NAVAL AIR SYSTEMS COMMAND

INTERNATIONAL PROGRAMS MEMORANDUM 01-01

23 May 2001

From:
Head, International Programs Department 

Subj:
PROMULGATION OF NAVAL AIR SYSTEMS COMMAND (NAVAIR) FOREIGN MILITARY SALES (FMS) RESERVE PROGRAM BUSINESS RULES

Ref:
(a)
DUSD (L) Memo of 30 Jan 95


(b)
Memorandum of Agreement between NAVAIR and Navy Inventory Control Point (NAVICP) for the Sale of NAVAIR Owned, NAVICP Actively Managed Stock Numbered Material of Sep 97

1.
Purpose:  This memorandum promulgates NAVAIR FMS Reserve Business Rules (Enclosure) that implement the policies and procedures of references (a) and (b).

2.
General Guidance: 


a)
Reference (a) authorized and required the establishment of an FMS Reserve to protect government owned assets for current and future support of foreign owned weapon systems that have been phased out of use by U.S. Forces.  Reference (b) established procedures for the orderly conduct of NAVAIR Sponsor Owned Material management, warehousing, receipt, issue and sales to foreign customers.


b)
The NAVAIR FMS Reserve Program is jointly managed by the FMS Reserve Board, consisting of AIR-1.4, AIR-3.0F and AIR-3.5, and administered by Naval Air Warfare Center Aircraft Division (NAWCAD) Lakehurst Code 1.1.7.3A.

3.
Point of Contact:  Questions should be directed to Mr. Tom Holzer, NAWCAD 1.1.7.3A at (732) 323-7885, or email: holzertj@navair.navy.mil.
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NAVAIR FMS Reserve Program Business Rules

Ref:
(a) ADUSD (L/MDM) Memo of 30 Jan 95


(b) ADUSD (L/MDM) Memo of 25 Sep 95

 
(c) ASN (RD&A) Memo of 25 Aug 98 

Attachments:
(1) Program Requests for Funding Ancillary Costs


(2) Retention Criteria for Sponsor Owned Material (SOM) Held in the FMS Reserve


(3) Management of Common Application Items in the NAVAIR SOM FMS Reserve


(4) Pricing Policy for Sponsor-Owned Material (SOM) Held in the FMS Reserve

1.0
Background: Successful sale of an older weapon system is dependent on a competitively priced total package (i.e. airframe, support, and training) for initial support and an ongoing life cycle support plan that addresses obsolescence issues. Potential customers avoid acquiring older weapon systems without both these essential elements in place. In response, reference (a) authorizes and requires DoD Inventory Control Points (ICPs) to establish an FMS Reserve to identify and retain assets that may be needed to support foreign-owned weapon systems that have been phased out of use by U.S. forces. Reference (b) further defines these assets as material not excess to the DoD, thereby providing protection from disposal actions required of excess material. Reference (c) authorizes the FMS Reserve to include all stock numbered and non-stocked numbered material for out of inventory systems managed or owned by the Navy Hardware System Commands that is needed to provide life cycle support for ships, aircraft, systems and equipment transferred to foreign governments under the Security Assistance Program. The purpose of this document is to establish business rules associated with the operation of the NAVAIR FMS Reserve.  

2.0
Definitions

2.1 NAVAIR FMS Reserve Sponsor Owned Material (SOM): NAVAIR FMS Reserve SOM is material that is owned and managed by NAVAIR and needed to provide initial outfitting and life cycle support for aircraft, systems and equipment to support foreign governments under the Security Assistance Program. Specifically, this material shall include: (a) All stock numbered material owned by NAVAIR regardless of the management cognizance symbol (e.g. 2S, 7G, 9G) assigned to the material; (b) All non-stock numbered material and end items owned by NAVAIR; (c) All material, including equipment, storeroom items/parts and documentation remaining from stricken aircraft; (d) Out-of-Inventory training equipment at training sites; (e) All special tooling and equipment and, (f) Documentation related to out-of-inventory systems.

2.2
Program Costs: Chargeable program costs include both direct and ancillary costs associated with the NAVAIR FMS Reserve Program such as program management, warehousing, material assessment, requirements forecasting, receiving and issuing, financial processing, consolidation, material movement, Total Asset Visibility (TAV), disposal, and other costs associated with good material management practices. Allowable program management costs will include services of headquarters and field activity government and contractor personnel who are involved in managing the NAVAIR FMS Reserve. Attachment (1) discusses direct and ancillary costs and provides a process to request funding for ancillary costs aimed at improvements to NAVAIR FMS processes and FMS customer support.

