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Background

Section 645 of the Transportation, Treasury, and Independent Agencies
Appropriations Act, 2004 (Division F of the Consolidated Appropriations Act for Fiscal
Year 2004 (Pub. L. 108-199)), requires the head of each Federal Agency to submit a
report to Congress on the amount of acquisitions made by the agency from entities that
manufacture the articles, materials, or supplies outside of the United States in that fiscal
year. The report must separately (1) identify the dollar value of any articles, materials,
or supplies purchased that were manufactured outside the United States; (b) provide an
itemized list of al waivers granted with respect to such articles, materials or supplies
under the Buy American Act (BAA); and (3) provide a summary of the total procurement
funds spent on goods manufactured in the United States versus funds spent on goods
manufactured outside the United States.

Discussion

This report includes three sections: (1) all procurements from foreign entities and
more specifically, purchases of articles, materials, or supplies manufactured goods from
such foreign entities; (2) waivers granted with respect to such articles, materials or
supplies under the Buy American Act (BAA); and (3) a comparison of procurement funds
spent on goods manufactured in the U.S. versus funds spent on goods manufactured
outside the U.S.

The information presented in this report addresses Fiscal Year 2003 and is based
on DD Form 350 data compiled and distributed by DoD’s Washington Headquarters.
The DD Form 350, Individual Contracting Action Report, includes data on contracting
procedures, competition, financing, statutory requirements, socioeconomic programs and
other information relating to DoD acquisitions. In some instances, the exact information
required by section 645 is not available and DoD has made assumptionsin order to
complete the report. In those cases, the report identifies the methodol ogy and
assumptions made by DoD in responding to the reporting requirement.

Section 1 - Procur ements from foreign entities

1(a) All procurements. DoD procurement actions recorded on DD 350’s
during FY 2003 totaled approximately $209 billion. Of that amount, approximately $8.6
billion or 4.1 percent was expended on purchases from foreign entities. Of this amount,



$8.3 hillion is for contracts with a place of performance outside the U.S. and the
remainder, $.3 billion, isfor contracts with a place of performance withinthe U.S. A
detailed breakout of the dollars by country is contained in Table 1.

The $8.6 hillion covers military hardware, subsistence, fuel, construction, services,
and other miscellaneous items that are for use outside the U.S. Services constitute 24.2
percent of the total, with fuel and construction accounting for 24.6 percent and 19.5
percent, respectively. Table 2 provides a breakout of the $8.6 billion by defense claimant
program (DCP) and percentage of total.

For purposes of context, Defense Security Cooperation Agency Foreign Military
Sales (FMS) data shows that foreign purchases of U.S. defense articles and servicesin
Fiscal Year 2003 totaled approximately $12.7 billion. In addition, U.S. manufacturers
exported approximately $2.7 billion in direct commercial sales licensed under the Arms
Export Control Act.

1(b) Procurement of manufactured articles. This section focuses on defense
articles provided by foreign entities that are manufactured outside the U.S. Of
approximately $8.6 billion that was expended on all purchases from foreign entities,
slightly more than 1.6 billion was expended for the procurement of articles manufactured
outside the U.S. as shown in column 2 of Table 3. Table 3 refines the datain Table 2 to
remove all dollars associated with petroleum, other fuels and lubricants, subsistence,
construction and services (DCPs A8A, A8B, B3, C3, and S1). Table 3 further refines this
data to remove non-manufacturing activities/services. For example, Column 1 in Table
3 reflects atotal of $165,712 thousand for DCP A1A. However, after removal of costs
associated with Research, Development, Test and Evaluation ($648 thousand), and Other
Services and Construction ($27,924 thousand), the adjusted figure for A1A isonly
$137,410 thousand, as reflected in column 2. Similar adjustments were made to the
remaining DCPs. Table 4 provides a detailed breakout of DoD purchases by foreign
country, dollars, and number of actions. Table 5 refines the data even further to provide
visibility into this information by DCPs, country, dollars and the number of actions.

Section 2 - Waivers of the BAA granted with respect to such articles, materials or
supplies.

DaoD has no central repository for waivers of the BAA and such information is not
available in the existing DoD database. It is, therefore, not possible to identify which of
the manufactured articles identified in section 1 of this report required awaiver of the
BAA. Instead, this report attempts to identify the dollar value of DoD purchases of
manufactured goods for which it is believed that the BAA may have been waived as a
result of various international agreements. The following methodology was used to
estimate dollarsin this category:



1. Sincethe BAA does not apply to purchases for use outside the U.S,,
contracting actions by overseas buying offices were excluded from the data.
However, purchases by these offices are included in the data for Section 1 above.

