Fire, Fire, Fire

You are deployed to Forward Operating Base (FOB) Camp Victory in Mosul, Iraq.  You’re assigned to the Project and Contracting Office (PCO), which is responsible for the reconstruction of Iraq.  Your primary mission is to award and administer contracts using Commander’s Emergency Response Program (CERP) funds.  These are appropriated funds for discretionary humanitarian assistance projects in response to the emergency needs of the local population vs. support of coalition forces.  Execution of such projects helps to satisfy immediate and critical needs of the Iraqi people and go a long way towards improving the relationship between Iraqis and coalition forces. Obligation of CERP funds is subject to the Federal Acquisition Regulation (FAR), Defense Federal Acquisition Regulation Supplement (DFARS), service supplements and the guidance in established Multi-National Forces – Iraq (MNF-I) Frag Orders (FRAGOs)
.  


You receive a requirement from Public Works citing CERP funds to purchase a commercial fire truck for the local fire station (see attached specification).  This type of equipment is absent in the local area and is needed to respond to fires caused by various mishaps and escalating terrorist/insurgent activity.  The Government estimate and amount certified is $790,000 per truck.  Two suggested sources are in Kuwait and one is in the United Arab Emirates (UAE).  You solicit the three suggested sources and receive proposals specifying down payments ranging between 45% and 60% of the proposed price.  Based on your initial analysis of the proposals, the vendor in the UAE offers the best value to the Government price and other factors considered
.  

You recognize that the proposed “down payment” is in an advance payment and that in accordance with (IAW) FAR 32.202-2 -- Types of Payments for Commercial Item Purchases, the aggregate of these payments shall not exceed 15 percent of the contract price.  You begin discussions with the contractor from UAE regarding advance payment and advise your customer of the delay.  Subsequently, you receive a courtesy copy of the following e-mail to your boss, Army Captain Brett Kayes the Chief of the Contracting Office (COCO).

From: Doe, John MAJ Publics Works Officer 
Sent: Saturday, May 14, 2005 4:57 PM
To: Smith, John CPT (MNSTCI) MNSTCI CCO
Cc: Doe, Jane SSG Civil Affairs; Smith, Jane MAJ (426th CA) Battalion S3; Olsen, Jimmy LTC (426 CA) GTT Deputy Officer; Kent, Clark COL (426th CA BN) BN Commander; Lane, Lois MAJ (MNF-NW) Deputy C9 OIC; Banner, Bruce CPT (426th CABN) GTT DEPUTY OPS OFFICER; Grayson, Dick MAJ (MNF-NW) GTT OPS; Wayne, Bruce MAJ Civil Affairs
Subject: CERP Purchase of Fire Trucks
Importance: High
 

CPT Kayes,

 

I need your assistance in understanding what can be done ASAP to secure purchase of the fire trucks from the United Arab Emirates for the Civil Defense Forces (Fire Department).  It's my understanding that the vendor is willing to sell the Coalition Forces the fire trucks and is asking for a down payment of an estimate 45% - 55% before they are willing to ship the truck which seems reasonable given that the total package excluding shipping is $790,000.

 

It is not unusual for the Pay Agents to wire the total amount to the vendors prior to shipment.  Furthermore, COL Hanni, Chief Operations Office Civil Defense, is willing to fly someone to the UEA to inspect the trucks prior to shipment.  

 

What issues do you see with issuing the down payment?

 

John Doe
Major, United States Army
426th Civil Affairs Battalion
Mosul, Iraq
Asia Cellular (060) 0770-160-5491
 

Lease vs. Purchase Determination and Findings

Purchase Request (PR) No.: TF28PW-5130-0100  

Requiring Activity: Public Works

Supply/Service to be Acquired:  Fire Truck, Top Mount Commercial Pumper/Tanker

Estimated Acquisition Cost: $790,000  

Background: The Multinational Forces Iraq (MNF-I) requirements review board approved this requirement for purchase using Commander’s Emergency Response Program (CERP) funds.  These are appropriated funds earmarked for discretionary humanitarian assistance projects in response to the emergency needs of the local Iraqi population.  Execution of such projects helps to satisfy some of the immediate and critical needs of the Iraqi people and helps to bolster rapport between Iraqis and coalition forces.  The city of Mosul does not own modern fire fighting equipment and is forced to use antiquated equipment and raw manpower to respond to a growing number of fires mostly caused by bombings pursuant to escalating terrorist/insurgent activity.     

