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GLOBAL STRATEGIES LLC

STEVEN L KRAUSE

February 1, 2018
To: NAITA/HASBAT FMS Workshop Attendees
Thank you very much for attending the NAITA/HASBAT FMS Workshop: What
Companies Need to Know in the Global Marketplace for International Defense & Security
Programs at the Jackson Center on Thursday. Rish and I would particularly like to thank
Executive Director Anne Burkett, the folks at NAITA, and the many others who helped with all
the arrangements to make this event possible.
As promised, the workshop presentation is attached.
Catalyst works with companies and teams to uncover the logic and structure of
customers’ complex decisions, and exploit this understanding to help customers adopt and
implement decisions that are mutually profitable. And we help integrate senior management and
every functional discipline into the business development enterprise in a way that:
•
•
•

Helps everyone focus on the sale at every level,
Harnesses the power of multi-functional teams, and
Establishes clear strategic responsibility, accountability and authority for winning

We believe companies that treat their customers’ businesses as their own win. Everybody
understands the value of service after the sale. We help companies serve their customers before
the sale.
Catalyst Partners, our Washington, D.C. firm, provides government relations and public
affairs services, helping small businesses, trade associations, not-for-profits and Fortune 500
companies achieve results inside the Beltway and beyond. Catalyst Partners expertise spans a
range of industries and practice areas, focusing primarily on the growing and complex homeland
security and defense environment. Whether it is helping a business create a risk mitigation
strategy for times of disaster or navigating the complexity of the SAFETY Act, Catalyst Partners
have an insider’s perspective on what works best.
If you would like to discuss ways in which we might be able to add value to your
business, please contact Rish Wood in Birmingham, or me in St. Louis, at:
Rish Wood, (256) 441-8208 (M), (202) 596-8208 (O), rwood@catalystdc.com
Steve Krause, 314-378-9803 (M), 202 618-9803 (O), Steven.l.Krause@icloud.com
Sincerely,

13564 ROYAL GLEN DRIVE

STEVEN.L.KRAUSE@ICLOUD.COM
ST LOUIS, MISSOURI 63131

PHONE: (202) 618-9803

Agenda

• Where is the money, and what are the biggest markets like?
• What is the U.S. government’s role, and how will this affect you?
Policy
Players
Key processes
• What is offset, and what should you do about it?
• What should you know and do about foreign corrupt practices?
• What are the most important ingredients in a winning strategy?
Rish Wood
(256) 441-8208 (M)
(202) 596-8208 (O)
rwood@catalystdc.com

Steven L. Krause
314-378-9803 (M)
202 618-9803 (O)
Steven.l.Krause@icloud.com

2016 Defense Expenditures
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SIPRI Military Expenditures Database; CIA World Factbook

Top 5 Markets
2016 Defense Expenditures
250,000

200,000

150,000

• European Union*
• Gulf Cooperation
Council
• India
• UK*
• Japan

$Millions

*EU/UK split post-Brexit
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• Market behavior
- Transnational defense and security policy
- Internally harmonized military requirements
- Gradually centralizing procurement authority
• Recommended penetration strategy
- Team with EU multinationals to position as a “local national”
supplier
- Harness US advocacy wherever appropriate

Resources:
• NATO Defense Planning Process https://www.nato.int/cps/ua/natohq/topics_49202.htm
• EU Permanent Structured Cooperation “PESCO”
http://www.consilium.europa.eu/media/32000/st14866en17.pdf
• National white papers

Decades-long trends toward integrated decision-making and domestic
preferences will continue

• Market behavior
- Saudi Arabia “leads”; UAE, Qatar, Kuwait, Bahrain, Oman “follow”
- Buy best quality, but politically sensitive
- Accelerating commitment to localization for employment,
infrastructure development, economic diversification
• Recommended penetration strategy
- Establish long-term presence
- Segment Saudi Arabia and rest-of-GCC
- Get ahead of the growing localization trend by building in-country
partnerships
This will remain a tough neighborhood with significant, high-technology
defense needs

