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November 21, 2001

Mr. Patrick Fox
Department of the Air Force (SAF/IAPX)
1500 Wilson Blvd., Suite 900
 
Rosslyn, VA 22209

Dear Mr. Fox:

KPMG Consulting, Inc. is pleased to provide the Performance Based Budgeting (PBB) Lessons Learned / Process Improvements Recommendations for Fiscal Year 2001 in accordance with Contract GS-23F-9796H, Delivery Order T0699BN2889, CDRL A050.

The FY01 budget cycle was the inaugural year for PBB.  The intent of PBB is to link corporate strategy, planning, and performance measures when building and justifying the Foreign Military Sales (FMS) Administrative budget.  This document describes inhibitors experienced during the year and provides recommendations to improve future cycles.  

KPMG Consulting, Inc. is pleased to be participating in this important project.  If you have any further questions, please feel free to call Jon Steen or myself at (703) 685-5402.

Very truly yours,

KPMG Consulting, Inc.

Alex Amenabar

Managing Director
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1.0 INTRODUCTION

The Deputy Under Secretary of the Air Force for International Affairs (SAF/IA) and the Assistant Secretary of the Air Force for Financial Management Deputy Assistant Secretary (Budget) Directorate of Budget Investment (SAF/FMBIS) contracted with KPMG Consulting, Inc. to assist with the Performance Based Budgeting (PBB) effort for Foreign Military Sales (FMS) Administrative budget.  

The intent of this “lessons learned” document is to identify the circumstances which prevent efficient process steps within the PBB cycle and provide recommendations on overcoming those obstacles.  It is intended as a roadmap for future process improvement initiatives related to PBB.  

1.1
PERFORMANCE BASED BUDGETING BACKGROUND

The Department of Defense (DoD) utilizes the Security Cooperation Program to provide defense items, services, and military training through cash and credit sales, grants, leases, and loans.  FMS is a critical component of this program.  In fiscal year (FY) 1999, the Air Force, Army, Navy, and other defense organizations, known collectively as Implementing Agencies (IAs), had combined sales of over $12.2 billion.  

The Defense Security Cooperation Agency (DSCA) is responsible for coordinating and overseeing all FMS programs.  DSCA manages the FMS Administrative Trust Fund, which was developed to fund the FMS infrastructure and support the execution of all FMS.  

Several stakeholders have voiced a need to develop more accountability and cost visibility of the FMS program.  Most notably, the General Accounting Office (GAO) released a report in November 1999 entitled Foreign Military Sales: Efforts to Improve Administration Hampered by Insufficient Information, which concluded, “the DoD does not have sufficient information to determine the administrative costs associated with the FMS program.”  A bottoms up push from the IAs is also occurring in the form of separate costing initiatives all seeking to improve cost information and FMS management and operational data.  Additionally, DSCA leadership recognizes that adopting a process that enables performance based budgeting is crucial to the health and survival of the FMS program.

The convergence of these events has prompted DSCA to both develop a new budget process and commission a study to assess the costing capability for the Military Departments (MILDEPs), to include projected resources and time necessary to develop standard and reliable costing capabilities at the MILDEP level.  Consequently, KPMG Consulting was retained in June of 2000 to assist with the design, implementation, and documentation for the new PBB cycle.  

1.2
OBJECTIVES OF PERFORMANCE BASED BUDGETING

PBB establishes a process and framework to include implementation planning.  The objectives of the PBB effort are to:

· Develop a multi-year process to link budgets to corporate strategy, planning, performance measures, and execution

· Provide a basis for determining and allocating the annual FMS Administrative Trust Fund ceiling

· Design a mechanism for developing DSCA-level corporate performance plans and IA-level operational performance plans

· Respond to inquiries and concerns from Congress, the Office of Management and Budget (OMB), and GAO

1.3
PURPOSE OF DOCUMENT

For the purposes of this project, DSCA devised strategies to build organization-wide commitment and support, while minimizing resistance, and contributing to the efficient use of the new PBB cycle.  This process has been considered a major initiative within both DSCA and the Air Force, and has faced a variety of implementation challenges.  This document reviews PBB’s inaugural year and provides insights on how some of the steps within the PBB process can be improved for subsequent years.

