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FOREWORD
The purpose of this Guide is to provide field activity personnel with a wide variety of resource information about market research and commercial acquisition.  It has been developed to take advantage of the wealth of market research and commercial acquisition information available on the World Wide Web.

The Guide does not tell you one specific, directed, step-by-step-how-to-do market research and commercial acquisition process nor will you find a checklist, which states specific actions that must be done.  You retain flexibility to work within the broad parameters set forth in the Federal Acquisition Regulation (FAR).  The information you will find at the websites provided in this guide demonstrates that flexibility.  
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EXECUTIVE SUMMARY
The more than 20 year history of the use of commercial and non-developmental items (defined in FAR Part 2) to satisfy the needs of DoD customers has been one of constantly increasing importance and high level emphasis.  During the early 1980s, savings in procurement costs offered by economies of scale of the relatively larger commercial market were the principal reason for using commercial items.  In 1986, Congress passed legislation requiring DoD to give preference to the acquisition of non-developmental items.

The use of previously developed items, commonly referred to as non-developmental items, or NDI, provides enhanced efficiencies in three important areas.  Research and development costs are normally eliminated; users receive needed systems or items faster; and development risks are greatly reduced.

Two pervasive market forces - rapid technological evolution and a shrinking industrial base - have further accelerated the need for stronger consideration of commercial item and NDI use starting in the 1990s and continuing in the 2000s.  High commercial demand in the interrelated areas of communications, electronics, and computers has driven the rate of technological evolution to a point that overshadows the capabilities of most government research and development programs.  Also, defense-unique suppliers have responded to reduced DoD spending with massive selloffs and mergers.  DoD requirements that can be obtained from commercial or commercial/defense integrated production bases benefit from the stability and economies of scale offered by the larger commercial market.

Movement into the benefit-rich environment of commercial/NDI item acquisition has been hastened by the Federal Acquisition Streamlining Act (FASA) of 1994.  FASA established a preference for the use of commercial items.  FAR Part 12 provides the necessary policies and procedures to make the acquisition of commercial items easier.  Better integration of commercial business practices with the most efficient parts of the military-unique process can offer great synergistic results.

SECTION I:  INTRODUCTION 
1.1
In a very short time, the emphasis on acquisition of commercial items has evolved from a permissive environment (buy commercial items if you wish) to a requirement to determine whether a commercial item or service can meet the requirement.  Acquisition of commercial items can provide your program with far-reaching benefits such as cost savings, simplified support systems, and continuous product improvement opportunities. 

1.2
The current FAR provides for and encourages a departure from the “business as usual” practices of traditional government contracting.  To permit your Integrated Product Team to capture maximum benefit from the use of commercial item acquisition, all IPT members must become knowledgeable of the multi-functional applicability of the FAR guidance.  When properly implemented and structured, a commercial item acquisition approach can simplify the solicitation, source selection, contract document, financing arrangement, product assurance, and logistics support system.  Knowledge of commercial acquisition will lead to greater acceptance.  Acceptance will lead to optimum use of commercial acquisition practices and benefit your program in all appropriate situations.

1.3
FAR Part 7, Acquisition Planning; FAR Part 10, Market Research; FAR Part 11, Describing Agency Needs; and FAR Part 12, Acquisition of Commercial Items; address commercial item acquisition.  The term “Commercial Item” is defined in FAR 2.101, “Definitions”.  Many primers, handbooks, guides, and workbooks explain application of this subject from many perspectives.  The purpose of this AFMC Guide is to provide resource listings of practical information on commercial item acquisition practices, that can benefit your program.  It augments the Commercial Item Handbook issued by OSD (AT&L), dated November 2001.  Careful examination and use of commercial item acquisition is an IPT responsibility which should be viewed as an opportunity to provide high quality, affordable, and sustainable systems to AFMC customers.

SECTION II:  ROLES AND RESPONSIBILITIES

OF INTEGRATED PRODUCT TEAM MEMBERS

2.1 Market research involves gathering information not only on the requirements and how they are written, but it also includes gathering information on contractors’/vendors’ quality controls and standards, how the contract is written and what industry terms and conditions are standard.  Market research not only involves the technical or requirements aspect of the program, but it also includes the business or contract aspect of the program.  Therefore, when conducting market research, whether it is face-to-face or over the phone, a team of individuals covering the requirements and business aspects of the program should participate.  

2.2
In some cases, the IPT will constitute the Multi-Functional Team, the cradle-to-grave oversight group mandated in AFI 63-124, Performance-Based Services Acquisition.  In PBSA contracts, the team must pay particular attention to applying AFI 63-124 requirements to the commercial acquisition, including using “What” (not “how to”) Statements of Work, measurable performance standards, Quality Assurance Surveillance Plans (QASPs), and procedures for reduction in fees or price for failure to meet requirements.  These considerations must be applied in the context of what is customary in the commercial marketplace.

2.3
The following list of Integrated Product Team (IPT) members and their roles is offered as an example and is not intended to be an all-inclusive list.  In addition, roles may change within each IPT, and an IPT may be an informal association of individuals gathered for a particular acquisition.  In an attempt to focus on market research, normal responsibilities associated with conducting a source selection or sealed bid competition may not be listed. 
2.3.1
Program Manager/Supply Chain Manager:  This person has overall responsibility for leading the market research effort on the specific requirement.  He/she may be a technical expert or may enlist the assistance of technical experts on the market research team.  The program manager is responsible for overall acquisition strategy development; he/she establishes a multi-functional market research team, and evaluates the results of the market research process.

2.3.2
Engineer:  Engineers make the decisions that principally drive the total cost of ownership.  They also select the commercial items that will become part of (or will be needed to support) a system, product, and/or process.  The engineering team approves the use of a commercial item.  Before systems engineers make this decision, they should conduct extensive market research to identify the full array of commercial items that may meet the requirement and try to select an item that will be commercially available from a multitude of sources.  In addition, engineers should consider the short- and long-term requirements of this item (e.g., product or process improvement, projected life cycle of the commercial item, and the source’s commitment to its support and inventory).  Engineers also assess items to determine whether they are “of a type” and whether essential physical characteristics would be changed by a modification.  Furthermore, they help extrapolate engineering differences to support price analysis.  Engineers evaluate features, options, and tradeoffs.  They also revise the Government requirement as necessary to allow commercial items to meet their needs.  Close coordination with the end-user is usually necessary.  Engineers conduct market research using requirements that are, to the maximum extent practicable, stated in terms of functions to be performed, performance required, or essential physical characteristics.  They ensure requirements do not contain barriers to acquisition of commercial items or to full and open competition, including unnecessarily restrictive statements of work or unnecessarily detailed specifications.  Further, they evaluate commercial and NDI products to see if they can meet the agency's requirements or can be modified to meet the requirements.  They may also determine whether the requirement can be modified to allow use of available commercial or NDI products, and evaluate results of market research or surveillance.

2.3.3
End-User:  End users play an important role in deciding what tradeoffs can be made between the commercial items available in the market and the government’s requirements.  They help define the amount of risk the government is willing to accept in relying on commercial vs. government specifications, and in acceptance of the performance and quality standards found in the marketplace.  They also provide input on whether the government can change the requirements to more closely reflect the commercial marketplace and still meet the organization’s mission.

2.3.4
Legal Advisor:  The legal advisor plays a role in determining if commercial practices or terms and conditions conflict with the government’s rights.

2.3.5
Contracting Specialist/Contracting Officer:  Contracting specialists research contracts in the marketplace to determine commercial contracting practices, such as, commercial contract terms and conditions, contract type and bid schedule breakout (see para. 3.2). In addition, contracting specialists perform cost/price analysis to provide cost/benefit analyses (commercial alternatives versus Government approaches). While the team is responsible for acquisition planning, including market research, the contracting officer must ensure that market research is appropriately thorough and properly documented. Ultimately, the contracting officer is responsible for making and documenting the commerciality decision. The contracting officer leads IPT development of the solicitation and model contract that reflect the results of the market research, performs proposal compliance and price analysis of offers received, and negotiates terms and conditions and prices for the contract.

