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INDUSTRIES ASSOCIAll0N 
I Street. N.H •• Hashtngton. D.C. 20005 

OFFICF. OF TiE 
.,,, rc- .. 

AMERICAN ELECTRONICS 
1225 I Street. D.c. 20005 

"'''"1 .... 1 ru t .. 1 1· tt.> 

ELECTRONIC INDUSTRIES ASSOCIAll0N 
2001 Pennsylvanta Avenue, H.H., Hashtngton, D.C. 20006 

The Honorable Donald J. Atwood 
Deputy Secretary of Defense 
The Pentagon 
Washington, D.c. 20301-1000 

Dear Secretary Atwood: 

November 13, 1990 

The undersigned Associations are concerned about DoD's policy on 
Recoupment of Nonrecurring Costs. While this policy has been identified as 
a significant issue by DPACT, and is being addressed within that forum, we 
believe it is helpful and important for you to understand our concerns as 
well. As currently stated, DoD's Recoupment Policy is counter productive 
and detrimental to our national interests since it adversely affects U.S. 
industry's competitiveness at a time when we must be especially concerned 
about the country's economic health. 

The policy has been greatly expanded over the past few years by 
administrative fiat, far beyond the concept articulated by the Congress when 
it amended the Arms Export Control Act to permit recoupment on Foreign 
Military Sales of Major Defense Equipment, The administrative expansion now 
imposes surcharges on domestic as well as foreign commercial sales by 
American firms and includes levying surcharges on licensing of 
"technology.a It also applies to commercial "derivative" products. The 
impact of this expanded policy on our member firms cannot be exaggerated 
since the apolicy" as currently stated would encompass surcharges on 
strictly commercial products which arguably have 10% or more in common with 
an item earlier manufactured for 000. 

There are many negative aspects of this policy. We briefly point out 
the following: 

1. Price add-ons make U.S. products and technology licensing less 
competitive in the world marketplace. The policy has already resulted 
in loss of sales to overseas firms and has contributed to the loss of 
U.S. leadership in critical technologies. 

. 
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2. Because of the application to commercial -derivative- products. the 
policy could lead to compliance audits of firms and portions of firms 
having little or nothing to do with DoD business. This fact alone will 
encourage contractors to segregate their commercial and defense 
technology centers and will thus significantly discourage 
commercialization of defense technology and the employment of -dual use" 
technology. 

3. The policy will adversely impact our industrial mobilization base and 
will increase DoD's and the taxpayers' costs as a result of smaller 
production bases which will result from sales lost to foreign 
competitors and from discouraged -dual use" technology. 

4. The policy is a direct contravention of various laws and presidential 
policies regarding rights in patents. copyrights and technical data. 

5. The policy is costly and extremely difficult. if not impossible. to 
implement. 

Host importantly. this expanded policy is inconsistent with and 
undermines our national objective to efficiently restructure the defense 
industry to be a broader domestic and international force. 

We respectfully request you reconsider this expanded policy and revis~ 
it to that articulated by Congress. in the Arms Export Control Act i.e., 
Foreign Military sales of major defense equipment. 

Don Fuqua. 
President 

• 

Sincerely, 

Aerospace Industries Association 

Dan C. Heinemeier, 
Vice President 
Electronic Industries Association 

Association 
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REVISED COORDINATION PACKAGE. 

PLEASE DISCARD PREVIOUS PACKAGE DATED 4 DEC 1990.- O~iTqD 

DATE: 5 December 1990 TO: ~ 
~ 

SUBJECT: 000 Policy on Recoupment of Nonrecurring Costs 

FROM: Kay O'Brien 

ACCOUNTING POLICY, OFFICE OF DOD COMPTROLLER (MS) ROOM 3A882 

FOR QUESTIONS PLEASE CALL Kay O'Brien PHONE x73l35 

DUE DATE DECEMBER 7, 1990 

Joseph J. Collins 
LTC, USA 
Military Assistant to 
the IJnder Secretary (Policy) 

PLEASE CALL KAY FOR PICKUP 

\5 
'-, , \. 



_. ~.-- ---- ~ 

SUBJECT: DOD's Policy on Recoupment of Nonrecurring Costs 

COORDINATION: 

USDC A) __________________________________ ___ 

USPC P) __________________________________ ___ 

ASDCLA) ____________________________________ _ 

GENERAL COUNSEL -------------------------------



OFFICE OF niE COMPTROLLER OF niE DEPARTMENT OF DEFENSE 

WASHINGTON, DC 20301·1100 

(Management Systems) 

COVER BRIEF 

TO: COMPTROLLER 

TBRU: PRINCIPAL DEPUTY COMPTROLLER 
DEPUTY COMPTROLLER (MANAGEMENT SYSTEMS) ______ _ 

FROM: DIRECTOR FOR ACCOUNTING POLICY __________________ __ 

SUBJECT: DoD Policy on Recoupment of Nonrecurring Costs 

PURPOSE: To respond to a joint letter from three Defense 
Associations. 

DISCUSSION: 

• In a joint letter, three Defense Associations wrote the 
DEPSECDEF about DoD's policy on recouping nonrecurring 
investment costs on commercial sales. They do not object to 
the 000 recouping the costs on Foreign Military Sales (FMS) _ 
transactions. They believe that the current policy goes 
beyond that required by the Arms Export Control Act • 

• Our policies were established in 1967 and are a product of 
continuous reviews by 000 organizations, the audit community, 
and congressional committees. Rather than expanding the 
requirements of the Arms Export Control Act, our policies were 
the basis for the Act • 

• The proposed response provides information on DoD's policies. 

RECOMMENDATION: Sign the attached letters to the Associations. 