The purpose of documenting the existing circumstances and recommendations for improvement is to bring attention to the variety of obstacles that may cause the PBB process to deviate from the ultimate goal of linking budgets to corporate strategy, planning, performance measures, and execution.  

KPMG Consulting will use this document to provide an impartial analysis of existing business issues and make suggestions for improvement.  Some of the recommendations provided will be “quick fix” solutions, while others will be long-term efforts.

2.0 dATA AND iNFORMATION gATHERING

The first stage in the PBB cycle is Data and Information Gathering.  The purpose of this stage and the processes within is to provide an opportunity and forum for DSCA and the IAs to communicate issues important to the FMS environment as a whole.  In order to plan and develop the budget, the IAs and DSCA must first understand the internal and external issues that affect the Security Cooperation community.  In the “Call for Security Cooperation Issues” process, DSCA initiates dialogue within the agency and with the IAs.

2.1 CALL FOR SECURITY COOPERATION ISSUES

The purpose of this process is to provide DSCA with a better understanding of the IA’s working environment.  Content focuses on the internal and external assessment of Security Cooperation activities (e.g., the top five major issues that impact IAs’ missions and workload).

Inhibitor: Lack of Distribution and Communication

Description: Preparation of the response requires communication among the internal components within the Air Force.  If the Call is only answered at the directorate-level, the result may be limited dialogue and could potentially fail to expose a critical issue that may impact some aspect of the Air Force Security Cooperation community. 

Recommendation: In order for DSCA to fully understand the Air Force environment, it is crucial to disseminate the Call throughout the entire Air Force Security Cooperation community and gather inputs accordingly.  Information gathered in this step is used as the foundation in development of the DSCA Guidance.  Hence, information communicated from the MILDEP commands will not only be useful to DSCA, but can also provide a better understanding at the directorate-level regarding current issues and challenges facing their subordinate commands.  To solve this problem, it is recommended that this step in the PBB process be broadcast via the respective chain of command to all subordinate commands.  This advance notice will allow the commands to gather and refine information for eventual submission to their respective higher headquarters or directorates.  It will also allow sufficient time to adequately meet the associated suspense for inputs.  By allowing all interested parties to provide input for the Call, both the directorate and DSCA receives a diverse submission of major concerns and challenges, not merely one organization’s perspective.  

1.0 Planning and Programming

The Planning and Programming stage consists of the development of goals and objectives for DSCA and IAs.  This stage establishes priorities based on National Security Strategy (NSS) and the Security Cooperation mission.  The Planning and Programming stage is an iterative process between DSCA and IAs.  The development of goals and strategies results from dialogue that begins with DSCA publishing its Guidance document and ends with the Security Cooperation Programming Conference (SCPC).  The ultimate outcome of the Planning and Programming stage is a comprehensive strategy presenting how DSCA and IAs will allocate resources.  This stage of the PBB cycle represents the most fundamental change in how DSCA and the IAs have historically done budgeting.  This push for increased planning and collaboration regarding goals and performance standards is the hallmark of the new PBB cycle.

3.1
PUBLICATION OF DSCA GUIDANCE DOCUMENT

The purpose of the DSCA Guidance document is to consolidate the information gathered internally from various DSCA Directorates and externally from IAs that conduct activities using FMS Administrative funding.  Equally important, the Guidance serves as the corporate document that presents DSCA’s vision and information regarding budget, planning, and programming. 

Inhibitor: Lack of Operational Guidance

Description: The purpose of the DSCA Guidance is to establish the guidelines and programs by which FMS Administrative budget funding will be used and outlines a framework for DSCA and IAs to adhere to when conducting business in the upcoming fiscal year.  The DSCA Guidance that was provided in FY01 was more informational in nature and restated the issues and challenges that were collected during the Call for Security Issues step.  More importantly, performance levels and resource requirements were not included.  

