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ANALYSIS OF COSTS MONITORING AND EVALUATION

(A KÖLTSÉGELEMZÉS VIZSGÁLATA ÉS ÉRTÉKELÉSE) 

Armed forces expenditures are a large burden for every state. Currently in the Czech Republic there is a 
trend to decrease state budget expenditures. This is the primary reason that the armed forces seek to use 
allocated funds more effectively.  To make the most effective use of the available resources it is essential 
to know the cost of everyday activities. If we can plan and subsequently evaluate expenses on individual 
activities it will allow for more effective use of financial means. 

From a general perspective, the armed forces of each country use considerable resources from the state budget. 

These are inevitable expenditures, as defence of the state is one of the main priorities of each country. This also 

applies to the Czech Republic. The Armed Forces of the Czech Republic (AČR) have gone through the first 

stages of a reform during which basic reorganization has been carried out. These reorganized armed forces are 

consequently much smaller and more modern. They better suit the needs of our country not only from the per-

spective of military-political ambitions and defence of the state, but also from an economic perspective. Basically 

every country must contend with the fact that money spent on the armed forces, from an economical point of view 

is an inefficient expenditure. Every country is forced to solve the problematic question of how large a sum it cans 

effort to spend on state defence1. 

It is not the subject of this article to deal with an economical-political analysis of defence expenditures. It is obvi-

ous that development of science and technology in the past decades has increased the number of products and 

of course also the advancement of military armaments. Military equipment becomes outdated very fast and new, 

more modern gear is much more expensive. On one hand, there are the military requirements placed on financial 

resources from the state budget which are sometimes justified, but sometimes based on the exaggerated ambi-

tions of military representatives. Every commander wants to command a modern well-equipped army. On the oth-

er hand, there is the need to divide state the budget between healthcare, education, social policies, etc. Politi-

cians decide how much of the state budget will be released in favour of the army2.

The financial means that are being allocated from the state budget to the Ministry of Defence budget may be 

spent in various ways3. The Ministry of Defence and the Army can continue its sometimes inefficient ways or it 

can introduce new elements of economy into its operations and thus gain better benefits from these funds. The 

leadership of the Ministry of Defence is keenly aware of this situation and that is why it has implemented new pro-

cesses that increase the effectiveness of using allocated financial means. But, we are still at the beginning of an 

endless process.

Certain efforts to place new economical controls under the Ministry of Defence were initiated soon after1989. In 

the first half of 1990’s, the department leadership originally focused on the American Planning, Programming and 

Budgeting System (PPBS). Many steps and efforts had been executed to implement this system into Czech Min-

istry of Defence, but without any noticeable success. Making an objective analysis we found out that the system-

atic long lasting effort to introduce the PPBS into the department has affected the perception of economics in the 

everyday doings of the entire Ministry. People started to speak, handle and think about things that used to be of 

little interest. Before 1989 the eastern block armies were accustomed to receive whatever they needed. In 1994, 

1 CHAN, S., MINTZ, A.: Defense, Welfare, and Growth. London: 1992. ISBN 0-415-07599-8.
2 HITCH, CH., McKEAN, R. N.:The Economics of Defense in the Nuclear Age. New York: Atheneum, 1986. 
  ISBN 0-689-70094-6.
3 HEO, U.: The Political Ecovomy of Defense Spending Around the World. New York: 1999. ISBN 0-7734-8019-X.
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the attempts to implement PPBS brought fundamental changes. Expense planning, monitoring and evaluation be-

came the topical. At that time the employees of the Czech Ministry of Defence were not ready for such a change. 

Nobody knew how, according to what directives and based on what principles to plan individual military actions4. 

Nobody understood what further steps were to follow. It is necessary to pose the question − did members of the 

Army and the Ministry leadership have an interest in monitoring and carrying out these principles. Only after a few 

years of implementation of PPBS were these principles modified in accordance with the conditions of the Czech 

Defence Department. PPBS was modified into two independent plans; in some ways an overestimated medium-

term and a short-term financial plan (annual plan). The long term development of the Ministry ceased to be topic-

al.

