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Mr. Chairman and Members of the Committee:

Good morning.  I am Deidre Lee, Director, Defense Procurement and Acquisition Policy, in the Office of the Under Secretary of Defense for Acquisition, Technology & Logistics.  I am here today to discuss the efforts of the Department of Defense (DoD) to assist small businesses with unique technologies to participate in DoD procurement opportunities.  I will also discuss the Department’s procurement policy, especially as it pertains to the use of small businesses and foreign suppliers.

First, I’d like to share some good news stories about the successes of some of our small businesses under the Commercial Operations & Support Savings Initiative (COSSI) and Title III of the Defense Production Act programs.  The Title III program provides incentives to establish or expand production capacity for items critical to the national defense when companies are unwilling or unable to make such investments on their own. One of the initiatives was to strengthen the supplier base in the Microwave Power Tube (MPT) industry by selectively targeting supply chain problems associated with critical materials and components that are required by the power tube original equipment manufacturers (OEM).  There were a number of different small businesses that were affected by this initiative.  Union City Filament, Hackensack, NJ, and H. Cross Company were able to increase the quality of the raw material processing due to the funding they received under this initiative.  Efforts at Spectra-Mat, Monterey/Santa Cruz, CA, focused on improving infrastructure, specifically as it related to the MPT industry and generically, as it pertained to other business opportunities.  The president of the company noted that Title III assisted the company in “moving beyond what we could do on our own.”  Title III program contacts identified other government programs where Spectra-Mat can offer technology that would benefit DoD and provide Spectra-Mat with additional business opportunities.  Another company assisted under the MPT initiative was Semicon, Lexington, KY, which produces rare earth magnets that are vital to DoD.  These magnets are an integral part of MPTs that are used in over 272 fielded weapons systems such as the E-3 AWACS, F-15, F-18, Aegis Ships, and Patriot Missile Batteries, to name a few.  The results of this initiative included continually improving quality rates exceeding 90 percent; on-time delivery rates of 85 percent or better; declining scrap dollars as a percentage of sales and 30 percent reduction in employee training time.   The company is now more productive and more competitive.         

The Movement Tracking System (MTS) provides the capability to identify position, track progress, and communicate with the operators of tactical wheeled vehicles through the use of positioning and commercial communication satellites.  COMTECH Mobile Datacom, Germantown, MD, was awarded a COSSI agreement to develop the system.  The system was of significant value to commanders in Operation Iraqi Freedom in tracking movement and location of friendly forces (Blue Force Tracking), and providing unlimited range communication capabilities.   MTS was also instrumental in preventing a convoy ambush, used to pinpoint the location for a medical evacuation, and used to report the location of a minefield.  The use of this concept and technology has expanded to meet other Department of Defense requirements, such as Blue Force Tracking, the Global Personnel Recovery System, and is an integral part of the Army’s Future Combat Systems.

 
The Foreign Cooperative Test (FCT) Program is another way DoD assists small businesses to become DoD participants.  The program taps into mature foreign technologies and after successful testing of these technologies, often forges partnerships with US suppliers through marketing and production licenses.  Following successful testing of a United Kingdom (UK) firm’s anti-riot grenade, New England Ordnance, Guild, NH, entered into a partnership with the UK company and now produces those grenades for the US.  These grenades are used by the US Army Military Police on patrol in Bosnia, Kosovo, and Iraq.  Another FCT project was the Automatic Chemical Agent Detector Alarm (ADADA) and its power supply.  After successful testing, ETG, Towson, MD, teamed with a UK firm on this product.  ETG produces and supports delivery of the ACADA and power supplies to all the Services.  Today these chemical agent detectors stand guard in Iraq and around the Pentagon.  There are numerous other examples of how COSSI, Title III and FCT programs have assisted small business to develop and become key DoD suppliers.    

We believe small business is a vital part of DoD’s defense base and we remain committed to ensuring their viability by offering DoD programs that support their development and sustainability.


Of course, DoD’s procurement policy is extremely important with regard to small business and the industrial base.  The overarching Federal procurement policy is to provide a fair opportunity for all interested and qualified companies to compete for government requirements.  As I said previously, small business is a critical component of the Defense industrial base.  Under our procurement policies, there is a requirement for procurements to be set-aside or reserved exclusively for small businesses, if market research indicates that there is a reasonable expectation that offers will be received from two or more small businesses that are competitive in terms of market prices, quality and delivery.  Only small businesses that have a place of business located in the United States and make a significant contribution to the U.S. economy can compete for these requirements.  Additionally, there are authorities that provide for sole source awards to 8(a) or Historically Underutilized Business Zone (HUBZone) small businesses up to thresholds of $5 million for manufacturing (or $3 million for other acquisitions).     