2.3.6
Cost Estimating Personnel:  Cost estimating personnel collect and analyze market place costs, produce estimating methodology to assist in determining the appropriate market price, assist in developing/assessing cost and requirements tradeoffs, and assist/accomplish proposal price evaluation.

2.3.7
Logistics Specialists:  The involvement of logistics specialists during the concept and design phase of a program assures that lengthy and costly support requirements are considered in every design and development decision.  Their contribution to the marketing research effort normally focuses on how effectively the proposed solution can meet the long-term life cycle support requirements.  To address this question, they must research the length of the time the commercial part will be manufactured, how the source plans to support the item (e.g., in terms of replacement parts, service, upgrades, product improvement), warranties, inventory management, packaging and distribution, and any specialized disposal requirements.  They also conduct reliability/price tradeoff analysis.

2.3.8
Quality Assurance Personnel (QAP):  QAP research common surveillance or quality control methods.  For performance-based services acquisitions, they recommend the surveillance techniques and performance standards that will be documented in the Quality Assurance Surveillance Plan (QASP).

2.3.9
Others:  Other personnel from outside the procuring organization may also be used when their expertise in certain areas may affect the program.  Some examples include:  Defense Logistics Agency (DLA), Defense Contract Audit Agency (DCAA), Defense Finance and Accounting Service (DFAS), Defense Contract Management Agency (DCMA), the Small and Disadvantaged Business Utilization (SADBU) Office, Environmental Protection Agency (EPA), Federal Communications Commission (FCC) and Federal Aviation Administration (FAA).

SECTION III:  MARKET RESEARCH

3.1 Background:  Market Research is a continuous process designed to gather data on products and services, market capabilities, and business practices.  It is used to help define requirements and strategies and to support acquisition documentation and decisions.  It is key to leveraging commercial products and services in solving complex challenges in acquiring defense capabilities.  The Federal Acquisition Streamlining Act of 1994 (FASA) requires federal agencies (to the extent practicable) to: 

-- buy commercial items, commercial services, and nondevelopmental items to meet agency needs, 

--require prime contractors and subcontractors at all levels to incorporate commercial and nondevelopmental items as components of systems they develop for federal agencies, 

--state specifications in terms that enable and encourage companies to supply commercial and nondevelopmental items, and 

--revise procurement policies, practices, and procedures (when not required by law) to remove impediments to the acquisition of commercial items. 

3.1.1
FASA also specifically requires federal agencies to conduct market research prior to developing new specifications for procurements and before soliciting bids or proposals for contracts that exceed $100,000. For acquisitions under $100,000, conduct market research where circumstances justify its cost.

3.1.2
Within DoD, market research involves the collection and analysis of information about the market that can be used to determine whether products or services are available in the commercial market that can support mission objectives, system design, and system support.  DoD 5000.2 and FAR Part 11 instruct program managers and contracting officers to require contractors to incorporate commercial items as components of systems developed for the DoD.  FAR 7.105(b)(1) and DFARS 207.105(b)(6) require that results of market research be documented in the Acquisition Plan.  FAR 6.303-2(a)(8) requires market research documentation in Justifications and Approvals for Other Than Full and Open Competition.  In addition, FAR 10.002(e) requires documentation of the results of the market research in a manner appropriate to the size and complexity of the acquisition. 
3.1.3
Market research is a continuous effort performed throughout the acquisition process.  It begins with the mission needs statement and continues until the decision is made to dispose of the system at the end of its useful life.  In all cases, the timing, depth, and extent of market research efforts should be in consonance with the value and complexity of the procurement, and the scope of such efforts will vary, depending upon the type and amount of information needed at different points.

3.1.4
Because the commercial marketplace is highly dynamic and defense systems have long life cycles, market data must be collected and maintained over the life cycle of a system or piece of equipment to leverage commercial products and practices and prepare contingency plans for continued life-cycle support.

3.1.5
Market Research can be divided into two areas:  Surveillance and Analysis.  

3.1.5.1
Market Surveillance includes:

- A general awareness of the marketplace




- Maintaining awareness as a continuous process 




- Identifying standard terms and customs




- Identifying the degree of competition




- Identifying the capacity of the marketplace

3.1.5.2
Market Analysis includes:

- tailoring surveillance to the instant acquisition including pricing, contractual terms and conditions, financing, warranty, and delivery

- reviewing alternate sources and products for the instant acquisition
3.1.6
Market Research includes all the activities that acquisition personnel must perform on a continuing basis to stay abreast of technology and product developments in their areas of expertise. 
3.1.6.1
Market Research Centers of Expertise (COE) located at each center should be used to assist personnel in the conduct of market research.  COEs are generally located in the Acquisition Center of Excellence (ACE). The following ACE links provide additional information for market research:

WR-ALC ACE:  

https://wwwmil.robins.af.mil/ae/director_conf/index.asp
OO-ALC ACC:

http://contracting.hill.af.mil/HTML/ae/home.asp
ESC AE:

http://esc.hanscom.af.mil/esc-bp/bp_default.htm
ASC ACE:

https://ace.wpafb.af.mil
3.1.6.2
The COEs were created as a result of Lightning Bolt (LB) 99-3, Market Analysis and Pricing Centers of Expertise.  The goals of LB 99-3 are to: Expand the use of commercial item solutions and the adoption of commercial practices in support of warfighter needs; Support the use and conduct of price-based acquisition strategies including the development and deployment of training and tools; and Integrate the technical, contracting and program management functions in the conduct of market research.  COEs are in place to facilitate the conduct of market research. They provide expertise, training, tools, process improvements, and guidance to program teams as they step through the market research process.  The COEs are also the conduit for sharing market research lessons learned and success stories not only throughout their respective centers but also throughout the command. Typically, the COE is the "owner" of the market research process, while the individual program teams actually conduct and provide the market research for specific acquisitions. More information can be found at the following website: https://afkm.wpafb.af.mil/ASPs/Market/Entry.asp?Filter=R&FilTitleMarket+Anlaysis
3.1.7
Market research is about being in tune with the markets you are buying from and staying abreast of emerging technologies, new products and services, and industry standards. Market research helps you craft acquisition strategies and performance-based requirements with a clear understanding of market-related risks, benefits, and leveraging opportunities and assess degrees of confidence with respect to the ability and motivation of the market to deliver. 

3.1.8
Market research also plays an important role in helping to shape the definition of system requirements. It supports well-informed tradeoff decisions between requirements alternatives in full consideration of market-related risk factors.  When presented with an initial Air Force requirement, research can help answer questions about what current technology and products can offer in terms of factors, such as, performance, functionality, compatibility, and operational suitability. A good surveillance research program will also monitor obsolete processes, industry standards, and components to evaluate impacts to future sustainment acquisitions.  This type of knowledge is central to decisions about alternative acquisition strategies and may influence, for example, whether certain requirements aspects can be relaxed to accommodate a Non-Developmental Item (NDI)/Commercial Off-The-Shelf (COTS) solution. Market research provides the necessary understanding for making such tradeoffs. 

3.1.9
For example, government scientists and engineers interact continuously on a professional basis with contractors with vigorous research and development programs and with vendors of the products in which the government experts specialize.  When government experts attend conferences and trade shows, they are conducting research/surveillance in both tangible and intangible ways as they learn about state-of-the-art developments in their fields, industry challenges, and opportunities to refocus agency needs on what is available.  Thus, the describing of agency needs is influenced by such surveillance.  The more comprehensive the surveillance, the more likely the agency will find its needs met by a commercial item already in (or soon to be in) the marketplace.