COORDINATION: OUSD(A), OUSD(P), OASD(LA), and OAGC(F&IG) concur 

Prepared by: K. O'Brien/ODC(MS)AP/3A882/7313S/NOV044/SDec90 
File: 304.02.2.12 



COMPTROLLER OF THE DEPARTMENT OF DEFENSE 

WASHINGTON. DC 20301-1100 

Mr. Don Fuqua 
President 
Aerospace Industries Association 
1250 I Street, N.W. 
Washington, D.C. 20005 

Dear Mr. Fuqua: 

This is in response to your letter of November 13, 1990, to 
Mr. Atwood, which requested a revision to the Department of 
Defense's policies regarding the recoupment of nonrecurring 
costs. . . 

The applicable 000 policies were adopted over 20 years ago. 
Over time, these policies have been refined to reflect the 
concerns of the Congress and the public. The underlying policy, 
however, remained constant--to recoup from non-Federal 
beneficiaries a fair share of DoD's investment costs. These 
policies are applied uniformly to all defense articles where the 
000 has a material investment. These policies ensure that the 
taxpayer does not pay the costs of special benefits that accrue 
only to certain recipients. In this way, the taxpayer does not 
indirectly underwrite the costs of developing defense articles 
purchased by foreign governments. These policies also ensure 
that the DoD does not give one u.s. contractor, whose products 
are government-financed, an unfair competitive advantage over 
another U.S. contractor, whose products are not government
financed. These policies also provide evidence to other foreign 
nations th~t the U.S. government is not directly or indirectly 
subsidizing its high-technology industry. 

DoD's policies have been, and continue to be, reviewed by 
organizations internal and external to the Department of Defense, 
including applicable congressional committees and the General 
Accounting Office. As a matter of fact, in 1976 the Congress 
extended the DoD policies to the Arms Export Control Act. 

Aside from the obvious benefit to the u.s. Treasury, I hope 
this explanation is helpful in understanding the positive aspects 
of DoD's long-standing policies on the recoupment of nonrecurring 
investment costs. 

Cordially, 

Sean O'Keefe 
Comptroller 
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COMPTROLLER OF THE DEPARTMENT OF DEFENSE 

WASHINGTON, DC 20301-1100 

e.. 
Mr. Dan C. Heinemeir 
Vice President ~ 
Electronic Industries Association 
2001 Pennsylvania Avenue, N.W. 
Washington, D.C. 20006 
~ 

Dear Nr. -i!\:1qlla: 

This is in response to your letter of November 13, 1990, to 
Mr. Atwood, which requested a revision to the Department of 
Defense's policies regarding the recoupment of nonrecurring 
costs. 

The applicable 000 policies were adopted over 20 years ago. 
Over time, these policies have been refined to reflect the 
concerns of the Congress and the public. The underlying policy, 
however, remained constant--to recoup from non-Federal 
beneficiaries a fair share of DoD's investment costs. These 
policies are applied uniformly to all defense articles where the 
000 has a material investment. These policies ensure that the 
taxpayer does not pay the costs of special benefits that accrue 
only to certain recipients. In this way, the taxpayer does not 
indirectly underwrite the costs of developing defense articles _ 
purchased by foreign governments. These policies also ensure 
that the 000 does not give one u.s. contractor, whose products 
are government-financed, an unfair competitive advantage over 
another u.s. contractor, whose products are not government
financed. These policies also provide evidence to other foreign 
nations that the U.S. government is not directly or indirectly 
subsidizing its high-technology industry. 

DOD's policies have been, and continue to be, reviewed by 
organizations internal and external to the Department of Defense, 
including applicable congressional committees and the General 
Accounting Office. As a matter of fact, in 1976 the Congress 
extended the 000 policies to the Arms Export Control Act. 

Aside from the obvious benefit to the U.S. Treasury, I hope 
this explana~ion is helpful in understanding the positive aspects 
of DoD's long-standing policies on the recoupment of nonrecurring 
investment costs. 

Cordially, 

Sean O'Keefe 
Comptroller 



COMPTROLLER OF THE DEPARTMENT OF DEFENSE 

WASHINGTON, DC 20301-1100 

Mr. J. Richard Iverson 
President and CEO 
American Electronics Association 
1225 I Street, N.W. 
Washington, D.C. 20005 

Dear Mr. Iverson: 

This is in response to your letter of November 13, 1990, to 
Mr. Atwood, which requested a revision to the Department of 
Defense's policies regarding the recoupment of nonrecurring 
costs. ' 

The applicable DoD policies were adopted over 20 years ago. 
Over time, these policies have been refined to reflect the 
concerns of the Congress and the public. The underlying policy, 
however, remained constant--to recoup from non-Federal 
beneficiaries a fair share of DOD's investment costs. These 
policies are applied uniformly to all defense articles where the 
000 has a material investment. These policies ensure that the 
taxpayer does not pay the costs of ' special benefits that accrue 
only to certain recipients. In this way, the taxpayer does not 
indirectly underwrite the costs of developing defense articles 
purchased by foreign governments. These policies also ensure 
that the DoD does not give one u.s. contractor, whose products 
are government-financed, an unfair competitive advantage over 
another U.S. contractor, whose products are not government
financed. These policies also provide evidence to other foreign 
nations that the U.S. government is not directly or indirectly 
subsidizing its high-technology industry. 

DoD's policies have been, and continue to be, reviewed by 
organizations internal and external to the Department of Defense, 
including applicable congressional committees and the General 
Accounting Office. As a matter of fact, in 1976 the Congress 
extended the 000 policies to the Arms Export Control Act. 

Aside from the obvious benefit to the U.S. Treasury, I hope 
this explanation is helpful in understanding the posttive aspects 
of DoD's long-standing policies on the recoupment of nonrecurring 
investment costs. 

Cordially, 

Sean O'Keefe 
Comptroller 
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13 November '1PPO 

Secretary or DereDto 
l1uhed State. Trade Rep~,cDtatlv. 

Summazy ot Soptember 25 DPACT ldec.dD. 