3.0
Material Management:



3.1
Responsibilities:



3.1.1
NAVICP: NAVICP will assist NAVAIR in regards to compliance with DoD and NAVSUP material management practices.



3.1.1.1
Warehousing: Assist NAVAIR in conforming to DoD and NAVSUP guidelines.



3.1.1.2
Retention Determination: Assist NAVAIR with requirements and retention determination, as requested. Utilize supply system history files and algorithms where applicable. Recommend retention determination methods for part-numbered items when applicable. Detailed retention criteria is contained in Attachment (2).



3.1.1.3
Disposal: Recommend disposal of NAVAIR stocks where; centrally managed supply system stocks are sufficient to satisfy demand, material becomes uneconomical to maintain in stock, or when historical or projected sales are not sufficient to justify retention.



3.1.1.4
Material Movement: Assist NAVAIR, as requested, in arranging movement of stock, for sale, repair, or consolidation when economically feasible and in the best interests of the program.



3.1.1.5
Consolidation of Material: Assist NAVAIR, as requested, in Business Case Analyses to determine optimum storage locations/practices. Recommend material consolidation candidates and practices. Assist NAVAIR in consolidation of material.



3.1.1.6
Material Repair or Refurbishment: Assist NAVAIR, as requested, in repair and refurbishment of material when dictated by good business and financial practices (see paragraph 3.1.2.9).



3.1.1.7
Issues: NAVICP will match NAVAIR FMS Reserve inventories against FMS sales requirements (MISIL) and domestic requirements (requisitions) and identify sales opportunities to NAVAIR.



3.1.1.8
NAVICP reimbursement for services provided: NAVICP will be reimbursed for services provided based on an annual budget call for direct cost funding. This budget call will be provided via NAWCAD Lakehurst to AIR 3.5 in June of each calendar year.



3.1.2
NAVAIR: The implementation and execution of the NAVAIR FMS Reserve Program is the responsibility of NAVAIR’s FMS Reserve  Board (FRB) comprised of NAVAIR 1.4, 3.0F and 3.5. Specifically, AIR 3.5.3, as assisted by PSTLs, NAWCAD Lakehurst and NAVICP, will be responsible for: Material management, forecasting requirements, warehousing, receipt, issue, retention determination, disposal, material movement, consolidation of material, Total Asset Visibility, refurbishment or repair of material, material identification, supportability assessments, and other practices associated with good material management practices. NAVAIR will comply with all DoD and NAVSUP policies and procedures to ensure the effectiveness, efficiency and accountability of the system are maintained. NAVAIR will comply with all provisions of DoD 7000.14R, Financial Management Regulation. Best commercial practices will be adopted should FMS Reserve material be managed under a commercial contract.



3.1.2.1
Total Asset Visibility: NAVAIR will ensure that all material is identified and visible to the supply system. Procedures and systems will be instituted to ensure DoD Total Asset Visibility goals are met. The inventory record for each item will clearly indicate whether the item is under a “hold” condition and identify the accountable individual who established the “hold.” FMS PSTLs or their designated alternates (in writing) are the only individuals who can designate or undesignate a “hold” status for SOM items in the FMS Reserve. NAVAIR will ensure proper identification of material, including quantity, location, standard price for RFI as identified in NAVSUP database or approved SOM matrix, and condition code in accordance with TAV reporting procedures.



3.1.2.2
Warehousing: NAVAIR will comply with all DoD and NAVSUP warehousing policies to ensure proper accountability of material under its control. Inventory and quality assurance policies and practices will be instituted to maintain accountability. Inventory gains and losses will be handled in accordance with DoD and NAVSUP standard procedures.



3.1.2.3
Receipts: Receipts will be processed in accordance with NAVSUP and DoD policies and procedures. Material may be received from any reliable source. Material may be requisitioned from DRMS, unless such requisitions effectively preempt FMS customer DRMS privileges or higher priority DoD requirements. 