3.2
Techniques and Tools

3.2.1
Market research techniques include: 


(a) Web and library searches  


(b) Contacting experts

(c) Reviewing recent history and results of market research undertaken to meet similar requirements

(d) Publishing formal requests for information in appropriate technical, business, or commerce publications


(e) Querying government data bases

(f) Participating in interactive, on-line communication with industry, users, and functional experts

(g) Obtaining source lists of similar items from other contracting activities or trade associations


(h) Reviewing catalogs and other product literature


(i) Conducting pre-solicitation conferences


(j) Attending trade shows

3.2.2
Some recently developed market research tools include:

3.2.2.1
MR PoST - Marketing Research Performance Support Tool. MR PoST is a support tool for all members of the acquisition community. It was developed to aid the Air Force community in the conduct and documentation of market research.  It is an internet-based tool that includes a library of useful hyperlinks, search engines, and examples to aid in conducting market research.  For instance, the “Online Research Guide” provides links to GSA, NASA, IMART, and the Commerce Business Daily.  “Ask An Expert” provides links to the Centers of Expertise by system, such as missiles or simulators. “Market Research Library,” through its Federal Supply Service link, provides a database of commercial terms and conditions and a library of directives, regulations, instructions, reports, legal decisions, lessons learned, metrics, policy documents, publications, and articles. MR PoST also provides users with basic Microsoft word templates to plan for and document market research.  The tool also provides a tutorial in how to conduct and document market research, including how to use the internet effectively. MR PoST includes a template that can be used to actually document market research in a market research report.  It is anticipated that the market research reports built from this template will populate a database that will be, in itself, a market research tool.  MR PoST can be reached at 
https://afkm.wpafb.af.mil/ASPs/Market/mrpost/mrpostclassic.htm 
3.2.2.2
ConConnect - Contract Connection (ConConnect) is a HQ AFMC/PK web site developed to aid in market research.  It contains a database of AFMC contracts that others can use for placing orders.  These contracts may be centralized (orders are placed by the contracting office that "owns" the contract) or decentralized (orders may be placed by other activities).  It allows you to search by type of service or commodity, and provides links to other sites, such as, Army, Navy, and GSA. ConConnect's decision tree allows you to go through a series of "yes" or "no" questions that lead you to the best contracting approach.  It also highlights important considerations to help you answer these questions.  Many of the considerations are directly linked to other sources of information.  ConConnect can be reached at 
https://www.conconnect.wpafb.af.mil/welcome/welcome.asp 

3.2.2.3
FedBizOpps (FBO) - FBO is a "single-face to industry" for contract opportunities.  It contains posting of acquisition-related documents across the federal government, providing "one stop" electronic searching and identification of business opportunities and suffices as the interface for fulfilling federal synopsis requirements.   One of the great benefits that FedBizOpps provides in the area of market research is the ability to post all relevant procurement information, including notices, solicitations, and drawings.  Ultimately, contractors will respond to Requests for Information and submit proposals through Secure Vendor Upload (electronic bid submittal).  FedBizOpps can be reached at
http://www.fedbizopps.gov/
3.3 Step-by-Step Guide to Market Research, Evaluation, and Reporting


3.3.1
Getting Started

a. Assemble a Market Research Team within your office.

b. Categorize your requirements:

- Product (system or end item)

- Service

- Technology

c. Identify key characteristics of your requirement by:

- Physical aspects

- Performance capability

- Vendor qualification requirements

- The environment in which the product will be used (e.g., detection, sensors, electronics)

- Quantities required and schedule

d. Identify other "logical" users of similar requirements

- Other USAF/DoD activities

- Other Government agency (e.g., NASA, FEMA, NOAA)

- Commercial activities

e. Rate the stability of the marketplace for your requirement

- Volatile

- Somewhat stable

- Stable 

f. Assemble and maintain a reference database using information gathered in 1-5 above. Conduct a preliminary Internet search/gather initials points of contact (see discussion on MR PoST above).

g. Join and remain engaged in relevant professional societies

h. Subscribe to/read relevant trade journals

i. Conduct site visits/make phone calls as needed

j. Schedule market surveillance review sessions


3.3.2 Searching for the product:

a. Compile a list of potential suppliers from your market  research effort

b. Identify and prioritize the key system (or sub-system) performance parameters

c. Identify environmental requirements (if known)

d. Identify key data elements of information you need from potential suppliers (e.g., current/projected production capability, delivery capability)

e. Begin building your market research documentation


3.3.3
Intensifying the search:


3.3.3.1
Conduct survey of potential suppliers using

a. telephone calls

b. comprehensive questionnaire sent to potential suppliers and industry associations

c. potential Sources Sought announcement in FedBizOpps

d. use of FedBizOps to identify the requirement and solicit vendor information (Request for Information)

e. evaluation of product samples

f. personal contact (by telephone or at trade or professional shows) to answer any questions about the survey and encourage suppliers who have not participated in defense work



3.3.3.2
Information to consider gathering

a. product data

(1) information on performance and interface characteristics

(2) applicable regulatory commercial and "de facto" standards


(3) open system definitions


(4) product differentiating factors


(5) cost driving factors

b. supplier capability - number of suppliers in the market and production capacity, include capability to meet surge and mobilization demands

c. market acceptance data - information on annual sales, product maturity, returns on warranty, other acceptance data related to whether the product meets the government's needs

d. support data - information on product support records and experience and the existing support system.  Suppliers can provide information on:


(1) warranties


(2) repair histories

(3) policies and procedures on repair and replacement

(4) how the supplier supports or upgrades discontinued models

(5)when particular products will no longer be produced or supported


(6)how upgrades are provided in general

e. test data - suppliers provide test data from their own laboratories or from private laboratories to be used to validate suppliers' claims regarding product performance.  Request information on regulatory or third party testing or certification (FAA, UL) where appropriate.

f. business practices - commercial acquisition using FAR Part 12 direction requires information on

(1) standard commercial contract terms and conditions


(2) financing arrangements, and

(3) factors affecting how products are sold or distributed in the market

3.3.3.3
Obtain references and validate data - obtain a list of those currently using the product from each vendor or manufacturer.  Methods to consider:

a. Verify the information submitted by the supplier and get other users' views on how the item performs or the quality of the service provided.  

b. Get users to field test.  

c. Interview current users.  

d. Scrub requirements with users to ensure critical design features are valid with respect to today’s technology and mission goals.

e. Conduct on-site visits/inspections.


3.3.4 Evaluating and Analyzing the Market Research Data

1. Assess how well candidate items meet requirements

2. If candidate items do not exactly meet requirements, determine whether they can be modified to conform to the requirement.  Answer these questions:

a. Is a modification feasible and is the manufacturer willing to make modifications?

b. Is development required to modify the item?  If so, will such modifications introduce cost, technical, and schedule risks?  What impact will modification have on item testing and supportability?

c. Is modification cost effective and practicable?

d. Is there a commercial market potential for the modified item?  If so, will manufacturers be willing to consider the potential commercial return in their pricing of the modified item?

e. Can other elements of the system be modified to incorporate the commercial item and still achieve system requirements?  Trade studies may be required to make this determination.

f. Is "going commercial" cost effective?  

g. How well do commercial items meet requirements for safety, health, security, environmental conformance, and open systems architecture?

h. Will the user be willing to make reasonable changes to the requirement to ensure a commercial solution?


3.3.5 Preparing the Market Research Report

FAR Part 10 requires that agencies document the results of market research in a manner appropriate to the size and complexity of the acquisition.  This documentation must be placed in the contract file and may be provided in the format located in the Appendix 1 template in this guide.  This format is also embodied in MR PoST and can be generated as you use this tool.  While this is not a mandatory format, it can serve as a repository of data generated during your search and help you generate the answers you need for developing your acquisition strategy and completing your acquisition plans.  The result of properly conducted and documented market research should provide a logical basis for the contracting officer’s determination that either the Government’s need can be met by a type of item or service customarily available in the commercial marketplace, or that it cannot be met.  Normally, a separately written commerciality determination by the contracting officer is not required.  However, recall that FAR Part 7 requires the written acquisition plan to address the extent and results of the market research and indicate their impact on the various elements of the plan.         
SECTION IV:  DESCRIBING AGENCY NEEDS

4.1 FAR Part 11, Describing Agency Needs, provides an important link between market research and commercial acquisition.  The policy in this part stresses that the information gathered during a thorough market research effort should be used to describe the customer’s needs in a manner which:

(a) Promotes Full and Open Competition;

(b) Minimizes use of restrictive provisions or conditions.

