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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/Comptroller - Deputy Assistant Secretary (Budget) Directorate of Budget Investment - Security Assistance (SAF/FMBIS) contracted with BearingPoint, Inc. (formerly KPMG Consulting, Inc.) to assist with implementation and execution of the Performance Based Budgeting (PBB) effort for Foreign Military Sales (FMS) and Foreign Military Financing (FMF) administrative budgets.  

In support of those efforts, BearingPoint is tasked with assisting with all phases of the PBB cycle.  This ongoing support includes the development of a "lessons learned" document.  The intent of the document is to identify the circumstances that impede the efficient execution of the process steps within the PBB cycle and provide recommendations on overcoming those inhibitors.  It is intended to serve as a roadmap for future process improvement initiatives related to PBB.  

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.  In fiscal year (FY) 2002, the Air Force, Army, Navy, and other defense organizations, known collectively as Implementing Agencies (IAs), had combined program sales of over $14 billion.

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

Several stakeholders have voiced a need to develop more accountability and cost visibility into the FMS and FMF programs.  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 which all seek to improve the fidelity of cost information and security cooperation management and operational data.  In addition, legislation such as the Government Performance and Results Act (GPRA) and the National Performance Review, show a trend toward more accountability in government operations.  DSCA leadership recognized that adopting a process that enables PBB is crucial to the health and continuance of the FMS and FMF programs.

The convergence of these events prompted DSCA to develop new budgeting and costing processes, entitled PBB and Performance Based Costing (PBC).  PBC relies on cost models that map the relationship between outputs and resource consumption and usage at the military department (MILDEP) level.  To support these efforts, BearingPoint was retained in June of 2000 to assist with the design, implementation, and documentation for the PBB cycle and in April of 2001 to build an optimum costing infrastructure for the MILDEPs including the Air Force.  

Objectives of Performance Based Budgeting

The PBB process was designed around core functions that were developed collaboratively with the MILDEPs and other key stakeholders.  Through the use of the core functions, DSCA is able to evaluate allocation of funding and the core security cooperation activities that those funds support.  

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 the annual FMS Administrative Trust Fund ceiling and allocating those funds

· 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
Purpose of Document

For the purposes of this project, DSCA devised strategies to build organization-wide commitment and support, while minimizing resistance, that contribute to the efficient execution of the PBB cycle.  This process is considered a major initiative within both DSCA and the Air Force, and has faced a variety of implementation challenges.  This document reviews the events of the FY03/04 PBB cycle and provides insight on how various processes within the PBB cycle can be improved in subsequent years.

The purpose of documenting the existing circumstances and identifying 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.  Additionally, BearingPoint 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 longer-term efforts.  Sections two through four will discuss inhibitors and process improvement recommendations related to each step of the PBB process.

1 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 impact the security cooperation community.  In the “Call for Security Cooperation Issues”, DSCA initiates dialogue within the agency and with the IAs.

1.1   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:  Point of Contact Information for Distribution of the Call and Compilation of Inputs

Description:  The Call did not reach all of its Air Force intended audience due to an incorrect point of contact list.  This caused delays in preparing inputs for coordination at the Air Force-level.  Also, Executive Leadership was not brought into the response process in a timely manner causing excessive last minute revisions.

Recommendation: It is recommended that SAF/IAPX confirm with DSCA the Air Force point of contact information prior to distribution of the Call.  This will help to ensure that all necessary recipients are identified and that contact information is correct.  It is also recommended that Air Force SAF/IA Executive Leadership be briefed on the content of the Call when it is issued and more involved in the process of preparing the Air Force-level response.  Briefing Executive Leadership on the Call when it is issued will allow them to provide guidance on any overarching themes they want to focus on in the Air Force’s response.  From a procedural standpoint, SAF/IA Executive Leadership needs to enter the response process at least two weeks prior to the DSCA submission deadline.  This will provide additional coordination time for any needed revisions.  

