AEROSPACE INDUSTRIES
ASSOCIATION

November 10, 2003

Defense Acquisition Regulations Council
Attn: Mr. Steven Cohen

OUSD (AT&L) DPAP (DAR)

IMD 3C132

3062 Pentagon

Washington, DC 20301-3062

Dear Mr. Cohen:

The Aerospace Industries Association appreciates the opportunity to provide comments
on the interim rule amending the Defense Federal Acquisition Regulation Supplement (DFARS)
to add policy pertaining to item identification and valuation (DFARS Case 2003 —DO081). We
also want to thank the Department for holding a public meeting on November 6, 2003 to explain
many of the ramifications of the new rule. The open process used in the pursuit of these
significant changes in the identification of all items to be delivered to the government is highly
commendable and we would encourage its continued use as this rule proceeds to finalization and
possible further refinement after implementation on January 1, 2004.

Our response is comprised of three parts: response to the specific four topics posed in the
Background Section of the rule and general comments; recommended line-in-line-out changes to
the interim rule (Attachment 1); and modified Contracts Requirements- UID Policy Table
(Attachment 2). Due to time constraints imposed by the 30-day comment period, we may
supplement these products in the weeks ahead with additional comments to the rule and related
processes as other issues arise. We will continue to support the Business Rules teams and
provide proposed Business Rules and Frequently Questions in support of the implementation.

Four Topics
The following is our response to the four topics posed in the Background Section:

Topic 1. “The use and definition of the term “item” or some more appropriate term
throughout the rule.”

Change “item” to “end item.” As used in 252.211-7003 (a) “End item means a single
tangible article, unit or system formed by a grouping of component or constituent parts required

Aerospace Industries Association of America, Inc.
1000 Wilson Boulevard, Suite 1700 Arlington, VA 22209-3901  (703) 358-1000 www.ala-aerospace.org



ATTN: Mr. Steve Cohen
November 10, 2003
Page 2 of 5

to be delivered and marked in accordance with the terms and conditions of the contract. End
items are defined in the form and context of material, repairables, or equipment.”

Topic 2. “The valuation portion of the rule, particularly as it applies to cost-type
contracts and the treatment of non-recurring costs.”

Initially, to determine the valuation in cost type contracts use target price as final price
and the fee adjustments, nonrecurring costs or trailing costs are to be pooled and allocated by the
government. The target price is considered to be the fair value of the end item.

Topic 3. “The statement that the rule does not impose any new information
requirements.”

Additional or expanded identification and tracking systems will be required for the
contractor’s collection and retention of UID data elements. For example the contractor will be
required to maintain part serial number assignments indefinitely to prevent issuance of the same
number and to permit tracking for the life of the item. This is not done at the present time. There
- will also be a requirement to expand status accounting records in order to maintain delivery/
billing information for every CLIN/SLIN. The number of these line items and sub-line items is
expected to be expanded substantially to permit the valuation of many more items than are
included in contracts presently. There is likely to be additional accounting information that will
need to be collected to support valuation on cost-type contracts if the rule remains as is.

Topic 4. “The impact of the rule on small business.”

Suppliers that are small businesses may be required to create new systems for
identification and marking of their products. More line items may increase the quality control
requirements associated with signing off the DD 250. As a result, increased cost to small

business is likely.

General Comments

The requirements of this rule should not apply to “all solicitations.” This is too broad an
application and will cause confusion among government and contractor contracting personnel.
There should be a specific prohibition against inclusion of the clause in solicitations where there
is no tangible item to be delivered.

Much of the decision-making with regard to the rule is premised on the availability of a
Program Manager (PM) to make these decisions. Not all acquisitions have a PM and this needs
to be taken into account in prescribing the responsibilities of the requiring activity. In particular,
spares orders that are mechanically issued in the early months of implementation may include the
requirement without an effective and timely means to allow the proper management judgment to
be made by the government to waive the requirement in order to preclude disruption of supplies
to users/ warfighters.
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There should be additional information included in the final rule with regard to the
applicability of the rule to government furnished property (GFP) and the valuation of GFP
incorporated into contract line items delivered to the government.

There needs to be clarification that passage of title does not always equate to “delivery”
for purposes of this policy. There also should be coverage of the effect of “delivery in place.” It
is suggested that a definition of “delivery” be included in Part 202.101 and include an
explanation as to what event triggers delivery for purposes of valuation.

Reference to MIL-STD-130K in the clause should be modified to require that data
elements be placed on the items requiring marking in accordance with the version of MIL- STD-
130 in effect at the time of contract solicitation rather than a specific version of the military
standard. There may be additional revisions of the standard in the future, so that citing a specific
revision in the clause will cause unnecessary confusion in pricing and marking. Additionally
there is a conflict between MIL-STD-130L and the rule as to precedence. This needs to be
resolved before the rule is finalized. A better alternative may be to delete any reference to MIL-
STD-130 from the Rule since the statement of work or contract specification, which generally
contains referenced requirements, normally invokes such standards.

As discussed at various meetings, there are inconsistencies among the rule, guide, and the
Mil Standard that need to be reconciled before the final rule is published.

Delivery and billing instructions in the contract need to be modified to reference the
expanded definition of data content in the DD 250, its EDI transaction set and other information
requirements to support the planned UID deployment. As it stands today, 15 data elements will
be needed, only some of which are currently supplied on DD 250 and related electronic
transactions with Wide Area Workflow (WAWF). As WAWF is expanded to include more
contractors and additional data elements are introduced to WAWF, contractors should be
afforded sufficient time to revise or upgrade their systems to accommodate the added
requirements. Changes to existing contracts may be necessary if significant changes in delivery
documentation are required. Due to the phase in of WAWF, compliance with UID requirements
during its implementation should not impede payment to contractors.