4.2 Additional guidance, intended to foster commercial acquisition, centers around the “openness” of specifications or other requirements documents.  To maximize the potential for commercial item acquisition, FAR 11.002(a)(2) encourages the use of functional descriptions that are performance-oriented and which define only essential physical characteristics of the needed item.  This part also suggests tailoring requirements to permit use of commercial items and creating requirements that allow for maximum commercial item use at the subcontract level.  
SECTION V: COMMERCIAL ITEM DEFINITION 

5.1 Unless an acquisition meets an exception of FAR 12.102, it is the mandatory preference of the government to meet government needs with a type of item or service customarily available in the commercial marketplace. If market research indicates an acquisition can be purchased with a commercial item, then the acquisition shall be purchased using the guidance in FAR Part 12.

5.2 If market research establishes that a type of item or service customarily available in the marketplace cannot meet the government's need, then the acquisition shall not be purchased using the guidance under FAR Part 12, but shall be purchased using the guidance under FAR Parts 14 or 15.

5.3 Appendix 2 is a flowchart of the order of events in determining whether or not to use FAR Part 12 for an acquisition.

5.4 Format for commercial contracts is delineated in FAR 12.303 Contract Format.  It requires solicitations and contracts for the acquisition of commercial items be prepared using Part 12 and, to the maximum extent practicable, the following format should be used (synopsized from the FAR):


a. Standard Form (SF) 1449

b. Continuation of any block from SF 1449…

c. Contract clauses

(1) 52.212-4 and any addendum

(2) 52.212-5

d. Any contract documents, exhibits or attachments (SOW, CDRL,
   SPEC)

e. Solicitation provisions

(1) 52.212-1 and any addendum

(2) 52.212-2

(3) 52.212-3 

5.5 Understanding and acceptance of commercial business practices is essential to effective commercial acquisition.  FAR allows wide latitude for adaptation and use of commercial practices.  FAR 12.213 states that: 

a. “It is a common practice in the commercial marketplace for both the buyer and seller to propose terms and conditions from their particular perspectives.”
b. Market research may uncover industry practices not employed for a particular item from a particular source

c. The inclusion of tailored terms and conditions is permitted as determined appropriate by the contracting officer and not otherwise excluded by law or regulation

FAR 12.302 states that contracting officers may tailor the following provisions:

(a) 52.212-1, Instructions to Offers - Commercial

(b) 52.212-4, Contract Terms and Conditions - Commercial

(1) This clause permits the tailoring of the following:

(a) Inspection/Acceptance
(c) Changes

(e) Definitions

(f) Excusable Delays 
(h) Patent Indemnity
(j)
Risk of Loss



(k) Taxes

(l) Termination for the Government’s Convenience


(m) Termination for Cause



(n) Title



(o) Warranty



(p) Limitation of Liability



(s) Order of Precedence



(t) Central Contractor Registration

(2) This clause does not permit tailoring of the following:



(b) Assignments



(d) Disputes



(g) Invoice



(i) Payment (Except as provided in Subpart 32.11)


(q) Other Compliances



(r) Compliance with laws unique to government contracts


5.6 The old definition of a commercial item prior to the Federal Acquisition Streamlining Act of 1994 focused on substantial sales to the general public.  The new definition of commercial item focuses on the marketplace.  The definition is contained in FAR 2.101.  “Any item” in paragraph (a) of the FAR Part 2 definition of “Commercial item” does not demand additional explanation, except to point out slight nuances in the term of each of the following eight sections.

5.6.1 "Commercial item" means --

(a) Any item, other than real property, that is of a type customarily used by the general public or by non-governmental entities for purposes other than governmental purposes and 

(1) Has been sold, leased, or licensed to the general public; or,

(2) Has been offered for sale, lease, or license to the general public.

5.6.1.1 "Any item" does not demand additional explanation except to point out that services are addressed elsewhere in the definition. "Other than real property" refers to construction and real property acquisition handled under FAR Part 36.  The definition for real property is found in FAR Part 45 with specific appropriations covered by AFIs 32-1021, 32-1022, and 32-1032. It includes land, ground improvements, utility systems, buildings, and other structures using mil-com money. "Of a type" refers to the same or similar form, fit, or function.  “Customarily used by the general public or by non-governmental entities for purposes other than governmental purposes” indicates an item that is not solely marketed to the government but has a broader marketplace. "And" indicates an additional condition; namely, the item must have been sold or offered for sale to the general public.  An offer must embody the normal considerations of a contract to be considered an offer. 

Example: Consider a propeller heater for the C-130 priced at $133 in 1988 subsequently priced at $554 in 2000. The unique item is sold 90% to the military and 10% to the public. An item of a type used on other prop planes is sold 50% military and 50% to the public.  Historically, the government has purchased the item from a single source.  A new source would require an expected two-year testing and approval cycle. Sensitivity exists to price increases when changing from FAR Part 15 to FAR Part 12.  Does the propeller heater meet the definition of a commercial item?  Is it "any item"? Yes. Is it "of a type"? Yes. Is it “customarily used by the general public or by non-governmental entities for purposes other than governmental purposes”?  Yes. Has it "been sold or offered for sale to the general public"? Yes. Therefore, it meets the definition of a commercial item under paragraph (a) of FAR 2.101. The large price increase in this case is not dependent on a commercial item assessment nor is the pricing a factor in the assessment of whether an item is commercial or not. Once an item is determined to be commercial where it previously was not determined to be commercial, it is prudent to consider marketplace commercial prices offered within the historical context of prices paid.   

5.6.2 "Commercial item" means --

(b) Any item that evolved from an item described in paragraph (a) of this definition through advances in technology or performance and that is not yet available in the commercial marketplace, but will be available in the commercial marketplace in time to satisfy the delivery requirements under a Government solicitation;

5.6.2.1 Evolution in this context means the “advance in technology or performance” is a logical extension of the form, fit, or function characteristics.  If the concept is stretched too far, then the new capability will have a significant developmental configuration change that may separate it from the prior version indicating it is a new item and not an evolved item.  Part number rolls and version number rolls would tend to be evolutionary while new part numbers and new system numbers would indicate a new item.  Even if the item can be currently marketed only to the government, it fits this part of the definition as long as the evolved product will be marketed to the public in the near term.    

Example: An evolutionary example is the C-130J growth from the C-130H by changes to the loadmaster, engines, propellers, and cockpit panel. These changes improved speed, distance, handling, maintenance and reliance performance measures as much as 30%. The C-130H was sold over a 30-year period to numerous customers other then the Government.  While the C-130J was marketed to the Government and foreign militaries initially it was expected to be sold to the public just as the C-130H was over time. The pivotal discriminator is to distinguish whether the changes constitute new development or advances in technology to existing items.  This will often require a technical discussion of the details.  Things to consider are the degree of change of the form, fit, or function.  If the degree of change is significant e.g. new drawings for the entire system, then it is likely the item is a new development and not evolutionary.  In that event, the item wouldn't fit this part of the commercial definition.  In the case of the C-130J, the degree of change conforms to an evolution and not new development.     

5.6.3
"Commercial item" means --
(c) Any item that would satisfy a criterion expressed in paragraphs (a) or (b) of this definition, but for --

(1) Modifications of a type customarily available in the commercial marketplace; or

(2) Minor modifications of a type not customarily available in the commercial marketplace made to meet Federal Government requirements. Minor modifications means modifications that do not significantly alter the non-governmental function or essential physical characteristics of an item or component, or change the purpose of a process. Factors to be considered in determining whether a modification is minor include the value and size of the modification and the comparative value and size of the final product. Dollar values and percentages may be used as guideposts, but are not conclusive evidence that a modification is minor.

5.6.3.1  The first part of the definition (5.6.3((c)(1)) emphasizes that if the commercial marketplace customarily modifies an item, then you can buy a modified item commercially as well.  The authority for using the second part of the definition (5.6.3((c)(2)) is the PCO.  The second part of the definition has limited applicability because often the comparative value of the change is not minor. 

Example: Consider the C-33A or Non-Developmental Airlift Aircraft (NDAA) which required a modified door and a modified floor.  The C-33A supplier customarily modified its cargo airplane doors and floors for UPS and FedEx. Therefore, the C-33A fits the "modification of a type" definition.    