Once SAF/IA Executive Leadership is advised of the Call and briefed on its content, it is recommended that a decision be made as to level of AFSAC and AFSAT involvement is necessary.  If deemed necessary, SAF/IAPX should disseminate the call to the appropriate AFSAC and AFSAT offices for coordination and input.  

2 Planning and Programming

The second stage in the budget cycle is Planning and Programming.  This 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 development of goals and strategies is a result of dialogue that begins with DSCA publishing its Planning Guidance and ends with the Security Cooperation Programming Conference (SCPC).  The ultimate outcome of the Planning and Programming stage is a comprehensive strategy representing 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 on goals and performance standards is the hallmark of the PBB cycle.

2.1 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 within the DSCA Planning Guidance.  IAs are given first hand insight into the goals and direction that DSCA would like to take security cooperation in the upcoming fiscal year and out-years.  The SCPC also gives the IAs an opportunity to discuss and debate issues and concerns for the upcoming fiscal year.  

Inhibitor:  Limited Distribution for the SAF/IA Strategic Plan

Description: Strategic planning guidance is needed for the development of the Air Force presentation provided at the SCPC.  As the SAF/IA Strategic Plan was still in draft form, the Air Force security cooperation community was not privy to information used in developing presentation materials.

Recommendation:  It is recommended that the SAF/IA Strategic Plan be finalized and distributed to the Air Force security cooperation community prior to the SCPC, as it will provide additional direction and information on core policy, strategy, and resource planning.  This information will also provide Air Force personnel with a better understanding of the security cooperation direction and goals.  In response to this inhibitor, SAF/IA plans to distribute this document by the end of February 2003 in anticipation of the FY04/05 PBB Cycle.

2.2 Mid-Year Budget Execution Call

The purpose of the Mid-Year Budget Execution Call is to determine what percentage of the Air Force FMS budget has been obligated.  This data enables funding to be reallocated as necessary and/or to justify Above Target Requirements (ATRs).  While it is at the discretion of DSCA to perform this step in the process for IAs, the Air Force has deemed it as an integral part of its internal budgeting procedures and will implement the process on an annual basis.

Inhibitor:  Level of Information Required

Description:  The Air Force Mid-Year Budget Execution Call guidance specified that all data be provided by core function.  As core function level data is not necessary for percentage-based evaluation, the amount of time spent gathering this data was deemed to be unnecessary.

Recommendation:  To minimize the workload associated with the Mid-Year Budget Execution Call, it is recommended that execution data be provided and analyzed at the summary-level and not broken out into core functions.  This information should be reflected in the Mid-Year Budget Execution Call guidance as well as in all additional documentation as required.   

This recommendation is made as an effort to streamline the call and the subsequent execution review; however, it may be beneficial to continue to collect execution data by core function, since that would mimic how the budget(s) are submitted.  A decision on this point will need to be made by the principals prior to the release of the Air Force Mid-Year Budget Execution Call.

3 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 and FMF administrative budgets, as well as the allocation of resources.  The development and execution of the budget continues to be an iterative process and is designed to improve the allocation and tracking of funds during the fiscal year.  The success of the Budgeting stage and the PBB cycle as a whole depends on communication between DSCA and the IAs.  Internal communication within the Air Force is of great importance as it helps to ensure best practices are followed. In addition, the processes within this stage are designed to provide a source of information; not only to DSCA and the IAs, but also to OMB, Congress, and other agencies that might inquire about how and where funding is being allocated.

The use of core functions, as opposed to summary level information, is the second major change in the Budgeting stage.  The move from summary level information to core functions required an additional level of communication and cooperation as the transition takes place.  DSCA and the MILDEPs developed the core functions and the associated sub-core functions within each.  As the PBB cycle is integrated with PBC efforts, DSCA and IAs will refine and possibly re-define the definitions of the core functions and the associated sub-core functions.

