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Suite 1800
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(703) 243-2020

November 17, 2003

CODSIA Case No. 9-03

By Electronic Mail

dfars@osd.mil
and Facsimile

(703) 602-0350 

Defense Acquisition Regulations Council

Attn:  Mr. Steven Cohen

OUSD (AT&L) DPAP (DAR)

IMD 3C132

3062 Pentagon

Washington, DC  20301-3062

Ref:  DFARS Case 2002-D032

Dear Mr. Cohen:


The undersigned members of the Council of Defense and Space Industry Associations (CODSIA) are pleased to provide comments on the September 15, 2003 proposed amendment to the Defense Acquisition Regulation Supplement (DFARS) on Government Source Inspection Requirements (DFARS Case 2002-D032).  The Department of Defense (DoD) is proposing to amend the DFARS to add new coverage to eliminate the mandatory government source inspection requirements for contracts or delivery orders valued below $250,000, unless certain conditions exist.  DoD states that this change is intended to permit DoD contract administration offices to devote more of its resources to high-risk areas while providing flexibility for exceptions where needed. 


Formed in 1964 by industry associations with common interests in the defense and space fields, CODSIA is currently composed of six associations representing over 4,000 member companies across the nation.  Participation in CODISA is strictly voluntary.  Therefor, a decision by any member association to abstain from participating in a particular CODSIA case is not necessarily an indication of dissent.  


We are encouraged by DoD’s efforts to analyze risks and manage contracts consistent with the level of risk identified.   This cost-benefit approach to determining the appropriate level of oversight is an excellent starting point.  The DoD has already reduced staffing in numerous functional areas, including the quality assurance area.  We recognize that the remaining quality assurance workforce must be deployed in the most effective way possible, consistent with meeting mission and contract requirements. 

We also recognize that the rule frees the government from mandatory source inspection (except in specifically described circumstances) but does not prohibit the contracting officer from providing for source inspection in any other circumstance. We strongly recommend that this flexibility be highlighted in the rule or the background information accompanying any final rule. 

However, we are concerned with the approach to implementing the proposed rule as well as the timing of the change.  We believe that the intended objectives can be achieved with much less disruption to the acquisition process and in a more cost-effective way that would minimize impacts on small and large businesses alike.  The following is a summary of our concerns as well as alternative approaches for your consideration.

First, we are concerned about cash flow and revenue recognition impacts. Contractors cannot invoice for payment until government acceptance. The proposed rule could delay the timing of government acceptance from the point of shipment by the contractor to the point of receipt by the government.  Estimates vary as to this period of delay, but range from several days to a week or longer.    This delay can have a very significant financial impact, especially to small businesses.  

Second, there will be further payment delays because not all of the military services are participating in the preferred DoD electronic payment process, Wide Area Work Flow  (WAWF).  Where source inspection accomplished at the shipment location by quality assurance officials assigned to the Defense Contract Management Agency (DCMA), they are able to authorize payment easily through the electronic WAWF process.  Having payment handled through destination locations that are generally part of military services and not connected to WAWF will further exacerbate payment and negatively impact cash flow. 

Third, there will be additional costs to contractors for shipping and insurance, as well as the carrying cost of financing during the periods of delay of acceptance. The allowable or reimbursable nature of these costs is not the issue; the issue is remaining competitive in the marketplace and providing best pricing value for the government customers.  There are numerous pressures to reduce overhead costs and ensure value to the customers.  In highly competitive fixed price environments, additional costs cannot be presumed to be recoverable.

Fourth, we are concerned about the complexity of the language in new proposed 246.402(3) regarding the contracts or delivery orders that will continue to require source inspection.  Here, the contracting officer must make a determination of three enumerated requirements:  significant technical requirements, critical product features, and criteria as to whom the contract is being awarded.  This provision will create a complex decision process with multiple decision makers across DCMA and the services, and is likely to add substantial complexity and uncertainty to the contract negotiation and administration process.

We would like to propose the following alternatives for your consideration:

Since the premise is that there are certain low risk transactions not needing source inspection, as an acceptable alternative, permit a joint contractor-government process approach to the appropriate oversight level, with sampling techniques or self-oversight.  This would maintain source inspection, but would limit the number of items inspected and avoid the delays in invoicing as well as avoiding additional contractor expenses. 

Phasing in the destination acceptance only for those key locations that participate in WAWF, thus limiting problems with further invoicing delays.

Having acceptance still occur at source, even if inspection is at destination.  One possibility is to increase the threshold for FAST Pay procedures, or use a similar process, such as a Certificate of Conformance, where the contractor is able to invoice upon shipment.  

Revising new paragraph 246.402(3) to provide greater flexibility to the contracting officer by making the first two of the proposed three-prong test for applicability alternatives for coverage, and adding a new fourth criterion of any other circumstance determined by the contracting officer after consultation with QA. 

We appreciate the opportunity to comment on this proposed change.  If there are any questions or if we can help in any way, please contact CODSIA Project Officer Ruth Franklin at (703) 247-2598, or at rfranklin@ndia.org.





Sincerely, 

(SEE ATTACHED CODSIA SIGNATORIES)
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Dan C. Heinemeier



Lawrence P. Farrell, Jr

President, EIA




President and CEO

Electronic Industries Alliance


National Defense Industrial Association
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Gary D. Engebretson



Alan Chvotkin

President




Senior Vice-President & Counsel

Contract Services Association of America

Professional Services Council
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   Cynthia Brown




                  President


                  American Shipbuilding Association

_1075807368.doc
[image: image1.png]CAod







_1121600339.bin

_1075807359.doc
[image: image1.png]