3.1.2.4
Issues: NAVICP funded requisitions will be processed in accordance with NAVSUP policies and procedures and will be based on requisitions passed from the NAVICP MISIL programs or other appropriate systems. Material issues may also be processed by NAVAIR under initial or Follow-on-Technical Support FMS cases. Material in a “hold “ status (see paragraph 3.1.2.1) will not be issued until the FMS PSTL that placed the “hold” or their designated (in writing) alternate has agreed to release of the material. A written record citing the authority to release material in a “hold” status will be retained with the inventory record. FMS PSTLs will advise the FMS Reserve management (NAWCAD Lakehurst acts as NAVAIR’s agent in this regard) on retention and disposal of weapon system specific material. Attachment (3) provides specific policy for common item management within NAVAIR’s FMS Reserve.



3.1.2.4.1
Commercial Contractors: All sales to commercial entities will be reviewed and approved by the FMS Reserve Board (AIR 1.4, AIR 3.0F and AIR 3.5) prior to execution. Material in the NAVAIR FMS Reserve may be sold to commercial contractors on a case by case basis if the material is designated in writing by the FMS PSTL as no longer required for future FMS programs. Additionally, it must be demonstrated that a commercial sale is consistent with life cycle support planning for the weapon system and is in the Navy’s best interest. Negotiated sales of material will be in accordance with the authority prescribed in Sections 2770/30 of the Arms Export and Control Act (AECA) and the procedures prescribed in Section 603 of the Security Assistance Management Manual (DOD 5105.38-M).



3.1.2.5
Retention Determination: NAVAIR FMS PSTLs will determine material retention designations based on historical and anticipated sales which will be based on the Navy International Programs Office International Business Plan and the NAVAIR International Programs Business Plan. PSTLs will review retention quantities every two years to ensure disposal of excess material. NAVICP will assist in retention recommendations and utilize supply system history files and algorithms as appropriate. Detailed retention criteria is contained in Attachment (2).



3.1.2.6
Disposal: NAVAIR will determine material available for disposal and will process issue documents to DRMS. NAVICP will assist NAVAIR in disposal processing and will recommend items for disposal. NAVICP will review centrally managed supply system stocks are sufficient to satisfy demand, material becomes uneconomical to maintain in stock, or when historical or projected sales are not sufficient to justify retention. Lakehurst, as NAVAIR’s agent, will coordinate excess FMS Reserve material to disposal.



3.1.2.7
Material Movement: NAVAIR will be responsible for all costs associated with material movement and will ensure that all costs associated with material movement due to FMS issues are properly billed to the FMS customer.



3.1.2.8
Consolidation of Material: NAVAIR will determine warehouse locations and consolidation efforts based on good management practices.



3.1.2.9
Material Repair or Refurbishment: NAVAIR programs may repair or refurbish material of items in the FMS reserve  when dictated by good business and financial practices. Repair and refurbishment expenses will be the responsibility of NAVAIR. Refurbishment or repairs of equipment will normally be funded by FMS case funds. FMS reserve proceeds may be used to fund repair or refurbishment of equipment on a reimbursable basis after an FMS case is signed when FMS case funding for repair/refurbishment is not immediately available. However, FMS Reserve proceeds will only be used for this purpose to meet operational requirements (i.e. support of an accelerated training program) or to take advantage of a cost saving opportunity (e.g. a commercial contractor time sensitive offer).

  

3.1.2.10 
Material Identification: NAVAIR will ensure proper identification of material, including quantity, location, standard price for RFI as identified in NAVSUP database or approved SOM matrix, and condition code in accordance with TAV reporting procedures.

4.0
Financial Management: NAVAIR will be responsible for processing financial transactions in accordance with:


4.1
Pricing: 




4.1.1
Overarching Policy: The overarching pricing policy for NAVAIR SOM material is to maximize the receipt of funds to the USG. Exceptions are permitted when it’s in the interests of the USG to transfer material at cost or no cost (i.e. Excess Defense Articles or free issue to domestic fleet customers), or when reducing material item cost would result in more funds to the USG when considering all sources (e.g. aircraft, training). For example, SOM material is critical to the establishment of a robust in-country initial support capability and selective follow-on support. Without it, the success of a weapon system sale and life cycle support may be jeopardized. Thus, the pricing strategy for SOM items must be flexible enough to complement the acquisition program managers overall weapon system-pricing strategy. That might mean lowering the P&A material cost estimates (e.g. spares/SE) for a specific program to achieve a weapon system sale based on written direction of the FMS Reserve Board that doing so would ultimately benefit USG interests. 


