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CHAPTER 1

INTRODUCTION

Statement of the Problem

Current Government regulations and procedures for
the procurement and administration of warranties do not
provide for efficient and effective application and enforce-
ment of warranty provisions.

Loss of warranty protection may be caused by pro-
longed storage, inadequate marking and identification of
warranted supplies, and the lack of administrative manage-
ment of warranty processes by Government personnel, Addi-
tionally, the Government may be incurring excessive trans-
portation costs in returning defective supplies to manu-
facturers,

The usage and benefits of warranties in Government
procurement have been the subject of periodic inspection
reports and studies., One of the most recent studies,
"Forward Look,"” an Assistant Secretary of Defense (I & L)
report, reviewed warranties in relation to contract admin-
istration, It identified prevailing conditions which may
have the effect of reducing or negating the benefits and
remedies available to the Government with respect to war-

ranties. i
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This research effort seeks to bridge the gap between
formal regulatory documents and actual practices found to
exist in the Air Force Logistics Command (AFLC) in the pro-
curement and administration of warranties,

The researchers have drawn upon personal interviews
and observations to determine existing practices in the
field. An analysis and comparison of field operations with
current official directives was made to determine the most

d practical methods to improve the efficiency and effectiveness
of providing warranty protection to the Government within
the constraints of the existing logistics network,
Resultant conclusions are included in the form of

recommended changes to regulations and policies,

Background

The Department of Defense spendé approximately
40 billion dollars a year on the procurement of defense
systems, supplies, and services (5i125), While this repre-
sents a substantially large annual expenditure, defense
appropriations have become an increasingly smaller percent-
age of the total Federal Budget over the past years. In
1976 former Secretary of the Air Force, Thomas Reed, stated
that the Air Force budget is down 40 percent in real pur-
chasing power from 1964 (1:1). In light of this decreased
purchasing power, today's defense acquisition manager must

be more efficient and resourceful than ever before. The
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modern manager is expected to look beyond the initial
acquisition cost and be concerned with the life cycle cost
or the ownership cost of a piece of hardware throughout
the life of the item in the Air Force inventory (42:20-3).
One method of addressing life cycle costs is through the
use of supply warranties. When a warranty is in order, it
is important that the acquisition manager use that type of
warranty which is best suited for the particular commodity
being purchased. Furthermore, when a warranty is obtained
with thé item purchased, maintenance and supply personnel
should fully utilize all warranty benefits (50; 23:1),

Warranties in the private sector of our economy seem
to be intended to foster sales of certain commodities and to
create consumer interest and satisfaction (29:38-43). How-
ever, the principal purposes of a warranty in Government
contracts are to delineate the rights and obligations of the
contractor and the Government with respect to defective
items and services and to foster quality performance
(61:1Section I:55).

During the planning phase of the procurement cycle,
the Procuring Contracting Officer (PCO) must make a decision
concerning the type of warranty to use in a contemplated
contract (61l:Section I155). In making his determination the
PCO performs what could be called an opportunity cost analy-
sis, weighing the benefits of a warranty against the actual

or implied costs. Important considerations affecting his




decision are the nature of the items and their intended use
(hl1iSection 1:155), These considerations include various
factors such as: the complexity and function of the item,
the depree of technical development of the commodity and
the present state of the art, the difficulty of detecting
defects in the item prior to acceptance by the Government,
and the potential harm to the Government which could result
if the item were defective (61iSection 1:i55).

When deciding if use of a warranty is advantageous
to the Government, the benefits derived from the warranty
must be related to the cost of the warranty (6liSection 1:55).
Warranty costs arise from the contractor's charge within
the contract price for accepting the deferred liability cre-
ated by the warranty. It is usually very difficult to assess
the actual costs added to a contract for inclusion of a war-
ranty, Most contractors are unwilling to supply this kind
of information since they consider such data a part of their
bidding and proposal strategy (4:3-10). The difficulty of
ascertaining warranty cost is borne out by a 1972 Govern-
ment auditor's report in which the auditor stated:

It would be a difficult, if not impossible, task

to determine the total Air Force dollars_expended for
warranty/COD [ Correction of Deficiencies] clauses in
Deputy for Subsystems Contracts. A rough order of mag-
nitude estimate of the cost of warranty/CUD clauses can
be determined if we use the generally accepted estimate
of the cost of a warranty as 2 percent of the total

dollar value of the contract and assume that one half
of the contracts have such clauses [2:11].




