




AGENDA

For the

7th Defense Acquisition Excellence Council (DAEC)
Meeting

April 13, 2004, 4 – 5:30 PM, Pentagon, 2C554 #4/5
4:00 –  Welcome/Opening –  (Mr. Mike Wynne) 



(5 minutes)

4:05 –  Defense Industry Initiative –  (Mr. Richard Bednar)


(10 minutes)










(& 5 minutes discussion)

4:20 – Defense Industrial Base Capabilities Study:  Battlespace

(10 minutes)


Awareness - (Miss Suzanne Patrick)


(& 5 minutes discussion)

4:35 –  SARA Industry Perspective –  (Mr. Alan Chvotkin)


(5 minutes)










(& 5 minutes discussion)

4:45 -  Total Life Cycle Systems Management (TLCSM) and 


(5 minutes)

Performance Based Logistics initiative (Mr. Lou Kratz) (& 5 minutes discussion)

4:55 -  Public Key Infrastructure and Common Access Card Certification
(5 minutes)

(Mr. Gil Nolte)





 (& 5 minutes discussion)

5:05 -  Update Topic:  Unique Identifier (UID)  (Ms. LeAntha Sumpter)
(5 minutes)

5:10 –  Update Topic:  New Small Business Veteran Status and


  Small Business Size Standards  –  (Mr. Frank Ramos)


(5 minutes)
5:15 –  DAEC General Discussion –  (Mr. Mike Wynne)


(10 minutes)

5:25 –  Closing Remarks/Next Meeting Planning –  (Mr. Mike Wynne)

5:30 –  Adjourn

Written Updates

DFARS Transformation –  (Mr. Ron Poussard)



See Attached Notes

Contractors in the Battlefield – (Mr. William Timperley)

See Attached Notes

Domestic Preference Legislation – (Mr. Dan Nielsen)


See Attached Notes

Services Spend Analysis – (Mr. Domenic Cippichio)


See Attached Notes

Notes
From
The Defense Acquisition Excellence Council (DAEC)

April 13, 2004, 4 – 5:30 PM

Pentagon, 2C554 #3/4
Department of Defense Attendees:

Dr. Tom Killion for Honorable Claude Bolton (SAE, Army)

RADM Marty Brown for Honorable John Young (SAE, Navy)

Ms. Virginia Williamson for Honorable Marvin Sambur (SAE, Air Force)

Ms. Deidre Lee (DPAP)

Mr. Dave Ricci for BGen Darryl Scott (DCMA)

Col Mike Kalna for Ms. Scottie Knott (Senior Acquisition Executive, DLA)

Mr. Frank Ramos (Dir, DoD Small Business)

Mr. Terry Schneider for Mr. Bill Reed (Dir, DCAA)
Mr. Brad Berkson (Dep Dir, L&MR)

Industry Attendees:

Mr. Ted Sheridan for Mr. Mark Adams (President, Portal Dynamics, representing 
      Electronic Industries Alliance)

Honorable John Douglass (President and CEO, Aerospace Industries Association) 

Ms. Eleanor Aldridge for Mr. Cort Durocher (Executive Director, American Institute 
      of Aeronautics and Astronautics)

Mr. Mark Wagner of Johnson Controls for Mr. Chris Jahn (President, Contract Services Association)

Mr. John Harris (Vice President and Corporate Director of Contracts, Raytheon)

Mr. Tim Malishenko (Vice President of Contracts and Pricing 
      for The Boeing Company)

LTGen Larry Farrell (USAF Ret) (President, National Defense Industrial
      Association)

Mr. John Young (Vice President of Contracts and Pricing, 
      Northrop Grumman) 

Mr. Alan Chvotkin (Senior Vice President, Professional Services Council) 

Ms. Eleanor Spector (Vice President of Contracts, Lockheed Martin) 

Ms. Karen Wilson (Director, Acquisition Policy and Industrial Affairs, The 
      Boeing Company, representing the Council of Defense and Space Industry 
      Associations) 

Ms. Claudine Martinez and Mr. Bill Lewandowski representing Industry Small 
      Business Interests