• Market behavior:
- Very sophisticated planning process
- Defense budges are more than sufficient
- Strict adherence to Defense Procurement Policy rules
o T1: 100% technical compliance or, by analysis, how you will achieve it
o L1: Lowest price, adjusted for risk, of T1 compliant proposals, wins
• Recommended penetration strategy
- Team with companies that are tightly connected to requirements
community and help drive the process
- Demonstrate absolute respect for industrial, planning and DPP processes
Resources:
• Defence Procurement Procedure https://mod.gov.in/dod/defence-procurement-procedure
• Ministry of Defence Annual Report https://mod.gov.in/sites/default/files/AnnualReport1617.pdf

Appetite for defense procurements is large, and budget appropriations are more
than sufficient

• Market behavior
- Serious, national security strategy-driven planning and requirements process
- Procurement is centralized and bureaucratic
- Values interoperability with U.S. forces very highly
- Values U.S. business culture
• Recommended penetration strategy
- Deploy both expatriates and UK nationals
- Invest time in both MOD and the Abbey Wood procurement authority
- Pay attention UK-wide economic and political priorities
Resources:
• National Security Strategy and SDR https://www.gov.uk/government/publications/national-security-strategyand-strategic-defence-and-security-review-2015
• Defence Equipment Plan https://www.gov.uk/government/publications/the-defence-equipment-plan-2016

Defense policy and procurement outlook will remain uncertain through Brexit;
pressures for “European preference” may be significantly reduced

• Policy: “Security Cooperation”
• Players: The Security Cooperation Team
• Processes
- Licensing: International Traffic in Arms Regulation
(“ITAR”) and Export Administration Regulation (“EAR”)
- Contracting: Foreign Military Sales and Direct
Commercial Sales
- Congressional Oversight
o Arms Export Control Act 36(b) and 36(c) Notification
o Javits Report

“The U.S. Government views the sale, export, and re-transfer of defense articles
and defense services as an integral part of safeguarding U.S. national security
and furthering U.S. foreign policy objectives.”
U.S. Department of State Directorate of Defense Trade Controls

Security Cooperation IS about:
• Implementing U.S. foreign
policy
• Strengthening national security
- Building coalitions
- Burden sharing
- Forward basing
- Supporting the combatant
commanders

Security Cooperation IS LESS about:
• Industrial policy
• Economic policy
• “Jobs”

“The Secretary of State provides continuous supervision and general direction for SA [Security
Assistance], including determining whether what SA programs a given country will have, as well as
their scope and content. The Secretary of Defense implements programs to transfer defense articles
and services on a government-to-government basis.”
Defense Security Cooperation Agency
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U.S. Department of Defense Commanders’ Areas of Responsibility
Greenland
(Denmark)

Alaska (USA)

Iceland
Canada

Finland
Russia

Norway
Sweden
Estonia
Latvia

Denmark

Lithuania
Russia

Ireland

United
Kingdom

Netherlands

Belgium

Belarus

France

Poland

Germany
Czech
Republic

Luxembourg

Austria
Switzerland

Slovenia

Hungary

Italy

Serbia

Mongolia

Bulgaria

Montenegro

Georgia

Macedonia
Albania

Spain

Uzbekistan

Kyrgyzstan

Armenia Azerbaijan

Greece

Portugal

United States

Kazakhstan

Moldova

Romania

Croatia
BosniaHerzegovinia

Monaco

Ukraine

Slovakia

N. Korea

Turkmenistan

Turkey

Tajikistan
China

Malta

Tunisia

Lebanon

Afganistan

Iran

Iraq

Japan

S. Korea

Syria

Cyprus

Israel

Morocco

Jordan

Pakistan

Kuwait

Nepal

Algeria
The
Bahamas

Mexico

Libya

Bahrain

Egypt

Okinawa (Japan)

Bhutan

Quatar

Western
Sahara

Saudi Arabia

Bangladesh

U.A.E.

Macau

Oman

Cuba

Taiwan

India
Myanmar (Burma)

Mauritania
Hawaii (USA)

Jamaica

Belize
Guatemala

El
Salvador

Haiti

Puerto
Rico

Mali

Chad

Guinea
Sierra
Leone

Venezuela

Cambodia

Burkina
Faso

GuineaBissau

Pamama

Djibouti
Benin

Nigeria

Liberia
French

Cote
D’Ivore

Vietnam
Guam (U.S.)