The cost to warrant commercial items is usually an
integral part of the sales price, and any attempt to nego-
tiate a reduced price through deletion of the warranty would
usually be unsuccessful (4:10; 41:9-10). In the researchers'
opinion, an indication of the value assigned to warranty ser-
vice by a vendor is the additional maintenance protection
sold by many commercial firms as an extension of the normal
warranty duration.

The following prices, obtained from Sears Roebuck

and Company, illustrate this point (38).

Table 1

Illustration of Maintenance Agreement Costs

Additional Additional Additional
Annual Cost Anmial Cost Annual Cost
Year Color TV Washer Freezer

1 None None None

2 $64,95% $29.95 $19.95

3 $74,95% $34,95 $19.95

4 $84,95% $39,95 $19.95

5 $94,95% $44,95 $19,.95

*Prices are for home service. Deduct $10.00 for
shop service only,

In the case of color televisions, an extension of

the yearly maintenance agreements becomes increasingly more

expensive due to the increased l1likelihood of major




component (picture tube) failure as the sets get older., In
the case of freezers where the critical component (compressor
motor) is covered by a separate 5-year warranty, the likeli-
hood of failure of the remaining parts is relatively con-
stant as reflected by the non-escalating maintenance agree-
ment price,

Considerations used by the manufacturer to generate
these prices includes historical data on number of failures
experienced, type of parts failed, number of service person-
nel and trucks required, amount of gasoline used in the
service area, extended warranties on selected components
(compressors--5 years, picture tubes--2 years), and other
factors (38).

The purchaser's ability to enforce a warranty is

.essential to the effectiveness of any warranty protection,
but, until recently, the seller had virtual autonomy in the
interpretation and applicability of commercial warranties.
The Federal Government has tried to remedy this situation
by making warranties more uniform and equitable through
the Magnuson-Moss Warranty-Federal Trade Commission
Improvement Act (PL 93-637) dated 4 January 1975 (28:41).

Hearings before the Congressional Committee on
Interstate and Foreign Commerce, 1971 through 1973,
revealed that there was considerable room for improvement
in the area of warranty provisions and in the willingness

of business to respond to claims in a timely and effective
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manner., A few of the major and most often repeated com-
plaints to the committee were (28:43-44; 491101):

1. Lack of access to the warranty prior to
purchase--the warranty was sealed inside the package and
copies were inaccessible to the buyer prior to purchase,
For the purpose of sales promotion salesmen often made
exaggerated claims as to the value of the warranty.

2. Obscurity of terms--warranties were couched in
obscure legal jargon that made the real terms and condi-
tions and rights of the buyer difficult to understand.

3. Misleading representations--the rights of
claimants were pronounced bold and clear while restrictive
conditions were obscured in the "fine print."

4, Unreasonableness of warranty provisions--an
example is the requirement under a warranty to return the
item to.the mamufacturer for repair, but items were too
large to be economically shipped at buyer's expense
(e.g. a stove or refrigerator).

In response to these hearings and to pressure brought to
bear on the Congress by consumer advocate groups, the
Magnuson-Moss Warranty Act provided stricter guidelines
in the use and definition of warranties,

The objectives of the act were to ", . . reform
questionable warranty practices while maintaining equity
in the marketplace [28:145]." The act strengthens consumer

recourse by holding the warrantor responsible for the




actions of his designated service representatives. It also
indicates specific courses of action open to the consumer
and to the Federal Trade Commission (FIC) when satisfaction
from the manufacturers cannot be obtained. The act requires
consumers to resort to informal settlement with the manu-
facturer prior to the pursuit of civil court action and
encourages warrantors to establish informal dispute settle-
ment procedures that meet FTIC standards (28:44).

The private consumer can readily avail himself of
these remedies because he is usually the only one involved
in the purchase and use of a particular product. Because
of this strong central control, he is able to send his
warranty registration to the manufacturer and can easily
follow up to the manufacturer or seller when the item
malfunctions, However, accomplishment of these same pro-
cedures by the Department of Defense requires an elaborate
administrative system of accounting and item tracking
throughout the world (7:12). An adequate system must con-
sider such factors as: the nature and complexity of the
item, its location and proposed use, storage time for the
item, distance of the using activity from the source of
the item, difficulty in establishing the existence of
defects, and difficulty in tracing responsibility for such
defects (61liSection 1:56),

One of the prime purposes of a warranty in Govern-

ment Procurement is to assure delivery of quality products.

8
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obtain an equitable price adjustment to the contract or may
direct the contractor to repair or replace defective items
at the contractor's expense (61iSection VIIil44),

The duration of the warranty is an important factor
to be determined through negotiation with the contractor.
The warranty period must be long enough to insure protec-
tion considering such criteria as the estimated useful life
of the item, including shelf life, the nature of the item,
commercial trade practice, the various time frames for
notification to the contractor regarding defects, and
transportation time., The type of marking and information
to be affixed to the item and its container is also
extremely important to the successful administration and
management of a warranty program (61:Section I:i55).