4.1.2
Item Pricing: As directed in reference (b), NAVAIR FMS Reserve item pricing shall be based on standard stock price or best information new procurement pricing with adjustments for age, model or condition of material. NAVICP will assist NAVAIR in establishing item pricing for stock numbered items consistent with standard pricing information for NAVAIR material returned to the navy supply system to fill supply system requisitions. NAVAIR will determine pricing for part numbered items sold directly to FMS customers. A detailed pricing strategy is contained in Attachment (4).


4.2
Financial transactions: All NAVAIR FMS Reserve SOM financial transactions will be in accordance with DoD 7000.14-R procedures. Sales credits will be deposited into a field activity (NAWCAD Lakehurst) NWCF account. Direct operating and inventory management costs will be paid at the direction of AIR 3.5. Other ancillary efforts that benefit the FMS Reserve may also be funded (see attachment 1). Disbursements of funds for ancillary initiatives shall be at the direction the FMS Board consisting of AIR 3.5, AIR 3.0F, and AIR 1.4. In consonance with section 1009 of the FY99 Authorization Act, all operating expenses will be paid and residual funds will be remitted to the U.S. Treasury, less operating costs.


4.3
Cost Recovery: NAVAIR will ensure full cost recovery for all costs associated with the NAVAIR FMS Reserve program in accordance with DoD 7000.14-R and the Security Assistance Management Manual. Packaging, crating and handling charges for NAVAIR FMS material will be either included or additive to the selling price and reimbursements will be in accordance with the DoD 7000.14-R. Transportation costs will be billed to the requisitioning country.

5.0
Material Management and Financial Reports: Via GOLD software system, NAVAIR will maintain and provide inventory, material management information and financial reporting to include: TAV expenses, TAV inventory, NAVICP turn in credits, DLA turn in credits, DFAS direct billing credits, and program reimbursement accounting.

6.0
Program requests for ancillary funding: Attachment (1) provides a process for Program Managers and competency personnel to submit requests for ancillary funding associated with efforts benefiting the NAVAIR FMS Reserve over and above the routine direct costs for the management of the NAVAIR FMS Reserve. Requests will be honored if determined to be appropriate to the program, and as funds availability allows.
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Program Funding Requests for Ancillary Costs

1.
BACKGROUND: Successful sale of an older weapon system is dependent on a competitively priced total package (i.e. airframe, support, and training) for initial support and an ongoing life cycle support plan that addresses obsolescence issues. Potential customers will avoid buying older weapon systems without both these essential elements in-place. Traditional inventory management costs (e.g. asset visibility, warehousing, etc.) associated with managing material are readily understood and quantifiable. Equally important when managing older material and equipment are ancillary management costs to assess material condition, supportability, and criticality. Without that information, program managers would be unable to provide accurate Price & Availability (P&A) estimates to potential customers for their initial support FMS case price (with adjustments only for age, model, or condition). As an example, the latest catalog price provides a ready reference for establishing the standard price for stock numbered items, but resources are required to assess material condition and adjust the standard price for age, model, or condition. There is no similar catalog price for non-stock numbered items. Note: Any identified repairs or modifications to material that were priced in a Letter of Offer and Acceptance (LOA) would be funded by FMS case dollars and not begun until an FMS case was signed.  

2.
RELEVANT COSTS: In view of the above, the following sample FMS Reserve management costs – both direct and ancillary - are highlighted for Program Manager and Competency personnel assistance in requests for funding. Other requirements will be considered as appropriate:

· Inventory management, warehousing, financial processing, total asset visibility and other related costs associated with good material management practices (Direct)

· Inventory manager review to determine item criticality (Ancillary)

· Engineering/logistics reviews of critical obsolescent items to determine new sources of supply/repair (Ancillary)

· Inspecting items to determine condition and estimate repair/overhaul cost (Ancillary)

· Conducting supportability studies (Ancillary)

· Periodic item review to determine retention in the FMS Reserve (Ancillary)

· Cost of  disposing of material no longer required (Direct)

· Establishing FMS Reserve inventory objectives (Ancillary)