5.6.4
"Commercial item" means --

(d) Any combination of items meeting the requirements of paragraphs (a), (b), (c), or (e) of this definition that are of a type customarily combined and sold in combination to the general public.

5.6.4.1 This part of the definition speaks for itself.  The focus is on what the commercial marketplace customarily sells to the public.  

Example: An example could be an item that incorporated a new evolutionary type chip using customarily modified wire pin connections, which is just starting to be sold to universities.  An updated supercomputer might also fit this part of the definition.

5.6.5
"Commercial item" means --

(e) Installation services, maintenance services, repair services, training services, and other services if -- 

(1) Such services are procured for support of an item referred to in paragraphs (a), (b), (c), or (d) of this definition, regardless of whether such services are provided by the same source or at the same time as the item; and

(2) The source of such services provides similar services contemporaneously to the general public under terms and conditions similar to those offered to the Federal Government.

5.6.5.1  This part of the definition refers to services that support commercial items.  The FAR requires that commercial items be procured as a Firm Fixed Price (FFP) or FFP with Economic Price Adjustment (FFP-EPA) type of contract.  The FAR language is an interpretation of the FASA law. AFMC/PK information memo dated 5 Jan 2000 (“FAR Part 12 Contract Types and Tailoring of FAR Part 12 Contract Clauses”, https://www.afmc-mil.wpafb.af.mil/HQ-AFMC/PK/pkp/infoltrs.htm) also permits the use of FFP Level of Effort (FFP-LOE). If the services are procured on another line item of the same contract, but using a cost type arrangement, even if it represents only a small percentage of the total amount, then the services do not fit under the definition.  The definition requires the services to be customarily available to the general public. If the contractor has to do something unique to provide the services that they wouldn't otherwise normally do, then the services don't fit under the definition.  The definition applies regardless of whether the service is provided by the same vendor or at the same time as the item, as long as the service is provided, during the same time, to the general public, under similar terms and conditions.  

Example: Installation services for phones on a FFP basis fit under the commercial definition, while the same services on a T&M basis cannot be procured commercially.

5.6.6
"Commercial item" means --

(f) Services of a type offered and sold competitively in substantial quantities in the commercial marketplace based on established catalog or market prices for specific tasks performed under standard commercial terms and conditions. This does not include services that are sold based on hourly rates without an established catalog or market price for a specific service performed.

(1) Catalog price means a price included in a catalog, price list, schedule, or other form that is regularly maintained by the manufacturer or vendor, is either published or otherwise available for inspection by customers, and states prices at which sales are currently, or were last, made to a significant number of buyers constituting the general public; and 

(2) Market prices means current prices that are established in the course of ordinary trade between buyers and sellers free to bargain and that can be substantiated through competition or from sources independent of the offerors.
5.6.6.1 This part of the commercial definition focuses on the broader context of services that represent more than incidental services in support of a commercial item.  Services in this context stand on their own.  These services must be priced on a FFP basis for a task. 

Example: An example of services within the context of the commercial definition would be refuse collection or guard services priced on an annual basis.  Services, such as, grounds maintenance or lab services if procured on a FFP task or annual basis fit the definition.  If these same services were procured on a reimbursable per hour basis, then they wouldn't fit the definition. 

5.6.7
"Commercial item" means --

(g) Any item, combination of items, or service referred to in paragraphs (a) through (f), notwithstanding the fact that the item, combination of items, or service is transferred between or among separate divisions, subsidiaries, or affiliates of a contractor;

5.6.7.1 Some commercial items/services are primarily conveyed between divisions of a company.  Some companies develop and vertically integrate parts utilized in an end product at a later stage.  Many of these parts are not regularly marketed to the general public, which results in the perception that the item has no commercial marketplace standing.  This part of the definition recognizes that transferring the item around within the corporation is not the defining measure of its commerciality.

Example: An example of an item within the context of the commercial definition would be compressor shipping boxes used to ship compressors from Harrison Radiator in Dayton to various GM assembly plants.  These boxes are not produced for the general public since they are unique and the public has little need of them.  These boxes are "sold" to Harrison Radiator by a sister division and then resold to other GM divisions which ship specialized compressors to other markets.      

5.6.8
"Commercial item" means --

(h) A nondevelopmental item, if the procuring agency determines the item was developed exclusively at private expense and sold in substantial quantities, on a competitive basis, to multiple state and local governments.

5.6.8.1 This part of the definition recognizes that some items are sold to state or local governments, which clouds the issue of non-governmental entity.  State and local governments are treated as the general public in this regard so long as the item was developed at private expense.

Example: An example of this type of item would be unique jail locks developed at private expense and marketed to state and local jails.  If a state college procured a supercomputer for research work and the unique computer was developed using college funds, then the item is not commercial.   

SECTION VI:  COMMERCIAL PRICING

6.1
Introduction:
6.1.1   The Truth in Negotiation Act (TINA) requires that cost or pricing data supporting cost proposals valued at over $550,000 be subject to certification that it is current, complete and accurate at the time of negotiation. There are several exceptions to the requirement for TINA cost or pricing data certification.  One exception is when the item or service meets the definition of a commercial item found in FAR 2.101. 

6.1.2  This section describes the FAR coverage that implemented the Federal Acquisition Reform Act (FARA), and the previous Federal Acquisition Streamlining Act (FASA) legislation.  It will include general methods of analyzing commercial item proposals, and provide some examples of their use.

6.2
Regulations:
6.2.1  FASA was signed into law in October 1994 and implemented in the FAR effective 1 October 1995.  FASA made a number of significant changes in the procurement process including directing the use of more commercial processes.  First, it created a clear distinction between cost or pricing data, which is subject to the TINA, and other cost information not subject to TINA.  The contracting officer must determine if cost or pricing data will be needed or not needed (in accordance with statutory requirements) before solicitation release.  FASA also created a preference for using data sources that are the least intrusive to the contractor to determine price reasonableness.

6.2.1.1  FASA also created a new exception to TINA for commercial items.  This exception generally restricts contracting officers from requesting cost or pricing data when the item being procured is a commercial item, as defined in FAR 2.101.  If required, limited market or catalog sales data and (uncertified) cost information may be requested from the offeror.  However, sources other than the offeror, such as, internal government information or market data must be consulted first.  If data from the offeror is needed, offeror formats should be used and the request tailored to be the least intrusive to the offerors as possible.  

6.2.2
Federal Acquisition Reform Act (FARA) Regulations:
6.2.2.1  FARA, also known as the Clinger-Cohen Act, simplified the commercial exception to TINA.  The standards for granting this exception are found in FAR 15.403-1.  The standard requires the item or service to meet the definition of "commercial item" found in FAR 2.101.  The major change to previous FAR regulations is that the exception to TINA is based on the item or service being non-governmental in nature.    Under FARA, if the item meets the standard for a commercial TINA exception, the negotiation position and final price must be based on some form of price analysis regardless of the difficulty of determining a reasonable price.  Obtaining cost or pricing data for a commercial procurement is prohibited by FARA.  

6.2.2.2  FAR 15.403-3(c) permits requesting catalog, market, or historical pricing information from the offeror if adequate internal government data to price the contract is not available.  This information is not cost or pricing data and is, therefore, not subject to certification under TINA.  This can include such information as catalogs and related sales data, or market price information from the offeror. Other sources of information could be other firms selling the same or similar items or information on terms and conditions used in commercial markets.  This information should be gathered or identified during the market research phase of the procurement.

