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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 1ittle or nothing to do with DoD business. This fact alone w111
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 resuit from sales lost to foreign
competitors and from discouraged "dual use" technology.

4. The policy is a direct cohtravention 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
impliement.

Most 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 revise
it to that articulated by Congress, in the Arms Export Control Act i.e.,
Foreign Military sales of major defense equipment.

. Sincerely,
Don Fuqua, Richard Iverson,
President esident and CEQ
Aerospace Industries Association American Electronics Association

N A

Dan C. Heinemeier,
Vice President
Electronic Industries Association
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the Linder Secretary (Policy)

REVISED COORDINATION PACKAGE.

or?d
. 1.
PLEASE DISCARD PREVIOUS PACKAGE DATED 4 DEC 1990.~ D%‘;’,s!‘?"

DATE: 5 December 1990 Tﬁ:////éﬁlé?5?75?2;;§;”

SUBJECT: DoD 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 x73135
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COORDINATION:

USD(A)

USD(P)

ASD(LA)

GENERAL COUNSEL

SUBJECT: DoD's Policy on Recoupment of Nonrecurring Costs
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OFFICE OF THE COMPTROLLER OF THE DEPARTMENT OF DEFENSE

WASHINGTON, DC 20301-1100

(Management Systems)

COVER BRIEF
TO: COMPTROLLER

THRU: 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 DoD 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.

® OQur policies were established in 1967 and are a product of
continuous reviews by DoD 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/3A882/73135/N0OV044/5Dec90
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 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
DoD 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 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



COMPTROLLER OF THE DEPARTMENT OF DEFENSE

WASHINGTON, DC 20301-1100
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v// Mr. Dan C. Heinemeir
Vice President 1 :
Electronic Industries Associatio
2001 Pennsylvania Avenue, N.W.
Washington,'D.C.‘ZOOOG

// . Dear Mr. Puqua:

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
DoD has a material investment. These policies ensure that the

‘ taxpayer does not pay the costs of special benefits that accrue
only to certain recipients. 1In 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 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



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
DoD has a material investment. These policies ensure that the.
taxpayer does not pay the costs of special benefits that accrue
only to certain recipients. 1In 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 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



13 November 1990

™. Secretary of Defense .
United States Tradc Represcntative g

SUBJECT: Summary of September 25 DPACT Meeting

Anached is a summary of the Defense Policy Advisory Commiitee on Trsde (DPACT)
meeting beld in the Pentagon on Scptember 25, 1990. A wide range of defense trade and
related industrial base issues were discussed. Four specific items recelving considerable
attention were; :

1. DPACT neceds to ariculaie its recommendstions with respect to the U.S.
negotiating positions in the Uruguasy Round of Trade Negotiations. DPACT
subscquently delivered a letter outlining the issues it finds most urgent to the
United States Trade Representative on 8 October 1990.

2. Due to a declining U.S. defense budget and the need to keep production lines
open, DPACT members suggested that the Secretary of Defense consider issuing o
statement emphasizing the imporiance of defense cxports. Such a statement
. should call for 8 thorough review of bureaucratic impediments which
unnccessarily inhibit defense trade, Including an examination of cumbersome
export control procedures.

3. DPACT members suggested that DoD policy concerning recoupment of non-
recurring costs on foreign sales and commercial derivatives be reviewed with
the objective of cnsuring the policy: does not impede the exchange of technology
between military and commercial products; and does not unrcasonably impede
industry's abllity to compete for foreign sales.

4, The financial and cash flow problems in the defense industry are severe and
have 8 negative impact on competitiveness. DPACT members suggested that DoD
consider acting to improve timeliness of payments, increase progress payment
rates and continue using flexible payment provisions to stabilize contractor
investment.

Thank you for your continuing support of DPACT.