Generally said, the medium-term plan specifies the activities of separate elements of the Ministry of Defence to 

the level of military units as cost centres including their financial evaluation A lot has been said and written about 

medium-term planning: how to make it up and how to work with it. Of course one can doubt if the medium-term 

plan is the right move for achieving a higher form of effectiveness when using allocated defence funds by the Min-

istry of Defence. Great interest is placed upon the planning process and many employees do spend an unbeliev-

able amount of time and energy on it.

The one year plan is based on the financial medium-term plan outputs. While the medium-term plan plans ex-

penditures on various military activities into the level of planning expenses categories, the short-term plan goes 

into detail ending up with budget sub-item and commodity entries. You can easily find many crucial problems that 

must be solved. Some of the most important ones:  

− the medium-term plan is being made up in a gliding way, which means that the nearest planning year will  

be transferred from the medium-term plan into the annual plan and into the medium-term plan you put 

data valid for the new year. This approach causes serious insufficiency as in principle every new cycle of 

the medium-term plan is being changed in a very fundamental way which practically means that you must 

create the medium-term plan anew;

− the plans are created and sent for coordination to different sections of the Ministry of Defence. The medi-

um-term plan, including the economical indices is put together by the Force Planning Section of the MoD. 

The short-term plan is the responsibility of the Economic Section of MoD;

− both plans are elaborated in different programs, based on different financial standards.  

Unlike all difficulties, the medium-term plan is the basic document that defines the Army development direction for 

the following years, including the calculation of the activity cost. 

One of the basic insufficiencies when completing the medium-term plan, regarding its financial parts, is the fact 

that this plan is based upon inexact financial norms. The ambition of responsible officers is to consistently plan 

the five year activity of the Army with the accuracy of the planning expenditure category, which makes the plan in 

the end less transparent.   

The conception of present place and role of the medium-term plan shows the plan rather as a purposeless docu-

ment. In principle, each financial plan should be instrumental to plan activities and sufficient financial funds in cer-

tain structure for a certain period. If we want a plan not to be a purposeless document, then its creation must be 

the very beginning of the work with the plan. Another very important step is continuous evaluation and revision; 

revision not only of the plan, but also of the activities of the Army. 

During the creation of the medium-term plan the Ministry of Defence committed some inaccuracies that in the end 

decreases the degree of efficiency of the medium-term plan. The initiators of the medium-term plan use the eco-

nomical category “expense” instead of “cost”. The authors focus on accurate calculation of financial requirements, 

but they do not concentrate on the warehouse stock situation even though, as it is known, there is stock valued in 

the millions.

4 In this article “action” means individual military activity - whose costs we would like to know. In real life it can be the everyday 
life, individual exercises, training, and army presentation in public and so on.  
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Based on economic theory, we must distinguish costs from financial expenses. The basic difference is that ex-

penditures reflect only the change in the structures belonging both to enterprise and the Army. For example, if we 

buy petrol, we do spend financial means on it which are transformed into property ― in this case petrol. When we 

refuel a vehicle that is supposed to carry out an activity with that petrol, then the consumed petrol is the cost of 

that activity. 

The basic cost categories are: 

− Material Cost;

− Salaries and other personal costs;

− Other financial costs (e.g. tax….);

− Supporting service cost (reparation, hire cost, watch keeping…..).

One of the basic problems at this stage is to specify the activities and place them into categories. From the most 

general point of view it seems pragmatic to divide activities and connected costs into two basic categories:  

− “everyday life” of units and facilities;

− other activities.

How do we come to understand the term “everyday life”? This category covers in accordance with present guid-

ance “common life support” that we can trace in the 00000 activity5. Here we have costs that are connected with 

the everyday life of a unit that fulfil common, routine activities. Soldiers go to work and they commit ordinary train-

ing in garrison, salary expenses, catering expenses, infrastructure support expenses, laundry and so on.  Until the 

present time there has been no clear definition of what should and what should not be put into the “everyday life 

activity” and where the activity we would like to observe separately starts. Some commanders declare that, for ex-

ample, driving a car that goes for laundry or mail is training because it improves the soldier’s driving skills. This 

statement is a mistaken interpretation as driving for mail is exactly the activity that is connected with common 

everyday life at a base. 

Activities that are outside everyday life are those that are usually stated in the training year plan of the unit – 

these are special training, wide spread training, exercises and presentation of the Army in public. When conduct-

ing these activities, the Army fulfils the aims and tasks of the Ministry of Defence.  