Somalia

Togo

Ethiopia

Ghana

Sri Lanka

Central African Republic

Guyana

Cameroon

Suriname Guiana

Colombia

Gabon

Brunei

Malaysia

Malaysia

Uganda

Eq.
Guinea

Ecuador

Philippines

Sudan

The Gambia

Costa
Rica

(China S.A.R.)

Thailand

Yemen

Eritrea

Senagal

Nicaragua

Hong Kong

Laos

Niger

Dominican
Republic

Honduras

Singapore

Kenya

Congo

Indonesia Borneo

Indonesia

Rwanda

Democratic Republic
of Congo

Burundi

Indonesia
Tanzania

Indonesia
Peru

Taiwan

Brazil

Papua
New Guinea

Indonesia

Soloman Islands

East Timor
Angola
Zambia

Mozambique

Zimbabwe
Zimbabwe
Namibia

Chile

Malawi

Madagascar

Bolivia

Fiji
New Caledonia
(France)

Botswana

Paraguay
Australia
Swaziland

South Africa

Argentina

Lesotho

Uraguay

New
Zealand

U.S. Department of State Regional Bureaus
Bureau of Western
Hemisphere Affairs

Bureau of Near
Eastern Affairs

Bureau of South and
Central Asian Affairs

Bureau of European
and Eurasian Affairs

Bureau of African
Affairs

Bureau of East Asian
and Pacific Affairs

Note: State of Alaska assigned to NORTHCOM area of responsibility.
Forces based in Alaska remain assigned to PACOM.
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Office of Defense Cooperation
Commercial Service
Defense Attaché
Counselor for Political Affairs
Counselor for Political Military Affairs
Counselor for Economic Affairs

Bureau of Political Military
Affairs

• Office of International Security Operations (PM/ISO)
• Directorate of Defense Trade Controls (DDTC) (Licensing)

Military Services

• US Army Security Assistance Command (USASAC)
• Air Force International Affairs (SAF-IA)
• Navy International Programs Office (Navy IPO)

Combatant Commands

•
•
•
•
•

J3
J4
J5
J7
J8

Operations
Logistics
Strategic Plans & Policy
Operational Plans and Joint Force Development
Force Structure, Resources and Assessment

• Export Advocacy Center
• Bureau of Industry and Security (Licensing)
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FMS Organization

Leaders

USASAC
US Army Security Assistance Command

MG Stephen Farmen, Commanding General
(Huntsville)

SAF/IA
US Air Force International Affairs

Ms. Heidi Grant, Deputy Under Secretary
(Dayton)

NAVY IPO
US Navy International Programs Office

RADM Francis Morley, Director
(Washington)

(a) Except as set forth in § 126.16 or §
126.17, export means:
(1) An actual shipment or transmission out of the United
States, including the sending or taking of a defense
article out of the United States in any manner;
(2) Releasing or otherwise transferring technical data to
a foreign person in the United States (a “deemed
export”);
(3) Transferring registration, control, or ownership of
any aircraft, vessel, or satellite subject to the ITAR by a
U.S. person to a foreign person;
(4) Releasing or otherwise transferring a defense
article to an embassy or to any of its agencies or
subdivisions, such as a diplomatic mission or consulate,
in the United States;
(5) Performing a defense service on behalf of, or for the
benefit of, a foreign person, whether in the United
States or abroad; or
(6) A launch vehicle or payload shall not, by reason of
the launching of such vehicle, be considered an export
for purposes of this subchapter. However, for certain
limited purposes (see § 126.1 of this subchapter), the
controls of this subchapter may apply to any sale,
transfer or proposal to sell or transfer defense articles or
defense services.
(b) Any release in the United States of technical data to
a foreign person is deemed to be an export to all countries in
which the foreign person has held or holds citizenship or
holds permanent residency.
22 CFR 120.17

Out of
the
Country?

YES

It’s an
Export

To a
Foreign
Person?