Several Government agencies have concerned them-
selves at one time or another with attempting to identify
and correct shortcomings, as they perceive them, in the
warranty area (63 30; 39). A Defense Contract Administra-
tion Services (DCAS) sponsored Management Jgtern Study,
performed in late 1972, addressed this subject from a
contract administration viewpoint (6:11-14)., The DCAS
project focused on four main points. First, procurement
regulations dealing with warranties were reviewed for .
clarity and detail. Second, information was sought on the
amount of warranty knowledge existing from the top levels

of management to the item user, Identification and marking

10
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were the third area of emphasis due to the importance of
the then current problems in that area. Fourth, because of
its prime concern to DCAS, attention was focused on the
processing of warranted items and the administration of
contract warranty clauses,

The Management Intern Study, besides discovering
weaknesses in procurement regulations, also found that
there existed a general lack of knowledge and information
by Government personnel concerning warranties. The DCAS
study concluded that this dearth of knowledge and informa-
tion at all management levels may be responsible for the
apparent flaws identified in the warranty administration
system. In its findings, the study identified the absence
of an effective educational program aimed at including
warranties in contracts and establishing standardized pro-
cedures for processing warranted items and administering
warranty actions,

The study further identified as a problem the lack
of proper guidance and instructions for marking hardware
and containers with appropriate warranty information. This
shortcoming has since been addressed through the publica-
tion of MIL-STD-129F, Marking for Shipment and Storage (6).
However, the lack of sufficient information about warranty
terms affixed to the hardware itself continues to cause

problems. For example, users still return items to the

11




manufacturer for repairs under warranty provisions when
the items actually are no longer covered by warranty pro-
tection (39:Ch.2:198).

The 1972 study (6) further cited weaknesses in the
following areas: f

1. There are no specific provisions at depots and
supply installations for issuing warranted items on a
first-in, first-out basis so as to take full advantage of
the warranty protection period.

2. Many warranties are voided because of unauthor-
ized repairs or adjustments by the user., (Under most war-
ranty terms, no repairs are authorized to be made by the
users during the active warranty period.)

3, There are no published procedures at DCAS for
the administration of warranty actions. This basic weak-
ness was ascribed to the fact that there was no designated
Office of Primary Responsibility for the administration of
warranty actions,

A more recent study and examination of the DCAS
organizations by the Office of the Assistant Secretary of
Defense (Installation and Logistics) cited similar short-
comings in the overall warranty area (39:Ch.2:161-65,97-99),
The study, entitled "Forward Look," listed specific dis-
crepancies in the area of liability for transportation
charges in the event of rejection of supplies at destination

and cited an overabundance of Govermment Source Inspections

12



in lieu of more cost effective inspections at destination,
Another important point brought out in this DoD report was
the loss of warranty information because of improperly marked
items and containers. It also identified the problem of
shelf-1life versus warranty expiration date wherein warranty
protection often expires before the item is even removed

from storage and issued to the user.

Objective

This research seeks to determine if efficient and
effective methods exist for procuring, identifying, handling,
storing, allocating transportation costs, and obtaining
repair of warranted hardware items. On the basis of the
research findings, recommendations are made for the improve-
ment of policies, procedures, or other guidance to increase
the efficiency and effectiveness of warranty administration

in the Air Force Logistics Command (AFLC).

Research Question

The following principal research question is
addressed:

Are current regulations, policies, and procedures

effective and efficient to fully realize the bene-

fits intended to be gained by inclusion of war-

ranty protection in military hardware?

To answer this prime question adequately, the fol-
lowing specific supportive questions are addressed:

1. Are regulations, procedures, and policies for

enforcing warranties consistent within AFLC?

13
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2. Are efficient and effective coordination chan-
nels established between buying and using organizations to
exercise all available legal remedies concerning warranty
actions?

3. Are transportation costs for returning defec-
tive warranted items to the manufacturer allocated to the
contractor as specified by the Armed Services Procurement
Regulation (ASPR)?

4, Are both hardware and containers adequately
marked to provide all necessary warranty information to the
user?

5. 1Is warranty protection curtailed or negated
through extended storage of warranted items prior to use?

Additional problem areas identified during this
research effort are documented and reported in a separate
portion of the thesis reserved for future study recommenda-
tions. No attempt has been made to judge the merits of
warranties in general, to review Reliability Improvement
Warranties (RIW), to select new candidates for warranty

coverage, or to rewrite existing warranty clauses.