Anacbed fa I summary ot' tbe Defen8e Policy Advisory Committee on Trade (1)PACT) 
meelina held in the PentagoD on September 25. 1990. A wide rlDle of defeDae trldo ud 
related Industrial base, issue. were dlscu.sed. Four specific item. recelvlna cOD.iderable 
'UeDtion were: 

1. DPAC'r Deeds to Inleulatc its recommendations with respect to the U.S. 
negotiating positions in the Urupay Round oC Trade NeaotiatioDI. DPACT 
subsequently delivered a Jetter outlinlna the issues it finds mOSI \lraent to tho 
United Slates Trade Representative on 8 October 1990. 

2. Due to • decJlninl U.S. deCense budget and the need to keep production Uno. 
open. DPACT members suaae1ted that the Secretary of Defense consider iuulnl I 
statement emphasizing tbe imponance of defenae expon.. Such. statement 
Ihould call for a thorough review of bureaucratic impedimenta which 
unnecessarily inhibit dotense trade. including an examination of cumber~ome 
expon control procedure •. 

3. DPACT members ,\lgBe.ted tbat ,DoD policy concemlnl recoupment of non· 
rccurrlna costl on loreian .. Ie. and commercial derivativea be reviewed with 
the objective of cnlurina the policy: doc. not impede the exchanae ot techno}o,y 
between military and commercial products; and doe. not unreasonably Impede 
industl')'" ability to competc for forei,n .ale •• 

4. The financial and cash Clow problems in the defense industry are aeve~ aDd 
have a negative impact on competitiveness. DPACT member. ,u"estcd lhat DoD 
consIder actin, to improve timeliness 01 payments. incrcase pro,re" payment 
rates ,and continue uaing flexible payment provi.ions to ltabiJizo conl1lClOr 
investment. 

Thank )'ou for ),our continuing luppon of DPACI'. 

Sincerel)'. 

Normi: ~.IU'IID' airman 

:Ibl 
C90·078 

Attachment 

'" 
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Summ'a of Whet MMtipr 

A meeWlI of the Dofenle PoUe)' AdvilOry Commltt" 011 Trade (I)PACI') wu beld OD 
September 25. 1990 ID the PeDtllon. The IpDd. for the meetlDa OODlilted or four WorkiDI 
Oroup report •• I brief"lDl b)' Undersccretary Wolfowitz OD tho future outlook for defense 
requlrementl. I discussion ot trade DelodllloD, with Amball.dor HIlJ.. and a briefjpa on DPACf 
ACtlvitie. with Deputy Seeretary Atwood. At the ouuet of the meetiDI. Mr. AUJUltine reminded 
the members that DPACT leu onl)' in III Idvisory role on defense trade and related U.S. 
Industrial bue iasueL Membera IDa), meet with Official. Irom the Government 10 dl"ut' opdons 
and eo1lcct Imormation in order to carry out their role u advllon, but In DO WI)' I. DPACT or its 
membera IUthorized to Delodate final DoD decisionl. Thl. poiD' WII allO addrelsed by Mr. 
Yocke)'. Deputy UDdenec"'", ot Defen.e lor AequilhioD. 

It WU Doted that proare .. OD a wide nn,e or i.lue. iD all of the WOrklD, GrouPI had 
beeD .lUbltantial. After con.idor.ble dlleu •• lon ot the i.IUOl, four .peelfie lteml were Identified 
for funber DPACT attentioD. 

1. n. Workln, Oroup OD Strensthenlnl the DofeDse Industrlll Bale will condnue to foeu •. 
OD Indu.try euh .honisci al the mOlt immediate problem impacdn, competitivene ... 
DPACT will continue to provide informa'ion on indu.t&')' calh flow concern. including 
the relationship between overa]) contractor investment and pl),ment dell),l. use of 
flexible progrc.. payment rate and tho marllnal rate of prosren pa),mentl. 

By tho nut DPACT meetinl tho Workinl Oroup on Improvlnl Oovemment/Industry 
ReJatiolu. focuslnl on Jonger term issues affectlna industry competitiveness. wiJI make 
recommendation. on tradeoffs durin a pro,ram developmental contracts. and reducinl 
frictions brought Ibout b), the oversight process. Makin, R&D a viable bu,incu IS 
dcfcDlc production rate. dccliDe wUl be cOD.ldercd In &he context of prOlram 
development conlrledDI. ' . 

3. The Wotkins Oroup on Expon Polic)' will condnue to provide DPACT Input to DSM on the 
Jllue of non-recurring cost recoupment .0 that I beuer under"lndinl ot the d1tCerenccl 
betwecn industry and the Government on thll I .. "e can be factored into the development 
of aD equitable DoD policy. 

4. The Workina Group OD Tnde NClodltion. Affecting Defense wUl provide the U.S. Tride 
RepreseDtative with • position paper on imponant Illues .rCectina the deren.e industry 
that elft be factored into the Uruluay Round negotiation.. Thi. paper will be delivered 
ba carl)' October. 

Workin, Oroup on Improx1u Opyernmc;nVIndultO' Relation. 

