retirees should be the targets of peri- 
odic information programs to ensure accurate understanding of their benefit package. 

Recommendations to Improve Competitiveness 

Maximum Out-ofPocket Expenses. The lack of a cap on out-of-pocket expanses ap- 
pears to be an important shortcoming of the existing benefit package. A limit should 
be instituted on annual maximum out-of-pocket cost per year. Amounts in the neigh- 
borhood of $1000 per person and $2000 per family would appear reasonable and 
consistent with the Federal employees program. 

This change is estimated to cost $74 million for FY 1980 (assuming a 10 percent 
inflation rate). 

Such a cap would also mitigate the cost to retirees when they participate in the 
CHAMPUS program rather than the direct-care system. 

Hjfc    jajjsaswSisfiSiiwaaewa«»«* rmpmm&mjgteayBß 
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The Deductible and Co-Insurance Provisions. Two features of the CHAMPUS pro- 
gram, dcductibles and co-insurance — both absent in the direct care system — were 
designed to inhibit unnecessary demand, and to decrease administrative costs by 
avoiding the processing of laige numbers of small claims. 

The effects of the deductible are hard to determine for CHAMPUS. Studies using 
non-CHAMPUS plans suggest that removing the deductible will raise demand.8 As- 
suming no increase in demand, removing the CHAMPUS deductible would cost about 
$45 million more per year. With the probable increases in demand, the cost would be 
greater. Because of its probable demand-limiting effects, elimination of the CHAM- 
PUS deductible is not recommended. 

Co-insurance features have been shown by recent research to effectively reduce uti- 
lization.9 If the results of such research were applied to the military system, a 15 per- 
cent co-insurance charge for direct-care outpatient visits, which are now free ($3 per 
visit at 1977 OMB interagency rates), would reduce visits by 7.5 percent and gener- 
ate about $74 million in revenues. The savings from reduced visits in the direct care 
system is a function of incremental cost. An incremental cost equal to 20 percent of 
the average cost would save about $8 million, putting the total savings at $82 million. 
If incremental cost equals average cost, the total savings would be $113 million. As- 
suming the cost of administration to be $6 million, net estimated cost savings from 
such a co-payment charge would fall between $72 and $107 million. 

Because such a change would be viewed in isolation from all the other study recom- 
mendations as an erosion of benefits, it is important that the recommendation below 
be considered as part of a comprehensive package of changes. 

To provide a more equitable benefit between those able and not able to use the di- 
rect system and to stem unnecessary utilization in the direct-care system, a nominal 
charge ($3 per visit) for direct-care outpatient visits should be instituted. Active duty 
personnel should be exempted from such charges. 

Well-Baby Care and Immunizations. Preventive service« tor children, particularly 
well-baby exams and immunizations, are recognized by the medical community to be 
both medically and economically sound. Their exclusion under CHAMPUS creates an 
inequity for those parents who do not have direct care available. 

Concern for overutilization would be allayed by carefully defining the upper limits 
of the benefit, e.g., coverage using American Academy of Pediatrics schedule for 
well-baby exams and immunizations for children under two years of age. Annual costs 

8 Joseph P. Newhouse, John E. Rolph, Brant Mori, and Maureen Murphy, An Estimate of the 
Impact of Deductible* on the Demand for Medical Care Services, The Rand Corporation, R-1661- 
HEW, 1979, pp. 32-34. 

9 Joseph P. Newhouse, Insurance Benefits, Out-of-Pocket Payments, and the Demand for Medi- 
cal Care: A Review of the Literature, The Rand Corporation, P-6134, 1978, pp. 5-7. In another report 
(R-2167-HEW), Helms, Newhouse, and Phelps conclude that for a welfare population, facing free in- 
patient care, the imposition of outpatient charges would increase inpatient utilization and increase total 
program costs. Newhouse considers this report inapplicable to military beneficiaries because: (1) We 
are not dealing with a welfare population, and (2) beneficiaries face a $4 65 a day inpatient charge 
rather than totally free care. 
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of including this coverage in CHAMPUS are estimated to fall between $9 and $12 
million. 