· Shipping and handling costs associated with inducting material into the FMS Reserve (Ancillary)
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3.
BUDGET RESPONSIBILITY: SOM material in the FMS Reserve is considered a segment of the overall NAVAIR Total Asset Visibility (TAV) program under the management of AIR 3.5. As such, the management and accountability for material in the FMS Reserve and the budgeting/funding for the “direct” costs associated with warehousing, financial processing, asset visibility, and item disposal are the responsibility of AIR 3.5 and not subject to programs requesting funds under this attachment. Ancillary budget requirements are subject to this attachment and will be submitted as follows: Program Managers, in coordination with AIR 3.0F, will submit FMS Reserve ancillary budget requirements such as supportability studies, critical item reviews, logistics reviews, and material capture requirements. Program Managers will also budget for costs associated with determining item retention in the FMS Reserve. NAVICP requirements associated with item criticality and supportability reviews of “standard stock” SOM material in the FMS Reserve will be forwarded by NAVICP to the applicable Program Manager for inclusion in the Program Manager budget submission. Common process requirements such as managing a Product Support Contract for follow-on support of Out-of-Inventory weapon systems will be budgeted for by AIR 3.0F.

4.
APPROVAL AUTHORITY: Proceeds from the sale of items in the FMS Reserve fund the cost of managing the FMS Reserve. Ancillary requirements are subject to the availability of funds after direct costs are covered. The FMS Reserve Board consisting of AIR 1.4, AIR 3.0F and AIR 3.5 will periodically review and approve ancillary funded requirements. 

6.
FUNDING REQUEST FORMAT: Funding requests will be submitted directly to AIR 3.0F, copies to AIR 1.4 AIR 3.5.3 and NAWCAD Lakehurst Code 1.1.7.3A. The request will include the following: (1) a description of the requirement, (2) the current year cost estimate and a subsequent three year cost estimate (in current dollars), and (3) any estimated cost benefits such as increased sales revenue or reduced inventory cost. Funding requests will be considered at any time - i.e., ancillary requirements will be submitted, as they become known.   
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RETENTION CRITERIA FOR SPONSOR OWNED MATERIAL (SOM)

HELD IN THE FMS RESERVE

A.
Assumptions: 


1.
The USN will offer an FMS customer the capability to operate and maintain an Out-of-Inventory (OOI) weapon system in a safe condition for flight and at a performance level consistent with the manufacturer’s specifications for installed equipment when sold to an FMS customer.   

2.
FMS customers desire to obtain full organizational (O) intermediate (I) and selected depot level maintenance capability consistent with USN maintenance plans as modified by the USN when fulfilling an FMS customer’s self sufficiency goals and as tempered by the availability of FMS customer resources.

B.
Retention Criteria:


1.
Range Criteria:


a.
Configuration. Only SOM material that supports current or future planned FMS weapon system configurations will be retained in the FMS Reserve. PMA configuration directives provide approved configurations at the system (e.g. AN/ARC-159/AN/ARM-165) level. Aircraft Equipment Records (AERs), Maintenance Plans, NAVICP/NAWC/NATEC databases/manuals, Intermediate Maintenance Requirements Lists (IMRLs), and contractor-provided data are possible reference documents for the most current configuration at the sub-system level. A library of reference documents should be readily available at the SOM storage location either electronically or in paper format to support retention decisions. 

b.
Types of Material. The following is a sample list of SOM items that qualify for retention in the FMS Reserve:

(1) O/I/D-level support equipment 

(2)
Engines

(3)
Kits

(4)
Training devices
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(5)
Production tooling

(6)
Technical data (e.g. manuals, drawings, wiring diagrams)

(7)
Stock numbered items that failed screening by the DoD supply system and were then designated for disposal.

(a) Secondary items (i.e. items that are centrally managed/centrally stocked by a DoD inventory manager) will not be retained as SOM if the applicable inventory manager has retained sufficient stock under either a demand based criteria, or in its FMS Reserve program to meet the future outfitting and follow-on support requirements as defined in paragraph 2 below. SOM FMS Reserve managers will collaborate with the applicable inventory manager on retention of these items. Should significant differences arise they will be submitted jointly to NAVICP (OF) and AIR-3.0F for resolution.   



(b)
Secondary items (i.e. items that are centrally managed/not centrally stocked (e.g. insurance items) may be retained as SOM in sufficient quantity to meet the depth criteria defined in paragraph 2 below.