Sincerely,

fPmnn

Norman' R. Augustine
airman

RA:gbl
C90-078

Attachment



A meeting of the Defense Policy Advisory Commitiee on Trade (DPACT) was held on
Scptember 25, 1990 in the Pentagon. The agenda for the meeting consisted of four Working
Group reports, a briefing by Undersccretary Wolfowitz on the future outlook for defense
requirements, a discussion of trade negotiations with Ambassador Hills, and a briefing on DPACT

. activities with Deputy Sccretary Aiwood. At the outset of the meeting, Mr. Augustine reminded
the members that DPACT acts only in an advisory role on defensc trade and related U.S.
industrial basc issues. Members may meet with officials from the Government 1o discuss options
and collect information in order to carry out their role as advisors, but in no way is DPACT or its
members authorized to negotiate final DoD decisions. This point was also addressed by M.
Yockey, Deputy Undersccrciary of Defease for Acquisition,

It was noted that progress on s wide range of issues in all of the Working Groups had
been substantial. Afier considerable discussion of the issues, four specific items were identified
for further DPACT attention. - '

1, The Working Group on Strengthening the Defense Industrial Base will continue to focus -
on Industry cash shortages as the most immediate problem impacting competitiveness.
DPACT will continue to provide information on industry cash flow concerns including
the relationship between overall contractor jnvestment and payment delsys, use of
flexible progress payment rate and the marginal rate of progress payments.

. By the next DPACT meeting the Working Oroup on Improving Government/Industry
Relations, focusing on longer term issues affecting industry competitiveness, will make
recommendations on  tradeoffs during program developmental contracts, snd reducing
frictions brought about by the oversight process. Making R&D s viable business as
defense production rates decline will be considered in the context of program
development contracting. : '

3. The Working Group on Export Policy will continue to provide DPACT input to DSAA on the
issue of non-recurring cost recoupment so that a better understanding of the differences
between industry and the Government on this issue can be factored into the development
of an equitable DoD policy.

4, The Working Group on Trade Negotiations Affecting Defense will provide the U.S. Trade
Representative with a position paper on important Issues affecting the defense industry
that can be factored into the Uruguay Round ncgotistions. This paper will be delivered
in carly October.

Mr. Woisz, Cbalrman of the Working Group, emphssized that industry in itsclf has many
internal problems which need to be resolved independent of government action. It is not
Just & DoD problem that the DPACT will be addressing. The Working Group identified five
key issues that it will be examining snd a sixth issuc as a possible mechanism by which
an ongoing dislogue between DoD end industry can be maintained over the long term.
The five Issues include up-front rulemaking, flexible tradeoffs in program development

. contracting, increasing value-based acquisition and use of commercial practices,
reducing frictions created by oversight and audits and improving communication
between DoD and industry on planning for future requircments.

1



Mr. Weisz outlined three possible mechanisms, already in use within varlous parnts of DoD,
which may be uscful in creating an ongoing dialoguc between DoD and industry. These

‘include panicipative management, Total Quality Management (TQM) and use of supplier

councils, a practice prevalent in many large companies. Other suggestions included
more DoD and indusiry excbange programs and joint panicipstion in training seminars
and schools, Several DPACT members commented on their own success with the CRAC
program, and endorsed the expansion of this concept, It was agreed that the issuc of
ficxible tradeoffs in product development contracticg and reducing friction to oversight
and audit actions would be discussed in detail at the next DPACT meeting. Finally, the
ability of industry 10 pursue R&D contracts with limited production was added to the lssue
of flexible tradeoffs in program development contracting.

Mr. Schwartz, Chsirman of the Working Group, identificd three issues his Working Group
had considered: effect of progress payment rates on Industry competitiveness;
communication of planaing information; maintsining competitive overhead rates in a
reduced budget environment.” Of these, the Working Oroup focused primarily on the
issue of progress payment rates. Mr, Schwarz indicated that this issue was by far the
most urgent lssue dircctly affecting the financial health and competitivencss of the
defense industry with which something could be done in the short term. He praised DoD
in their efforts to find a solution to this difficult fssue through the use of a formula
which is pegged to interest rates.