Mr. Weilz. Chairman 01 the Workin, Oroup. emphasized that Industry iD itself bu miD)' 
uuemll problems which need to be resolved independent of lovemment Icdon. It is not 
JU$& a DoD problem that the DPACT will be addressln,. The Workina Group identified five 
ke)' iuuea lhll It wUJ be euminins and a .ixth illuc .. I possible mechanism b)' which 
an ongoing dialogue between DoD and industry can be maintained over the Jons term. 
The five Issues Include up· front rulemaklns. flexible trad~of(1 In prolram development 
contractlns, {nereuins value-based .cquhition and usc of commercial practlces, 
reducfna friction. created b), ovenighl and audits and improvinl communication 
between DoD and InduI'ry on plannin, for future requirement •• 

1 
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Mr. Well' outlined three poilible mocbanlaml. alread), In UIC wi\hln varloUi pan. of DoD. 
which ml)' be uKful In crelllni an onlolnl dlalope between DoD Ind lndu.try. Thele 

"include participative manaaement. Total QuaUt~ Management (TQM) and laiC of IUppUer 
council I, a pr"tlce prevalent In many llrle companlel. Olber IUlleltlon. included 
1D0rt DoD and lnduatry elcbanle prolram. and Joint panlclpatlon in 'ralnlnl lemlnar. 
and lebooll. Senral DPACf member. commented on their own .uccell with the CRAO 
proaram. and endoned the expanlion of \hI. concept. It wu I,reed that the Illue of 
flelible tradeoff. in product development contrlcti~1 and reduclnl friction to ove"ilbt 
and audit aclloDl would be diKulled Ua detail at the nelt DPACl' meelln,. ,lnaU)'. me 
ability ot induauy to punue RAD conuactl with limited production WII added 10 the ' .. ue 
of flulblc tradoorfl in proaram development cOntractinl. 

WaTklD' Qmyp aD Stren,tb'QIPI the pereDIS IndYlt",1 a'la 

Mr. Schwartz. Cbalrman of the Worklnl Oroup. Identified three bluc. hll WorJdnl Oroup 
had conlldered: crrOCt of prolrell payment rate. on indultry competltlveneal: 
communication of planninl Information; maln\alnlnl competitive overhead rat.. In a 
reduced budaet cnvlronment.· or lbelO, the Worklnl Oroup focused primarily on the 
iasue of pro arc.. payment Btel. Mr. Schwanz Indicated that thll I •• ue WII by far lbe 
mOlt urtent Illue directly arrectlnl th~ financial health and competilivenol. of the 
defenlo ndultry whh which .omctblna could be done In lbe thon term. He praiteel DoD 
In their effona to rUld • solution to 1hit difficult Illue \hroulh the Ule of a formula 
whl~ i. pealed to lnteR'l fa"l. 

DPACI' memben ccnerall), alreed that the approach of Ullnl • {onnul. wa. a 100d ODe. It 
was allo a,reed that the overall resolution bad to be consi.tent with DoD budlctary IDd 
fundin, constraln1l. Many DPACT member. pointed out that reta1nlna tbe ule or flexible 
paymont fate. WII extremely important until the timellno.. of paymcntl to contractors II 
Ihonened to acceptable levels and con.lltentl)' applied throulhout 000. There wore lome 
differences of opinion on how quickly eontractorl ~urrently ,et paid 10 It Wit 'arced 
that DPACT would provide data from member companiel to help better \Jnderstand thla 
Illue. It WIS pointed out thlt amallcr companies arc even more severel), affected than 
laraer onel by tbe whole Islue or prOlre .. payment rate and cuh now. Onen timet Imall 
companle, cannot borrow mone)' from bank. except at extremely blab ratel lorclna 
Ulem out of the ddenlC bUllncll. PinaUy. It wa. aafeed that th~fe Is a decree of uraency 
to thla problem. It II bnponant to .end a polltlve alanal to the financial marketl. Bond 
ratinal tor derenae companiel are already belnl lowered. efrectlvely Increa.ID, 
borrowlnl rates and puttlnl oven more prellure on cash flow probleml. A po.hive· 
.Janal b)' DoD that they \lnderstaad the problema of industry and are wllllni to do 
.omethlnl to belp will aend a Ilronl effecdve Ilanal to the nnlDelaJ community. DoD 
indicated that a proposal for public comment wlll be developed within the Ilelt lilt)' daYI. 

lYotkin , Group gn BIPAn PgUe)' 

Mr. fl.b, Chairman of the Worklna Oroup, Identified III 1.lue. wblch bl' Workin, Oroup 
hIS been discuuina with 000 and the usn. Tbe.e ".uca include: defenso expon policy 
Itatement; 000 pollcy 011 recoupment of nonrc,urrinl cOlta on deren.e expoN and 
commercial product. IncorporatiDI deten.e teChnology; \lSO of DoD equipment lor 
demOnltrallonl to potential rorelan cUltomera; offlet Idmlnlltratlon CO.lI recovery on 
PMS contracu; defense uport license proviaol; and embasly IUppOrt for defen.e 
contractorl. 000 Ind the USTR are In leneral 'Ireement with 'he DPACT position on five 
of the IIx ISluca and aR con,iderinl bow these wl11 be Implemented. Tbe Workin, Oroup 
wlll contlAue to d"cull these with DoD/USTR. aad report prolrea. It the nell DPACT 
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• mee,lnl' . TIle .hnb laue, DoD polley OD Reoupment of nonrecurrfn, COlt.. needl more 
lDal),.11 IDd dl,culalon between DoD and IndUltry 10 better under.,and 1I1e underJ)'ln, 

. problem. wJth &bJ. 1t.1l1. 

MOlt of thl dlscuI.lon focuRd on the curren, DoD pollc)' of recoupment of Donreeurrinl 
COlli. The Work1nl Oroup'l poshlon I, tha' currenl DoD polley ,oe. well beyond the 
roquJ~meni' of JIW Ind Ict. to Inhibit loreip .ale. when .tlff 'orelp compe,ltlon 
011.11, furthermore, tho WOlkln. Orcup believe. the poUey I. an Impediment 10 
technoloJ)' elehan,c between coaunc~lal and defense product.. flnaU)'. the Workin, 
Oroup kllovo. thll the Donrecumn, COlt recoupment polley wlJI require e.tabUlhment 
01 co.ll)' man_aemeDt lr"kiDa 'yltem. and unnecenlf)' IDd dJrncult cenlncadon 
proeodu~l. Jt WI. poinled out that COD,rell. rcprellntln, the ICDtlment. of the public, 
hll been the prim II')' force behind the current DoD policy. It WIS I,rccd that I complete 
hillory of bow thele cOltl came Into belD' IDd the reuon lor dielr exlltenee be 
devllopecl. Prior dJKuldoD. betwCCD DPACT IDd DoD wUl try and Ion out thell 
4JtI'flnce •• 