CHAMPUS should be expanded to include well-baby exams ami immunizations 
up to two years of age using the American Academy of Pediatrics recommended 
schedule for benefit definition. 

Extension of CHAMPUS Eligibility to Retirees and Their Dependents 65 Years of 
Age and Older. To bring the benefit package into line with the Federal employee pro- 
gram and other private plans, CHAMPUS eligibility should be extended to retirees 
and their dependents 65 years of age and older with Medicare designated as first 
payer. In effect, this would extend the cap on out-of-pocket costs for covered services 
to retirees and their dependents after their 65th birthday. Costs associated with this 
recommendation are estimated to be $28 million if beneficiaries are required to buy 
Part B Medicare for eligibility or $59 million if DoD pays the Medicare Part B pre- 
mium. 

Dental Coverage. Active duty personnel receive a full range of dental services in mili- 
tary facilities. Retirees may receive the same level of care when space, facilities, and 
staff are available. Dependents may also receive this level of care when they are over- 
seas or in CONUS locations where adequate civilian facilities are unavailable. In all 
other areas dependents may receive emergency care and care which is an adjunct to 
medical, surgical, or preventive treatment. As in the case of retirees, all care to de- 
pendents is provided on a space-available basis. CHAMPUS excludes routine dental 
care. 

National trends seem to be catching up with the military dental benefit. A growing 
number of private employers offer a dental package. In 1965 only 1.9 million per- 
sons in the United States were covered by dental insurance. In 1977, the figure was 
48 million.10 

A comparison of two Conference Board surveys, administered in 1972-73 and in 
1975, and Hay-Huggins surveys for 1977 and 1978 suggests that employers' provi- 
sion of some form of dental insurance is quickly changing from a "leading-edge" 
practice to the norm: 

Conference board Hay-Huggins 

1972-73 1975 1977 1978 

Office—Non-office 

Presently 
providing dental 9       13 19 39 44 
insurance (percent) 

Souice:  Mitchell Meyer and Harland Fox, Profile of Employee Benefits (New Vork: The 
Conference Board, 1974; Chapter 2; The Conference Board, Dental Insurance Plans. 1976; 
Hay-Huggins, 1977 NonCasti Compensation Comparison (Hay Associates, 1977) Section V; 
Hay-Huggins, 1978 Non-Cash Compensation Comparison (Hay Associates, 1978) Section V. 

lil American Dental Association, Fact Sheet: Dental Insurance, updated. 
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According to the 1978 Hay-Huggins Survey, dental insurance plans offered bv em- 
ployers tend to be separate plans (71 percent) as opposed to being included in the 
major medical or comprehensive health care plans (29 percent). Typically, the em- 
ployer pays full insurance cost for the employee (83 percent) and dependents (68 per- 
cent). Over 95 percent of dental insurance plans cover preventive care, fillings, ex- 
tractions, and endodontia; between 90 and 95 percent cover inlays and crowns, peri- 
odontia and prosthodontia; about six out of ten cover orthodontia. 

Reasonable and customary fees were identified as the basis for payment of dental 
expenses in eight of ten dental plans. In about half the plans, beneficiaries pay a sepa- 
rate deductible for dental services. About three in ten have no dental deductible, and 
the balance include dental expenses in the overall medical deductible. For plans with 
a separate dental deductible, the deductible amount is $25 per person in half the 
plans and $50 per person in about two-fifths of the plans. Over half the plans set a 
maximum family deductible at between $50 and $100 per year. Co-insurance rates 
typically vary by procedure, with the insurance plan most frequently paying 80 per- 
cent of costs for preventive care, fillings, extractions, endodontia, and periodontia and 
50 percent of costs for orthodontia, inlays and crowns, and prosthodontia. Virtually 
all dental plans (94 percent) set an individual maximum payout for dental care at 
$1000 per year and $5000 per lifetime. 

The cost of providing a comparable dental insurance package to active duty depen- 
dents is estimated at $139 million in FY 1980. 