Note: At a minimum, SOM items will be identified in the computer-based inventory record to the applicable weapon system (e.g. A-7) or when possible, to the applicable sub-system (e.g. AN/ARC-159) or end item of support equipment (e.g. AN/ARM-165) Item application data will be retrievable electronically as required by users.      


c.
Supportability. All SOM items in the FMS Reserve will either no longer be commercially procurable in a “new and unused condition,” or commercially procurable, but at price that is estimated to exceed the refurbishment cost of a used item. SOM repairable items may also be retained for cannibalization purposes to provide initial or follow-on support for repairable items that are no longer procurable from either the DoD supply system or commercial market. Additionally, non-RFI SOM may be retained for “as is” sales to FMS customers who elect to cannibalize for repairs at their own expense.


d.
Depot Level Maintenance. More than likely, there will only be one set of peculiar depot level support equipment available for FMS support. It should therefore be retained in the FMS Reserve so that the USN can meet its commitment to life cycle support of all FMS customers.     


2.
Depth Criteria: Depth should be consistent with program plans for life cycle support, as reflected in the NAVAIR International Program Plan.  
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a.
Organizational and Intermediate Maintenance. Depth of the SOM items will be based on the following: 

 
(1)
Initial Outfitting: The number of countries that are reasonably expected to purchase the weapon system, as determined jointly by the applicable PMA and Navy IPO, must be compared to inventories (i.e. there are aircraft to support five potential customers, but only enough SOM items to provide three potential customers with a full set of support equipment).


(2)
Follow-On Support: A “quick look” supportability review for the APML that is conducted by an analyst familiar with historical weapon system support problems. The review will include a review of NALDA data and discussions with the applicable depot, Fleet Support Team (FST), Original Equipment Manufacturer (OEM) and APML.     


b.
Depot Level Maintenance. With the availability of depot related technical data, drawings, and piece part support, many FMS customers will be able to establish in country depot level capability on selected equipment (e.g. gyro, hydraulic, instruments, etc.) using their existing organic or commercial depot infrastructure. Use the Depth Criteria cited in 2a above for retention of depot related technical data, drawings, and piece parts. 

C.
Applicability. These criteria apply when initially adding SOM items to the FMS Reserve and when conducting periodic reviews for retention of SOM material in the FMS Reserve.  Specific retention codes, including issue restriction codes are as follows:

· Retention Codes. All material retained for future use must be properly accounted for and visible through the NAVAIR SOM/TAV inventory management system. Material retained must be held for a specific purpose. For the retention of NAVAIR SOM, the following retention codes are provided.

· C – Contingency Reserve. Material that is no longer required by the Sponsor but is held to support fleet requirements. This material may be held as a result of Diminishing Manufacturing Sources and Material Shortages (DMSMS), reutilization and remanufacturing requirements, economic order quantity buy and Life of Type (LOT) buy.

· F – Foreign Military Sales (FMS) Reserve. Material that is no longer required by the Sponsor and is designated for the FMS Reserve Program in support of potential sales to foreign customers.

· I – Interim Supply Support (ISS). Material held at NAVAIR ISS facilities in support of programs that have not reached material support date.

· P – Program Reserve. Material held to satisfy program requirements for such things as research and development, fabrication or testing.
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· R – Residual Assets. Material held because economic assessment has determined that sales/credit potential exists which exceeds storage costs.

· X – Excess. Material that is no longer required and is being held awaiting demilitarization and disposal.

· Retention criteria. All material retained for future use must be properly accounted for and visible through the NAVAIR SOM/TAV inventory management system. The expenses of retaining material (warehousing, transportation, and material management) must be considered in the decision to retain material. Authority to retain material varies by retention code.  

· C – Determined by NAVAIR 3.5

· F – Determined by AIR 1.4, NAVICP-OF, and the program business plan.

· I – Determined by program business plan and contracts.

· P – Determined by the program.

· R – Determined by NAVAIR 3.5.

· X – Determined by NAVAIR 3.5.

Attachment (3)

MANAGEMENT OF COMMON APPLICATION ITEMS IN THE NAVAIR SOM FMS RESERVE

1.
Common application spares, SE and other items in FMS Reserve do not require the approval of a PSTL for capture, retention, sale or disposal, unless they have been restricted IAW the following paragraphs, or in special circumstances as approved by the NAVAIR FMS Reserve Board (AIR 3.5, 3.0F and 1.4).  