In this connection it seems advisable to change the present code list of activities into a code list of “actions” with a 

precise definition of their area. This revised code list based principally on aims and tasks of the Ministry of De-

fence should create the basis – the structure of medium-term plan. However, there is one basic problem. Even 

though we succeeded in the creation of this new code list during the year 2006, no one has been able to express 

in numbers the cost of an action. The question is how to find out this needed information?

There are two basic methods: 

− the first option is to professionally estimate the costs and in the following years to edit them in accordance 

with the recent experience;

− the other option is to trace at least partially the expenses “ex post”. This means to find out the money 

spent on some actions and to take the results as the basis for creation of costs of chosen actions. 

A second method that seems to be less scientific is a method that allows us to start working immediately and will 

give us realistic and tangible results that will make the foundation for new standards. 

At the Joint Forces HQs in Olomouc, where I work, we try to actively support this system and to develop it in ac-

cordance with our possibilities. In the year 2005, we laid down the foundations of this process in close coopera-

tion with the Economic Section of the Ministry of Defence. We traced the exercise costs at one chosen unit and 

then we implemented the data into the cost and accounting management. It is obvious that it was a small step, 

but it is important that it was made.   

At the present time, we are cooperating with the Economic Section of MoD on the creation of the new code list of  

actions with the aim to put this code list into effect in 2007. If we succeed in this we will have achieved an import-
5 At present in the defence department legislation they use the term “activity”. Activity is for costs monitoring a wide concept that 
is necessary to distinguish with the term “action” in this article   
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ant step in the process of monitoring costs. It will help us to learn cost planning because from the fundamental 

point of view, it is the first and basic step. In the future the Ministry of Defence will be given funds from the state 

budget. If the competent managers know action costs, they will be able to plan and control these funds and to de-

cide which action is too expensive and non-effective or if desired to allocate funds. By spending money on this ac-

tion the Army gains higher effect - as for example higher level of force training.  

In the year 2006, there was a lot of work in front of us. As it was mentioned above we had to continue on the ac-

tion code list that should be based on the aims and tasks of the Ministry of Defence.  

During the trial testing of costs an essential fact has been found out. Until recently a very small group of clerks at 

the Ministry of Defence, General Staff of AČR (today a part of the Integrated Ministry of Defence), higher levels of 

command and control and last but not least at military schools also, has monitored the processes. It is obvious 

who in the past monitored the costs at the military unit level - it was the current employees of every unit, not only 

soldiers but also civilian employees. They were the commanders, economic service authorities, officers at ac-

counting workstations and all logistics staffs. It is the logisticians who control the flow of the belongings. Are these 

employees proficiently prepared for this? We must suppose that it will be necessary to work methodically with 

them in the following period. On the other hand there is another question: why should we use accounting system 

that would be able to trace action costs when there will be no people available to put data into the accounting sys-

tem? In an Army that has recently become younger, there are a large number of employees who have a good 

awareness of these economic processes, as they graduated during the last ten years. However, are these young 

people able to orientate themselves in transmitting their knowledge into practice? Additionally, there are also older 

employees who graduated in the period when there existed no study about similar economic cost categories.

Therefore, it is necessary to take the year 2006 as the year that had is dedicated to creating a methodology for 

the Employees. To test, to teach them how to enter data into the accounting system and consequently to evaluate 

the given data. Based on these facts, the employees of units subordinated to the Joint Forces HQs were trained 

by the University of Defence in Brno. In the second half of the year 2006 we performed at least one short test sim-

ilar to the test performed in 2005 - with the only aim to prepare the employees for the process in 2007.  In that 

year, we hoped to put the basic elements of cost monitoring into real life operation for chosen activities of the Ar-

moured Forces, if the leadership of Ministry of Defence grants priority on this project.  

CONCLUSION

Our main aim for the year 2007 was to establish a basis to the monitoring process, to have it so that in real life we 

would be able to trace cost items on chosen activities so that the Ministry of Defence employees will have learned 

how to plan. Finally, it will have taught us how to get the largest effect from the funds allocated from the state 

budget. We can assume with largest probability that the funds will decrease in the future. 
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