DPACT members generally agreed that the approach of using & formula was a good one. It
was also sgreed that the overall resolution had to be consistent with DoD budgetary and
funding constraints. Many DPACT members pointed out that retaining the use of flexible
payment ratcs was extremely important until the timeliness of payments to contractors is
shortened (o accepiable levels and consistently applied throughout DoD. There were some
differences of opinion on how quickly contractors currently get paid so it was agreed
that DPACT would provide data from member companies 10 help better understand this
Issue. It was pointed out that smaller companics are even more severely affected than
larger ones by the whole issuc of progress payment rste and cash flow. Often times small
companies cannot borrow money from banks except st extremely high rates forcing
them out of the defense business. Finally, it was agreed that there is a degree of urgency
to this problem. It {s important 10 send a positive signal to the financial markets. Bond
ratings for defense companics are already being lowered, effectively increasing
borrowing ratcs and putting even more pressure on cash flow problems. A positive
signal by DoD that they understand the problems of industry and are willing to do
something to help will send a strong effective signal to the flnancial community. DoD
indicated that & proposal for public comment will be developed within the next sixty days.

Mr. Fish, Chairman of the Working Group, identified six lssues which his Working Group
has been discussing with DoD and the USTR. These issues include: defenss export policy
statement; DoD policy on recoupment of nonrecurring costs on defense exports and
commercial products incorporating defense technology: use of DoD equipment for
demonstrations 1o potential foreign customers; offset administration costs recovery on
FMS contracts; defense export license provisos; and embassy support for defense
contractors, DoD and the USTR are in general sgreement with the DPACT position on five
of the six issues and arc considering how these will be implemenied. The Working Group
will continue to discuss these with DoD/USTR and rcport progress at the next DPACT

2



‘meeting. The sixth issue, DoD policy on recoupment of nonrecurring costs, needs more

analysis and discussion between DoD and industry to better understand the underlying

_prodlems with this issue.

Most of the discussion focuscd oo the current DoD policy of recoupment of nonrecurring
costs. The Working Group's position is that current DoD policy goes well beyond the
requircments of law snd acts to inhibit forcign sales when stff forcign competition
exists, Furthermore, the Working Group belleves the policy is an impediment to
technology exchange between commercial and defense products. Finally, the Working
Group believes that the nonrecurring cost recoupment policy will require establishment
of costly management tracking systems and unnecessary and difficult cenification
rocedures. It was pointed out that Congress, representing the scatiments of the public,
as been the primary force behind the current DoD policy. It was agreed that a complete
history of how these costs came into being and the reason for their existence be
:';;:m”d' Further discussions betweea DPACT and DoD will try and sort out these
erences. ‘

Ambassador Hills provided an overview of the current Uruguay Round of Trade
Negotistions, which will conclude in the next forty-five days, The toughest issue, and the
key to the success of all of the negotiations, is s resolution of the agriculture issues. The
Europeans and the U.S. are still far apart on this issue. The Europecans have expressed
some willingness to address internal supports for agriculture, but have not been willing
to address export subsidies and barriers to Imponts, If the agriculture issues cannot be
resolved, the entire Uruguay Round of Trade Negotiations may conclude unsuccessfully.

Mr. Brian Rowe, Chairman of the Working Group, highlighted intellectual property
rights as the number one issue of inierest to the DPACT. He expressed concern that
acgotiations have gotten caught up in trying to harmonize patent sysiems among ‘the
developed world when the real issuc is obtaining some level of agreement between the
developed world and the undeveloped world. Ambassador Hills Indicated that this will
need some type of high level political intervention to sort out these problems. The other
wajor DPACT issuc of interest is on the subsidies code, particularly if R&D subsidies
relating to defense become s part of the ncgotiations,

Several DPACT members relterated that iIntellectual property rights was the Issve for
high tech industries and the defense Industry, and that the U.S. should not back down
from its current position. Ambassador Hills relterated the need for DPACT 1o provide its
position aow to her office so that the negotiators will have the sentiments of U.S.
industry as they go into thelr final fony-five days. DPACT will circulate such a position
paper and deliver it 1o the USTR office in early October.
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TABLE D-11
TYPE OF ASSISTANCE CODE ~ 1000 SYSTEM