14
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CHAPTER II
RESEARCH METHODOLOGY

General

The Armed Services Procurement Regulation (ASPR)
defines a warranty as ". . . a promise or affirmation given
by a seller to a purchaser regarding the nature, usefulness,
or condition of the supplies or performance of services to
be furnished [61:Section 1:55]." Five types of warranties

authorized for use in Government contracts and procurements

for hardware and services can be identified (50), These are:

1., Correction of Deficiencies Clause. Under this
type of warranty, the contractor agrees to correct any

dégign. material, or workmanship deficiencies which result

in the specific item performing below specification and
contract requirements,
2. Supply Warranty. The contractor is responsible
' to replace or rework contract items if defects or non-
conformance in design (if applicable), material or workman-
ship are found by the buyer prior to the expiration of a
specific period of time or before the occurrence of a spe-
cific event,
3. Service Warranty. Same as 2, above but with

regard to service defects,

15

S R dre e




W——_ b e ——— e c— e ey

4, Commercial Warranty. This is similar to supply

and service warranties except that the contractor deter-
mines (the extent of his) responsibility (concerning the
types of defects he considers himself liable for, the method
of correction, and the duration of the warranty period).

5. Reliability Improvement Warranty (RIW). During

the warranty period and for a fixed price the contractor
agrees to improve the reliability of his equipment and to
reduce repair costs through no-cost engineering change pro-
posals (ECP's).

Supply warranties are usually included in a Govern-
ment contract at a specific cost. Commercial warranties are
usually provided free of charge by suppliers as customary
trade practice. Both types of warranties can be applied to
anything from household appliances for military quarters to
major weapons system components and can be tailored to meet
the requirements and peculiarities of each particular piece
of hardware, set of data or service contract (4:10),

Regardless of the type of warranty involved or the
type of item to which the warranty applies, procedures and
regulations must be provided to allow for the proper imple-
mentation ot warranty remedies. One document which addresses
the implementation of warranties in DoD Procurement is the
Armed Services Procurement Regulation (ASPR). It states
the basic philosophy and guidelines to be adhered to by each

DoD component in matters of warranty application and
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enforcement, TIwo other documents addressing the subject of
warranty at the DoD level are MIL-STD-129G, Marking for
Shipment and Storage (59) and MIL-SID-130D, Identification
Markings of U.S. Military Property (60). These two Military
Standards (MIL-STD) deal in part with the proper identifica-
tion and marking of warranted items and their containers.
Each Service component transforms and amplifies the
guidance and requirements of ASPR into its own set of regu-
lations, manuals, and procedures to provide more detailed
instructions to its personnel regarding particular subjects,
The Air Force created pertinent sections of Air Force Manual
(AFM) 67-1, Air Force Regulation (AFR) 70-4, AFR 85-1, and
AFM 67-23 to address warranty procedures and remedies from
the Supply, Base Procurement (Contract Repair Service),
Civil Engineering, and customer viewpoint, respectively

(GO; 513 523 54).°

Specific Area of Research

This research focuses on those warranty implementa-
tion and administration procedures, policies, and regula-
tions applicable to, and used by, the Air Force Logistics
Command (AFLC) central and base procurement related func-

tional areas. AFLC central procurement related functions

*Hq USAF has drafted a complete revision of AFR 70-4
and is in the process of obtaining comments from major com-
mands. A final version is not expected for at least six
months, This thesis is based on the current edition.
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deal with the procurement, storage, and distribution of
supplies for worldwide Air Force consumption and use and
are concentrated at the five established Air Logistics
Centers (ALCs) at San Antonio (TX), Warner Robins (GA),
Oklahoma City (OK), Ogden (UT), and Sacramento (CA)., Base
procurement related functions primarily support local
installations and operations and are being performed at
most Alr Force bases. Whereas most of the warranty related
regulations and procedures apply to all types of warranties,
this study is limited to an analysis of those warranty
aspects concerning hardware and supplies, generally referred

to as "Supply Warranty" and "Commercial Warranty,"