2.
The FMS Reserve manages Sponsor Owned Materials (SOM) for NAVAIR’s international sales and our commitment to life cycle support. PSTLs are responsible for determining requirements and communicating this information to the Reserve management, to ensure that we are capturing and retaining the right materials. Reserve management is responsible for identifying (coding) weapon system-specific materials in the inventory to ensure integrity with program planning and ensuring that these materials are protected. PSTLs authorize the induction, sale or disposal of weapon system coded materials. PSTLs are also responsible for notifying FMS Reserve management (NAWCAD Lakehurst acts as NAVAIR’s agent in this regard) when items in inventory are not required or are in excess of quantities required to satisfy their program plans. They are assisted in these tasks by Supply and SE LEMs, NAVICP-OF and FMS Reserve management personnel. 

3.
Material in the FMS Reserve is the property of NAVAIR, not of any specific PM. AIR 3.0 manages this material for NAVAIR and is responsible for sound material management processes that respond to the PMs’ FMS program requirements. Weapon system peculiar material that has been designated as FMS Reserve will not be released to any customer (FMS or US Fleet) without authorization of the PSTL or the designated representative. 

4.
Some support materials (‘common items’) can be used in support of more than one weapon system. This includes common avionics spares, repair parts, SE, GPETE and CSE items, for examples. It is in the Navy’s interest that sales of these common-application materials not be restricted to any specific program, unless the PM has identified specific common-application inventory in an official proposal (such as Pricing and Availability or a Letter of Offer and Acceptance), which has been sent to an existing or potential FMS customer. In that instance, the sales restriction will only be in effect while the offer is still in effect. It is the responsibility of the PSTL to provide a justification to restrict the sale of a common application item and to identify the effective period for that restriction. At the end of that time period, the common item will return to its ‘first come first served’ status, unless the offer is officially extended and the PSTL advises FMS Reserve management accordingly. While all FMS Reserve material is managed specifically for international business purposes, common application material may be used to fill high priority US Fleet requisitions (NMCS/PMCS), if sale has not been restricted due to an FMS commitment as described above.
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PRICING POLICY FOR SPONSOR-OWNED MATERIAL (SOM)

HELD IN THE FMS RESERVE

REFERENCES:
(a) DUSD (L/MDM) Memorandum of 25 September 1995


(b) DoD 7000.14-R, DoD Financial Management Regulation


(c) NAVSUP 526 Customer Supply System Guide


(d) NATSF Instruction 4920.1D, dated 23 May 1995

BACKGROUND: Reference (a) states “that the items held in the FMS Reserve are not excess to DoD, therefore they should be issued at full standard or market price (with adjustments only for age, model, or condition).” Reference (b) prescribes pricing methodology for various categories of material and/or equipment depending on a variety of criteria such as: (1) are they stock-funded items, (2) will the items be replaced, and (3) what is the condition/useful life of an item. SOM items in the FMS Reserve consist of a mixture of items that meet each of these criteria. For example, SOM items in the FMS Reserve consist of new and used material and equipment. The condition of used items is often unknown and the remaining useful life varies significantly.

DISCUSSION: Most SOM items are end items of support equipment and related parts for support equipment. These items: (1) were originally purchased with appropriated funds designated for support equipment, (2) will not be replaced when sold, and (3) the net proceeds (i.e. funds remaining after management expenses are deducted) will be deposited in the treasury under miscellaneous receipts. Training devices and publications fall into this same category. A smaller sub-set of SOM items includes “spare and repair parts” for support of airborne systems or engines. These items were typically originally purchased with supply system “working capital funds”. They were transferred to the SOM warehouse under acquisition program manager authority after completion of the formal supply disposal process. They are retained in the FMS Reserve based on forecasted future need in accordance with the NAVAIR International Program Plan. These items will be priced using normal supply system procedures for secondary items held in an FMS Reserve.

“FAIR MARKET” PRICE: There is no pricing policy for FMS Reserve material as a definitive category in reference (b). SOM items – other than aforementioned “working capital funded parts”- are considered Investment Items and covered under paragraph 070302 (C) of reference (b) for pricing policy. Since Investment Items “will not be replaced”, reference (b) states that the price of the item will be the most recent actual procurement price with additions for recent overhauls, and deductions for age and condition. In addition, unless a DoD Comptroller exception is granted, the sale price shall be no lower than the scrap value plus the cost of any major overhaul accomplished within 24 months. Establishing a meaningful “last procurement price” is difficult due to the age of the Investment Items. Records of recent overhauls are meager. 