. . 
Worl"», Qmu~ aD Trade Nc'QtI'tI~)ft1 AffCetipl PefeplF 

Ambiliador Hill' provided an overview of the current t1ruauay Round of Trade 
Neaod.lloru. which wilJ conclude in the nClt lorty-nve day.. The tou,hel' Issue. and the 
ke)' to the .u~cc •• or aU of the neloelatlon •• 1. I resolution of the a,rlculture faIUCI. The 
Europeans and the U.S. Ire It III far apan on thi. luue. Thl European. have expressed 
.ome wUlinlneli to addrell internal lupponl for a,rieulture. but have nol been wl1Un, 
to addRII oxpon sublldles and bunerl to lmpom. It the 'a"cuhure ".UCl cannot be 
re.olved. tho entire Vruaua)' Round of Trade Ne,otia,lon. ml)' concludo unluccenrully. 

Mr. Brian Rowe. Chafrman of the Workln, Oroup, hl,hllahted Intellectual propen)' 
nahla as the number one Issue or intcrelt to the DPAcr. He expressed concem that 
De,ollatlon. have ,otten ,au,ht up in 11')'In, to harmoDlze patent .y.tem. amonl -the 
developed world when the real Illue II obtainln, some level of I,Rement between the 
developed world and the undeveloped world. Ambassador Hilll Indlclted tha' thil wlJl 
need lOme type of hllh level pol1tical Intervention to ton oue theae problem.. The other 
major DPAcr illue oC inteR.t 1. on the .ub.ldlca code, plnlcularl), II RAD .ub.ld! .. 
relltUl, to detUM become I pin oC abe ao,0111&Ion •• 

Several DPACT membera reiterated that IntellectuII propen)' rlah'l w.. IU. IIlUe lot 
hlah lecb In dUll ric. and the deCenae IDdustry. and lbat the U.S. 'hould Dot back do","" 
from III current position. Ambaa.ador Hml reiterated the need lor DPAcr to provide h. 
po.ltlon DOW to her office 10 tha, the ae,ollaton wllJ have &he .entlmeall 01 U.S. 
jndu.lty u &hey 10 lato their flDal tony-flve daYI. DPAcr wllJ circulate luch a po.hion 
papet and deliver jl 10 the 1!STR office In earl)' October. 

3 
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TABLE D-11 
TYPE OF ASSISTANCE CODE - 1000 SYSTEM 

Code Meaning 

A Grant transfers of Excess Defense Articles (EDA) provided 
under the authority of the Foreign Assistance Act of 1961, 
as amended, for which the United States receives no 
reimbursement for the value of the material. 

~ER 
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WASHINGTON, DC 20301-2800 In reply refer to; 
1-05493/91 \' 

MEMORANDUM FOR ASStSTANT DEPUTY CHIEF OF STAFF FOR LOGISTICS 
DEP~~TMENT OF THE AFL~ 
DIRECTOR, NAVY INTERNATIONAL PROG.KA11 OFFICE 
DEPARTMENT OF THE NAVY 
ASSISTANT DEPUTY UNDER SECRETARY OF THE AIR 

FORCE FOR INTERNATIONAL AFFAIRS (S~~/IA) 
DEPARTMENT OF THE AIR FORCE 
DIRECTOR, DEFENSE LOGISTICS AGENCY {OLA} 
DEPUTY FOR SECURITY ASSISTANCE I DE:F'ENSE 

FINANCE AND ACCOUNTING SERVICE (DFAS-DE/F) 
COMMANDANT, DEFENSE INSTITUTE OF SECURITY 

ASSISTANCE Ml\NAGEMENT (OISAM)";( _ 

SUBJECT: Documents to be Submitted with DO FOfu~S 1513, 
1513-1, and 1513-2 

REFERENCE: (a) Direc~or, DSAA Me~orandum I-002339/91, 
21 May 1991, Subject: Security AE ,Jistance Process Action Teams. 

(b) Security Assistance Management Manual (SAMM), 
Chapter 7, Paragraph 7D103.H.3. 

The LOA Process Action Team (PAT) es~ablished by reference a 
provided, inter alia, specific recommendatlons regarding the 
Financial Analysis Worksheet (FAW) , ~he Termination Liability 
Worksheet (TLW), and the Nonrecurring Cost Recoupment Charges 
Summary (NRC). The recommendations are 5ubstan~ially approved as 
outlined below: 

(a) ~ The requirement for the submission of the FAW is 
v'hereby rescinaed except for each Special Defense Acquisition Fund 

(SOAF) item case line. 

(b) \?f0i>. The threshold for submission is "raised from 
S7 million to $25 million For cases bel 0',1 "Cne $25 million 
threshold, it is requested that a formal C~F~ifiCation that 
te:rmina 'Cion liability has been included il1/·r.ne payment schedule be 

Vinserted into the ca.se file by the case'T!}anager, 

(c f ~ Tr~e requirement for the submission of the NRC 
V'swnmary is hereby reccinded. 

. :~ ....... , ." . ,"'" / 

( 



! .-
• > -

: ;.:" ~~'. " 

'1."'_ ... 

While· the fc~eqoing requirements have been rescindeaor 
significantly revised, it is i~por~ant that the ctata be 
toain-cained by t.he implementing agencies (IAs) and be easily 
accessible to the appropria~e DSAA act.ion offices when 
required. The foreqoing are effective immediately and will 
be included in a fortheoming change ~o the s~. 