Selection of Research Locations

For the purpose of this research, San Antonio ALC,
TX and Warner Robins ALC, GA were selected to provide the
desired information. The selection of the ALCs was made
deliberately on the basis of available Government travel
arrangements, accessibility of personnel to be interviewed,
time available to the researchers for field study, and
prior familiarity of the researchers with the mission and
general layout of the ALCs., Assumptions behind this oppor-
tunistic selection were that any procedural difficulties
present at any two of the five ALCs are representative of

those which can be expected to exist at the other three,
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No prior knowledge by the researchers could suggest that
operations are not generally similar at all AlLCs.
Uniformity is maintained among the ALCs through
the Hq AFLC Inspection System, Hq AFLC Staff Assistance
visits, and through the use of a self-inspection system by
the individual ALCs. Source material for local ALC self-
inspection checklists include USAF/AFLC Inspector General
(IG) reports from other ALCs provided as crossfeed informa-
tion as well as audit reports, applicable regulations, and
higher headquarters' inspections (53). Both central and
base procurement activities and related customer and sup-

port organizations were visited at each ALC,

Pilot Study
A pilot study was performed at the 2750th Air Base

Wing (ABWg) located at Wright-Patterson AFB (WPAFB), to
collect information and identify problem areas and defi-
ciencies concerning the base warranty administration process.
This knowledge was incorporated into the interview guide
included as Appendix A, The pilot study was conducted
through personal interviews with procurement, contract
repair service, supply, and customer representatives
assigned to the 2750th ABWg (8; 11). Findings from this
pilot study were incorporated into Chapter III, Data Col-

lection.
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Hq AFLC was visited to gather command guidance and
philosophy concerning supply warranties, Although a specific
office has been assigned tne responsibility of monitoring
and developing AFLC policy concerning all types of warran-
ties, the information obtained there led to a quick and firm
conclusion that the current primary emphasis at Hq AFLC is
on Reliability Improvement Warranties (RIWs) with minimum
emphasis on supply or commercial warranties (9).

A visit to two Hq AFLC Logistics Operations Offices
(LO) which have cognizance over the supply computer systems
failed to identify a method of interrogating the Air Force
supply computer systems for stock classes which are custo-
marily procured with warranty protection. Discussions with
personnel concerned with the J001 and J041 management
information computer systems revealed that, at present,
there is no information stored in these systems which could
be used to identify warranted items or contracts for war-
ranted supplies (10; 34). Due to this inability to gather
pertinent and up-to-date information at the Hq AFLC level,
reliance had to be placed on thorough interrogation of field
personnel at the two ALCs to supply the data base for con-

clusions and recommendations.

Sample Plan

An opportunistic sampling plan was used for collec-
tion of information on this research topic. The following
organizations were visited at each of the two selected AlCs,
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Central (AF-wide)

Base Support Organizations Support Organizations
Procurement Procurement
Contract Repair Service Materiel
Supply Maintenance
Custodian Representatives Distribution

Rationale for visiting each of these functional areas was
based on research of applicable regulations, information
pained from the pilet study and on prior knowledge by the
researchers of the involvement of each element in the war-
ranty administration and enforcement process (8; 9; 11;
32; 33).

Each of these functional areas plays an important
role in the determination, acquisition, and administration
of warranties,

1. Procurement communicates to, and levies upon,
the contractors or vendors the specific requirements of a
supply warranty. The contract with the supplier is the only
legal document binding on both parties., It must delineate
in detail the obligations of, and remedies available to,
both parties (63).

§ 2. Contract Repair Service (CRS) is the organiza-
| tion assigned to enforce warranty provisions on base-level
equipment and deals primarily with standard commercial

- warranties provided by the seller at no additional cost to

g o

the Government,
3. The Base Supply inspection section is required

to inspect all incoming items for external warranty
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identification and to record the applicable information on
supply transaction documents (51),

4, The equipment custodian in a particular organ-
ization is responsible for maintaining accurate records on
all warranted items under his jurisdiction and for informing
the CRS of warranty coverage when an item requires repair
(51).

5. Central procurement purchases items in support
of worldwide logistics efforts and performs basically the
same functions as base procurement with regard to contracts;
however, warranties under consideration within central pro-
curement are more likely to be tailored to meet specific
operational or equipment requirements and are generally pro-
cured at some additional cost to the Government (63).

6. The Item Manager (IM) within the Directorate of

Materiel Management usually initiates the purchase requests
and specifies the type and terms of the warranty to be nego-
tiated by the procuring contracting officer (PCO).

7. Using activities within the Directorate of
Maintenance are the local customers utilizing military hard-
ware and supplies and are directly involved in determining
whether warranty repair should be requested through the
IM and PCO, |

8. Depot supply handles all incoming and outgoing
shipments as well as the storage of assets for worldwide

distribution and is in a position to negate warranties
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which were valid at the time of Government acceptance of
supplies but expire due to extended storage (50).

