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T3.10.2 Subcontracting Policies

A Subcontracting
1 Consent for Subcontract Rrevised 4/2011

a. The Contracting Officer (CO) may include requirements for subcontract consent in contracts
that could include subcontracts when the CO determines that it is in the best interest of the FAA
to review subcontracts in advance.

b. Considerations. The CO and product team/procurement team should consider the specific
situation in determining if consent to subcontract is necessary. If subcontract consent will not be
required, the CO may still specify that contractors provide the CO a subcontract notice prior to
entering subcontracts. Some of the elements that could affect the decision to include the
requirement for subcontract consent are:

(1) Approved Purchasing System. Contractors or offerors that have approved purchasing
systems should not require subcontractor consent because their purchasing systems have
already been reviewed and determined acceptable under a contractor's procurement
system review (CPSR). In exceptional circumstances, consent to certain subcontracts or
classes of subcontracts may be required even though the contractor's purchasing system
has been approved. Reasons for doing so include the fact that a CPSR or continuing
surveillance has revealed sufficient weaknesses in a particular area of subcontracting to
warrant special attention by the contracting officer.

(2) Type of Contract. The type of contract is also relevant to the consideration of
subcontractor consent.

(@) Cost Type/Labor Hour/Time and Material or other Best Effort Type Contracts.
The need for subcontractor consent is greater in contracts that reimburse the
contractor for effort performed where the contractor's obligation is to deliver its
best effort. The FAA bears more risk in these kinds of contracts because the FAA
pays for the effort delivered. Contracts predicated upon best effort require the
FAA to assure to the extent possible that the contractor has exercised good
judgment and minimized the FAA's risk by engaging subcontractors that have
higher probability for success.

(b) Fixed Price Contracts . The contractor's obligation in a fixed price contract to
successfully complete the work increases contractor risk which behooves
contractors to enlist reliable subcontractors. There should not be any need for
subcontractor consent in fixed price contracts unless extraordinary circumstances
are present. Such circumstances could include subcontracts for critical systems,
subsystems, or components, or other subcontracts selected by the contracting

officer as needing special surveillance. The contract should address these
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requirements.
c. Reviewing the Subcontractor.

(1) The CO, jointly with the IPT/procurement team, should determine the information
needed to review a subcontractor and request the contractor to submit that. The following
elements may be considered:

(@) Is the decision to subcontract consistent with the contractor's approved make-
or-buy program?

(b) Is the subcontract for special test equipment or facilities that are available
from Government sources?

(c) Is the selection of the particular supplies, equipment, or services technically
justified?

(d) Has the contractor complied with the prime contract requirements regarding
small business subcontracting, including, if applicable, its plan for subcontracting
with small, small disadvantaged and women-owned small business concerns?

(e) Was adequate price competition obtained or its absence properly justified?

(f) Does the contractor have a sound basis for selecting and determining the
responsibility of the particular subcontractor?

(9) Has the contractor performed price analysis or price comparisons?

(h) Is the proposed subcontract type appropriate for the risks involved and
consistent with current policy?

(i) Has adequate consideration been obtained for any proposed subcontract that
will involve the use of Government-furnished facilities?

(j) Has the contractor adequately and reasonably translated prime contract
technical requirements into subcontract requirements?

(k) Does the prime contractor comply with applicable cost accounting standards
for awarding the subcontract?

(1) Is the proposed subcontractor on the List of Parties Excluded from Federal
Procurement and Nonprocurement Programs?

(2) The CO should review the contractor's submission with the IPT/procurement team to
determine consent. The CO should make the final determination with the input of the
team.
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(3) The CO should notify the contractor in writing of consent or the withholding of
consent, including any changes or corrections required. The consent should disclaim any
implication that the FAA's consent constitutes a determination of the acceptability of the
subcontract terms or price, or of the allowability of costs.

(4) Subcontracts should be consistent with the FAA's procurement policy. Contracting
officers should be aware of subcontract conditions that could be deemed the basis for
denial such as:

(a) Subcontracts providing for payment on a cost-plus-a-percentage-of-cost basis;
(b) Subcontracts creating a relationship between the FAA and the subcontractor;

(c) Subcontracts that make the results of arbitration, judicial determination, or
voluntary settlement between the prime contractor and subcontractor binding on
the Government.