6.2.3
Strom Thurmond Act:
6.2.3.1 FAR 15.402 (a)(2)(i) states that when obtaining information from the offeror is necessary, the information submitted by the offeror shall include at a minimum appropriate information on the prices at which the same or similar items have been previously sold. This is based on language in the FY 99 Defense Authorization Act, known as the Strom Thurmond Act.  This language clearly shows Congress intends that the contracting officer obtain data needed to determine a reasonable price, especially when buying commercial items.
6.3
Determining Price Fair and Reasonable
6.3.1 The Contracting Officer must get the data necessary to negotiate a fair & reasonable price.  If the contracting officer cannot determine whether an offered price is fair and reasonable, even after obtaining additional information from sources other than the offeror, then the contracting officer must require the offeror to submit additional data, to include cost information, to support further analysis. In this situation, the cost information would be considered other than cost or pricing data.  Contractors have a responsibility to support their proposal and the reasonableness of their offered prices.  If offerors refuse to provide information needed by contracting officers to determine reasonable prices, the issue should be elevated to appropriate management levels.  Contracting officers are not authorized to award contracts at prices that cannot be determined fair and reasonable.
6.3.2 Price reasonableness determinations need to be adequately documented.  In additional to documenting pre-negotiation objectives, adequate substantiation would include sufficient detail regarding the pricing method used or the analyses performed to establish the negotiation objectives.  Be specific and avoid general, boiler-plate statements.  Documentation should also explain the results (outcome) of the negotiations in comparison to the stated pre-negotiation objectives.  Adequate documentation will clearly establish how the negotiated amounts were determined to be fair and reasonable.     

6.4
Price Analysis
6.4.1 This is a preliminary paragraph on price analysis methods.  When the contracting officer uses the commercial exception, price analysis is normally used to determine a reasonable price.  This is especially challenging when cost analysis was previously used or the item is new or unique.  Although certified cost or pricing data cannot be obtained, limited cost information may be obtained in these situations.  Some price analysis methods are described in FAR 15.404-1(b).  These include comparing the offered price to the price of the same or similar items previously bought by the government, other firms, or sold by the offeror.  The comparison must include adjustments for different functions, quantities and terms.  This can become very complex for large systems, which are each unique. The Defense Contract Audit Agency and the Defense Contract Management Agency may be able to provide the requisite expertise to assist in effectively analyzing the data.  Guidance on the basic techniques can be found in the new Price Analysis Reference Guide prepared by the Air Force Institute of Technology (AFIT) and Defense Acquisition University (DAU).  The Price Analysis Reference Guide and other guides on related pricing subjects can be found on the World Wide Web at: 

http://www.acq.osd.mil/dpap/contractpricing/index.htm
The section related to commercial item pricing is found in the Price Analysis Volume I, Section 1.1.    The older Armed Services Pricing Manual, which these guides replace, also has information that can be used.  All of the DAU pricing references, as well as additional guidance on FASA and other pricing topics, can be accessed from the HQ AFMC/PKPC Homepage located at:

https://www.afmc-mil.wpafb.af.mil/HQ-AFMC/PK/pkp/pkpc/com-aq.htm
6.4.2 Price Analysis Methods
6.4.2.1 Historical Pricing 

6.4.2.1.1 Historical pricing is the process of using previous prices paid by the Government for the same or similar items as a basis for pricing future buys.  This method requires that useful, similar data is available.  Typically, this will be true for spare parts and items in routine productions but more difficult for services, systems or unique parts.  However, comparisons are possible even in these circumstances.

6.4.2.1.2 The first step is to identify similar parts previously procured.  Using the J041 database maintained by Logistics Centers sorted by National Stock Number makes this fairly easy for spare parts. Reviewing history of the program or purchasing office and contacting other contracting officers are other ways of obtaining historical prices. However, it is necessary to ensure that the parts are the same.  Parts can change in configuration but have the same part number.  Also, quantities, vendors and methods of purchase can change.  Using part prices without researching what happened before can result in misleading conclusions.

6.4.2.1.3 Several adjustments are needed to normalize past prices.  Past unit prices must be escalated to match current prices.  This is accomplished by selecting an appropriate escalation index available, such as, the current economic forecasting contractor for HQ AFMC/PK, or economic history available from the Department of Commerce.  This type of information is available on the AFMC/PKP Homepage, Economic Data at:

https://www.afmc-mil.wpafb.af.mil/HQ-AFMC/PK/pkp/pkpc/econdata.htm  
For small parts, a general index, such as, the Consumer Price Index is adequate.  For larger items, selecting a logical mix of indices, such as, Aircraft Spare Parts, Electronic Parts or whatever is appropriate for the item, will produce more accurate results.   Use the following formula to escalate the price:

Current Price = Past Price X (Current Index Value/Past Index Value)

6.4.2.1.4 Adjusting for quantity changes may also be needed.  If the past quantities are similar to current quantities, then no adjustment is necessary e.g. current quantity is 100 units and past quantities were 50, 100, and 200 units. For larger differences, using a method, such as, simple regression analysis may show a decline in prices with quantities, i.e. an improvement curve.  Enter the past prices, escalated to current prices and quantities, into a regression program and determine if there is a decline.  Use the resulting formula to estimate the current prices.  The prices may show no change due to different quantities if the Government lots are a small part of a contractor production.  Also, other factors may be more important. 

6.4.2.1.5 Another factor to be considered is past items may have been produced as in-production spare parts compared to the current item which is being produced as a spare part with set up costs.  Moving from in-production to out-of-production spares will often double the cost of a part.    

6.4.2.1.6 There are other judgmental factors to consider. If the previous items were acquired under adequate price competition while the current item is acquired sole source, then the historical data may not be relevant and meaningful. For example, a lower cost vendor may have been replaced by a higher cost one.  Additionally, the previous item may have been negotiated under time or schedule pressure while the current item is not under such pressure.  Finally, the previous prices may be so old as to be meaningless, especially if it is a commercial item that has not be purchased since the major regulation changes of 1995.  Data older than the last few years may require so much adjustment that the data is meaningless.  

6.4.2.1.7 Comparison with the Independent Government Estimate (IGE)is usually a variation of historical pricing.  A budget estimate is based on previous items with adjustments made for different performance characteristics/requirements, economic conditions, and other factors.  The major concern with these estimates is that they are often prepared for purposes other than determining a negotiation objective.  They are frequently used to budget entire programs or to include costs that are not part of individual contracts.

6.4.2.1.8 All of the above factors must be assessed in combination to logically calculate a reasonable price based on history.  The results should be documented, including sources and analysis methods, in the Price Negotiation Memorandum (PNM) or Price Competition Memorandum (PCM).  It may be that there are contradictions in the data.  These must be addressed in the PNM/PCM and not left unresolved.  

6.4.2.2 Market Price Analysis
6.4.2.2.1 Market price analysis is the process of developing a price using prices from sources other than the offeror. This requires a review of the same or similar items in the marketplace.  The items used for comparison should be the same or similar but not necessarily interchangeable with the item being purchased. While the items may be different, they should be of similar technology, quantity and purchased under similar terms and conditions. 

6.4.2.2.2 The first step is to use the tools and methods of market research discussed in Section III of this guide.  The market should be reviewed for possible similar items or services.  Ideally, information on prices, financing, terms and conditions, and other pricing related methods should be obtained during the market surveillance phase of the market research.  

6.4.2.2.3 It may require significant effort to find prices for the same or similar items.  The Internet may contain priced offers that can be used.  There may be similar items, especially spare parts, which were purchased by the same organization, other organizations in the government or other Services.  The J041 Report, a Logistics Center listing of past purchases by National Stock Number, will contain price history for many similar spare parts if the National Stock Number is known.  Direct contact with vendors in the market will often produce quotes that can be used as a comparison. Other public sector organizations to include cities, states, and corporations often establish a market for items or services. Market price information is often available by contacting these organizations directly.   

6.4.2.2.4 Market price analysis is illustrated by the following example. An Air Force Base needed to hire sports officials to officiate at base sporting events (volleyball, softball, basketball, etc).  The contracting officer contacted other military bases to perform a market price analysis and requested prices and terms for firms that provide sports officials. This was supplemented by contacting cities of similar size and sporting official associations.  The resulting data varied widely in number of games, types of sports, distance to be traveled, and degree of competition in the market.  The results can be shown in a table and, after adjustments for economic escalation, degree of competition etc., an average cost per game can be computed.  The following table illustrates the concept:

Data
Price$ Year %Esc Games Leverage Source
Price $
Price/Game $

1
19,200 1999 3.0%  96     Yes
  Distant
26,698
185.40


2
32,400 1998 6.0% 144
Some
  Local
30,910
214.65


3
29,250 1999 3.0% 150
Yes
  Local
23,138
160.68


4
22,560 1999 3.0%  96
No
  Distant
31,370
217.85


5
24,000 1999 3.0% 120
Yes
  Local
23,731
164.80


6
29,400 1999 3.0% 120
Some
  Distant
29,434
204.40


Avg
26,135






27,547
195.50




Soccer, Volleyball, Basketball, Softball; Play 3,4,5 days/week; 8-10 teams/league. 