To remain competitive, at some point in the future DoD will have to include in 
CHAMPUS coverage dental care for dependents of active duty, with appropriate pay- 
out limits and cost-sharing provisions. Given its cost, this change should be under- 
taken only after the earlier recommendations have been implemented. 

CHAMPUS Administration. While the DRMS has gathered no supporting data, anec- 
dotes abound concerning the slowness with which CHAMPUS pays claims. CHAM- 
PUS claim processors are able to process a claim in approximately 13 days. This is of 
little value if a beneficiary has to submit each claim two or three times (due to bene- 
ficiary or processor errors) before payment is received. Slow payment clearly is bur- 
densome to the individual beneficiary. Further, it may partially explain the reluctance 
of physicians to participate in the CHAMPUS program. 

A further irritant is the cumbersome paperwork CHAMPUS requires. The newly 
adopted claim form still requires the beneficiary or sponsor to fill out 18 separate 
items each time a bill is submitted. The DRMS has not evaluated the seriousness of 
this problem; the ASD(HA) should look into the problem und resolve it. 

Reimbursement Methodology. CHAMPUS reimburses individual physicians (or the 
patient who used the physician services) on the basis of a system established for Medi- 
care. According to the CHAMPUS regulation, physicians may be reimbursed up to 
the lower of: 

• The billed charge; 
• The customary (median) charge for similar services by the particular physi- 

cian; 

M 
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• The 80th percentile of prevailing customary charges for similar services in the 
same locale (physician customary charge profiles are updated in Julv using in- 
formation on physician charges billed for services rendered during the previ- 
ous- calendar year); or 

• Applicable charges for policyholders or subscribers of the contractor under 
comparable circumstances. 

The regulation does allow the ASD(HA) to authorize CHAMPUS contractors to de- 
velop alternate methods if the methods will produce reasonable control equal to the 
above method and assure a high level of acceptance by providers. 

The third criterion, the 80th percentile of prevailing customary charges, has been 
the subject of a great deal of controversy within the DoD. In 1976, the percentile was 
set at 75, the same as Medicare. Many beneficiaries complained that physicians would 
not accept payment at the 75th percentile and that as a result beneficiaries were 
forced either to find a physician who would accept such payments or pay the differ- 
ence between the physician's actual fee and the 75lh percentile out-of-pocket. As a 
result of the public debate the Congress, in its FY 79 legislation, raised the schedule 
from the 75th to the 80th percentile. Medicare still pays at the 75th aercentile. 

Beneficiaries are further dissatisfied with the formula used to determine physician 
customary charge profiles, because it pays from a schedule of fees that is an average 
of 18 months out of date. Inflation between the time the schedule was prepared and 
the time physician services are rendered is not taken into account. Hence, the sched- 
ules are artificially low. It is currently held by many that this also has contributed to a 
decrease in physician participation in CHAM°US. 

The DRMS has been unable to substantiate that either the percentile change or the 
formula has contributed to a decrease in participation by physicians. Unfortunately, 
CHAMPUS data do not allow participation rates to be determined, arid therefore can- 
not be used to validate a decrease, if any, in participation. 

It is financially advantageous for beneficiaries to have participating physicians 
available. Therefore, the DoD should develop a greater understanding than thi> report 
can provide of the variables which affect physician participation before making fur 
ther changes designed to increase physician participation. 

Beneficiary Choice of Plan, The direct-care system, constrained by physician and 
other manpower levels as well as by dollars, will never be large a.iough or well 
enough distributed geographically to satisfy all beneficiary demands. Since the 
CHAMPUS program imposes more out-of-pocket costs on the beneficiary than the di- 
rect care system, those who are unable to avail themselves of direct care, for whatever 
reason, may feel they are treated inequitably. The same package h valued differently 
by different individuals. Man) major employers, including the FeJeral Civil Service, 
offer a choice of plans to more nearly accommodate the circumstances and tastes of 
their employees. 