Functional areas 1 through 4, and 5 through 8 form
the chain of warranty administration at the base and depot
level, respectively. This chain is only as good as its
weakest link,

An examination of functional responsibilities of
each organization and the links which tie the warranty
administration process together is necessary to determine
if efficient and effective methods and procedures do in

fact exist.

Data Collection Flan

Personal interviews were considered to be the most
appropriate method to obtain the bulk of the information
required for analysis and interpretation. An interview
guide (Appendix A) was used to insure continuity and stand-
ardization of the interview process. Some overlapping
topics were discussed at each functional area or organiza-
tion to determine the degree of interaction and coordina-
tion that exists between each link in the chain., This was
considered necessary since AFR 70-4, AFM 67-1, and ASPR
are inconsistent in the assignment of specific responsibili-
ties for warranty actions, Guidance from Hq USAF (55)
reinforces this inconsistency by deferring to local commands
interpretations of the above manuals and assignment of spe-
cific areas of responsibility.
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4 The interview guide was developed on the basis of
the pilot study at WPAFB, requirements set forth in the
previously referred to regulations, AF Audit Agency Report
findings, Hq USAF and Hq AFLC replies, and prior knowledge
based on the researchers' job experience as contracting
officers. Further, data were extracted from information
contained in regulations and instructions dealing with the
application, enforcement, and administration of supply or
commercial warranties. Another ifinput was provided through
deficiencies discovered during the pilot study at WPAFB,
Only those specific requirements contained in official docu-
ments and actual findings were used in the preparation of

the interview guide,

ek aad

Validation of the responses and findings were based
on the fact that only organizations and personnel required
by regulation, procedure, or job specialty to be familiar
with warranty administration and processes were interviewed,
No statistical inference was drawn from the responses
obtained, and linking of the final conclusions to activ-

ities outside AFLC are left to the reader,

Information Content Analysis

The data gathered at the sample locations were not
susceptible to computer analysis; however, it revealed
whether or not a functional area followed prescribed proce-

dures, This determination by the researchers of compliance/
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non-compliance was based on a strict comparison between
applicable regulation and actual practices, However,
attempts were made during the interviews to establish the
reasons or causes for compliance/non-compliance. Observa-
tions from each sample location were grouped by functional
areas and examined for commonality and conformity to estab-
lished regulations, Each research question was then evalu-
ated in 1light of the grouped observations and answered
after giving due consideration to governing directives,
actual practice, and to the most practical compromise which
could be applied. Recommendations were developed for the
improvement of those conditions which in the opinion of the
researchers were found to be contributors to the overall
inefficiency of the warranty program.

The method of information collection is described
in the next chapter--Data Collection. The data collected
are presented by sample location as related to specific

regulatory or procedural requirements to facilitate conclu-

sions.




CHAPTER 111

DATA COLLECTION

Data collection was performed at Warner Robins ALC
and San Antonio ALC from 21 through 25 March 1977. Each
researcher visited one of these installations and contacted
each major organization involved in the warranty process,
This chapter identifies each functional area and compares
regulatory and policy requirements with actual practices
observed, Information gained from the WPAFB pilot study is
also included, where applicable, to broaden the basis for

comparison and conclusions.

Procurement

Requirement: AFR 70-4, para 4-5(a).

The contracting officer will:

(1) Endeavor to negotiate a price reduction for
items rather than accepting a warranty or guarantee
which is uneconomical to enforce.

(2) Provide, where appropriate, that when a warranty
or guaranteed item is procured, a copy of the warranty
or guarantee will be furnished to the Government at the
time of delivery.

(3) Provide that the vendor marks the shipping
documents and containers to readily identify each war-
ranty or guarantee item on delivery,

(4) For items provided through the base procurement
office, notify the base supply office, where feasible,
of the extent of the warranty or guarantee and the
effective date (that is, the date the item is received
in base supply or the date the item is installed) by a
Euiﬁable annotation on the purchase or delivery order

51 .
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Practice: Warner Robins ALC. Four contracting personnel

from Base Procurement (PPKC) were interviewed (27). None
of them were aware of the above stated requirements of
AFR 70-4, There were no specific operating instructions
for buyers pertinent to warranty management., There was a
Warner Robins ALC-RAFB Regulation 70-2 (45) which dealt
with warranty management; however, it did not address the
above cited requirement, It did include a paragraph on
marking the face of the contract with "WARRANIY" if appro-
priate.

