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Executive Abstract

Horizontal or vertical organizational restructuring: Which method is best?  With many commands facing restructuring initiatives, consolidation, and budget cuts, it becomes paramount for them to approach these issues with systematic methods or models.  Most commands and organizations tend to apply horizontal cuts across all departments and divisions that lead to a loss of value added core competencies within the command.  We contend that vertical restructuring initiatives applied with the use of the Quadrant Model (Quad Model) and Activity Based Costing (ABC) provide a wiser approach.  An analysis of the advantages and disadvantages of both horizontal and vertical restructuring techniques will be presented followed by detailed discussion of the Quad Model and ABC and how they can be applied to analyze core competencies, true associated costs, and lead to value added decisions.

ISSUE:    Horizontal or vertical organizational restructuring: Which method is best?  This paper discusses a systemic methodology for planning, executing and implementing an analysis of organizational restructuring as a result of budgetary constraints through the use of the Quadrant Model (Quad Model) and Activity Based Costing (ABC).

BACKGROUND:  In most instances when commands are faced with forced restructuring due to budgetary constraints, experience has shown that horizontal cuts across all departments and divisions have been uniformly applied.  This approach should come as no surprise when you look at the precedent set throughout DOD.  In FY04, Navy funding of OM&N dollars down to major claimants applied horizontal cuts in the exact percentage as the initial funding was distributed.  When this identical cut was applied within a major command down to its individual claimants, the exact approach was used with the standard percentage reflecting the initial distribution.  If this same approach is used in individual commands, it may lead to unplanned losses in value added functions and reduced command capabilities in addition to the desired reductions in non-value areas.  Systematic analysis of core competencies, true operational costs in all areas, and system constraints are seldom considered.  If they were, better command decisions could be made that would enable the continued funding of core competencies and value added functions while focusing on vertical reductions in the non-core and non-value areas within the command.  

Effective restructuring cannot be fully achieved unless organizations have an integral understanding of the command’s products and services that contribute directly to their mission and vision as well as the costs associated with all of the functions within the command.  The way a command addresses its shortages or refines its processes is the difference between an effective and ineffective organization.  A complete and thorough look at an organization’s processes and services are a must before truly effective cuts can be applied.  Two alternatives for command restructuring are further analyzed below.

ANALYSIS OF ALTERNATIVES

Vertical Cut Displacement:  Application of organizational restructuring is applied to specific departments, divisions, or functions (products and services).

· Advantages:

· Reductions only applied to non-value added functions

· Decisions based on command’s mission, vision and true cost

· Enables effective management of resources

· Disadvantages:

· Requires application of models for analysis (Quad, ABC)

· More labor intensive

· More time consuming

· More expensive

Horizontal Cut Displacement:  Application of organizational restructuring is applied uniformly across all departments based on total funding percentages.

· Advantages:  

· Very easy to apply 

· Limited analysis of costs required

· Assumption can be made that all departments have excess capacity in funds

· Disadvantages:

·  No distinction between value added and non-value added functions

·  Reductions are applied uniformly across the board

·  Does not promote effective utilization of resources

IMPLEMENTATION STRATEGIES

Application of the Quad and ABC Models can assist commands in making prudent restructuring decisions.  The Quad Model is based on a tool initially presented to the Marine Corps by Dr. Richard Young of the Penn State University Center for Logistics Research.  Fundamental use of this tool was designed to assist supply chain managers in categorizing inventory by its uniqueness and value; in other words, core processes and core competencies.  The original intent of this model has been adapted for other uses such as assisting commands in evaluating organizational constraints and functional activities where there are little or no perceived returns on investment, i.e. non-value added functions.  Organizational constraints are often overlooked in restructuring initiatives.  The Quad Model can also be used to demonstrate how organizations should evaluate core competencies for restructuring initiatives.  The Quad Model provides a means to make sound business decisions based on identifying and removing the constraints that limit the performance of an organization.  Improvements can only be obtained by addressing these organizational constraints that limit achieving higher performance goals.  When this approach is taken, restructuring can become a rewarding experience with the opportunity to finely tune an organization for optimal mission accomplishment.
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Simply put, the Quad Model is a box with four squares (quadrants).  The vertical axis represents the uniqueness of a particular function.  Functions that are unique will typically have one or few sources for support and can be categorized as being core capabilities.  The horizontal axis represents the function’s value or importance to an organization’s overall mission.  Activities and functions within a command are categorized as being core or non-core capabilities and being value added or non-value added.  The functions are then placed in one of the four quadrants that represent its classification.  The squares are labeled bottleneck (low value/core capability), critical (high value/core capability), routine (low value/non-core), and leveraged (high value/non-core). 

Command improvements can be obtained by addressing functions through the use of the Quad Model to identify constraints.  A chain is only as strong as its weakest link.  A command is like the chain with the different functions within a command organization representing the individual links.  If one of these functions (links) is weak, it either needs to be strengthened or removed.

Activity Based Costing (ABC) is an accounting technique that allows an organization to determine the actual cost associated with each product and service produced by the organization without regard to the organizational structure.  In order to achieve the major goals of business process improvement and budget constrained restructuring, managers need to fully understand the cost, time, and quality of activities performed by employees or machines throughout an entire organization.

Documenting and understanding activities is necessary in order to improve the business process.  When organizations understand the activities they perform, they can also better understand the associated costs.  Before performing ABC, a baseline or a starting point is needed.  A baseline is a documentation of the command’s processes, measures, costs and interrelationships at a particular point in time.  Through baselining, departmental inputs and outputs across functional lines of business can be identified.  ABC is the primary improvement methodology that provides output or unit costs.  An important predecessor of ABC is for the organization's activities to be defined as value added core or non-value added non-core capabilities.  Value added capabilities are those that contribute directly to the command’s mission and vision.  Non-value added capabilities might create waste, result in delays, or add costs to products and services.  It is through ABC, that an organization can begin to see actual dollar costs of individual activities/functions, find opportunities to streamline, reduce costs, or eliminate the entire activity, especially if there is no value added.  The ability to identify costs of activities/functions and their respective outputs provides a clear metric for improvement, determines improvement priorities, and evaluates where budget cuts should be made.  ABC allows management to analyze the value of and need for each activity or function. 

How should an organization proceed to fine tune for optimal effectiveness using these two models?  We propose starting with the Quad Model to focus on identifying functional areas and their relative significance to the organization.  Applications of ABC can then be applied to identify the true costs of these functions and where the cuts should be applied.  

The Quad Model will enable organizations to identify functions within the organization and then categorize them in the Quad.  The command then will have a good understanding of where their core capable, high value (critical) processes lie.  These are the areas that must remain fully funded and not endure any cuts or restructuring.  The low value core capabilities identify the bottlenecks or constraints within the command.  These are the areas where process improvements and possibly restructuring should be directed to improve efficiency and value.  The goal of these improvements would be to improve and move these functions into the critical block.  The other two blocks are non-core capabilities where the majority of the reductions should be targeted.  Subsequent application of ABC to the functions identified in the Quad can further identify where the wastes in the command are located.

CONCLUSION / RECOMMENDATIONS

By no means is this the absolute methodology for restructuring but it does present an alternative perspective with approaches and recommendations based on sound models.  It is clear that commands are better able to manage resources and make better fiscal decisions using vertical cuts.  The downside to this is reflected in the requirement to have a better understanding of cost and mission requirements, which is a time and labor intensive effort.  Commands are only bound by their imagination for the applications of the Quad Model and ABC to analyze the core competencies, mission constraints, and true costs associated.  In the end, commands must understand their basic functions and the true costs associated if they are going to make the right decisions.  We believe the Quad Model and ABC will best enable commands to do this. 
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