Feelings of inequity would dissipate if beneficiaries were allowed to choose among 
non-DoD health care programs such as those offered to other Federal employees. The 
recent OSD/OMB/HEW Military Health Care Study recommended that DoD con- 
sider a test of the conceit of offering all non-active-duty beneficiaries in a particular 

imß 
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region the option to enroll in their choice of health care plans available locally. That 
recommendation, net er implemented by DoD. should be tested in two regions. A bene- 
ficiary choice will not only to relieve the pressure of excess demand and to enhance 
beneficiary satisfaction, but will help introduce an element of competition into the di- 
rect-care system. Because patient? are captives, the system today lacks institutional in- 
centives for patient satisfaction. A test would allow the DoD medical svstem to assess 
the extent of probl"ms associated with relaxing the captive nature of its clientele. 

Such a test should require beneficiaries opting for another pLn to share in the pre- 
mium cost as civil servants now do. Without such a provision, many eligible benefi- 
ciaries, particularly retirees (51 percent of whom are now enrolled in other plans) 
might rr'grate toward a potentially more lucrative plan, increasing DoD health care 
costs. 

Offering a choice is also consistent with national policy. The 1973 Health Mainte- 
nance Organization law (P.L. 93-222) requires all employers of more than 25 persons 
to offer an HMO as a choice. 

Continuity of Care. The bifurcation of the health care system into CHAMPUS and 
direct car ""'otvs patients to switch or to be switched from one branch of the system 
to the othe*, potentially resulting in harmful or demoralizing discontinuities of care. 

Current regulations prohibit military physicians from making direct referrals. 
Hence, if a local mililar) clinic or hospital lacks the necessary services to treat a ben- 
eficiary's illness, the military physician must either refer the patient t' a military hos- 
pital that offers the required service (even if the hospital is far away from the patient's 
home), allow the patient to find his own care in the local community without eierral 
advice, or attempt to persuade his ot her commanding officer to have the clinic or 
hospital pay for the civilian referral. In the latter case, there is little advantage to the 
commanding officer to pay for the care out of his or her own funds when CHAMPUS 
will pay. In the other cases, the patient suffers. The patient either must be uprooted 
from home lor treatment or must find the right physician or hospital, perhaps in an 
unfamiliar locale to which the patient happens to be assigned. If the patient chooses 
to seek local care, the patient may never be referred back to his or her primary mili- 
tary physician, further inhibiting continuity. 

Two partial remedies appear to be in order: 

• A referral system should be developed to insure that patients seeking private- 
sector care under CHAMPUS find the right providers and that the patients 
are encouraged to return to the referring military physician for follow- up. 

• The USD should, establish the necessary policies and procedures to permit hos- 
pital and clinic commanders to contract locally with civilian providers (on a 
prenegotiated fee scUdule or a capitation basis, using CHAMPUS as the 
source of payment) for cericin types of care now referred to other military hos- 
pitals. 

Such a change would benefit thofw patiei.ts now uprooted for treatment at distant mil- 
itary facilities, would reduce the C08t of transposing tho patients, would enhance the 
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continuity of care, and would encourage cooperation between the direct care system 
and CHAMPUS. 

IMPLICATIONS OF THE TWO MISSIONS 

While readiness and health benefits are to a considerable extent jointly produced in 
the current system, incremental changes to the cm rent size of the direct-care system 
to enhance one mission probably will have little effect on the other. 

In particular, the wartime mission indicates a need for more orthopedic, thoracic, 
and general surgeons than are on active duty or in the Reserve components. 

Large numbers of additional surgeons in the active force would help solve the war- 
time surgeon shortages but would not help much in providing for more peacetime 
care in military hospitals; an enlarged peacetime operation requires a physician incre- 
ment heavy in pediatricians, obstetricians, and family practitioners—specialties al- 
ready in excess supply for the early overseas wartime requirements, which must be 
met with physicians who are on active duty in peacetime. This is not to say, however, 
that more surgeons could not be used in peacetime; nor is it to say that primary care 
physicians are useless in wartime. It is to say thai the wartime and peacetime mis- 
sions dictate very different mixes. The differences are most pronounced between the 
early theater wartime requirements (which must be met primarily with active duty 
physicians) and the peacetime requirements. Table V-3 displays the differences. 