P~epared by: RONALD J. MALACEOHSK! 
X19303, F~SC~D, 4B659 

O!STR: 
DSM 
COLlN'SEL 

/ PLANS 
? --OPS 

eM!) 

COMPT 
COMPT-FMD 
FMSCRD 

v FMSCRD CHRON 

, 

GLENN A. RUOD 
ACTING DIRECTOR 
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DOD SI0S.38-M 
70103.H.2.v. 

circumstances are such expenses authorized for reimbursement under FMS LOAs. Instead, the 
funding of transportation and travel costs must be arranged directly between the foreign traveler ) 
and his government without U.S. Department of Defense involvement. 

v. Retransfer of Defense Articles. All LOAs for the provision of defense 
articles on the USML will include the note identified below. This requirement also applies to any 
amendment adding USML defense articles to an existing LOA. LOAs limited to services should 
not include this note. 

~ Effective 22 December 1987 Sec. 562, P.L. 100-202 (FY 88 CR), amended Section 620C 
of the Foreign Assistance Act of 1961 with the following provision which applies to this Letter of 
Offer and Acceptance: 

(E)(1) Any agreement for the sale or provision of any article on the United States 
Munitions List (established pursuant to Section 3B of the Anns Export Control Act) 
entered into by the United States after the enactment of this provision shall 
expressly state that the article is being provided by the United States only with the 
understanding that it will not be transferred to Cyprus or otherwise used to further 
the severance or division of Cyprus. 

(2) The President shall report to Congress any substantial evidence that equipment 
provided under any such agreement has been used in a manner inconsistent with the 
purposes of this subsection. 

3. Documents to be Included with DD Form 1513. 

•• • ~ \ & ~ ('.. \ I • - , ~ 1 AJ.J. I ytp(Q. a. Fmanclal AnalySIS. ~ fP\).M..o ~.,.., CS 'D~r \.. Oq ~. L 

~'1iew fOl COlItple~S!::== ~~:.a~~ ~~:!c~~:y~~:J~Ja~~~~~' 
th~~OA or amendment throughout the coordination cycle but will not be submitte;l-1'o the 
prospectiye purchaser. The DSAA Comptroller will provide a copy of the Financial j\nalysis and 
LOA to SAA~ after countersignature. // 

..... "......... /,,' 

'"\-2) Requirement. All LOAs and proposed amendments for the sale of end
items or services mustbt( accompanied by a Financial Analysis foreacb line item which contains 
one or more of the followin~ .,,' " 

~. . 
(a) Pricing)ased on supply from excess or non-excess stocks, when no 

replacement is required. '''~/'/ 

(b) Recoupme~,~_of n~ng RDT &E and/or production costs. 
" .... 

~ \ l\ (c) A ~!8l1ineva1ueof$14.0InilJ~onormore. * 
~~U\~ \~ \ // .,.~, 

11\'5..." \ (/J (~) . -Exceptions. A Financial Analysis is not '~uired for the following: 
~I r"/ , < ~~ __ // <a) Individual line items of $50,000 «less. ~ 

(b) The Financial Analysis is not required for training, services, or * 
secondary/stock fund items. "~/ -

'--

701-11 Change No.2, 2 July 1990 



70103.H.3.a.(4). DOD 5105.38·M 

\ 
\ 

\ 

item or service. 

\ 

(4) Data Required. The following infonnation will be included: 

(a) Case designator, line item and complete descriptive data relativ 0 the 

(b) Source of the article. Examples are: 

Excess inventory. 

"'~ 
'''' .l. Inventory (replacement with same item). / 

"'!I.., Inventory (replacement with improv~). 
i. ~uction. / 

(c) Source of price estimates. ExamplesJire: 
\ / 

1. Prime c~np'actor quote. /1 
,,-, / 

1. Prime and G~ contractpT quotes. 
.'-,,' ' 

.l. Standard pnce. ''-../' , 

Inventory (without replacement). 

" ", 
~. OOD component e~tirriate without contractor participation, based 

on recent sale or similar experience, or in accordance with QOD 7290.3-M. [In this connection, 
notice should be taken of Section 225.7303(b)(2) of the DFAR&conceming the participation of the 
procuring contracting officer in the preparation of WAs and that-the provisions of this section are 
complied with.] '" 

'.. , , 
(d) The basis for making or adjusting estim~~. from any of the above 

sources. Examples are: / "" 

1. Ag~nt's fees or commissions included in thir.,MS case and the 
amount thereof. The DOD component certification of reasonableness in accordance with Subpart 
3.4, FAR and DFARS, Section 125.7305(c)(iii)(C) must be attached. If the fee ca'hQot be or has 
not been certified as reasonable, the DOD component notification or proposed notifi~tion to the 
foreign country or international organization should also be attached for info~tion or 
coordination. See Chapter'S, Section 801, paragraph 80103, this Manual, for further guidimpe. 

/ '\ 
I ' 

/ 1. Inclusion of nonrecurring RDT &E and production cost recoup-
ment in accordanCe)tth DOD Directive 2140.2. '\, 

/ .l. Inclusion of adjustments for estimated inflation or other risk \ 
/ factors. 

7297 ~. Replacement cost in accordance with the provisions of DOD 

701-12 Change No.3, 1 March 1991 
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------- - - -- -

/ ~-----

\"" 
'" 

.1. First destination transportation costs. 

b.. Recurring suppon costs. 

~ 1. Unfunded costs. 

"""~ concurrent spare parts:,-,,-, 
Application of factors for estimating " 

"'2.~'" Adjustments based on anticip . on of the receipt of other orders 
or DOD procurement of the itemm.volved which WOUld7' ely /sult in shared overhead costs and a 
reduced price for the item.' . 

(e) Sources of da used to .make any of the above adjustments and their 
application to the case. // 

(f) A compariso f LOA'Prices with budgeted or ongoing DOD com-
ponent procurement prices; e.g., the ~~~.~fed Acquisiti~eport ~SAR)~ . 

