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DSS Implements New Requirements for Issuing Facility Security Clearances

The US Department of Defense’ s Defense Security Service (DSS) is moving towards a
new procedure in connection with issuing facility security clearances (FCL) to
companies under foreign ownership, control or influence (FOCI). In addition to
establishing the necessary FOCI mitigation plan (i.e.,, a Proxy Agreement, Special
Security Agreement (SSA) or Security Control Agreement (SCA)), a company seeking
to obtain an FCL now must also obtain DSS approval for, and implement, an Electronic
Communications Plan (ECP), Technology Control Plan (TCP) and, if applicable,
Affiliated Operations Plan (AOP) prior to the FCL being issued. Previously, FCLs
would be issued shortly after the Proxy Agreement, SSA or SCA was executed by DSS,
with drafts of the ECP, TCP and AOP due to DSS within 45 days of the FOCI
mitigation agreement taking effect.

Under its new procedure, DSSis essentially taking the position that, for purposes of issuing a
new FCL, acompany’s FOCI is not effectively mitigated until the required compliance plans
have been approved and implemented. For example, DSS requires that FOCI-mitigated
companies operate on adistinct information technology network from their parents and affiliates
outside of the FOCI mitigation arrangement, which must be reflected in the company’s ECP.
Previously, the ECP would not have had to be in effect until after the FOCI mitigation agreement
was executed by DSS and the FCL was already issued. Under this new procedure, however, the
ECP must be approved and implemented—and DSS' s computer specialists will audit the
company’ s network to ensure that it isin compliance with the company’ s ECP—prior to issuing
the FCL.

The new DSS procedure potentially has significant timing implications as companies often need
the FCL to be processed as quickly as possible in order to perform on a new classified contract.
Accordingly, in order to facilitate an expedient process, it is essential to carefully plan and
prepare the compliance policies early in the process and coordinate them with DSS. The FOCI-
mitigated company’ s Government Security Committee (GSC) will also need to review and
approve the ECP, TCP and AOP and provide written certifications to DSS before DSS will issue
the FCL. Accordingly, it isimportant for foreign shareholders to nominate Outside Director or
Proxy Holder candidates as soon as the nominees have been determined and appoint them to the
FOCI-mitigated company’ s board once they have been approved by DSS. This alows the GSC
to effectively be established prior to the FOCI mitigation agreement taking effect, which can
support earlier approval of the compliance plans and faster issuance of FCLSs.
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Please note that the new DSS procedure is specific to companies in the process of obtaining a
new FCL. These requirements do not apply to cleared companies that require FOCI mitigation as
aresult of an acquisition or investment by aforeign (or foreign-owned) entity. In the case of such
acquisitions, DSS will continue to rely upon the Commitment Letter process to ensure that FOCI
mitigation requirements are satisfied in the interim period between the transaction closing and
the FOCI mitigation agreement taking effect. Nonetheless, even in that context, DSS will expect
the cleared company to move expeditiously towards devel oping and implementing an ECP, TCP
and AOP.

In all cases, itiscritical to consider carefully the desires of the parties regarding how the cleared
company will operate, as well as the DSS concerns regarding FOCI, in order to plan and
implement an effective compliance structure that successfully balances business needs and
Security requirements.

For additional information about DSS s hew procedure or to learn more about FOCI mitigation
requirements or Kaye Scholer’s National Security/CFIUS practice, please contact any of the following:

Farhad Jalinous Karalyn Meany Mildorf
+1 202 682 3581 +1 202 682 3547
farhad.jalinous@kayescholer.com karalyn.mildorf @kayescholer.com
Keith Schomig Norman Pashoian
+1 202 682 3522 +1 202 682 3562
keith.schomig@kayescholer.com norman.pashoian@kayescholer.com
Chicago Office Frankfurt Office London Office
+1 312 583 2300 +49 69 25494 0 +44 20 7105 0500
Los Angeles Office New York Office Palo Alto Office
+1 310 788 1000 +1 212 836 8000 +1 650 319 4500
Shanghai Office Washington, DC Office West Palm Beach Office
+86 21 2208 3600 +1 202 682 3500 +1 561 802 3230

Copyright ©2014 by Kaye Scholer LLP, 425 Park Avenue, New York, NY 10022-3598. All rights reserved. This publication is
intended as a general guide only. It does not contain a general legal analysis or constitute an opinion of Kaye Scholer LLP or any
member of the firm on the legal issues described. It is recommended that readers not rely on this general guide but that
professional advice be sought in connection with individual matters. Attorney Advertising: Prior results do not guarantee future
outcomes.