Hence, in order to enhance DoD's capability to meet its early theater require- 
ments, two broad options, in addition to shortening the evacuation policy, could be 
considered: (1) Increase the size of the active duty force and bring CHAMPUS 
workload in-house, an option that would require predominantly primary care physi- 
cians who could be used in other specialties in wartime, and/or (2) increase the num- 
ber and readiness of Reserve surgeons and other specialties that are in short supply. 
The first option — enlarging the peacetime active force, mostly with primary care 
physicians — would: 

• Reduce CHAMPUS costs and increase in-house costs. It is not clear whether 
a net increase or decrease would result. 

• Require additional physician pay, bonuses, or other incentives to attract and 
retain more physicians. 

• Require additional nurse and enlisted manpower to support the added physi- 
cians. This would require an increased service end strength or a reallocation 
of manpower from combat or other support programs. 

• Necessitate the use of many of the added primary care physicians as surgeons 
or other specialists during wartime. 

• Require peacetime training of primary care physicians in the surgical or other 
skills they would need in wartime. Such training would detract from f:me 
spent on patient care. 

The other option, increasing the number of Reserve physicians in theater shortage 
specialties, would: 
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Table V-3.-Comparison of DoD wartime and peacetime physician 
specialty distribution1 

Wartime requirements Projected peacetime 
at D t-30 (percent) inventory (percent) 

CONUS THEATER 

Surgeons 41.0 45.4 12.1 

Pediatricians, 4.7 3.6 20.4 
OB/GYN and 
Family Piactioners 

General Medical 12.5 21.5 20.8 
Officers and 
Flight Surgeons 

Other3 
41.8 29.4 46.7 

Total 100.0 100.0 100.0 

'Excludes residents and interns.   Relerence May 1978 POM   Data for FY 84. 
2 

Includes General Surgeons, Neurosurgeons, Plastic Surgeons, Thoracic Surgeons, Orthopedic 
Suigeons, Cardiac Surgeons, Colon and Rectal Surgeons and Peripheral Vascular Surgeons 
Does not include Flight Surgeons. 

3 
Includes all other physician spec sines found m the active force or identified in the stated 
requirements 

• Require additional pay or other incentives to attract more physicians to join 
and remain in the reserve. 

• Provide a physician specialty mix more closely matched to wartime require- 
ments. 

• Avoid the requirement for increased support manpower in the active force. 
• Provide no significant delivery of health care in peacetime. 

Hence, there are advantages and disadvantages to both mea is of reducing wartime 
physician deficits. Reserve physicians in the right surgical specialties have an advan- 
tage over active duty primary care physicians serving out of their specialty. On the 
other hand, active duty physicians may save the government peacetime money by pro- 
viding care in-house rather than through CHAMPUS. 

The DRMS has not evaluated the tradeoffs among these two options and the option 
of reducing the evacuation policy combined with greater reliance on civilian resources 
in wartime. Professional judgment is required to estimate the seriousness of using pri- 
mary care physicians in other specialties. 



DRMS FINAL REPORT 109 

Nevertheless, the service programs indicate that early theater shortages in certain 
specialties do exist. How best to solve the problem is still an open question deserving 
concerted attention by the OSD, JCS, and services. 

Physician Levels 

The foregoing discussion serves as a prelude to a broader discussion of physician 
requirements, assets, and shortages. The service programs, summarized in Table V-4, 
indicate that between the end of FY 79 and the end of FY 84 iheir active duty physi- 
cian levels will increase by just over 600, with the Army anticipating the largest gain. 
While there is some uncertainty surrounding asset projections, the other variable in 
shortage computations, the requirement is far more complex and open to argument. 

Statements of active duty physician requirements to meet wartime requirements 
should take into account: 

• The degree to which wartime patients can be treated by civilian or reserve 
physicians in private sector or other Federal hospitals, 

• The ability of the Selective Service System to provide drafted physicians, 
• Reserve physician capabilities to fill overseas and CONUS requirements, and 
• Evacuation policy. 