As a rule neither AFR 70-4 nor RAFBR 70-3 were being
followed in day-to-day operations. Many purchases were made
from GSA schedules or were processed through the CIAPS
(Customer Integrated Automated Procurement System). The
volume of purchases handled by each buyer made it impossible
and impracticable to give each one the attention it might
otherwise deserve with regard to warranties, Many buyers
felt that too much research would be required to ascertain
all necessary warranty information from GSA schedules to
comply with AFR 70-4. With regard to the CIAPS, those
people interviewed stated that certain "flags" could be pro-
grammed into the system to remind the buyer to get the
required information from vendors prior to issuing the
contract, Several contracts reviewed were in partial com-
pliance with all warranty requirements including contract

marking and filing of warranty informatior. in the contract
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file (43). Some of the persons interviewed suggested the
establishment of a compliance threshold of $10,000 for
special warranty attention in lieu of across-the-board
compliance (27).

Where strictly commercial-type warranties are being
furnished by vendors, the buyers felt that it may be diffi-
cult to get contractors to change thelr order processing
systems to provide the required puréhase order, invoice,
and container markings. None of the buyers interviewed
felt that vendors would reduce their prices should the
Government elect not to accept the véndor'S\standard war-
ranties (27).

Overall, buying personnel felt that warranties were
worth the limited effort now being expended on them but
did not feel justified to gc beyond this level, They
believed that other functional areas in the warranty chain
were doing their part to keep records and keep track of war-
ranted items and warranty information (27).

Four people were also interviewed in Central Pro-
curement (26). Although AFR 70-4 is not applicable to Central
Procurement, contract negotiators were aware of RAFBR 70-3,
No specific operating instruction existed for use by Central
Procurement buyers. Four contracts were reviewed (44), all
of which contained the fequired documentation and properly
completed clauses, Two of the four had "Warranty" marked

on the face of the contract. There was no continuity between
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buyer and commodity which, in turn, forced increased reli-
ance on file documentation for ascertaining previous warranty
information. Those people contacted felt that warranties
were beneficial but that a shotgun approach was inappropri-
ate, The cost of warranties is usually amortized in the
price of the hardware, although one particular company,
International Telephone & Telegraph, reportedly quotes a
standard 1 percent for warranty coverage. The interface
between procurement, item management, and supply was diffi-
cult to define., People felt that the high volume of work-
load made it impossible to go out and look for extra work;
therefore, interface was usually working only for the pur-

pose of solving specific problems (26).

Practice: San Antonio ALC/Kelly AFB, As a result of an

Atr-Foree audit which indicated inadequate management of

the Base Warranty Program, San Antonio ALC established an
Operating Instruction to improve compliance with AFR 70-4
(363 55 . The operating instruction emphasizes the require-
ments for Base Procurement contracting officers to attempt
to negotiate price reductions in lieu of accepting uneco-
nomical warranties and the inclusion of warranty documents
with equipment delivered to the Air Force. The Branch Chief
and five contract negotiators were interviewed to ascertain
compliance with the operating instruction (23). In all

cases it was revealed that warranties are not discussed in
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negotiation with contractors. Reasons given for this lack
of warranty consideration were:

1. Under the Customer Integrated Automated Procure-
ment System (CIAPS), automated solicitations do not include
provisions for warranty coverage; and warranties are there-
fore not considered in the award/selection process.,

2. The volume of workload for each buyer does not
allow sufficient time to compare the benefits that may be
derived from warranties offered by one vendor over those
provided by another supplier.

3. Many ‘buyers felt that any attempt to request the
contractor to pro&ide warranty information or special mark-
ing of exterior containers in addition to his normal com-
mercial practice could result in higher prices to the Govern-
ment and constitutes requirements not specified in the soli-
citation (23). The requirement stated in AFR 70-4 for the
Base Procurement Office to notify the Base Supply Office of
the extent of a warranty and the effective date was not
being accomplished. Compliance was not considered feasible
since warranty coverage was not made a factor in negotiations
or contract award.

The overall opinion of the Base Procurement super-
visors and contracting officers was that the requirements
under AFR 70-4 for contracting officers®' responsibilities
toward warranties are unrealistic and impractical to apply

on a day-to-day basis (23), Since AFR 70-4 applies to
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Rase Procurement only, this requirement was not discussed

with Central Procurement personnel,

Practice:s Wright-Patterson AFB. Due to recent internal

audits and inspections (55), Base Procurement personnel

were aware of the warranty dilemma and were in the process
of generating operating instructions. In general, they were
aware of the requirements of AFR 70-4 but cited excessive
workload as a prohibitive factor for compliance, Unless a
specific warranty was requested by the purchase request (PR)
initiator, the Government is usually unaware of the exist-
ence of a commercial warranty on a supply item until the
item is received and unpacked by the user. Some procurement
personnel interviewed felt strongly that requiring a vendor
to provide markings of hardware and containers over and
above those applied as standard commercial practice would
result in additional costs to the Government, which would
have to be specifically authorized by the PR. No test of
this theory has actually been made by procurement person-

nel (11),

Requirement: ASPR 1-324.4(e).