YES

Pitfalls:
• Technical data posted to a
web site
• Technical data attached to
an email

“(1) the term “person” includes the
singular and the plural and any
individual, partnership, corporation, or
other form of association, including any
government or agency thereof;
(2) the term “United States person”
means any United States resident or
national (other than an individual
resident outside the United States and
employed by other than a United States
person), any domestic concern
(including any permanent domestic
establishment of any foreign concern)
and any foreign subsidiary or affiliate
(including any permanent foreign
establishment) of any domestic concern
which is controlled in fact by such
domestic concern, as determined under
regulations of the President…” 50 U.S. Code §

U.S.
National
or U.S.
Resident

NO
Domestic
concern, or
foreign
subsidiary or
affiliate of
and
controlled
by domestic
concern

4618

Pitfall: A U.S. citizen may
be a Foreign Person

YES

NO

Resident
outside
U.S. and
employed
by Foreign
Person?

NO

YES

U.S.
Person

YES

Foreign
Person

Is a License
Required?
Is this
an
Export
?

YES

ITAR – International Traffic
in Arms Regulation
EAR – Export
Administration Regulation
USML - U.S. Munitions List
CCL – Commerce Control
List
CJ– Commodity Jurisdiction

Defense
Article, Data
or Service
covered by
USML?

Covered
by the
CCL ?

YES

YES

State
Department
ITAR
Controls

Commerce
Department
EAR
Controls

State Department
• DTrade website (for
nearly all applications)
http://www.pmddtc.state
.gov/DTRADE/index.ht
ml
Commerce Department
• Simplified Network
Application Process
Redesign (SNAP-R)
website
http://www.bis.doc.gov/s
nap/index.htm

When in doubt get a “CJ.”

Pitfall: Published data may not be in the “public domain”

Foreign Military Sales

Direct Contracting Sales

Nature of
Relationship

US prime contracts with US
Government; US Government contracts
with customer government

US prime contracts with customer
government

US Government
Approvals

USG approvals are identical; minor differences in export license process

Contract
Negotiation

USG negotiates, but applies relatively
inflexible FAR terms and conditions

Contractor negotiates within export
license authority

Contract
Administration

USG administers

Customer administers

Pricing

Estimated

Fixed or other pricing agreements
permitted

Support

USG usually proposes comprehensive
package

More tailoring possible

Program price

Often benefits from larger procurement
quantities; FMS case management fees
added; Non-recurring charges required
by may be waived

May benefit from more pricing flexibility;
some contractors add risk premiums; no
FMS case management fees; Nonrecurring charges not required

Through Life
Logistics Support

Provided through USG system

Contractor responsibility
Defense Institute of Security Assistance Management DISAM

“Hybrid” FMS/DCS Programs are Increasingly Common

36(b) FMS or 36(c)
Commercial

Threshold

Days

NATO, South Korea,
Japan, Australia,
Israel, or New Zealand

• Major defense equipment $25M
• Defense articles and services $100M
• Design and construction services $300M

Informal- 20
Formal- 15

Other customer
countries

• Major defense equipment $14M
• Defense articles or services $50M
• Design and construction services $200M

Informal- 20
Formal- 30

Javits Report
Annual, 1 February report to Congress regarding expected arms sales for the current
calendar year

Include Congressional oversight process in the program plan!

“… the practice by which the award of defense contracts by foreign
governments or companies is conditioned upon commitments from the
defense contractor to provide some form of compensation to the
purchaser.” Commerce Department Bureau of Industry and Security
Typical National Guidelines
• Direct: Transactions directly related to the articles or services exported under the sales
agreement.
Co-production/Licensed Production: Foreign manufacture all or part of U.S.origin defense articles
Technology Transfer: Technology concession to the customer country
• Indirect: Transactions unrelated to the articles or services exported
Investment: Investment in the customer country
Countertrade: Procurement of items from the customer country
Technology Transfer: Technology concession to the customer country

• The primary purpose is to create a favorable political climate for
a major procurement
• The offset authority is a customer
• Commitments and credits are denominated in currency, but are
not money
• Cost-to-credit ratios vary widely by market and offset project
incentives
• Offset programs impact cost
- Competitive environment may allow offset costs to be priced
- Pricing approaches may differ between FMS and DCS
contracting methods