The DRMS notes that not only are the above factors in question but, as shown ear- 
lier in this chapter, there is reason to question the methodology and assumptions that 
underlie current statements of wartime physician requirements. 

Statements of peacetime physician shortages should be evaluated in light of: 

• The extent to which the number of physicians devoted to graduate medical ed- 
ucation programs rather than direct patient care could be lowered through: (1) 
programs to enhance physician retention (and therefore reduce the need for 
graduate medical cducat.on) or (2) greater reliance on graduate medical edu- 
cation in civilian institutions. 

Table V-4.-Projected active duty physician end strengths 
"^ 

Army 

Navy 

Air Force 

DoD 

FY79 

4,173 

3,687 

3,420 

11,280 

FY84 

4,746 

3,670 

3,471 

11,887 

Change 

+573 

- 17 

+ 51 

+607 
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• The extent to which administrative and command positions can be converted 
to non-physician spaces. 

• The relative cost and acceptability of providing care through an enhanced 
CHAMPUS program or alternative health care plans. 

• The extent to which physician extenders can enhance the productivity of the 
physician force. 

Some recent DoD work sheds light on the potential for use of physician extenders. 
In most military hospitals, the bulk of the out-patient workload is seen in the clinics 
dispensing primary care, including basic internal medicine, pediatrics, and obstetrics. 
For the delivery of these types of services, the direct care system does not have to rely 
entirely on physicians. Nurse practitioners have been working in the areas of pediat- 
rics and obstetrics for some time in military hospitals, as in the civilian sector. More 
recently, physician extenders and primary care nurse practitioners have been trained 
to handle many of the more straightforward problems in adult medicine. Recent expe- 
rience in the Air Force shows that th' J:,vct care system can deliver high quality pri- 
mary care to its patients by utilizing physician extenders more heavily and physicians 
less heavily. 

Several Air Force hospitals have participated in a two-year demonstration project 
designed to evaluate a more intensive use of physician extenders. Primary medical 
services were delivered by teams of practitioners, each team typically comprising one 
physician and two or three extenders. This system allowed the clinics to operate effec- 
tively, and achieved good patient acceptance. An investigation of the quality of care 
delivered by the physician extenders has shown that it compared favorably with stan- 
dards set by the physicians. 

If this limited Air Force experience is applicable across the Services, it would be 
possible to reduce the need for primary care physicians by more than 1000 below the 
number of physicians required with no extenders at the cost of 1.5 to 2 times that 
number of physician extenders. 

To summarize, the DRMS can not attest to the validity of physician shortages; nei- 
ther can it confidently refute them. 

Nevertheless, military physician strengths will surely be undermined by: 

• The relative unattractiveness of the Armed Forces Health Professions Scholar- 
ship Program (HPSP) compared with HEW's National Health Service Corps * 
Scholarship Program. HEW stipends increase with inflation* DoD stipends do 
not. HEW students may receive grants up to $25,000 when they set up prac- 
tice; DoD students receive none (DoD students obviously need no funds to set 
up military practices; to offer DoD students a grant to set up a civilian prac- 
tice after leaving the service would provide a perverse retention incentive). 
HEW students may be obligated only to practice as civilians in underserved ? 
areas; DoD students must serve as uniformed military physicians. HEW stu- * 
dents are guaranteed 3 years of postgrtduate time for internship and resi- 
dency. All DoD graduates serve internships, but only half have the opportu- I 
nity for residency. Also, DoD scholarship graduates are not entitled to any of                      I 
the bonus or other supplemental pay provided to other DoD physicians. While 

j 
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the DRMS has not evaluated alternatives for enhancing the program, it 
clearly requires improvement. Further, the HEW program offer« a lucrative 
source of reserve physician manpower. HEW contracts coulrl be amended to 
require graduates to serve two or three years in the reserve components, sub- 
ject to an active duty call only in wartime. 

• Physician pay levels. In 1975. the limit on physicians' Variable Incentive Pay 
(VIP) was raised to $13,500 a year. Three years of inflation has eroded its 
value. Further, the earnings of civilian physicians are increasing faster than 
military pay levels. 