Mr. Frank Losey (representing American Shipbuilding Association)
Mr. Herm Reininga (Senior Vice-President for Special Projects, Rockwell Collins)

Mr. Bob Spreng (Executive Director, Integrated Dual-Use Commercial Companies)

Revision: 05.04.04
Notes
From 
7th Defense Acquisition Excellence Council (DAEC)

April 13, 2004, 4 – 5:30 PM, Pentagon, 2C544 #4/5
General Action Items:

Provide agenda topics for discussion to Craig Curtis at craig.curtis@osd.mil or 
(703) 614-6719.  Suggestions for topics are always welcome.  Electronic submission is acceptable and preferred.  Due to security screening, postal service delivery to the Pentagon is slow.

New Topics:
1.  Defense Industry Initiative (DII)  (Mr. Richard Bednar, Crowell & Moring LLP)  Recent ethics issues involving potential conflicts of interest are matters of concern to both DoD and Industry.  The current and broadly-based demand for stronger corporate ethics and governance is unlikely to soon go away.  Improper business conduct in either DoD or the defense industry is perceived as involving the other.  Government and industry efforts can complement each other.  Because the Defense industry is essential to national security, government and industry must work together in abating improper ethical conduct.  DII originated in the 1980’s with the Defense build up.  With the build up, allegations of fraud and corruption followed.  Congress and the public lost significant confidence in the Defense industry.  The 85-86’ Packard Commission found many contractors in hot water.  More than half of the top 100 defense contractors were under criminal investigation or had been indicted.  In June 1986, Defense industry CEOs voluntarily banded together in a lasting commitment to improve business ethics and conduct.  The CEOs recognized that more regulation and statute alone would not solve the problems.  DII signatories commit to enforcing an ethics code for all personnel which is in consonance with the current DFARS 203.7000 “Contractor Standards of Conduct.”  Training programs, compliance programs, internal reporting, sharing of best practices and public accountability are among the tenets of DII principles.  DII has refined its principles and signatory practices over the last 18 years.  An annual two-day best practices forum, one-day focus programs on compliance issues, regular sharing of best practices among DII signatories, and an Information Clearing House are examples of what makes DII a model for corporations, industry groups and other agencies.  Additionally, companies may implement DII principles with only minimal cost and often without adding headcount, so long as the commitment to ethics is sincere.  Challenges remain to sustain energy and enthusiasm to ward off complacency and to not forget past lessons learned.  DII is also working to expand to include more mid-size and smaller companies.  DII can be a strong resource to DoD. 
ACTION:  
1) Push to involve all aspects of DoD including service and systems providers.  A great benefit of DII is the sharing of best practices across the Defense supplier base.  
2) DII could be especially important to small business.  SADBU to post/link to relevant information on their web site.  