Meaning

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.
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MEMORANDUM FOR ASSISTANT DEPUTY CHIEF OF STAFF FOR LOGISTICS

DEPARTMENT OF THE ARMY

DIRECTOR, NAVY INTERNATIONAL PROGRAM OFFICE

DEPARTMENT OF THE NAVY

ASSISTANT DEPUTY UNDER SECRETARY OF THE AIR
FORCE FOR INTERNATIONAL AFFAIRS (SAF/IA)

DEPARTMENT OF THE AIR FORCE

DIRECTOR, DEFENSE LOGISTICS AGENCY (DLA)

DEPUTY FOR SECURITY ASSISTANCE, DEFENSE
FINANCE AND ACCOUNTING SERVICE (DFAS-DE/F)

COMMANDANT, DEFENSE INSTITUTE OF SECURITY
ASSISTANCE MANAGEMENT (DISAM) M

SUBJECT: Documents to be Submitted with DD FORMS 1513,
1513-1, and 1513-2

REFERENCE: (a) Director, DSAA Memorandum I-002339/91,
21 May 1991, Subject: Security Az.iistance Process Action Teams.

(b) Security Assistance Management Manual (SAMM),

' Chapter 7, Paragraph 7D103.H.
A The LOA Process Action Team (PAT) established by reference a
--  provided, inter alia, specific recommendations regarding the
Pinancial Analysis Worksheet (FAW), the Termination Liability
Worksheet (TLW), and the Nonrecurring Cost Recoupment Charges
Summary (NRC). The recocmmendations are substantially approved as
outlined below:

! The requirement for the submission of the FAW is
rescinded except for each Special Defense Acguisition Fund
(SDAF) item case line.

(b) @IE? The threshold for submission is raised from
$7 million to $25 millicn For cases below the $25 million
threshold, it is requested that a formal ce;fxflcatlon that
termination liability has been included in’the payment schedule be
Vingerted into the case file by the case. manager

() BRCD The requirement for tlié submission of the NRC
vsummary is nereny rescinded. -’ :

S Shiam P4 M01=N 12,1915, 22,23,25 0 X 14000
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' While the foregoing regquirements have been rescinded or
significantly revised, it is important that the data be
maintained by the implementing agencies (IAs) and be easily
accessible to the appropriave DSAA action offices when
reqguired., The foregocing are effective immediately and will
be included in a fortheoming change to the SAMNM,

G4 T

GLENN A. RUBD
ACTING DIRECTOR

. .
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DOD 5105.38-M
70103.H.2.v.

funding of transportation and travel costs must be arranged directly between the foreign traveler

‘ circumstances are such expenses authorized for reimbursement under FMS LOAs. Instead, the
and his government without U.S. Department of Defense involvement.

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.

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 Arms 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.
' a. Financial Analysis. ﬁgpw\o\x— Yo SDRF LoR qul ak 19900

' party
the-LOA or amendment throughout the coordination cycle but will not be submittedfo the
prospective purchaser. The DSAA Comptroller will provide a copy of the Financial Analys1s and
LOA to SAAC aftcr countersignature. |

\(2) Requirement. All LOAs and proposed arnendmcnts for the sale of end-
items or services mustbe accompanied by a Financial Analysis for each line item which contains
one or more of the followmg\

~. e
(a) Pricing based on supply from excess or non-excess stocks, when no
\\ ’_/
\

(b) Recoupmcnts of nbngumng RDT&E and/or production costs.

replacement is required.

© A total hne value of $14.0 rmlhon or more. *

3‘% 1,\ e N

(3) 'Exceptions. A Financial Analysis is not\"lvguircd for the following:
- .

, ,,a\ = T
< N - (a) Individual line items of $50,000 or less.
N
(b) The Financial Analysis is not required for mumng, services, or *
secondary/stock fund items. \ -
N

701-11 Change No. 2, 2 July 1990
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N (4) Data Required. The following information will be included:

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

(b) Source of the article. Examples are:

-

Excess inventory.

/
(NN

Inventory (without replacement).