2 Contractors Purchasing Systems Reviews Revised 4/2011

a. General. The objective of a contractor purchasing system review (CPSR) is to determine if the
contractor's purchasing system will use FAA funding efficiently and effectively consistent with
the best interests of the FAA and is compliant with the FAA's policy on subcontracting. The
review provides the contracting officer a basis for granting, withholding, or withdrawing
approval of the contractor's purchasing system. The CO may conduct a CPSR when there are
probable benefits to the FAA such as relieving the FAA of providing subcontractor consent on a
case by case basis. CPSR's are generally beneficial to the FAA when there will be a continuous
relationship with the FAA involving large contract values and multiple contract relationships.
CPSR's should not be considered under $10 million unless there is substantial benefit to be
derived by the FAA in the CO's opinion.

b. CPSR Process. The CO may determine the information needed to conduct the CPSR. The CO
(or delegates) should obtain the kind of information or conduct reviews that would validate the
contractor's capability to be efficient and protect the FAA's interest.

c. Review Cycle. Once a CPS has been approved, the CO may establish a regular review schedule
of about every 3 years, unless circumstances warrant greater or less frequency. The CO should
maintain sufficient surveillance to be aware of the contractor's effective management of the
system and to identify significant deviations. Evidence of deficiencies may require spontaneous
review and withdrawing approval.

d. Extent of review. The CO should conduct a complete evaluation of the contractor's purchasing
system. Things to consider include:

(1) Whether competition is relied on as the preferred method;
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(2) Pricing policies and techniques that support fair and reasonable prices;

(3) Methods of evaluating subcontractor responsibility, including the contractor’s use of
the "List of Parties Excluded from Federal Procurement and Nonprocurment Programs™
and, if the contractor has subcontracts with parties on the list, the documentation,
systems, and procedures the contractor has established to protect the FAA's interests.

(4) Treatment accorded affiliates and other concerns having close working arrangements
with the contractor;

(5) Policies and procedures pertaining to small business concerns;

(6) Planning, award, and postaward management of major subcontract programs;
(7) Compliance with Cost Accounting Standards in awarding subcontracts;

(8) Appropriateness of types of contracts used,;

(9) Management control systems, including internal audit procedures, to administer
payments to subcontractors.

e. System approval. The CO should notify the contractor of a system approval specifically
addressing the following:

(1) Identification of the plant or plants covered;
(2) The effective date of approval and period for which approval is valid;

(3) Applicability - the approval may apply to all Federal Government contracts at that
plant to the extent that cross-servicing arrangements exist;

(4) Any special waiver to contract requirements such as those for advance notification in
fixed-price contracts but not generally for cost-reimbursement contracts);

(5) Automatic termination:
(a) at the end of the approval period; or

(b) when any significant change occurs in the system unless approved by the
contracting officer;

(6) FAA's right to withdraw at any time at the contracting officer's discretion;

(7) Identification of any class or classes of subcontracts that will still require advance
consent. (Reasons for selecting the subcontracts include the fact that a CPSR or
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continuing surveillance has revealed sufficient weaknesses in a particular area of
subcontracting to warrant special attention by the contracting officer.)

3 Definitions Revised 4/2011

a. "Approved purchasing system” means a contractor's purchasing system that has been reviewed
and approved in accordance with this part.

b. "Consent to subcontract™ means the contracting officer's written consent for the prime
contractor to enter into a particular subcontract.

c. "Contractor,” as used in this section, means the total contractor organization or a separate
entity of it, such as an affiliate, division, or plant, that performs its own purchasing.

d. "Contractor purchasing system review (CPSR)" means the complete evaluation of a
contractor's purchasing of material and services, subcontracting, and subcontract management
from development of the requirement through completion of subcontract performance.

e. "Facilities" means property used for production, maintenance, research, development or
testing. It includes plant equipment and real property. It does not include material, special test
equipment, special tooling, or agency-peculiar property

f. "Subcontract” means any contract entered into by a subcontractor to furnish supplies or
services for performance of a prime contract or a subcontract. It includes but is not limited to
purchase orders, and changes and modifications to purchase orders.

g. "Subcontractor” means any supplier, distributor, vendor, or firm that furnishes supplies or
services to or for a prime contractor or another subcontractor.

B Clauses

view contract clauses

C Forms

view procurement forms
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