• Physician pay stability. Because VIP and physician's special pay require peri- 
odic legislation, uncertainty is introduced into physician expectations. A more 
stable legislative package could remove some of the uncertainty and perhaps 
enhance physician retention. 

• A lack of incentives for physicians to affiliate with or remain in the Reserve 
components. 

Physician Training 

During the course of this study it was found that, despite Service plans for extensive 
wartime cross-utilization of physician specialties, there exist only the most meager 
peacetime training programs to prepare physicians for their wartime medical tasks. 
Even physicians wlw will serve in their primary specialty izceive little, if any, train- 
ing in the wartime-unique aspects of their specialty. The situation requires attention. 
The use of civilian trauma and burn centers should be pursued to help with the peace- 
time training of DoD physicians for some of their wartime-required skills. Extra 
training time clearly detracts from routine daily patient care, yet the health care sys- 
tem must balance its re ources to best accomplish both its readiness and benefit mis- 
sions. Both are important. 

ORGANIZATION AND MANAGEMENT 

Several of the numerous previous studies of military health care have recommen- 
ded some form of consolidation. Energy expanded in the ensuing debate has tended 
too often to divert attention from other more important issues. The DRMS has not 
taken up the consolidation question on the grounds that it is not the right place to 
start; more fundamental questions dealing with roles and missions require attention 
before the value of consolidation can even be assessed. Moreover, it is difficult to 
show that either regional commanders or a central DoD agency would substantially 
improve the efficiency or effectiveness of the health care system, or to show that they 
would not. 

This may well be another question on which the two missions pull in opposite di- 
rections. With the benefit mission solely or primarily in mind, consolidation, perhaps 
even the creation of a single, unified DoD health care agency, seems attractive. But 
with the readiness mission primarily in mind, the current decentralized system, more 
closely linked to the deploying forces, seems better. With the realization that desir- 
able objectives can often conflict, the DRMS opts for a more concerted effort to pursue 
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both missions through the current, decentralized system. If the recommendations 
made earlier in this study are implemented and the system does not improve enough, 
then the question of consolidation should be reopened. 

Nevertheless, stronger leadership and more aggressive management by the Secre- 
tary of Defense, the Assistant Secretary of Defense (Health Affairs) and the Assistant 
Secretary of Defense (Manpower, Reserve Affairs, and Logistics) are clearly war- 
ranted. Analysis of the service programs shows that wartime medical planning is in- 
consistent across services. A further serious problem, not entirely unrelated to the 
lack of top management attention, is the absence of useful management information. 

The OMB/DOD/HEW 1975 Study noted that "the MHSS is handicapped by lack 
of adequate population, workload, and cost data and comparable information systems 
for the Military Department." The Senate Appropriations Committee, in discussing 
the Tri-Service Medical Information System (TRlMlS) program, cited a General Ac- 
counting Office report which stated, "A lack of medical standard data elements and 
codes among the services (is) a situation which greatly complicates efforts to design 
and implement a standardized system." A 1977 study on health facility acquisition 
stated, "Lack of population definition has resulted in an inability to accurately define 
or project the size and health characteristics of the population at risk." Such defects 
continue. They inhibit attempts at both planning and program monitoring, and should 
be corrected. 

The following activities in progress could improve the situation: 

• A task force that is working on standardization of data elements and codes. 
• An enrollment feasibility study. (Enrollment is clearly feasible and helpful for 

management; DoD should implement an enrollment system vHhout delay.) 
• An ongoing contract to develop a Defense Medical Management Information 

System, resolving existent data differences among the individual services. 
• A Health Resources forecasting model, designed to predict demand, that is 

under development. 
• A Uniform Chart of Accounts that has been designed but not yet imple- 

mented. 

Completion of these activities would mark real progress in management informa- 
tion. They simply proceed too slowly; most have been on the agenda for years. Strong 
and determined efforts will be required to complete their development and evaluation, 
and to put the effective ones into use in boih planning and program management. 


