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WHAT IS A BUDGET?


	According to the Department of the Navy Programming Manual, a budget is a planned program for a fiscal period in terms of:





(   estimated costs, obligations, and expenditures


(   sources of funds for financing, including reimbursements anticipated, and other resources to be applied.





	A simpler definition of a budget would be that it is a plan for accomplishing an organization's objectives through the management of its resources.  The Navy budget is an instrument of planning, decision-making and management control.  The budget is more important and more complex than a plan for merely distributing dollars.  It is a means of two-way communication between the submitter and reviewer.





	The Defense Budget is the final product of the Planning, Programming and Budgeting System (PPBS) and is in fact a statement of policy based on the military strategy developed to accomplish our national interests and objectives.  





 	For example, The National Military Strategy of the United States, dated January 1992, states that "this national military strategy contains a number of departures from principles that have shaped the American defense posture since the Second World War.  Most significant is the shift from containing communism and deterring Soviet aggression to a more diverse, flexible strategy which is regionally oriented and capable of responding decisively to the challenges of this decade."





THE BUDGET FORMULATION PROCESS





	Just what is budget formulation?  A simple definition might be: Budget formulation includes an analysis and forecast of the level of activity which can be maintained subject to the dollar and civilian personnel constraints which are specified in the budget call.  Just as important as what can be done is the estimate of what cannot be done and what the budget preparer feels should be accomplished in order to carry out the mission.  This is expressed in a prioritized list of unfunded requirements, which are submitted with full justification along with the budget.





	The budget formulation process provides the warfighters or "operators" an opportunity to identify and prioritize the financial resources needed to carry on mission operations within the constraints of the resource environment.  Budget formulation is based on the first two years of the PPBS programming document called the Program Objectives Memorandum (POM).  While the POM is considered a "roughly right" six-year plan, the budget is a much more detailed two-year plan.  





	A key difference between the POM and the budget is the level of precision and accuracy associated with resource estimates.  During POM development, many different program alternatives are considered and a high level of precision in estimates is not required.  More precise budget estimates are needed during budget formulation.





	Other differences between the POM and the budget are the structure in which programs are presented for review and the amount and kinds of detailed justification needed.  Financial data is structured primarily by appropriation during budget formulation.  More detailed financial information is needed during budget formulation and a vast array of budget exhibits are required to be presented which were not required during POM development.  There is also more emphasis on whether a program is properly scheduled and priced than whether the program properly addresses the threat.





THE BUDGET PROCESS IN THE DoN





	For the DoN, the budget process consists of four phases:





Submission of budget estimates to the Assistant Secretary of the Navy (Financial Management & Comptroller) (ASN(FM&C)) Financial Management Budget (FMB).  This includes submission of budget estimates by budget submitting offices throughout the department to FMB.  It also involves levels in the chain of command below the budget submitting offices (i.e., field activities). 


The Budget Submission to OSD/OMB.  This involves the submission of the DoN budget to OSD/OMB, the joint review of the budget which transforms the DoN budget into the SECDEF's budget and subsequently the President's Budget.


Submission of the President's Budget and Congressional Review.  This includes transmission of the President's Budget via the President's Budget Message.  By the time the budget is ready for Congressional review, it has been reworked and revised many times to make it accurately reflect the Navy's needs while staying within DoD budgetary constraints. 


Enactment of Appropriations by Congress.  This includes the authorization and appropriation process.  After Congress passes the DoD Appropriations Bill, it is signed by the President and the budget becomes law.  








BIENNIAL BUDGET CYCLE





	Historically, the government has used an annual budget cycle.  It was changed to a biennial, or two-year, cycle as the result of a provision in the FY 1986 DoD Authorization Act.  The law requires the Department of Defense to submit biennial budgets while some of the other agencies still submit annual budgets.  Congress believed that the programs and activities of the Department of Defense could be more effectively and efficiently planned and managed if funds for the Department were provided on a two-year cycle rather than annually.





	Despite the fact that the biennial budget concept was approved by Congress, it has not been well received by all Congressional committees.  The House and Senate authorization committees have been authorizing some of the programs for two years; while the appropriations committees have been appropriating funds yearly.





BUDGET LANGUAGE:	PRIOR YEAR, CURRENT YEAR, AND BUDGET YEARS





	The fiscal year (FY) of the government runs from October 1 through September 30.  The calendar year overlaps the fiscal year during 9 months of the year.  For example, FY 1996 begins October 1, 1995 and ends September 30, 1996.  





	It is important to understand the terminology used in the budget cycle.  The prior year (PY) is the fiscal year immediately preceding the current year.  The current year (CY) is the upcoming fiscal year and is sometimes called the "apportionment year."  Budget years (BY) 1 and 2 are the fiscal years for which the budget is being considered.  Budget years (BY) 3, 4, 5 and 6 are the third, fourth, fifth and sixth years of the FYDP and are known as "out-year estimates."   





	For example: In fiscal year 1998, work will begin on the FY 2000/2001 biennial budget submission that will include these fiscal years:  


	


1998	1999	2000	2001	2002 - 2005


				        PY	       CY	      BY1	      BY2	      BY 3, 4, 5, 6





	As you can see, even though FY 1998 will be in execution at the time the FY 2000/2001 budget is being formulated, FY 1998 will be referred to as the "prior year" in budget terms. 