3.1 DSCA FMS and FMF Administrative Budget Call

DSCA issues the Budget Call to agencies that implement FMS and FMF administrative budgets. The Call contains guidance on how to respond to the call, funding targets to assist in the development of budgets and subsequent allocation of resources, and templates needed for the actual submission. 

Inhibitor: Communication of Changes in Required Data

Description:  DSCA did not notify the IAs of changes to data being collected until the actual Call was released.  For example, additional object classes were added to the original list used in the prior year’s Budget Call.  As a result, the Air Force FMS administrative budgeting community needed to change budget templates and instructions on how to complete them, delaying the distribution of internal Air Force budget calls.

Recommendation:  It is recommended that either prior to or in conjunction with the Call, DSCA provide information that highlights any changes to key data necessary for the development and submission of budgets.  Optimally, this would be done prior to the release of the DSCA FMS and FMF Administrative Budget Call.  It is further recommended that SAF/FMBIS request that DSCA identify any changes to data being collected in the Call.  This will assist the Air Force in publishing and distributing guidance in a timelier manner and will increase the fidelity of the guidance as well.  Although it is understood that changes in the budgeting process and information requested is inevitable, early communication of these changes, by both DSCA Comptroller and the SAF/FMBIS, will make it easier on the entire FMS and FMF budgeting communities.  It is also recommended that the line of communication continue to follow a linear path from DSCA Comptroller to SAF/FMBIS.  SAF/FMBIS can then communicate accordingly to the appropriate subordinate Air Force command.  

3.2 Air Force FMS and FMF Administrative Budget Call

The issuance of the FMS and FMF Administrative Budget Call provided the Air Force security cooperation community with guidance to develop budgets and allocate resources.  As PBC data is integrated into the PBB process, budgets will become requirements-based versus target-based, which will necessitate further guidance on new budgeting processes.

Inhibitor:  Level of Detail in the Air Force Budget Guidance

Description:  The budget guidance provided by the Air Force did not include all information necessary for the Air Force FMS and FMF budgeting community to develop and provide required budget data.  Follow-up or supplemental guidance provided this additional information; however, this coupled with the time required to disseminate the additional guidance, impacted already tight schedules.

Recommendation:  It is recommended that the Air Force budget guidance include all mandated schedules as attachments with instructions on how to utilize them.  The guidance should also cover both FMS and FMF budget submission instructions.  The budget guidance should be used to prompt the major commands (MAJCOMs) that budget submissions will be returned for rework if they do not include: core function narratives; military personnel dollar amounts, and/or civilian unfunded retirement information, where appropriate; as well as ATR costs and/or ATR project definition information.  It is also recommended that the Air Force budget guidance be published and distributed in a timely manner subsequent to the release of the DSCA Budget Call to allow for maximum time for the MAJCOMs to compile their budget submissions.  The question of how far in advance of the DSCA Budget Call, the Air Force budget guidance should be issued needs to be addressed during the development of PBB cycle timelines. Given the fluid nature of those timelines and the various factors that impact issuance of the guidance, an exact answer may not be know until farther along in the PBB cycle. 

Inhibitor:  Incorrect Points of Contact

Description:  Due to abnormally high staffing turnover throughout the Air Force security cooperation budgeting community the Air Force budget call guidance did not reach all of the correct points of contact in a timely manner.

Recommendation: It is recommended that a point of contact list be maintained at SAF/FMBIS and updated on a monthly or as needed basis.  This will ensure that guidance/taskers are provided to the proper personnel.  This list can also then be used as the DSCA reference document for PBB web submission module permissions.  To further ensure that appropriate budgeting personnel are involved, the Air Force Budget Call should reinforce the policy that it is an Air Force command responsibility to remain cognizant of personnel changes within their respective command’s FMS and FMF budgeting community.  