Eighty-two percent of all DoD prime contractors are small businesses, which demonstrates how important the small business world is to this Department.  Further, small business prime contractors performing on DoD contracts increased to 33,936 in FY 2002 compared to 24,130 small business prime contractors in FY 2001.

DoD accounted for an unprecedented $59 billion to small business firms in FY 2002, with $33 billion of this going to small business prime contractors and $26 billion to small business subcontractors
.  Additionally, DoD dollars going to small disadvantaged businesses, woman-owned small businesses, service-disabled veteran owned small businesses, and in HUBZones increased both at the prime and subcontract level in FY 2002 and achieved record highs.  These are significant accomplishments since many of DoD’s large dollar procurements are for major defense systems which require the resources of large business prime contractors.


The Department is fully committed to fostering the use of the small business community as prime contractors, subcontractors and vendors to the maximum extent practicable.  

There are several programs within the Department that are intended to facilitate opportunities for small business.  I mentioned the Title III and FCT programs earlier.  Additionally, the Department spends approximately $25 million each year on its mentor-protégé program where large businesses furnish technical and business assistance to small businesses so that they can develop as DoD prime contractors or subcontractors.  The Department also issues bi-annual solicitations for both the Small Business Innovation Research Program and the Small Business Technology Transfer Program.  These programs fund over $800 million each year in early-stage R&D projects at small technology companies -- projects that serve a DoD need and have commercial applications.  It is through programs such as these that DoD helps small niche companies and taps into cutting edge technology, critical to the DoD.   


Though not reserved exclusively for small business, small businesses have successfully competed, won and performed on several Advanced Concept Technology Demonstration (ACTD) programs.  A single ACTD, the Joint Advanced Health and Usage Monitoring System (JAHUMS) benefited four small businesses.  The JAHUMS ACTD demonstrated advanced health and usage monitoring technologies on military helicopters.   QualTech Systems, Inc., Wethersfield, CT, is the provider of the Knowledge-Based Maintenance Support System.  Technologies developed by QualTech under the JAHMUS ACTD are being applied to other product lines including both commercial and military applications, e.g. S-92 and AH-64 helicopter maintenance systems.  AMTEC Corp., Huntsville, AL, is the provider of the Advanced Diagnostic Technology using Neural Networks.  These advanced diagnostic techniques have potential application for early detection of mechanical failures in machinery systems, such as aircraft transmissions.  System Excelerator, Inc., Orlando, Florida, provider of wireless/satellite communications, also participated in this ACTD.  Technologies developed by System Excelerator are being applied to other military applications, such as the Navy Aircraft Instrumented Test Stand Facility at Naval Air Weapons Center – Carderock Division, Patuxent River, MD.   Another wireless/satellite participant was Outer Link Corp., Concord, MA.  The technologies developed by this firm are being applied to other commercial and military aircraft, such as the Customs Service aircraft in the Homeland Security role.   
These programs offer a means for early demonstration of critical technology that provides key components to, or may result in, new defense acquisition programs.  As evidenced by the examples cited, small businesses play a key role in these technology demonstrations. 

As you are aware, the Buy American Act (BAA) provides the framework for government procurement of foreign products.  With limited exceptions, the BAA restricts the purchase of supplies and construction materials that are not domestic, in effect, providing a preference for domestic products.   A domestic end product is defined as a product mined, produced or manufactured in the U.S., if the cost of its components, mined, produced, or manufactured in the U.S. exceeds 50 percent of the cost of all its components.  When DoD receives an offer of a product that does not meet the BAA definition of a domestic end product, it is considered a foreign offer and an evaluation premium of 50 percent is applied to the offer of the foreign product, unless the BAA has been waived under any of exceptions permitted by law.