KEY PLAYERS IN THE BUDGET FORMULATION PROCESS





	In order to understand the budget formulation process, one needs to understand the key players as shown in Figure A.  Starting at the lowest level they include:





Cost Center.  A unit, group, work-center or department for which identification of costs is desired.  Cost Centers provide input to the Fund Administrating Activity budget request.


Fund Administrating Activity (FAA).  An organizational unit (installation) headed by an officer or supervisor who is responsible for the management of resources, and who in most instances can significantly influence the expenses incurred.  FAAs prepare and submit budget requests to an assigned type commander or major claimant (major command).


Type Commander or Sub-claimant.  A bureau, office, or command designated as a sub-claimant (O&MN appropriation) or sub-allocation holder (procurement appropriations) under a major claimant.  On the shore side of the Navy, not all FAAs have a type commander in their chain of command.  For example, the Naval Postgraduate School (an education and training activity) receives funding directly from its major claimant (Field Support Activity; CNO 09BF).  Naval Air Station Fallon, Nevada has COMNAVAIRPAC as their type commander and CINCPACFLT as their major claimant.  Fleet units always have a type commanders in their chain of command.  Other examples of type commanders include Commander U.S. Surface Forces Atlantic (COMNAVSURFLANT), Commander U.S. Air Forces Pacific (COMNAVAIRPAC) and Commander U.S. Submarine Forces Atlantic (COMSUBLANT).


Major Claimant.  These include offices responsible for portions of the Navy operations and maintenance and reserve personnel and selected procurement appropriations.  Examples include of Navy major claimants include fleet commands functioning as major claimants such as Commander in Chief, U.S. Atlantic Fleet (CINCLANTFLT) or Commander in Chief, U.S. Pacific Fleet (CINCPACFLT).  They also include systems commands functioning as major claimants such as Commander Naval Sea Systems Command (NAVSEA), Commander Naval Air Systems Command (NAVAIR), Commander Space and Naval Warfare Systems Command (SPAWAR), Commander Naval Supply Systems Command (NAVSUP) and Commander Naval Facilities Engineering Command (NAVFAC).


Responsible Office.  The Headquarters Command which is responsible for budgeting, accounting and reporting the totality of an appropriation.  For Navy, either the Chief of Naval Operations (CNO) or the Commandant of the Marine Corps (CMC) is designated as the Responsible 


Office.  For non-Navy this would be the Chief of Staff level.  Normally a Responsible Office would receive the totality of an appropriation from the ASN (FM&C) on an allocation document.


Assistant Secretary (Financial Management and Comptroller).  This office is sometimes referred to as the "Service FM."  This civilian presidential appointee works directly for the Service Secretary and serves as the service's Chief Financial Officer (CFO) and comptroller.





	Two other terms are used by the Navy for offices involved in the budget process:





Budget Submitting Office (BSO).  Those administering offices or claimants responsible for preparation, compilation, and submission of budget estimates and supporting material directly to FMB for the DON, OSD/OMB, and President's Budget submissions.


Administering Office.  Offices responsible for fiscal management of entire appropriation/fund or a specifically assigned portion of the same.  Administering Office responsibilities also include budget preparation.





THE NAVY's DECENTRALIZED BUDGET FORMULATION PROCESS





	  The Department of the Navy has a relatively decentralized budget formulation process.  The other Services and DoD agencies do not necessarily share the Navy's view of building the budget from the bottom up.  Some Services, particularly the Air Force, have more centralized control of their budget formulation process.  The rationale for decentralizing budget formulation in the Navy is that personnel at the lowest levels in the organization often have better ideas on what functions can be eliminated or combined and how the mission can be accomplished at the lowest cost.  It can also signal any changes in priorities that the "operators" deem necessary to get the job done more efficiently or economically.  What do we mean by "operator?"  In the Navy we are referring to the cost center, or the lowest level in the financial chain of command.  





	Cost centers prepare and submit budget estimates to the activity comptroller.  After analysis, review, and revision (if needed), the cost center estimates are consolidated into the activity budget.  The activity budget is forwarded up the chain of command to the major claimant.  The major claimant will review all activity budget submissions, make adjustments as needed, and consolidate the activity budgets into one major claimant budget submission.  The major claimant submission is then forwarded to the Assistant Secretary of the Navy (Financial Management and Comptroller), where the review process is repeated.


	


	Involving cost centers in activity budgeting is an excellent way to apply the principles of Total Quality Management (TQM).  By constantly improving the budgeting process from the lowest level on up, the activity will produce the best possible budget request and enhance their chances of having all mission requirements fully funded.  





	As well as adhering to the principles of TQM, a significant advantage of having the budget prepared at the "working level" is the accuracy of information.  It seems reasonable that the "operators" should be able to provide the best estimate of the amount of materials, manpower and other resources necessary to accomplish the mission.  Another plus is the sense of ownership and commitment that result from giving the cost centers a hand in budget formulation.  





	Since we have agreed that it is probably a good thing to have cost centers involved in budget formulation, now we must ask certain questions regarding their budget estimates:





Do the cost center objectives support the command mission?


Do the cost center objectives satisfy the priorities of the commanding officer?


Are unfunded requirements carefully documented and justified? Is their impact on mission accomplishment carefully stated?





	If it is to be useful as a command plan, it is essential that the cost center budget estimates be well thought out, as opposed to a mechanical submission of the previous year figures.  Spending priorities may change during the budget year, so tasks and resource allocations must change as well.  Remember, the cost center budget estimates should reflect a current list of prioritized command objectives with prices attached.  








FIGURE 1
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