3.3 Air Force Budget Submission

The IAs submit a budget based on criteria and guidance from the DSCA FMS and FMF Administrative Budget Call, which incorporates the DSCA Planning Guidance and the information exchanged during the SCPC.  The submission of the budget includes budget targets, ATRs, performance measure information, and Logistic Support Expense (LSE) elements.  

Inhibitor:  DSCA Web Submission Module Reporting Capabilities

Description: The DSCA web submission module does not currently produce a cumulative IA report.  This report would be useful for IA internal auditing purposes as well as validating all cumulative data prior to final submission to DSCA.

Recommendation:  It is recommended that in the next release or version of the web submission module, the reporting features be modified include the ability to create a report that provides a total of each IA submission.  The summary-level Air Force report will be included in the PBB workbook for future reference/auditing purposes.

Inhibitor:  Time Constraints

Description:  Budget Planning Levels (BPLs) were not provided to the MAJCOMs in a timely manner, causing delays in submitting budgets to SAF/FMBIS.  Additional modifications to the BPLs resulted in an increased revision/review period before final budgets were elevated to SAF/FMBIS.

Recommendation:  It is recommended that BPLs be provided in the Air Force budget guidance to maximize the time allotted for MAJCOMs to build their budgets and reduce review/revision time.  Additionally, utilize the PBB Working Group meeting held after issuing the guidance, to ensure that any questions and/or concerns the MAJCOMs have about the BPLs or other sections of the guidance is be thoroughly addressed.  SAF/FMBIS and SAF/IA have determined that BPLs will not be used in the future, as the Air Force moves to a requirements-based budgeting process.  Hence, BPLs will cease to be an inhibitor.

Inhibitor:  Above Target Requirements 

Description:  The level of effort required to compile, prioritize, and review ATRs is substantially higher than need be.  Additionally, because Air Force ATRs in the FY03/04 budgeting cycle were predominantly associated with civilian payroll, manpower requirements should not be included in ATRs without submission of a Manpower Requirements Package (MRP) using the Security Assistance Manpower Requirements System (SAMRS).   

Recommendation:  It is recommended that SAF/FMBIS work with SAF/IAPX to compile and publish ATR guidance for the FMS and FMF Administrative Budget Call. It is recommended that an ATR total maximum value (e.g., 5% of the total within-target budget and/or specific dollar amount) be mandated in the budget guidance.  By placing constraints on the maximum amount of additional funding that can be requested, organizations will be forced to validate each request to the best of their ability.  This should not discourage MAJCOMs from documenting all ATRs they believe necessary, even if it falls outside of mandated threshold, as documenting all ATRs is useful for auditing purposes and potentially during any future Programming efforts. Last, it is recommended that all ATRs should include detailed information to include detailed cost data and/or information on project scope.  ATR templates should be revised to reflect this information as well.  This should alleviate the amount of time spent on ATRs both in preparation and during review/validation.

Inhibitor:  Lack of Previous Budget Submission Content Knowledge
Description:  Various Air Force budget content submitted in the prior year was not referenced during this year’s submission.

Recommendation:  To assist with configuration management of PBB cycle documentation, it is recommended that all Schedule 2’s, along with DSCA budget submission module summary reports, be kept in a PBB workbook for future reference.  This workbook should also contain the LSE budget submission, performance measures, and the current year PBB detailed timeline.  BearingPoint will provide a copy of this workbook to SAF/FMBIS, SAF/IA, AFSAC, and AFSAT as required.

Conclusion

With the conclusion of the second PBB cycle, the Air Force has increased its knowledge base, enabling the inaugural year’s concerns to be addressed and associated process improvements implemented.  To assist the Air Force in identifying the current impediments, BearingPoint has documented process inhibitors along with recommendations for improvements.  More importantly, this lessons learned document should be referenced throughout the PBB cycle to ensure that previously identified obstacles are avoided and that business process improvement initiatives are being implemented.  Information from this document will be incorporated into the PBB detailed timeline for the future PBB cycle.
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