2.  Defense Industrial Base Capabilities Study:  Battlespace Awareness 
(Miss Suzanne Patrick, Industrial Policy)  The Department’s move to capabilities-based decision-making will fundamentally change the defense enterprise.  How the Department looks at what it has and what it needs also will affect who participates in the defense industrial base- and likely will cause it to expand to include non-traditional emerging defense suppliers.  Capabilities-based decision-making provides a common and comprehensive vernacular to the operators, the acquirers and industry.  Clearer communication and an integrated vision should continue to improve the efficiency of planning, decision-making and execution.  Industrial Policy is analyzing the five defined areas of Defense capabilities, based on operational effects:  Battle Space Awareness (study completed); Command & Control (study underway, due out 06/04); Force Application (due out10/04); Protection (due out 12/04) and Focused Logistics (due out 05/05).  With the results of the studies, DoD leadership and the Defense industrial leadership can isolate where we need to encourage more participation from new and emerging technologies from new and emerging businesses and research groups and align along lines of functional capabilities.  Crafting Defense business strategies by functional capability will provide the advantage of allowing small businesses on the cutting edge of new technologies to map their functional competencies and align themselves with the Defense industry or to a program that will be expected to provide those new and emerging technologies.  It will enable the Defense Department and the Defense industry to identify which technologies are gap fillers, innovators, or ones that will revolutionize existing capabilities.  It will permit our coalition partners to see where they could provide new and emerging technologies for our operational needs, without duplication.
3.  SARA Industry Perspective (Mr. Alan Chvotkin, Professional Services Council)  The Services Acquisition Reform Act of 2003 was enacted as Title 14 of the FY04 National Defense Authorization Act and was signed into law on November 14, 2003.  Highlights of the implementation of the new legislation include:  (1) Section 1412- Acquisition Workforce Training Fund provisions do not apply to DoD and DoD is exempt  from making contributions to the Fund, resulting in a reduction in the fee charged for DoD purchases from the GSA Schedules and other multiple award contracts.  This fee-reduction issue is being worked with GSA.  (2) Section 1423- Statutory and Regulatory Review.  The OFPP Administrator will establish an advisory panel of at least nine recognized experts in acquisition law and government contracting to review, among other areas, laws and regulations regarding the use of commercial practices, performance-based contracting, performance of acquisition functions across agency lines of responsibility and the use of government-wide contracts.  This is similar in nature to the 800 Panel.  The new panel has not yet been stood up. (3) Section 1427- Improvement in Contracting for Architectural and Engineering Services.  The threshold for the application of the participation incentive for small business concerns in acquisitions for architect and engineering services is increased from $85,000 to $300,000.  There is also a requirement that architect and engineering services be performed under the direct supervision of a licensed architect or engineer in the jurisdiction in which the services are to be performed and are awarded.  Separate FAR and DFARS changes will be required and are being developed.   (4) Section 1431- Additional Incentive for Use of Performance-based Contracting for Services.  Performance-based contracts (or task orders) for services may be treated as a contract for the procurement of a commercial item if the contract or task order: 1) does not exceed $25M; 2) sets forth each task in measurable, mission-related terms, identifies the specific end products or outputs and is firm fixed price, and; 3) the source of the services provides similar services to the general public under similar terms and conditions offered to the government.  A draft interim rule is pending with the FAR Secretariat.  The DAR Council is also drafting a companion interim DFARS rule. (5) Section 1432- Authorization of Additional Commercial Contract Types.  The FAR will include authority for time and materials contracts or labor-hours contracts to be used for the acquisition of commercial services commonly sold to the general public.  A draft interim FAR rule is in coordination.  (6) Section 1433- Clarification of Commercial Services Definition.  The criteria for the treatment of the purchase of a commercial service as a commercial item  is expanded to include “specific outcomes to be achieved” in addition to “services to be performed.”  No FAR or DFARS implementation as of yet.  (7) Section 1441- Authority to Enter into Certain Transactions for Defense Against or Recover From Terrorism or Nuclear, Biological, Chemical or Radiological Attack.  The “Other Transactions” authority DoD already utilizes for  acquiring certain basic, applied, or advanced research and development projects is extended  to all federal  agencies, but competitive procedures must be used.  (8) Section 1443- Special Emergency Procurement Authority.  The OFPP Act is amended to provide government-wide authority to use special emergency procurement authority to support contingency operations or to facilitate the defense against or recovery from nuclear, biological, chemical or radiological attack against the U.S.  An interim FAR rule is already in effect.  
4.  Total Life Cycle Systems Management (TLCSM) and Performance Based Logistics Initiative  (Mr. Lou Kratz, Logistics & Materiel Readiness)  In his memorandum dated October 28, 2003, DEPSECDEF designated the Under Secretary of Defense (AT&L) as the lead for implementing the Performance-based Logistics(PBL) initiative resulting from the Defense Business Practice Implementation Board’s (DBB) Supply Chain Support Task Group.  DoD is moving towards a performance-based logistics focus as the preferred weapon systems sustainment strategy.  The DBB found PBL to be a best business practice which was being implemented sporadically throughout the Department.  While the Task Group identified a number of specific successes to the Senior Executive Council, it recommended a more aggressive approach to implementing PBL across the Services.  Delay in implementing this practice complicates funding, limits industry flexibility and increases DoD inventory.  The Department must streamline our contracting and financing mechanisms aggressively to buy availability and readiness measured by performance criteria.  The PBL strategy can be applied to achieve near-term improvements in end-to-end sustainment and material readiness through public-private partnerships that combine best capabilities of industry and organic support.  The T-45 trainer aircraft is an example of how contracted logistics support can achieve maintenance and performance objectives through a PBL strategy and also reduce O&S costs.  On the T-45, the savings by initiating a PBL strategy were $150 million.  The Defense Acquisition University (DAU) logistics curriculum has been completely reengineered in order to train for the future.  
5.  Public Key Infrastructure (PKI) and Common Access Card (CAC) Certification 
(Mr. Gil Nolte, DoD PKI Program Management Office)  PKI is the mechanism to support critical DoD applications with public key certificates.  These applications afford confidentiality and authentication to communications or network transactions, as well as verification of the data integrity and non-repudiation of these transactions.  The DoD PKI PMO was formed in response to an Assistant Secretary of Defense for Command, Control, Communications and Intelligence (ASD(C3I)) Memorandum dated 9 April 1999.  Realizing that this infrastructure will require the concerted and coordinated efforts of every organization within the Department, the ASD(C3I) has assigned the National Security Agency (NSA) to be the Program Manager (PM) for the implementation of the DoD PKI, and the Defense Information Systems Agency (DISA) to serve as the Deputy Program Manager.  NSA and DISA will jointly take responsibility for coordinating a DoD-wide implementation of the DoD PKI.  Initial operating capability on the Common Access Card (CAC) has been achieved and there are 3.5 million PK certifications being used within DoD today.  April was an initial operating deadline and the Department will continue to strive to expand PK capability across the Department.  Increasingly, industry will have to comply with PK capability as more e-sites and processes require PK certification.  There are many vendors that can provide PK access and certification.  Additional information is available at http://iase.disa.mil/pki/eca/ .  
Updates:

1.  Unique Identifier (UID) (Ms. LeAntha Sumpter, Defense Procurement & Acquisition Policy)  A second interim rule for Unique Item Identification (UID) and Valuation of all items delivered to the Department was published in the Federal Register on 30 December 2003.  The second interim rule (DFARS 2003-D081) became effective for all solicitations, issued after 1 January 2004, where an item or items are to be delivered.  The public comment period for the interim rule closed on 1 March 2004.  Currently we are evaluating the eleven sets of comments received as well as the separate concerns expressed by AIA in a letter to Ms. Dee Lee dated 27 February (attached).  Among the concerns expressed in the public comments are as follows:

· Why is UID imposed on all items that meet the threshold criteria? Why not on only those that are in the warfighters hands?

· Does UID apply to “Special Projects”?  (Classified, COMSEC) Why does UID apply to FMS?  Does UID apply to GSA orders or other similar vehicles?

· Will DoD reconsider requiring UID’s on commercial items (FAR Part 12)?  This is inconsistent with Federal Acquisition Streamlining Act (FASA)  

· Does the UID requirement apply to entities that resell a manufacturer’s product to DoD?  
· Please clarify whether or not UID applies to real property and related products installed in buildings.  

· Will drawings have to be changed prior to adding the physical UID markings to items?  

· How does a contractor estimate fully burdened cost on a cost type contract?  

· Your implementation date is too aggressive.  The “bugs” need to be worked out.  
· Do existing vendor DD250 practices meet the interim rules’ unit acquisition cost requirements?  

· Electronic invoicing will be delayed to accommodate the UID requirements.

· Is it intended that MIL-STD-129 require the use of RFID technology on shipping containers?  If so, at what level?  When?  

· Is it intended that MIL-STD 130 require RFID for product level identification?  If so, when?  

At a meeting hosted by AIA on 31 March, a discussion was held between members of AIA, DCAA, DCMA, and AT&L to review the concerns expressed in the 27 February letter of AIA to Ms. Lee, as well as supplemental information provided by AIA.  
The public comments, including the AIA concerns, are being evaluated and will be addressed in what is expected to be a final rule on UID and Valuation issued in June 2004.
The results of the 31 March meeting included the following issues which the Government will continue to work with industry:
1  How should the UID/RFID cost be recovered—Should costs be included in forward pricing rates negotiated by ACO's, or determined on contract by contract basis by each individual PCO)?