(g) Source for Schedule of Paym2nts, mcluding estImated date of con-
tract award. .' . ~ 

(h) ,.~ comparison of LOA prices with al~er LOA prices for the same 
item wi~in the previous-twelve months. This comparison should not b'e{mited to sales within the 
same regIon. / '" 

.// (5) Format. Table 701-4 is a suggested format for use ~resenting required 
Financial Analysis data. The format may be modified to meet the needs of th~ndividual DOD 
components. The financial analysis must,,.hgv:':! I eF, identify methods used in devel~' ng costs and 
provide the informationoQuU:i:Iled aho, til for each line item in sufficient detail to enable e reviewer 
to judge the accuracy, completeness, and firmness of the estimated prices. ____ ~- -, '--_ .. -..•.. - ..... __ .. _ ... -_ ..... - --'---'" . __ ..•..... '" .. --~ 

b. Termination Liability (TILl Worksheets to be Included with 
Selected LOAs. The purpose of this worksheet is to provide the Director, DSAA with 
information concerning the implementing agency's determination of and plan for the collection of 
an appropriate amount of funds to cover the liability that would accrue to the usa should the sales 
agreement be terminated prior to normal completion. This worksheet is for internal management 
purposes and normally will not be furnished to the purchaser of the defense article or service. 

~: For amendments and modifications exempt from countersignature, implementing agencies 
should provide copies of Termination Liability Worksheets (TLW) directly to the DSAA 
Comptroller (FMD) and SAAC (FSRC). 

~S $~~~ 
(1) Offers of $'f'Million or More. LOAs with a total case value of ~ 

'\ ~illie:::~ or more will be accompanied by a TL W &S part of tIl@ ~yiHQ uAancial..aBIH),sis 
~ .-~ hen the ~~~ is submitted to tbg DSAA for countersignature. Any modifications or amendments 

" Ii);t;.) to these ~ that contain a revised payment schedule will also contain a revised termination 
, Q a\ liability worksheet. F-i)/\ LoA", 'p,.t.~ .\J....,t }Z$M ~\\.J ~ ~".L CV')~~..r.. 

V Ii' t+r<~ ~~'."......~,\~ \J..lI..: .. ~t.,,", !.~ ~ 'v.,,-.~;'. ~ +-k P~ 
?,IJ \ ~-.. vI",," ~ b.L. ~ ~ ~ \,. 0 t'l Yk. 
~. . 

.I 

701-13 Change No.3, 1 March 1991 
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(6) Ouality Control. lAs must ensure that adequate quality controls exist to 
assure the mathematical integrity oflLW. Tennination liability/contractor holdback collections ). 
must be projected to liquidate by the last scheduled payment * 

c. • A data~h in the forma f Table4-6 
\J)\ ~ willr inc:!ud d with all LOA to identify )Yh~er NRC Rec pm t Charges 5. incluqea in e 

V' .. \ ~r DS , . I revi,1'his' ormatioR"and forward a co"py to S C for i ouyatio"/ 

~,\q?\tryND.k: 0; ame dm~s~and n}odific 'ons exe~~t IT ~untersignatur, imple~ng agen~ies 
,( ." IV , shoul provide ~o~s of the NRC oupment su aryworkshee~ d' tly to DSAA Comptroller 
Y LiI(J an' AAC. 7-- \ . 

or' 
, I. Coordination of LOAs. Amendments, Notices. and LOIs. 

1. DOD Component Coordination. All LOAs and LOIs should indicate a 
coordination by the comptroller and legal counsel of the appropriate ooD component 

2. DSAA Coordination. DSAA coordination will be accomplished by the Opera
tions Directorate (DSAA-OPS) on LOAs, amendments, notices, and LOIs which require 
countersignature during the countersignature process. DSAA-OPS is responsible for obtaining all 
internal DSAA coordination and the coordination of appropriate OSD staff elements. While DSAA 
coordination occurs during the countersignature process, it is not synonymous therewith and 
constitutes a separate function. The DSAA point of entry for coordination of the aforementioned 
documents is the DSAA Comptroller (FMS Control Division). 

J. Countershmature. All LOAs and WIs require DSAA countersignature. All amend-
ments and notices except as specifically exempted in Chapter 8 also require countersignature. Note 
that no exemptions will apply to amendments or notices which involve Congressional notification 
[Sec. 36(b)] or FMS credit, MAP, or third country financing. 

1. Procedures. Upon DOD component finalization of the foregoing documents and 
in the case of Section 36(b) AECA Congressional notification actions, five days prior to the 
expiration of the Congressional review period, DOD components will forward to the DSAA
Comptroller (FMS Control Division) the signed original and two copies of all documents for 
DSAA coordination and countersignature. For documents involving FMS credit or MAP 
financing, the signed original and three copies will be forwarded. The DSAA (Comptroller) will 
routinely forward all submissions to DSAA-OPS for coordination prior to countersignature. The 
DSAA Comptroller will take action to process and enter appropriate data extracts into the DSAA 
FMS data base. 

2. Return to Preparin2 DOD Component. Subsequent to DSAA coordination 
and processing, the DSAA Comptroller will: countersign the document and return the original 
copy to the originating DOD component for onward processing to the prospective purchaser, 
forward a copy to the SAAC with the lLW, NRC recoupment worksheet, and financial analysis, if 
applicable; and retain a copy in order to enter the appropriate information into the DSAA FMS data 
base. 

K. Incomplete DocumentatiOn. FMS transactions submitted for DSAA countersig
nature which do not include the proper documentation will be returned to the preparing DOD 
component without countersignature. If the urgency of the situation requires processing without 
waiting for the required documents, the matter should be referred to the Director or Deputy, 
DSAA-OPS. DSAA-OPS, following its review, will coordinate with the Comptroller. If 
approved, the transaction will be processed and countersigned. 