Recommendation: The IAs would better benefit from the DSCA Guidance if it provided more direction and information on core policy, strategy, and resource planning.  With this information the IAs would better understand the direction DSCA is heading and what the MIlDEPs need to accomplish to help DSCA meet these objectives.  Without this information, the PBB process may not reach one of its goals – designing a planning and budgeting cycle that allows for top-down corporate-level objectives and bottom-up operational planning.

3.2
DEVELOPMENT OF IMPLEMENTING AGENCY SECURITY COOPERATION PERFORMANCE PLAN

After the DSCA Guidance was published and distributed, the MILDEPs developed the Implementing Agency Security Cooperation Performance Plan (IASCPP), which is each MILDEP’s individual response to the DSCA Guidance.  The IASCPP gives the MILDEPs the opportunity to define goals and to identify the defense articles, services, performance levels, and resources required for that organization to conduct Security Cooperation activities.  The IASCPP serves as a formal internal plan for linking budgeting, planning, and performance measures.

Inhibitor: Limited Executive-Level Involvement  

Description: During initial development of the IASCPP, a greater level of Executive leadership involvement would be beneficial.  For the FY01 Air Force IASCPP, Executive level coordination did not occur until the document was near completion.
Recommendation: The primary content for the IASCPP outline should be coordinated at the executive-level (i.e., Security Assistance Resources Board members) as early in the process as feasible.  This will ensure the proper message and themes that cross command boundaries are captured to the satisfaction of senior leadership. 
3.3
SECURITY COOPERATION PROGRAMMING CONFERENCE (SCPC)

The SCPC serves as the forum for DSCA to receive input and to engage in open dialogue with IAs regarding the information provided in the DSCA Guidance.  The SCPC gives the IAs an opportunity to discuss and debate issues and concerns for the upcoming fiscal year.  

Inhibitor: Presentation Consistency

Description: Despite the fact that DSCA distributed a template for the MILDEPs to follow when building and ultimately presenting their material during the SCPC, information presented by the MILDEPs varied significantly.  The material that DSCA provided in their templates was included in all presentations, however, additional material inserted by the MILDEPs caused the variation in format, but more importantly, content.  Due to this variation, comparison of data elements provided by the three services was difficult.  
Recommendation: DSCA should enforce the content and format guidelines regarding the presentations for the conference.  Supplemental information should not be permitted unless a MILDEP has received prior approval from DSCA.  Additionally, to aid in coordination and communication, all specific MILDEP information that is not mandated by DSCA should be conveyed to the other MILDEPs prior to the conference.  It is recommended that PBB participants communicate frequently during this stage to ensure consistency across the MILDEPs.  

As an alternative, DSCA could mandate both content and format for a core section of the brief, but allow each MILDEP a specific number of slides to discuss issues of importance to their organization. 

Inhibitor: Clear Set of Objectives

Description: Because DSCA did not publish or communicate their objectives for the conference, the MILDEPs were unsure how to adequately prepare.  

Recommendation: It is recommended that conference objective(s) be provided to the MILDEPs either in the DSCA Guidance or SCPC agenda prior to beginning conference preparations.  It may also be helpful to include a definition of activities and/or discussions that are scheduled so all participants are fully prepared.  

2.0 Budgeting

The first two stages, Data and Information Gathering and Planning and Programming, serve as the prerequisites to the Budgeting stage, which comprises all the processes involved in developing the FMS Administrative Budget and the allocation of resources.  The development and execution of the budget continues to be an iterative process.  The success of the Budgeting stage depends on communication between DSCA and the IAs.  This stage is designed to improve the allocation and tracking of funds during the fiscal year.  In addition, the processes are designed to provide a source of information; not only to DSCA and IAs, but also OMB, Congress, and other agencies that might inquire about how and where funding is being allocated.

The introduction of FMS Core Functions in the FMS Administrative Budget Call and in the Budget Submissions is the second major change in the Budgeting stage.  The move from object class to FMS Core Functions will require an additional level of communication and cooperation as the transition takes place.  The three services developed the FMS Core Functions and the associated activities within each.  As the PBB cycle occurs, DSCA and IAs will refine and possibly re-define the meanings for the Core Functions and the activities within them.