Attachment (4)

2 of 4

Thus, a meaningful “fair market” sale price must be constructed using the expertise of knowledgeable equipment specialists (estimate useful life/condition), coupled with the application of a recognized standard. Although FMS Reserve items are not excess per DUSD policy, the NAVAIR FMS Reserve Program Manager will use the Federal Condition Codes for excess material prescribed in paragraph 070304 of reference (b) as the standard for categorizing the condition and useful life of SOM items. The large volume of SOM items dictates that any pricing policy be consistent and automated. Accordingly, the following pricing policy corresponds to the intent of reference (b), and meets the goals of accountability, maximum return to the USG, and flexibility for the acquisition program manager.  

PRICING POLICY:

The following pricing policy shall be used to determine the inventory record price for SOM material:

· Consumables:  

· Still in Original Package. A consumable item that has a catalog price reflected in the FEDLOG database and is still in its original package shall be recorded on its inventory record at the FEDLOG price. 

· Not in Original Package (e.g. cannibalized part). The DoD Financial Management Regulation (FMR) (DoD 7000.14-R) does not prescribe a method for pricing consumable items that are in less-than-new condition. Paragraph 070304 of the FMR prescribes a schedule of “fair value rates” for the sale of excess material. NAVAIR shall adapt the 070304 schedule as follows to the price consumable material that is not in its original package:

· Material with a Price in FEDLOG shall be recorded on its inventory record at either 30% or 20% of its FEDLOG price depending on condition. 

· Material Without a Price in FEDLOG shall be recorded on its inventory record at either 30% or 20% of itsestimated new procurement price depending on condition.  The estimated new procurement price must be either derived from the last contract price or estimated by a knowledgeable technician familiar with the pricing for “like and similar” material. 
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· Repairables - Most repairable SOM items (e.g. test equipment) have a catalog price assigned. However, the catalog price may not be representative of “present value” for the following reasons: 

· Unserviceable/depth of rework unknown

· No longer supportable 

· Out of calibration

· Component parts cannibalized 

Refurbishing repairable SOM items prior to an FMS sale to establish a price does not make sense because the sale may not materialize. Determining the sale price by assessing the condition (including supportability) of repairable items (chargeable to FMS Reserve) and estimating the refurbishment costs does make sense, as it will permit the establishment of an accurate estimated selling price for purposes of preparing a P&A. Accomplishing the assessment may take time so a conditional price shall be assigned to the item for initial inventory valuation purposes while the condition assessment takes place. The following procedure shall be used to establish a conditional price:


1.
Carcass Value – Use paragraph 070304 of reference (b) to establish carcass value as a percentage of the FEDLOG catalog price. If there is no catalog price assigned, a knowledgeable equipment specialist shall assign a price using the price of  “like and similar” equipment.  


2.
Estimated Refurbishment Cost – Use a recent government organic or commercial repair price, if available. If not available, a rough order of magnitude (ROM) estimate of the refurbishment cost should be added to the carcass value. Domestic Navy repair cost as a percentage of acquisition cost is estimated to range between 15-40% depending catalog price. Accordingly, the following matrix is recommended for establishing a “ROM” estimated refurbishment cost:


Catalog Price
ROM Refurbishment Cost 

0 - $2,500
$1,000


$2,501-10,000

$2,500


$10,001 – 25,000
 
$5,000


$25,001 – 50,000

$10,000


> $50,000

$15,000

3. Since a relatively few end items of support equipment drive the total cost of an initial support package, the review for condition and useful life shall be limited to the most expensive items/systems that are critical to safety of flight/mission accomplishment
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4.
The conditional price shall be converted to “present value” - i.e. Price and Availability (P&A) price - after completion of the aforementioned assessment. Once the assessment is done for “one lot” (i.e. the initial support equipment and training allowance for one customer country), it could be used to price similar SOM items held in the FMS Reserve for other customer countries).  


SPARE AND REPAIR PARTS - Repairables/Consumables – Utilize supply system procedures for pricing secondary items in the FMS Reserve. If a repairable item is known to be unserviceable, adopt “asset drawdown” procedures (e.g. carcass value plus estimated repair cost) as prescribed on page 133 of reference (c).

PUBLICATIONS - Utilize pricing policy for “Out-of–Service ” Aircraft and Weapon Systems as prescribed in paragraph 4 of reference (d) – i.e. “cost shall be actual costs of printing and reproduction, (including re-mastering if necessary)”.
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