Trade agreements result in waiving the applicability of the BAA for some foreign supplies and construction materials from certain “ foreign” countries.  The Agreement on Government Procurement (GPA) implemented by the Trade Agreements Act (TAA), as well as the North American Free Trade Agreement (NAFTA) and some other international agreements, specifies procurement procedures designed to ensure fairness for all participants.  When the restrictions of the BAA are waived under these agreements, offers of eligible products receive equal consideration with domestic offers.  The TAA applies to an acquisition for supplies or services if the estimated value of the acquisition in $169,000 or more, and applies to an acquisition for construction if the estimated value of the acquisition is $6,481,000 or more.  Under NAFTA, the acquisition threshold is $25,000 or more for Canada and $56,190, for Mexico.  NAFTA applies to construction materials if the estimated value of the construction contract is $7,304,733 or more. 

DoD purchases of arms, ammunition, or war materials, or purchases indispensable for national security or for national defense purposes, including all services purchased in support of military forces located overseas, are exempt from trade agreement coverage.  DoD’s coverage is limited to dual use and commercial products.  Since US suppliers are extremely competitive in open international procurement markets, the US has a strong interest in maintaining the integrity of the AGP and other rules-based international trading agreements. 

Beyond the various trade agreement waivers of the BAA, DoD has also waived the BAA for 21 countries with which we have established Reciprocal Memoranda of Understanding (MOU). These countries are referred to as “qualifying countries”.  The goal of the MOUs is to promote standardization and interoperability of defense equipment with our allies and friendly governments.  The MOUs are based on the national security considerations and the policies set forth in 10 U.S.C. 2457.  The MOUs are intended to ensure reciprocity, transparency and integrity without unfair discrimination in procurements of defense equipment.   In this instance, the Secretary of Defense determined that it would not be in the public interest to apply the BAA to procurements from these countries, a list of which is found in the Defense supplement to the Federal Acquisition Regulation – (DFARS 225.872).  

Against the background information provided on the BAA, exceptions to the BAA, trade agreements, and MOUs, it should be noted that foreign firms may generally compete for DoD contracts.  We do restrict procurement of some critical items in order to maintain domestic sources in periods of national emergency and to protect our technological and industrial base.  For instance, DoD has restricted certain forging items, i.e. ship propulsion shafts, periscope tubes and ring forgings for bull gears, whether as end items or components, to the domestic base.  We have also restricted Polyacrylonitrile (PAN) carbon fiber to domestic sources.  DoD is phasing out that restriction over a five year period ending May 31, 2005.  We sometimes restrict procurements to domestic sources for security related matters.  To the extent we treat foreign firms fairly in their efforts to sell in the U.S., we retain the leverage to insist on reciprocity for U.S. firms seeking export opportunities.  Our exports, of course, mean jobs for American workers.  Currently, the balance of defense trade is significantly in the U.S. favor.   Foreign Military Sales (FMS) for FYs  2001 and 2000 were $13.3 billion and $12.1 billion, respectively.  (FY2002 has not been finalized.)  Defense sales by U.S. companies have averaged 2.5 to 3 times defense imports over the past 5 years.  These figures basically understate sales because they do not take into consideration DoD’s dual use and commercial items that do not require export licenses.


Foreign firms may also participate as subcontractors in DoD procurements.  It is DoD’s goal to acquire the product, service, or technology that will best support our military forces and protect our national defense.  Therefore, in general, it is DoD policy not to interfere with a prime contractor’s selection of its subcontractors because prime contractors have the overall responsibility for producing and delivering the contracted items.   It is also the prime contractor’s responsibility to ensure that the products being delivered meet the requirements of the 

Buy American Act.   

In some of our larger dollar major weapon system efforts, the Department partners with other countries to develop a common system given shrinking defense dollars and the globalization of defense industries.  Programs such as the Joint Strike Fighter, Evolved NATO Sea Sparrow Missile, Rolling Air Frame Missile, Medium Extended Air Defense System (MEADS) Development, Multifunctional Information, to name a few, are cost shared with our allies.  This maximizes the use of DoD funds and promotes standardization and interoperability, the importance of which has been demonstrated in recent wartime operations.   Further, the Department believes that cooperation and industry- to- industry teaming arrangements can reduce the need for offsets, which is certainly a goal shared with other federal agencies and our industry partners.  The Joint Strike Fighter is a model of international cooperation and teaming.

I would like to reaffirm the DoD commitment to small business.  I am available to answer your questions.

� This represents 21.2 percent of prime contract award dollars and 34.1 percent of subcontracts.
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