If the government does not adopt the target price as final price for valuation in cost type
contracts, contractor acquired and held expensed items should not be fully burdened. In
burdening capital items, overhead and general and administrative costs or operating costs are
added to the direct costs associated with the item, thus giving a more accurate picture of the cost
of the item. Adding these indirect costs to expense items will add significant administrative cost
but provide no benefit to the valuation process since these items will not be included in the
overall valuation of the government’s inventory. Furthermore, burdening according to the
Government’s own accounting standard concerning PP&E (SFFAS #6) is only applicable to
capital items.
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Orders under Basic Ordering Agreements (BOAs), options under fixed price contracts,
and electronically generated spares orders that do not involve solicitations, need to be addressed.
Some orders placed against BOAs may have a solicitation and these would be subject to the
inclusion of the marking requirements, but other orders may not. The BOA is an agreement and
not an “ongoing contract” subject to policy requiring modification if a business case so justifies.
While there was considerable discussion of these issues during the public meeting, those
agencies, logistics centers, inventory control points, and contracting individuals who have not
had the opportunity to understand the Department’s thinking on these topics will need guidance
in dealing with them after January 1, 2004. To ease implementation, preclude unnecessary
expenditures, and focus on supporting the needs of the warfighter community, reprocurements
should not be considered as new solicitations under this policy. Existing BOAs should therefore
be treated as legacy contracts after January 1, 2004.

If Issuing Agency Codes (IACs) are not available in time, guidance on using the DUNS
number in the interim and then switching to the IAC later should be included in the information
accompanying the final rule.

There is still a concern that the electronic infrastructure is not currently in place to
implement this new policy; from the availability of the tag generator, to the property
management, configuration management, and contract administration systems, as well as
WAWF, etc. that must be interoperable and function electronically. It is of utmost importance
that manual input be eliminated because the UID field is up to 78 characters with no spell check
capability. Errors are certain to occur with every manual operation. Making each deliverable end
item a contract line item will add significant administrative cost throughout the supply chain
until such capabilities are in place and fully operational.

We strongly recommend that the Contract Data Requirements List (CDRL) and Data
Item Description (DID) reported to be under development by the Department, be expedited for
release at the earliest possible date so that government and industry may understand how these
will be used after January 1, 2004. As a minimum the ability to use a DID/CDRL to provide
UID information in lieu of a CLIN/SLIN should be addressed in the Business Rules portion of
the UID Guide.

A requirement for submission of an Excel spreadsheet for entry into WAWF was
discussed at the public meeting. This information needs to be disseminated as soon as possible
and the DFARS rule modified accordingly.

A chart “Contract Requirements — UID Policy” was distributed at the public meeting.
We have amended a copy of the chart to reflect clarifications discussed at the public meeting and
a copy is attached. Specifically, the reference to “(e.g., lowest reparable or replaceable unit by
DOD)” should be added in the third row, center column. We recommend that the content of this
chart be clearly stated in the final DFARS Rule, and the UID Guide’s Business Rules.
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We strongly recommend that awards under FAR Part 12 be exempt from application of
the DFARS marking rule. FAR Part 12 was specifically created to make it easier and more
economical to sell commercial products to the Federal government. Already these contracts are
becoming more like contracts awarded under FAR Part 15 — burdened with unique government
requirements. Contractors selling commercial products should be permitted to provide
identification and valuation according to their existing systems. If the government wishes to add
UID to these items, they can do so at the receiving activity level.

Adoption of the above comments and recommendations will require, in a number of
instances, changes to the Rule. In addition, some comments may need to be addressed in the
Business Rules of the Guide on UID that is currently being developed. We suggest that expanded
use of Frequently Asked Questions (FAQs) in the Guide on these issues would also be beneficial
for implementation.

‘With the newness of the policy and the difficulty of both government and industry to
fully implement it, we recommend that all audits and analyses of the systems being used to
comply with the policy be suspended until such time as both parties have gained a full
understanding of what is required.

Thank you for this opportunity to provide our comments on this very important rule. If
there are any questions, or if we can be of further assistance, please do not hesitate to contact the
undersigned at (703) 358-1045.

Sincerely,

D el

rick D. Sullivan
Assistant Vice President
Procurement and Finance

Attachments:
Line-in-line-out Changes
Contract Requirements- UID Policy
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Contracts Requirements — UID Policy

Deliverable UID or UID Unit Acquisition Valuation Method
Equivalent Cost (or price) (Contract type)
Required Required
CLIN/SLIN Items Yes. All items Yes Fixed Price- use
requiring UID or valued over CLIN/SLIN values
UID Equivalent $5K/unit value. Use Cost Type-use
DoD decision tree to target prices. Gov’t
determine will address delta $
requirements under from final total price
$5K/unit value
Sub items contained | Yes. Application of | No N/A
within CLIN/SLIN | maintenance plan
delivered end items. | (e.g. lowest
repairable or
replaceable unit by
(LRU/Spares/ROR) DoD); No dollar
threshold for
applicability.
Other commercially | No. The Yes — All delivered | Use CLIN/SLIN
marked items. Government shall items must be value or target price
(CLIN/SLIN) accept existing valued/unit. if cost type

commercial
markings as the UID
equivalent