70l-15 Change No.2, 2 July 1990 
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C~ 
TABLE 701·4 

Financial Analysis Worksheet 

Case 
System 
Case Line 

Case Manager 
Organization 

Date Prepared 

PRICING TECHNIQUE 

A. NSN __ ~~ ___ _ 

B. QTY \ 

C. Sourceofltem (~One): 
1 . Excess ~ entory 
2. Inventory ·thout replacement) 
3. Inventory ( lacement with same item) 
4. Inventory (re acement with improved item) 
5. PToduction 
6. Other 

D. Source of Price (Check One): \\ 

1. __ Prime Contractor 
2. Price and GFE Contrac~r 
3. Standard Price \ 
4. Major Subordinate Corruri 
5. Other (explain) 

E. Source Unit Price _____ -+-__ ~ 

F. Adjusted ~ce (explain source 

1. Agent's Fees 0 Commissions 
2. Nonrecurrin~ osts (RDT&E) Rec pment Charges 
3. Nonrecurripg Costs (production) R upment Charges 
4. Replace~nt Costs 

DOD SI0S.38·M 

5. . Adjusted' for Inflation 
6. Contrattor Rental Payments for USG-O ned Plant and Production Equipment * 
7. CAS/Audit * 
8. ReCurring Support Costs __ Contract Government * 
9. First Destination Transportation * 

10. /Other (explain) * 
11. / Total Adjustment * 

G. Adiufnil Price _________ _ 

./ 
" 

/ 

701-22 



H. 

1. 
2. 
3. 
4. 
5. 

Prime Contractor 
. e and GPE Contractor 
ajor Subordinate Command Estimate 

Ot er (explain) 
Es· ated date of contract award 

I. Comparison with other ca 

a: 
(1) 
(2) 

J. Remarks (use continuation sheets, as 

* If different m above adjusted unit price. 

/ 

701-23 
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TABLE 701-6 
Nonrecurring Cost Recoupment Charges Summary 

NRC CHARGES INCLUDED: 

IF NO, 

REASON CHARGES NOT INCLUDED ( C~ APPLICABLE BLOCK): 

// "'. 1. NOT APPLICABLE TO ANYLINE ITEM"" 

2. CHARGES W AIVERj6{ REDUCED) BY ~M 
(IDENTIFY SO OF WAIVER NOTIFICA ON) 

IF YES. NRC ~ • .Lr""'" 

Line/S~ ine 
Nomenclature 

/ 
Identify 

MDf)Non-MDE 
Pro Rata 
Chan~e 

701-25 

Total 
Included 

Signature of MILDEP 
Case Manager 

(OfficeffelephonelDate ) 

} 
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b. The current DOD contract price, identifying add on charges, will. be 
estimated by the DOD component involved. 

2. In accordance with DOD 7290.3-M, Section 71802, if DSAA determines an 
SDAF item to be of reduced utility, an appropriate reduction to the price may be made. Such a 
reduction could conceivably lower the selling price to below the SDAF cost. 

140010 FMS SALES OF SDAF ITEMS. 

A. P&A Data. Requests for P&A for items that are on contract for SDAF procurement 
are coordinated with DSAA prior to responding to the LOR. DSAA, in conjunction with the lAs, 
will decide whether to fill the request from SDAF contracts, DOD inventories, or new 
procurements. The IA responds with P&A data (Section 70002). Pricing information will be 
coordinated with DSAA prior to release. 

B. LOA Manaeement. LOAs for SDAF items prepared by lAs will be prepared in 
accordance with guidance provided in Chapter 7 except as follows: 

1. Originally, all SDAF LOA designators were assigned by DSAA and used an IA 
code of "Q". Currently, the USA is utilizing a "B" IA Code, "]" designator with "F" Source of 
Supply Code to indicate SDAF. The USAF has also been authorized the use of a "D" IA Code, 
"]Q" designator for its SDAF LOAs. 

2. SD¥ and non-SDAF items are normally not included on the same WA. Army 
"]" cases include both SDAF and non-SDAF lines. SDAF and non-SDAF items will not be 
commingled on the same WA line. 

l 

3. The SDAF FA W (Table 1400-4) must be provided for each line and is to be used ~ ~ ~?'V 
.In liey ef fRe te8u1ar pUS ~A¥f'when source of supply is SDAF. The SDAF FA W must include () ~P\ 
the SDAF MIPR line and support line numbers. DSAA SDAF Division requires an extra DD Form) . y? \ 
1513 accompanied by three sets of SDAF FA W s (one copy for DSAA/Plans/SDAF Division; one \ ~ l"if 
copy for SAAC/SDAF; and one for SAAC/Country Manager). When a variation in price occurs on 
the LOA, a new SDAF FA W must be submitted for each line affected on the basic LOA (a new 
WA need not be prepared unless directed by DSAA). 

4. For "]" cases, payment schedules must distinguish payments required for SDAF 
lines. Payment schedules must reflect disbursement profiles for applicable SDAF contracts. 
Payment schedule changes on SDAF WAs must be approved by DSAAISDAF Division. 

5. Initial deposits as normally computed for FMS LOAs will be increased by the 
value of disbursements already made for SDAF items being sold. SAAC will provide dis
bursement information on SDAP items upon request to activities preparing SDAP LOAs. 

6. Amendments or modifications to SDAP LOAs are generally not processed for 
normal changes to SDAF buy-in costs. However, country-specific changes which affect SDAF 
buy-in costs should be reflected by an amendment or modification. Other changes such as those 
relating to quantities, delivery schedules, and policy changes should also utilize an amendment or 
modification (Section 804). 

7. Signed copies of DD Forms 1513, 1513-1, and 1513-2, involving SDAF items, 
should be forwarded to DSAA, Attention: DSAAlPlans/SDAP Division. 


	

