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U.S. Foreign Military Sales Program Regains Appeal

After years of troubled attempts to fix the broken Foreign Military Sales

(FMS) program, the Pentagon's efforts are starting to pay off, making the government-to-government defense sales program more attractive, say allies ho are its customers.

"FMS is becoming a viable alternative to commercial sales," said one

European defense official who is a member of the Foreign Procurement Group, comprising foreign defense cooperation officials stationed at embassies in Washington. "We are generally pleased with the results of FMS reforms."

The FMS program manages all government-to-government sales of U.S. defense goods and spare parts, as well as maintenance, training and other services associated with them, and it accounts for the bulk of annual U.S. arms sales abroad.

In the late 1990s, rising administrative costs coupled with a lack of customer service drove foreign governments away from FMS and toward commercial deals with U.S. defense firms. Attempts by the former Defense Security Assistance Agency, now known as the Defense Security Cooperation Agency (DSCA), to fix the failing system had little impact.

In 1998, when allied diplomats and Pentagon leaders declared the FMS system broken, John Hamre, former deputy defense secretary, initiated a series of reforms known as FMS reinvention. One of Hamre's reforms reduced the administrative fees allies pay when using the FMS system from 3 percent to 2.5 percent.

When U.S. Air Force Lt. Gen. Tome Walters took the helm of DSCA in the fall of 2000, some reforms had taken hold, but discontent among foreign buyers remained.

One European member of the Foreign Procurement Group said a lack of consistency in the way the U.S. military services handle FMS cases also needs to be addressed. The services include the Army, Navy and Air Force.

"The services are working to have some sort of consistency, if not absolute similarity," the member said.

Education at the service level is key, said some allied defense officials.

"Education at the level where these FMS programs are implemented would be a good area to invest in," the European defense official said. "All three of the services are deficient in this regard."

In particular, the services have adopted, in varying degrees, the DSCA reforms.

Some in the services carry out FMS deals using the new tools and procedures introduced through DSCA reforms, the European defense official said. Others sometimes propose alternative solutions, and some "haven't even heard about" the new business practices.

"It's a work in progress," the European defense official said.

That progress has been slow, but during the past several years, the measures aimed at improving the system have taken hold and now are drawing renewed interest from allies. And reforms that have materialized from four focus teams set up by Walters are gradually redirecting foreign interest toward FMS deals and combination government-commercial contracts, known as hybrids.

Foreign buyers are beginning to realize "how expensive and complicated direct commercial sales are," because they fail to provide training and logistics support generally included in FMS contracts, said Rear Adm. Don Newsome, head of the U.S. Navy's International Programs Office.

Newsome spoke April 16 during an industry forum in Washington.

In September, Walters put in place four teams focused on areas of the FMS program in need of improvement: personnel and training, finance, partnering, and process improvements.

With these reforms under way, allies are urging DSCA and the U.S. military services to help convince their governments the improved FMS system is worth using.

"The next stage is to demonstrate the value added in FMS sales so we can use that in the trenches when we have to defend a decision to go U.S. FMS," one Canadian defense official in Washington said.

"You often have a bunch of competing suppliers that have been ignored or who feel a contract is based on a sole-source decision. So when you go FMS, you make sure your tail is covered."

The best way to do this is to demonstrate savings and other benefits not available elsewhere, the Canadian defense official said.

An example is "something that demonstrates we have a special relationship that allows us to use U.S. government or replacement-in-kind obligations that give us greater availability in the theater of war," the Canadian defense official said.

Fred Beauchamp, DSCA's chief of strategic planning, said the Pentagon has adopted some commercial sector business practices as part of its reform initiative.

DSCA is currently replacing its aging information technology system "to quickly provide real time status for international customers," according to Beauchamp.

DSCA also is participating in private industry forums and seminars to learn more about commercial practices.

DSCA's Team International concept, adapted from a Navy program now used by all of the services, is one of the greatest improvements to the FMS process, allies say.

"With that approach, we have come very close to an ideal situation," the European defense official said.

Still, some allied procurement officials say there is room for improvement. "People are happy that progress is being made," the European defense official said. "But there's also a sense that it could be made faster."

Others cite the effect of Sept. 11 on U.S. leaders, who realized the importance of allied cooperation in fighting the war on terrorism.

"Since Sept. 11, there is a recognition that the foreign countries buying goods under the FMS program are an important network, both for U.S. defense objectives and for goodwill between allies," the European defense official said.

Some allies have complained in the past that FMS contracts are priced 10 percent to 20 percent higher than direct commercial sales, though Beauchamp defended the price difference.

"Political and economic factors outside price come into play in FMS cases," he said. "U.S. [government] prices reflect the total package approach, which usually includes spare parts, training, maintenance and other elements."
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