Inventory (replacement with same item). / ’

I

Y
,

Inventory (replacement with unprovcyt‘e/m).
5_ &oductlon
(¢c) Source of'p\nce estimates. Examples dre:

1. Prime c&nyractor quote. /

. /
2. Prime and GFE contractef quotes.
: !

3. Standard price. \\ ‘l

on recent sale or sumlar experience, or in accordance with DOD 7290.3-M. [In this connection,
notice should be taken of Section 225.7303(b)(2) of the DFARS, concerning the participation of the
procuring contracting officer in the preparauon of LOAs and that-the provisions of this section are
complied with.]

4. DOD component csumate without contractor participation, based

\\

(d) The basis for making or adjusting estima?es_ from any of the above

sources. Examples are: /-" , \

1. Agent s fees or commissions included in the\FMS case and the

amount thereof. The DOD component certification of reasonableness in accordance with Subpart

3.4, FAR and DFARS, Section 225.7305(c)(ii1)(C) must be attached. If the fee cannot be or has

not been certified as reasonablc the DOD component notification or proposed notification to the

foreign country or international organization should also be attached for information or
coordination. See Chapte}rS Section 801, paragraph 80103, this Manual, for further guldance

// 2. Inclusion of nonrecurring RDT&E and production cost rccoup-
ment in accordance v/vﬁh DOD Directive 2140.2. : \
/ 3. Inclusion of adjustments for estimated inflation or other risk *
factors. / \

4. Replacement cost in accordance with the provisions of DOD
7290.3-

701-12 Change No. 3, 1 March 1991



70103.H.3.a.(4).(d).3. DOD 510§.38-M

‘ —~ " First destination transportation costs.
N
AN .

3
¢

"J
2
W\ sdudile ohedd ke

3 .

‘q ’
/

Unfunded costs.

\~

AN

concurrent spare par\ts.\_\

3
6. Recurring support costs.
1
8

Application of factors for estimating "

~

9. Adjustments based on antlc1p ion of the receipt of other orders

or DOD procurement of the item involved which would likely sult in shared overhead costs and a
reduced price for the item.

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

() A comparison-6f LOApnces with budgeted or ongoing DOD com-
ponent procurement prices; €.g., the Selected Acqulsmo%):rt (SAR).

(g) Source for Schedule of Payments, including estimated date of con-
tract award. -
(h)’ A companson of LOA prices with all other LOA prices for the same
item within the prev1ous twelve months. This comparison should not be limited to sales within the
same region. o e\

<~ (5) Format. Table 701-4 is a suggested format for use in\presenting required
Financial Analysis data. The format may be modified to meet the needs of the\individual DOD
components. The financial analysis must, however, identify methods used in developing costs and
provide the information-outlined-abese for each line item in sufficient detail to enable the reviewer
to Judge the accuracy, completeness and ﬁnnness of the csumateiw________ D

.
e e fer e e an o v ——_—-

b. Termination Liabili /L) Workshee Included with
Selected LOAs. The purpose of this worksheet is to provide the Director, DSAA with
information concemning 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 USG 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.

Note: 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) 5
asw

(1) Offers of &Z Million or More. LOAs w1th a total case value of sev-en

or more will be accompanied by a TLW es-part-ofthe-required-fin
hen submitted to the DSAA for countersignature. Any mod1ﬁcauons or amendments
to these €#5¢¥ that contain a revised payment schedule will also contain a revised termination
liability worksheet. FoA LoRo btlow Mu $25M Huwahsd ) o Xm@ an \"PN
AT A e ULk Vood Bl aatbindibe n PW
‘ “ 0 MM Loh gl'. '
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\&Cf

c.
Y will included with all LOA
\@{.,O ill reviewhis information’and forward a copy to SAAC for 1 l:;1c>/n/
J/or ame dm;vt/sw and modifications exeh:g;r?mémntersi aturg; implementing agencxes
ary

DOD 5105.38-M
70103.H.3.b.(6).

(6) Quality Coptrol. IAs must ensure that adequate quality controls exist to
assure the mathematical integrity of TLW. Termination liability/contractor holdback collections
must be projected to liquidate by the last scheduled payment.