Beware potentially corrupt transaction masquerading as offset projects

• Prohibits making a bribe or promising to give anything of
value in an attempt to influence the action or inaction of
a foreign official. (Includes payments to consultants,
agents, or any other intermediary or representative
when the party making the payment knows or has
reason to believe that some part of the payment will be
used to bribe or influence a foreign official.)
• Requires accurate records and internal accounting
controls
• Applies to publicly traded companies and their
employees and agents
• Severe penalties may be imposed against individuals and
companies

“Understanding the FCPA,” Mark Rush, K&L Gates LLP, Henry W. Oliver Building, 535 Smithfield
Street, Pittsburgh, PA 15222

Recommendations:
• Secure qualified FCPA compliance counsel
• Model compliance and train regularly

• Third Party refuses to certify compliance with anti-bribery or FCPA requirements
• Third Party refuses to complete agent/ consultant/third party questionnaire regarding
relationship with or interests involving foreign government officials
• Third Party does not appear to be qualified to perform the duties for which it is engaged to
assist your company
• Third Party is related to a government official
• Country has a reputation for corruption and bribery
• The industry has a history of FCPA and anticorruption problems
• Breakup of a company or association with one or more foreign companies is unexplained or
inadequately explained
• Requests for commissions to be paid in a third party country, to a third party, or in cash or
untraceable funds
• Heavy reliance by party on political or government contacts as opposed to knowledgeable staff
and investment of time to promote the Company’s interests
• Refusal or inability to develop or implement a market strategy
• A desire to keep third party representation secret
• Relationship problems with other foreign companies
“Identification of ‘Red Flags’ for Possible Violations of Key U.S. Laws for Companies Operating Overseas,” Corporate Compliance Insights,
September 9, 2009, by Sharie Brown, partner at DLA Piper (US) LLP

“And if you don't know where you're going
Any road will take you there”
George Harrison, “Any Road”

Not this.

• “Winning” means both that your customer’s business improves
and that you make money. Anything else is a loss.
• Customers pay us to make their problems ours, not the other way
around.
• It does not matter what we think. It only matters what we know.
• Our “fair share” of the business is zero. The “funnel” depends on
gravity, but there is no gravity.
• Bid to win everything we bid. Playing the odds leads to losing.
• Only one question matters at the end of a campaign: Did we do
everything we could and should do to win? If the answer is “yes,”
reward the team. If not, take corrective action.

You
•
•
•
•
•
•
•
•
•

Region of
Opportunity

Region of Order
Engineering standards
Manufacturing plans
Cost/price models
Long range business
plan
Investment plan
Risk management plan
Quality plan
Human resources plan
Initiatives: Six Sigma;
TQM; Lean

•
•
•
•
•

Region of Chaos
Obscure priorities
Unpredictable decision
processes
Unstable requirements
Unreasonable business
terms and conditions
Unstable organizations

“… we need people who improve and thrive in conditions of chaos.”
GEN Robert Brown, Commanding General US Army Pacific

• What are core enduring customer needs, goals, objectives, and how do they relate to
each other?
• For each enduring need, who are the key customer individuals, what are their specific
roles and issues, and who are the appropriate counterparts for each?
• What are the relevant formal and informal customer decision-making processes for
each of the decisions we have identified, and what is the status of those processes,
and what strategy choices are available with respect to these processes?
• What are the key criteria and issues related to each of the decisions we have
identified, and how should we address each of these criteria and each issue?
• What proposals, themes, and messages can we deliver that will address the key
criteria and issues? What are the financial implications to us? What are the risks and
how will we address them?
• Who will communicate what to whom, and when?
“Wonder is the beginning of wisdom.”

- Socrates

Mon

Tue

Wed

Identify
customers and
counterparts

Identify and
address decision
criteria and
competitive
issues

8:00
9:00
10:00
11:00
12:00
13:00
14:00
15:00
16:00
17:00

Evening

Team travel day

Define enduring
needs, decisions
and alignment
criteria
Customer
decision process
and strategy
options

Business Case
and Risk
Assessment

Fri

Plan customer
contact

Define offering

Document and prep

CONFIDENTIAL

Thu

Team travel day

Prepare capture
strategy
presentation
Follow-up
planning