2. Itisassumed that all procurements covered by memoranda of
understanding, the Trade Agreements Act (TAA) and any other international
agreement resulted in awaiver of the BAA. It should be noted, however, that
using this methodology overstates the dollar value of items for which the BAA
was waived. The Act does not apply when a domestic item’s cost is unreasonabl e,
the domestic preference is not in the public interest, or sufficient quality and
guantity is not available domestically. Since we do not have data on when the Act
did not apply in these circumstances, adjustments to the data can not be made for
those events.

Table 6 contains a detailed breakout of procurement actions by country and type
of agreement. This breakout details procurement actions as follows:

1. Actions pursuant to the Caribbean Basin Economic Recovery Act.
2. Actions under the TAA (Agreement on Government Procurement).
3. Actions under the North American Free Trade Agreement (NAFTA).

4. Actions under MOUSs.

Canadian products subject to NAFTA coverage are the same as those subject to
the TAA. Accordingly, procurements of Canadian products over $25,000 but below the
Fiscal Year 2003 TAA threshold of $175,000 are reported under NAFTA. Procurement
actions over $175,000 with Canadafor TAA code covered products are included under
the TAA portion of the report. All other procurements of Canadian products are reported
under the MOU section.

All DoD purchases of Mexican products over $58,550 are reported under NAFTA.
Mexico is not a designated country under the Trade Agreements Act and does not have a
reciprocal procurement MOU with the U.S.

Using the methodology described above, the various international agreements for
which it is assumed that the BAA was waived totaled approximately $2,494.8 million in
Fiscal Year 2003.



1. Caribbean Basin Economic Recovery $ 1336

2. Trade Agreements Act 1,501.1
3. NAFTA (Canadaand Mexico) 32.9
4. MOUs 827.2
Tota $ 2,494.8 Million

It isimportant to note that the dollars identified above include waivers of
the BAA for more than manufactured goods, which is why the dollars are higher
than those identified in tables 3, 4 and 5, which are associated with only
manufactured goods. As explained above, the methodology we use overstates the
dollar value of items for which the BAA was waived since the Act does not apply
In certain circumstances.

Section 3 - Comparison of procurement funds spent on goods manufactured in the
U.S. versus funds spent on goods manufactured outside the U.S.

Table 7 presents a comparison of contractual actions and dollars for procurement
of goods manufactured by U.S. sources versus goods manufactured by foreign sources.
As reflected in table 6, DoD’s procurement of manufactured goods from U.S. sources
totaled approximately $78.4 billion as contrasted to DoD purchases of manufactured
goods from foreign sources which totaled slightly more than $1.6 billion, or roughly 2%
of all DoD’s procurement of manufactured goods in Fiscal Y ear 2003.
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[ TABLE 2 ]

|  FISCAL YEAR 2003 PRIME CONTRACT AWARDS TO FOREIGN CONCERNS/ENTITIES

(Amounts in Thousands)

DoD Ciaimant Program Dollars Percent

Air Frames & Spares $ 165,712 1.930%
Aircraft Engines & Spares $ 138,277 1.610%
Other Aircraft Equipment $ 133,088 1.550%
Missile & Space Sys . $ 54,744 0.638%
Ships $ 153,743 1.791%
Vehicles - Combat $ 103,411 1.204%
Non Combat $ 88,831 1.035%
Weapons $ 137,115 1.597%
Ammunition $ 147,899 1.722%
Electronic & Communication Equipment $ 297,763 3.468%
Petroleum $ 2,111,908 24.595%
Other fuels & lubricants $ 857 0.010%
Containers and Handling Equipment $ 7,956 0.093%
Textiles, Clothing & Equippage $ 3,389 0.039%
Building Supplies $ 5,489 0.064%
Subsistence $ 510,097 5.941%
Transporation Equipment $ 197 0.002%
Production Equipment $ 2,470 0.029%
Construction $ 1,673,676 19.492%
Construction Equip $ 17,411 0.203%
Med & Dental Supplies/Equip $ 19,685 0.229%
Photographic Supplies/Equip $ 2,864 0.033%
Materials Handling Equip $ 25,591 0.298%
All Other Supplies & Equip $ 707,925 8.245%
Services $ 2,076,493 24.183%
Overali Total $ 8,586,591 100.000%