. A data sheet\in the formappf Table/70}-6
to identify whether NRC Recoupm tChar_ges 'included in fhe

should provide J;pptes of the NRC p€coupment su . worksheet di tly to DSAA Comptroller
AAC. '

I

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

2. DSAA Coordination. DSAA coordination will be accomplished by the Opera-
tions Directorate (DSAA-OPS) on LOAs, amendments, nonces, 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. Countersignature. All LOAs and LOIs 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. B_gjnm_tp_l’_maﬁng_D_QQqumngm. 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 TLW, 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 countersxg-
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.

701-15 Change No. 2, 2 July 1990
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DOD 5105.38-M

TABLE 701-4
Financial Analysis Worksheet
CC Case Manager
Case Organization
System
Case Line Date Prepared

PRICING TECHNIQUE

NSN v 0{

QTY N Jpﬁ\

Source of Item (Che& One): 6)9 ]
1. Excess Inyentory O 7, U\&)

%. Inventory (without replacement) ,g/ -~ \

4: q , 70 )7

5. \

6.

' D. Source of Price (Check One):  \
Prime Contractor

Price and GFE Contractor

Standard Price

Major Subordinate Commyggd Estimate

Other (explain)

bW =

E. Source Unit Price

Adjusted Price (explain source computatioys in Remarks)

Agent's Fees of Commissions
Nonrecurrin gCosts (RDT&E) Recoppment Charges
Nonrecurring Costs (production) R
Replacement Costs
Adjusted for Inflation
Contractor Rental Payments for USG-Owned Plant and Production Equipment
CAS/Audit
Recurring Support Costs Contract
First Destination Transportation

/Other (explain)

/" Total Adjustment

G. Adjusted{J nit Price

Vs
/
.- //‘

N

Government

T

—_O\000NA N A WN—

[Se ey
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CcC

(1)
@

J. Remarks (use continuation sheets, as

' * [If different from above adjusted unit price. ' )

701-23 Change No. 2, 2 July 1990
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L“\ | TABLE 701-6 :
'g ,(fL\ / \ Nonrecurrmg Cost Recoupment Charges Summary
y) 3

\\
.

ol FMS CASE .
~
NRC CHARGES INCLUDED: Yﬁs\

IF_NO, .
REASON CHARGES NOT INCLUDED ( CK APPLICABLE BLOCK):
1. NOT APPLICABLE TO ANX’LINE ITEM N

2. CHARGES WAIVER (OR REDUCED) BY I%M
(IDENTIFY SO OF WAIVER NOTIFICANON)

IF YES, NRC GES BY LINE/SUB-LINE ITEM:
Lme/S)- ine Identify Pro Rata Total

Mm_mc_amz MDE/Non-MDE Charge i Included

/ +
® ]

Signature of MILDEP
Case Manager
(Office/Telephone/Date)

701-25
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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 IAs,
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 Management., LOAs for SDAF items prepared by IAs 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, "J" designator with "F" Source of
Supply Code to indicate SDAF. The USAF has also been authorized the use of a "D" IA Code,
"JQ" designator for its SDAF LOAs.

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

3. The SDAF FAW (Table 1400-4) must be provided for each line and is to be used

copy for SAAC/SDAF; and one for SAAC/Country Manager). When a variation in price occurs on
the LOA, a new SDAF FAW must be submitted for each line affected on the basic LOA (a new
LOA need not be prepared unless directed by DSAA).

4. For "J" 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 LOAs must be approved by DSAA/SDAF Division.

S. 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 SDAF items upon request to activities preparing SDAF LOAs.

6. Amendments or modifications to SDAF 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: DSAA/Plans/SDAF Division.

X

- , G 0% p\@'b\ﬁ
in-Hew-efthe regular EMS EA'W-when source of supply is SDAF. The SDAF FAW must include = %
the SDAF MIPR line and support line numbers. DSAA SDAF Division requires an extra DD Form ¢ ~

1513 accompanied by three sets of SDAF FAWs (one copy for DSAA/Plans/SDAF Division; one ya!

o\



	