2  If and when should UID/RFID costs be spread among accounting periods versus expensed in a single accounting period?

3.  How should UID/RFID costs be allocated to contracts and what are the causal/beneficial relationships between the costs and contracts?

4. Can a contractor use an indirect cost pool that is liquidated against contracts is such liquidation permitted by the Cost Accounting Standards and approporiations law?
There is significant progress being made in legacy applications of UID policy and results are expected by mid-summer.  The Defense components are aggressively pursuing legacy solutions.  A policy is being drafted with DCMA and DCAA to address financing associated UID costs.  RFID policy was also briefly discussed.  RFID and UID will work together to facilitate item processing, visibility, traceability and valuation.  
2.  New Small Business Veteran Status and Small Business Size Standards  
(Mr. Frank Ramos, Small and Disadvantaged Business Utilization)
1.  In an Oval Office ceremony held December 16, 2003, President Bush signed H.R. 2297, the Veterans Benefits Act of 2003, a bill composed of 7 titles with 39 substantive provisions.  The Act provides for a procurement program for service-disabled veteran-owned small business (SDVOSB) concerns.  All totaled, the new law authorizes $1 billion over the next ten years for new and expanded benefits for disabled veterans, surviving spouses, and children.  As enacted, H.R. 2297, the Veterans Benefits Act of 2003 allows (among other provisions) Federal agencies to create “sole-source” contracts for disabled, veteran-owned, small businesses for up to $5 million for manufacturing contract awards and up to $3 million for non-manufacturing contract awards.  Additionally, the act allows Federal agencies to restrict certain contracts to disabled veteran-owned small businesses if at least two such concerns are qualified to bid on the contract.  The law provides that contracting officers may:

1) Award contracts on the basis of competition restricted to SDVOSBs if there is a reasonable expectation that two or more SDVOSBs will submit bids and that the award can be made at a fair market price, or

2) Award a sole source contract to a responsible SDVOSB when there is not a reasonable expectation that two or more SDVOSBs would bid, the anticipated contract price (including options) will not exceed $5M (for manufacturing) or $3M otherwise, and the contract award can be made at a fair and reasonable price.  See the handout provided.  

2.  DoD, OMB and the SBA in a coordinated effort began an initiative to simplify and streamline the SBA’s small business size standards.  The DoD Office of Small and Disadvantaged Business Utilization provided the political interest necessary to move this initiative forward.  The initiative resulted in the proposed small business size standards reduction from 37 to 10.  The proposed size standard rule should reduce the number of small businesses that can fall into more than one size standard.  Additionally, the proposed rule also brings greater consistency in the application by expanding the small business definition (employee based) across other program areas, such as contracting and loan guarantees.  Mr. Ramos urged attendees to review the proposed rule, which is out for public comment, to determine the effect the change will have on their organization's subcontractors.  He has received indications that, in some cases, because of imperfect translations from dollars to employees as measures of size, small businesses will suddenly become large.  See the handout provided.  
Written Updates:  