Markings. The packaging and preservation provision
of contracts containing a warranty shall require the
contractor to stamp or mark items delivered under the
contract in accordance with MIL-STD-129, "Marking of
Shipments, " or to otherwise furnish notice with the
item of the existence of the warranty. . . . Markings
required by the contract may be brief, but should include
all data necessary to allow the user to determine
whether the particular items are under warranty. . . .
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For commercial items, the contractor's trade practice
in warranty marking is acceptable if sufficient infor-
mation is presented [61].

Practices Warner Robins ALC. The above marking requirement

is implemented for Base Procurement by AFR 70-4, As stated -
previously, no requirement is usually placed on the con-
tractor to comply with these statements. From inspection of
a variety of packages containing commercially warranted
items it is concluded that sufficient information is not
presented by the vendor to determine the existence of a war-
ranty. Exceptions to this observation are evident with
office machines whose packaging instructions usually caution
the receiver that only an authorized manufacturer's repre-
sentative shall unpack and set up the equipment (27).
Central Procurement personnel usually obtain non-
commercial warranties and levy marking requirements on the
contractor via AFLC Form 53, Item Identification Marking
and Shelf Life Item Provisions, which implements MIL-STD-
129 and MIL-STD-130 in contracts. The success of this
approach hinges on proper completion of the form by the

buyer and compliance by the contractor (26).

Practice: San Antonio ALC. The requirement to assure that

the contractor provides notice of warranty information is
stated in AFR 70-4 and iterated in Base Procurement operating
instructions (36). There was no evidence that this practice

was being accomplished at the Base Procurement office with
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the exception of contracts for serialized office machines
(electric typewriters, calculators, adding machines). There
is no attempt by contracting officers to insure that war-
ranty information be includgd or that exterior containers
be marked by suppliers to indicate the existence of war-
ranted items. During a five day survey of the base supply
receiving division no items were received which had any
exterior markings indicating warranted items. Base supply
receiving personnel indicated that only two or three items
per month were received with exterior warranty markings,
other than office machines (13). Only the procurement,
marking, and Government handling of serialized office mach-
ines is specifically managed to insure that warranty cov-
erage is maintained. Machines are marked by vendors to
notify receiving inspection and the user that unpacking and
installation by the manufacturer is essential to prevent
voiding warranty coverage.

Within Central Procurement there are no specific
instructions for contracting officers with regard to war-
ranty provisions other than the broad guidelines provided

in ASPR Sections One and Seven (22).

Practices Wright-Patterson AFB. As stated in AFM 67-1,

receiving inspection personnel do not open incoming ship-
ments for the sole purpose of ascertaining the existence of

warranties, From discussions with inspectors it is
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concluded that only office machines usually carry external
markings of warranty (40). Trade practice of other con-
tractors does generally not supply sufficient information

on exterior containers to allow inspectors to establish the
existence of warranty coverage on property contained therein.
As stated previously, purchase orders do not require vendors

to include additional markings concerning warranties,

Contract Repair Services (CRS)

Requirement: AFR 70-4, para 4-5(e).

Chief, Contract Repalr Services activity will main-
tain an accurate record of all warranty or guaranteed
items except equipment for which other organizations
are required to maintain primary control by separate
directive [531 .

Practice: Warner Robins ALC. Contract Repair Services

(PPKMA) utilizes AF Form 617 in establishing records on all
warranted items under its jurisdiction. Information for
these cards can come from the item custodian or DD Form
1348 from the Installation Equipment Management Office
(IEMO); however, often the first time PPKMA becomes aware
of the existence of a new item is at the time the custodian
requests repair. No copies of the actual warranty document
are kept at this office since the custodians are expected
to keep these documents with the equipment. No list of

custodians was maintained at the CRS office (24).
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A separate file is maintained for active/inactive
cards., The inactive file includes those items condemned,
salvaged, shipped off base, etc., and most cards are kept
indefinitely. If there is no card on file at the time
repair of an item is requested, a purchasé request (PR) is
required from the customer to cover possible charges. This
requirement was instituted to eliminate previo<ns1:XMLFault xmlns:ns1="http://cxf.apache.org/bindings/xformat"><ns1:faultstring xmlns:ns1="http://cxf.apache.org/bindings/xformat">java.lang.OutOfMemoryError: Java heap space</ns1:faultstring></ns1:XMLFault>