Games adjusted to 144







Leverage = 20% discount for Yes; 10% for some; 0% for none 

Source = no adjustment for local; 10% premium for distant

The average price per game, $195.50, is a reasonable starting point for negotiations or for a government estimate.  It should be judgmentally adjusted if the current buy is not typical of the six listed.  For example, if officials must be brought in from a distant city for the current buy, extra weight may be given to the market prices for locations that are also distant.  Still, this analysis is a good starting point and will provide useful information about the market. 

6.4.2.2.5 While useful, market pricing has some pitfalls.  Prices on the Internet or prices made available by direct contact are often not discounted i.e. they are “sticker prices”.  Actual sales prices may be much lower.  Also, while the prices may appear to be for the same item, they may be based on different terms or conditions.  The item may be priced including rapid delivery in small quantities while the need is for larger quantities delivered lead-time away.  There may be technical differences that are not apparent.  Obtaining advice from technical sources, including DCMA personnel located at the plant or in the area, can help to make market analysis more useful. 

6.4.2.2.6 Documenting the results of the market analysis is important.  As a minimum, printouts from Internet queries, records of phone calls and other information must be filed.  This will become a part of the Price Negotiation Memorandum.     

6.4.3 Catalog Pricing
6.4.3.1 Catalog pricing is using sales of the same or

similar items by the offeror as a basis for price analysis. Often, an offeror will sell either the same item to commercial customers or sell a line of products that are individually unique but are basically similar. A key point to remember is that a published catalog is a sole source offer.  The fact that a catalog exists does not prove that the price stated is reasonable or that anyone has actually paid the price printed in the catalog. Catalog pricing requires access to contractor actual sales, discounts, terms and technical characteristics, to be performed well. 

6.4.3.2 Often, offerors are not willing to provide sales

data for items in their catalogs.  If they do provide it, it may be without such important information as discounts offered to large customers, terms and conditions and actual sales.  In recognizing this difficulty, Congress passed, as part of the FY 99 Defense Authorization Act, the Strom Thurman Act as discussed in paragraph 6.2.3. 
6.4.3.3 The FY99 Authorization Act as implemented in FAR

15.403-3(c)(1) states that if the contracting officer can not determine a reasonable price after obtaining data from sources other than the offeror, the contracting officer must require the offeror to submit information other than cost or pricing data. FAR 15.402 (a)(2)(i) states that this information, as a minimum, shall include information on the prices at which the same or similar items have been sold previously. Not only is the offeror required by law and regulation to provide needed cost information, especially catalog sales data, but the contracting officer is required to request the information.

6.4.3.4 Even with legal authority, using catalog data can be difficult. One source of help is the Defense Contract Audit Agency who may have access to catalog data, especially if the offeror does not want to actually send the data to the contracting officer. The local Defense Contract Management Agency can provide advice on which items in the catalog are the same or similar to the item being purchased.  These two organizations, or program office technical personnel, may be able to provide advice on the degree of similarity of items sold by the offeror and the quantities being sold. 

6.4.3.5 One example involves the purchase of aircraft parts from a contractor who also sells the same parts to commercial aircraft firms.  Initially, a discounted price based on the commercial catalog was negotiated.  Access to the catalog sales data showed that the commercial sales were for only one or a small number of parts delivered on a rapid schedule.  The Government parts were to be delivered in large quantities in the future.  Clearly, the catalog price was not acceptable for Government use even with discounts. In another case, government fighter engine parts were proven to be reasonably priced by comparing them to similar parts sold commercially to airlines.  The terms, quantities and lead times were similar for both. 

6.4.3.6 When catalog pricing is used, the results of the analysis must be documented in the PNM/PCM.  Enough details about the similar items must be included to convince the reader that the items are actually similar in important aspects.  The sources and commercial practices should also be discussed.   

6.4.4 Parametric Analysis

6.4.4.1 According to the Parametric Estimating Handbook found at http://www.ispa-cost.org/PEIWeb/newbook.htm, “Parametric estimating is a technique that uses validated relationships between a project’s known technical, programmatic, and cost characteristics and known historical resources consumed during the development, manufacture, and/or modification of an end item.” The FAR 15.404-1(b) and (c) recognizes parametric estimating as a valid technique for both cost and price analysis.  Parametric relationships, sometimes referred to as cost estimating relationships (CERs), can range in form from simple factors to more complex mathematical relationships.  Examples of factors can be relationships, such as, dollars per pound or dollars of overhead per direct labor hour. CERs can also take the form of equations that relate cost or price to one or more parameters or characteristics of the goods or services being estimated. These equations are developed through the use of regression analysis. 

6.4.4.2 Regression analysis is commonly used to develop the more complex relationships that typically range from single parameter linear models to multiple parameter nonlinear models. Data is collected and normalized on the characteristic that you are attempting to estimate (cost, price, hours, wage rates, etc.) and on other characteristics or parameters that drive or affect the cost, price, etc. These “drivers” or “independent variables” are best identified with the help of technical experts familiar with the effect and nature of the relationship between the drivers and the “dependent variables” such as price and cost. These may be physical parameters, such as, size or weight, performance parameters, such as, speed or horsepower, or technology parameters, such as, analog versus digital. Data can be historical in nature; it can represent the values for similar items; or it can be some combination of the two.  

6.4.4.3 The following illustration relates the price of launch services to parameters, such as, payload weight, orbit height, fuel cost, and launch rate. Given this data, one variable models, such as, equation (1) or multiple variable models, such as, equation (2) can be derived. It is important to note that while the multiple variable model in this case would yield a higher R2 and a lower estimating error, there are actually a number of considerations in model selection. For example, given the small sample size, some analysts might advocate limiting the equation to perhaps one or two independent variables. The reason for this is that for each independent variable brought into an equation there is a loss of one degree of freedom (sometimes represented as n-k-1 where n is the sample size and k the number of independent variables). Given a sample size of seven data points, equation (2) with four independent variables would have two degrees of freedom. You can relate the number of degrees of freedom that an equation has associated with it as one measure of the amount of confidence you would have in applying the model. In other words, the more degrees of freedom available, the more confident you are in using the model. Despite the quality of the statistics for Equation (2), with only two degrees of freedom available it is questionable as to how well equation (2) would predict observations outside of the sample, which is the whole point of the exercise. Consideration must also be given to: the treatment of outliers and influential data points in the sample; the marginal contribution of each independent variable in the model; and the overall logic of the relationships in the model. The resulting equations can be used to develop both point estimates as well as objective ranges for negotiations.  Using the data below in a regression analysis program provides the following formulas.
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6.4.4.4 One misconception associated with parametrics is that the technique requires extensive cost data. Actually, quite the opposite is true. A parametric approach is ideal in a price based acquisition environment where only price and a few parameters of the acquisition are known. Another misconception is that this technique is useful in systems acquisition, but has no application in the operational contracting world. In the following example, the price of whiteboards was compared to thickness and square feet to determine if either characteristic was a good predictor of price. In this case, the statistics for the single independent variable equation with square feet were superior to the equation with both thickness and square feet. This is evidence that more is not always better. The analyst was able to use the relationship between price and square feet to identify situations where the vendor prices were inconsistent with the overall trend in prices.  Using the data below in a regression analysis program provides the following formula.
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Payload is the weight of the object being launched

Orbit height is how high object is to be placed

Fuel cost is the price per gallon of lauch fuel and does not include any other associated costs 

Launch Rate is the number of launches per month

(1)  Price  = 19961207 + 149258 * (Payload)

(2)  Price  =  -2298108 + 193634*(Payload) + 3158990*(Orbital Height) + 188190*(Fuel Cost) + 672915*(Launch Rate)

The actual prices are normalized to FY2000


6.4.4.5 More detailed discussion of parametric estimating and regression analysis can be found in the Parametric Estimating Handbook available in the Defense Acquisition Deskbook (DAD) and in the DOD Contract Pricing Reference Guides, Volume 2, at: http://www.acq.osd.mil/dp/cpf/pgv1_0/index.html.