Considerations:  The following findings were used to support the lease vs. determination 

Type of Acquisition: Firm Fixed-Price, Commercial, Competitive 

Acquisition Environment:  The acquisition environment can be characterized as immature with few local vendors that possess the technical capability and resources necessary to satisfy the majority of projects approved for CERP funding.  The war in Iraq has also significantly decreased the availability of supplies.  Responsible vendors capable of providing the type of fire truck required have been located in Kuwait and the United Arab Emirates.  Furthermore, insurgent activity markedly increases the risk assumed by vendors doing business with coalition forces in Iraq.  This increased risk is almost invariably reflected in proposed prices for goods and services and other terms of the acquisition such as FOB other than destination and demand for advance payment.  
Financial and Operating Advantages of Alternative Types/Makes of Equipment:  Based on the purchase objectives, intended usage of the equipment, and the environment that it is to be used in, there are no known financial or operating advantages of alternate types/makes of equipment.

Potential Obsolescence:  There are no known or anticipated technological improvements that would make the requested equipment obsolete within the next ten years.  The estimated service life of the type of fire truck specified in the acquisition is 15 years.  It should be no more than 1 year old with 12,000 miles or less upon delivery.  

Potential use by Other Agencies after use by Acquiring Agency is Ended:  Acquisitions using CERP funds are earmarked to rebuild Iraq.  Therefore, the fire truck would not be available to US or multinational forces.    

Availability of Servicing:  Responsibility for maintaining/servicing the fire truck would be the exclusive responsibility of the City of Mosul after delivery.

Financial Factors:  Two spreadsheets are attached that display the various financial factors considered in the lease vs. purchase determination.  They include depreciation used to determine the current book value of the fire truck, the residual value at the end of the lease period, and the leased value of the fire truck.  Other factors include the net purchase price of the fire truck as compared to the net acquisition cost of a lease with an option to purchase at the end of the lease term.  Also considered was the rate of profit on the purchase option as compared to the imputed interest on the lease option.  Addition consideration was given to funds retained by the Government pursuant to a lease and the potential investment yield as well as the extent to which the yield offsets the deficit between the purchase and lease options.

Determination:  This determination is made after considering the foregoing factors and findings in light of the primary objectives of the proposed acquisition.  These objectives include the prompt delivery of an effective tool for fighting fires to the city of Mosul at a fair and reasonable price.  While the purchase option is $19,618 less expensive than a lease, several factors inhibit its use.  The non-negotiable demand for advance payment ranging from 45% to 60% of the proposed purchase price conflicts with FAR 32.202-2 -- Types of Payments for Commercial Item Purchases, which limits the aggregate of these payments to 15% of the contract price.

The vendor whose offer represents the best value to the Government is willing to lease the fire truck with an option to purchase, as this will provide immediate cash flow and additional profit if the purchase option is exercised.   The proposed lease is conditioned upon payment of $5,000.00 to the vendor for shipping from UAE to Mosul and the first month’s lease payment of $183,564 due upon acceptance by the Government, which must take place within 96 hours of delivery.

 The proposed lease’s imputed interest rate of 10% is fair and reasonable under the circumstances and as compared to rates on similar equipment leases.  It is also less than the profit rate of 11.6% for the purchase option.  The lease option allows the Government to retain $606,382, which if invested at the treasure rate of 4.5% over the course of the lease period would yield $14,881.98.  This would offset the deficit of $19,618 between the purchase and lease options yielding a potential deficit of only $4,736.02. 

Base on the forgoing considerations, findings, and computations, I determine that the lease with an option to purchase is in the best of interest of the Government.  It will satisfy the primary objectives of the acquisition.  It eliminates the conflict between the FAR and the vendor regarding advance payment.  It represents a fair and reasonable price under the circumstances despite the deficit between the purchase and lease options, which is negligible compared to the total cost of the acquisition.

2 Attachments

1.  Asset Depreciation Spreadsheet

2.  Lease vs. Purchase Economic Analysis Spreadsheet (Sheet 3)

� Fragmentary Order:  Army's Field Manual 101-5-1, dated 30 September 1997 (and known to the Marine Corps as Marine Corps Reference Publication, No. MCRP 5-2A, same date):





"Fragmentary order (FRAGO (JP1-02) - An abbreviated form of an operation order, usually issued on a


day-to-day basis, that eliminates the need for restating information contained in a basic operation


order.  It may be issued in sections.  (Army) - A form of operation order which contains information of


immediate concern to subordinates.  It is an oral, a digital, or a written message that provides brief,


specific, and timely instructions without a loss of clarity.  It is issued after and operation order to


change or modify that order or to execute a branch or sequel to that order."





� Other factors include payment terms, shipping terms, vendor provided training/technical support, vehicle age, mileage, mechanical condition and warranty,  
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