1.  DFARS Transformation (Mr. Ron Poussard, Defense Procurement & Acquisition Policy) 

Director, DPAP, established a DFARS Transformation Task Force to identify value-based improvements and reductions to the DFARS policies, procedures and processes.  Mr. Ron Poussard, Deputy Director for the Defense Acquisition Regulations System, led the task force with top-notch people from the Services and Defense agencies assigned full time.  Fourteen of the resulting proposed DFARS changes were published in the Federal Register in February 2004, with a request for public comments by April 23, 2004.  One of the proposed changes establishes the framework for a new DFARS companion resource, Procedures, Guidance, and Information (PGI), which will contain internal DoD procedures that do not significantly affect the public.  PGI will be openly available on the World Wide Web, will be electronically linked to the DFARS, and will permit rapid dissemination of information to the acquisition community.  We expect to publish 70 more DFARS Transformation proposed changes before the end of FY04. Four of the legislative proposals, recommending improvements in the areas of task and delivery order contracts, ball and roller bearings, totally enclosed lifeboats, and information to cooperative agreement holders, were cleared by OMB for consideration in the FY05 National Defense Authorization Act.  We are planning to acquire a DFARS Transformation Integrated System (DTIS), which will provide an integrated electronic solution for the development, issuance, and management of our acquisition regulations.  A competitive RFP for the DTIS concept and demonstration was issued in February 2004, and we are presently evaluating the proposals received.  We have reached agreement with OMB that DTIS will serve as a collaboration and workflow model for the Federal e-rulemaking initiative.
2.  Contractors in the Battlefield  (Mr. Willam Timperley, Defense Procurement & Acquisition Policy)  (This topic was previously presented by Mr. Alan Chvotkin, Professional Services Council, March 18, 2003.) 
DoD is currently working on two separate items.  First, DoD is drafting a DoD Directive dealing with contractors accompanying the force (including the battlefield).  This effort is chaired by a JCS J-4 representative and has representatives from the Military Departments.  Several issues have been identified which are being resolved by the appropriate subject matter expert.  These issues include the establishment of medical screening and treatment criteria for contractor personnel and the carrying of weapons by contractor personnel  Second, DoD has issued for public comment a proposed DFARS clause which will establish certain standard mandatory requirements and also provide the combatant commander with the authority to modify requirements based on his/her operation orders.
3.  Domestic Preference Legislation (Mr. Dan Nielsen, Defense Procurement & Acquisition Policy).  (Buy America Act language was previously presented by Mr. Jon Etherton, Aerospace Industries Association, July 1, 2003)

The House of Representatives proposed to add significant domestic preference requirements to the DoD Authorization Act for Fiscal Year 2004.  In July 2003, the Secretary informed Congress that the House bill would have such a damaging effect that the problem provisions would cause him to recommend the President veto the authorization bill.  When all was said and done, the FY 2004 Authorization Act, Public Law 108-136, did not add any new restrictions.  It did require studies and reports to Congress, however, indicating the Congress will have a continuing interest in this subject.  The Department is not proposing new legislation in this area for FY 2005.  The Department stands ready to analyze and address any new legislation Congress may propose.
5.  Services Spend Analysis (Mr. Domenic Cippichio, Defense Procurement & Acquisition Policy)
The Deputy Secretary of Defense directed my office to conduct a Department-wide, commercial-like spend analysis in February 2003 to increase efficiency when acquiring services.  This involves analyzing what type of services the Department is acquiring, who we are acquiring them from, and who is acquiring them, in order to identify how the Department could acquire services in a more efficient and strategic way.  We completed the initial phase of the spend analysis last fall, which identified several specific types of services, i.e. commodity areas, that offer significant potential for savings.  We will form joint commodity teams to further analyze these pilot areas and develop, where appropriate, strategic acquisition programs.  The initial commodity team--“miscellaneous administrative services”--started its effort in January to conduct more detailed spend analysis and identify strategic acquisition approaches.  In addition, in conjunction with the Department's Business Management Modernization Program, we are developing an improved capability to obtain enhanced acquisition data which will significantly improve our ability to analyze acquisition data and perform spend analysis functions.  Lack of detailed data hinders our ability to perform accurate spend analyses and develop efficient, strategic solutions.  The Department has approved and funded a pilot program to integrate spend information from the military department’s business intelligence systems.  The development and fielding of this pilot project will give us visibility into Department-wide detailed spend data sufficient to support strategic acquisition of services.
Of Note:
Website  The DAEC website can be reached by surfing to www.acq.osd.mil/dpap and clicking on “Industry Forums” and then “Defense Acquisition Excellence Council.”  The site has notes from each of the previous meetings.  
Small Business Representation from Industry  The DAEC named new Defense industry small business representatives.  Ms. Claudine Martinez (General Counsel for MCT Industries Inc., New Mexico) and Mr. Bill Lewandowski (VP of the AIA Supplier Management Council, Washington DC) will work together to be co-industry small business representatives for the DAEC and will share information within their respective spheres of small business influence.  Congratulations on their well-deserved selections.  
Next Meeting:
September 21, 2004:  4:00PM – 5:30PM in 2C554 #7
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