DoD Purchases of Manufactured Items from Foreign Entities - FY 2003

DCP DoD Claimant Program Dollars (000) Dollars (000)
Column 1 Column 2
A1A Air Frames & Spares $ 165,712 | $ 137,140
A1B Aircraft Engines & Spares $ 138,277 $ 97,476
A1C Other Aircraft Equipment $ 133,088 $ 125,735
A2 Missile & Space Sys $ 54,744 $ 45,911
A3 Ships $ 153,743 $ 26,156
AdA Vehicles - Combat $ 103,411 $ 68,982
A4B Non Combat $ 88,831 $ 84,632
A5 Weapons $ 137,115 - $ 62,268
AB Ammunition $ 147,899 $ 106,142
A7 Electronic & Communication Equipment $ 297,763 $ 227,415
A8C Separately Procured Containers & $ 7,956 $ 7,357
Handling Equipment

A9 Texfiles, Clothing & Equipage $ 3,389 $ 3,278
B1 Building Supplies $ 5,489 $ 4,972
B3 Transportation Equipment $ 197 $ 197
B9 Production Equipment $ 2,470 $ 2,470
CoA Construction Equipment $ 17,411 $ 12,713
coB Medical & Dental Supplies & Equipment $ 19,685 $ 14,894
cacC Photographic Supplies & Equipment $ 2,864 $ 2,711
CaoD Materials Handling Equipment $ 25,591 $ 25,542
C9E All other Supplies & Equipment $ 707,925 $ 558,809
Total $ 2,213,560 $ 1,614,800

Column 1 is a dollar summary of ali DoD procurement actions, both obligations & deobligations, during FY 2003 for the

DCP's shown above.  Not included in column 1 are the costs associated with petroleum, other fuels and lubricants, subsistence,
construction and services (DCP's ABA, A8B, B2, C2 and S1. These dollar values are the same values shown in DoD's

annual report to Congress on purchases from foreign entities for these specific DCPs.

Column 2 is a dollar summary of the doltar value of defense articles provided by foreign entities that are manufactured
outside the U.S. The difference between column 1 and 2 is that the value of services associated with this hardware has been
removed. For example, R&D, Professional Services, Maintenance, Repair & Refurbishment, transportation, housekeeping
services, etc. have been excluded. Column 2 is our estimate of the value of articles, materials, and supplies

manufactured outside the US by foreign entities.

TABLE 3
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TABLE 7

DoD Purchases of Manufactured Items - FY 2003

United States Foreign

DCP DoD Claimant Program Actions Dollars (000) Actions Dollars (000)

A1A  Air Frames & Spares 14945 § 21,138,312 593 $ 137,140
A1B Aircraft Engines & Spares 9,621 $ 6,058,029 429 $ 97,476
A1C Other Aircraft Equipment 8,788 $ 3,813,919 225 $ 125,735
A2  Missile & Space Sys 3.044 § 5,647,009 73 $ 45,911
A3  Ships 8634 $ 6,928,588 142  $ 26,156
A4A  Vehicles - Combat 5506 $ 2,723,958 228 $ 68,982
A4B Non Combat 4423 § 2,496,064 203 $ 84,632
A5  Weapons 2830 $ 1,988,318 91 $ 62,268
A6 Ammunition 1423 § 2,185,641 78 $ 106,142
A7 Electronic & Communication Equip 37357 % 10,172,413 631 $ 227,415
ABC Separately Procured Containers & 165 $ 30,078 8 $ 7,357

Handling Equipment

A9 Textiles, Clothing & Equipage 3580 $ 3,103,425 47 $ 3,278
B1 Building Supplies 401 $ 17,789 58 $ 4,972
B3  Transportation Equipment 65 $ 3,705 4 $ 197
B9 Production Equipment 457 $ 64,462 17 $ 2,470
CYA Construction Equipment 674 $ 118,580 41 $ 12,713
C9B Medical & Dental Supplies & Equip 26,878 $ 2,154,192 153 $ 14,894
C9C Photographic Supplies & Equipment 647 $ 47,850 23 $ 2,711
C9D Materials Handling Equipment 551 $ 79,474 61 $ 25,542
C9E All other Supplies & Equipment 92,161 §$ 9,627,368 3842 § 558,809
Total 222,150 $ 78,399,174 6,947 $ 1,614,800
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