4.1
DSCA FMS ADMINISTRATIVE BUDGET CALL

The issuance of the FMS Administrative Budget Call provides the IAs with guidance and funding targets to develop budgets and allocate resources.  The Budget Call includes FMS Administrative funding levels for the upcoming fiscal year and annual funding floor for outyears.

Inhibitor: Standardization of Core Function Definitions

Description: Many PBB participants believed the core function definitions were too ambiguous and not MILDEP-specific enough.  Because the new PBB process centers around the six core functions, standardizing the definitions of each is necessary.   

Recommendation: After FY01 FMS Administrative budget data is collected from the MILDEPs, DSCA should analyze the narratives provided.  If sample MILDEP-specific activities are not provided within each core function, DSCA should task each service with providing this information.  When all narrative information is collected, DSCA should re-define the definitions as necessary and/or make specific core function definitions for each MILDEP to reflect their unique processes and procedures.  This will provide a more accurate reflection of both performance and operational information.  

4.2
IMPLEMENTING AGENCY BUDGET SUBMISSION 

The IAs submit a budget based on criteria and guidance from the Budget Call, which incorporates the DSCA Guidance and the information exchanged during the SCPC.  The submission of the budget integrates budget targets, above target requests, performance measure information, and Logistic Support Expense (LSE) elements.  

Inhibitor: Time Constraints

Description: There was a total of 60 working days between the DSCA Budget Call release and providing IA budget information to DSCA.  The MILDEPs believed this time was extremely compressed.  One of the recurring themes associated with this concern was that PBB was a new process that required excessive amounts of preparation and education.  Furthermore, extended coordination time was required and additional time was needed to recreate the spreadsheets that DSCA provided on their web site for local use.  
Recommendation: Subsequent PBB cycles will run more smoothly because the process is no longer new, thus the learning curve shortened.  Additional or previously provided education materials can be distributed throughout the MILDEPs to help educate the PBB participants and expedite the PBB process.  With the first year behind us, participants may re-visit the educational tools (i.e., PBB Implementation Plan, e-Learning site, etc.) with a better understanding of how PBB works and why the PBB process is important.  Another recommendation is to have the MILDEPs start their budget processes earlier in the year to allow more time for preparation.  These early preparation steps may include organizing pre-budget conferences at the MILDEP or major command (MAJCOM)-level.  Finally, to further combat time constraint issues, DSCA can provide additional spreadsheets to avoid re-creation at the MILDEP levels for local use.  For example, creating a spreadsheet that will show all six core function data individually as well as a summary page that would link the information to show a total at the command/center-level.  

Inhibitor: Web-Based Budget Submission Summary

Description: Currently, the DSCA web-based budget submission module provides a summary sheet for total core function data at the conglomerate service-level.  It does not provide information at the command-level which may be useful for auditing purposes.

Recommendation: It is recommended that DSCA re-evaluate its budget submission module and allow for summary budget submission data at the command-level.  It would also be helpful to provide budget module permissions for each MAJCOM in order to allow input for their respective budget data.  This data could then be evaluated and revised by SAF/FMBIS as needed.  This may reduce the amount of time necessary to input all Air Force budget data, which, in turn, will open additional revision time at the directorate-level.  To ensure proper auditing information is compiled, KPMG Consulting will provide a “budget working papers” document which will be accumulated throughout the FY02 Budgeting stage.  These working papers are to include all MAJCOM budget submissions to SAF/FMBIS, all subcommand submissions to their respective MAJCOM, screen prints of the populated Air Force web-based budget submission templates, and DSCA ad hoc budget reports with reconciliation confirmation to the Air Force budget submission.  

3.0 Conclusion

Throughout the fiscal year the Air Force and DSCA have experienced several successes, as well as some set backs, implementing the PBB process.  In order to prevent these set backs from occurring in the future, KPMG Consulting has documented these obstacles for reference along with recommendations for prevention for subsequent cycles.  This document serves as a repository of information to track past issues and recommendations for resolution.  

Referencing this document will improve business processes through elimination of repeated efforts and providing solutions to issues that may arise in future cycles.  It is important to remember that this is a living document and, as such, will be updated throughout the lifecycle of PBB as a business process improvement initiative.  
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