6.4.4.6 While parametric analysis can be a powerful tool, like any tool, it must be properly used.  First, the database must be consistent within the data and with the item being estimated.  There should not be major technology changes, quantity changes (unless quantity is a variable), or excessive time periods. Second, the variables should be logical “cost drivers” that relate to the actual price. Third, the data should be statistically relevant and produce a correlation and other parameters that show the analysis is meaningful.  Additional help in this area is available through your pricing staff and through Defense Acquisition University (DAU).  Indeed, DAU’s Advanced Contract Pricing Course, CON 235, was sponsored by AFMC and is recommended to provide a thorough understanding of parametrics.

6.4.4.7 The results of the analysis must be documented in the Price Negotiation Memorandum. This documentation should include printouts of the statistical runs, how variables were chosen, including why any apparently logical variables were not chosen, and the results of the analysis. 

6.4.5 Value Analysis

6.4.5.1 The concept of value analysis is another commercial way of looking at price.  While cost still serves as a basis from which value derives, in value analysis a reasonable price is determined by the value to the customer in conjunction with other price analysis methods.  Value analysis should not be used alone as a method to justify a price (FAR 15.404-1(b)(4).  The concept is illustrated by the experience at an Air Logistics Center.  The center repairs and overhauls generators on cargo planes.  Because of a large increase in usage due to the Kosovo operations, the Center was not able to keep up with the workload and needed to offload part of the work to the commercial sector.  Market research disclosed only one firm willing to accommodate a quick turn around.  The result of the negotiation was a price that was higher than had been paid before and higher than the cost of performing the work in the Center.  However, the turn around time was about half the normal commercial turn time.  The price was considered reasonable because the value of the shorter turn time was worth the extra cost.

6.4.5.2 In some cases, it may be possible to perform a more quantitative value analysis.  For example, the value of an expensive aircraft being grounded while awaiting a generator overhaul can be calculated using present value analysis. A $20 million aircraft can be valued at about $166,000 per month using a typical 7% government cost of money rate.  Therefore, paying $466,000 for an overhaul that could be completed in one month may be equivalent in value to one that costs $300,000 but takes two months. There are, of course, other considerations, such as, availability of funds and need for the aircraft.  However, value analysis can be a valuable tool if used carefully in conjunction with other price analysis methods.

6.4.5.3 One pitfall of value analysis is invalid justification.  In the case above, there was a real crisis justifying extra cost.  Sometimes, a justification based upon faster turn time is desirable but not necessary. There is no point in paying higher prices to return an aircraft to service if it will then be waiting for other repairs, crew assignment or other delays.  The justification, price analysis, and any quantitative measurements should be included in the PNM.  

6.4.6. Cost Analysis 

6.4.6.1 FAR 15.402 (a) lists the general order of preference in determining the type of information required.  It requires obtaining access to cost information (uncertified under TINA), such as, labor hours, rates, overhead rates, material costs and profit. This is basically the traditional cost proposal without certification. There are several situations where cost analysis could be used.  Cost analysis may be the best way to develop a reasonable price if the item is new and unique, there are no comparable items in the marketplace or contractor catalogs, or there is no purchase history.  Of course, the offeror must have estimating systems in place to provide the required data and be willing to provide it.  This limits this method generally to traditional government contractors who already have accepted estimating systems.

6.4.6.2 One example of the successful use of commercial cost analysis was the purchase of spare parts for a fighter aircraft engine.  Although the engine was not commercial, the parts were of a type determined to be commercial.  Most of the parts could be priced based on history or catalog sales data. But, some were either new or had not been purchased for a long time and did not have historical or catalog prices. An agreement was reached to follow the FAR hierarchy.  This required first relying on internal government history if available, then relying on catalog prices provided by the offeror and finally for the few parts remaining, relying on offeror cost information.  This approach resulted in enough data to support reasonable prices and still followed the tenets of Acquisition Reform by asking for the minimum data needed.
6.4.6.3. Contracting Officers should be aware of the potential risk involved when using cost analysis.  As previously stated, only traditional contractors who have acceptable estimating systems can provide the required proposals. Also, the data is not certified as current, complete and accurate under TINA and the prices produced are not subject to defective pricing adjustment. 
6.5
Concerns
6.5.1 In pricing commercial items, it is important to be sure that the offered price is based on performance specifications and services that match what the government needs.  For example, commercial spare parts prices may contain additional unneeded services, e.g. configuration control or storage to permit overnight delivery that were not included in previous prices purchased using cost analysis. If the government needs these extra services, they should be purchased.  If the government does not need these services, then the price must be adjusted to exclude these services.    

6.5.2 The government should attempt to combine requirements to obtain better prices or terms.  If several buying offices are each making small buys of particular parts, combining them may result in a larger buy that can be used to negotiate better prices or terms.  Increasing the government’s market power by combining buys can result in significant savings and streamlined procurements.  However, it does require effort by contracting officers to learn about and coordinate larger buys among several buying offices which may be in different Services or agencies. There are tools being developed to assist in locating these other buys, e.g. ConConnect, available at the AFMC/PKP homepage.

6.5.3 A key point to be emphasized is that sole source commercial item prices are negotiable.  Where commercial items are sold in competitive markets, price is based on adequate price competition.  However, in many government procurements, the items are acquired from a sole source.  In this case, the commercial item prices are subject to negotiation.  The contracting officer must not accept an offered price based only on assertions from the offeror that it is based on competition, is the standard price, is a market catalog price or any other reason, without careful analysis.  The existence of a commercial or catalog price does not preclude negotiating price.
6.5.4 Many commercial item prices are based on market forces and not directly on cost.  The government is often a major customer and, as such, should be entitled to discounts, more favorable prices, or better terms.  It is part of the negotiator's job to know about these market forces and how to use them to their advantage.  Hard negotiation is very much a commercial practice and is critical to making acquisition reform work.  Without negotiation, we may pay inflated prices that may produce "horror cases" that could hinder the reform process.

6.5.5 There are a number of factors that must be considered when negotiating a commercial contract.  In the commercial world, many of the contract terms and conditions are, in fact, negotiable.  Examples include: delivery terms, financing, payment, warranty, indemnification, and price.  Your market research efforts should include determining which factors are important in the market place and which are negotiable.  Some of these factors are addressed in the following paragraphs.
6.5.5.1 An important part of determination of a commercial price is the type and frequency of payments.  A commercial price is based on the price, delivery, and payment structure.  Under current FAR rules, the government has a variety of payment options available, including using most payment methods used in industry.  It is important that the government negotiator understand the payment options and how they impact the contract price.  Favorable payments to the contractor should result in a price reduction.  In summary, payment terms and price must be evaluated together as part of one negotiation objective.  

6.5.5.1.1 It is important that the negotiator coordinate with DFAS prior to finalizing the payment terms to be sure DFAS can execute the payment arrangement.  It is possible that delays or problems can occur if the payment documents or methods are unusual.  The ACO or local Defense Contract Management Agency (DCMA) representative can provide help in this area.  

6.5.5.2 Also important is the consideration of delivery terms.  Just-in-time acquisition of small quantities may cost more than large quantities acquired in advance of need.  
6.5.5.3 The use of commercial warranties is a negotiable element, as well as the terms of the warranty itself.  Contracting officers should consider the length of the warranty and the extent of warranty coverage of an item when negotiating the price.  
6.6
Summary
When pricing commercial items, contracting officers should keep in mind the following points: First, it is possible to develop a price objective based on market prices for large, sole source procurements.  Second, cost does not necessarily drive the price because market conditions and competition heavily influence price.  The analyst must understand and use these forces as part of negotiating the price.  If the government is a major customer, the negotiator should demand and expect favorable prices and terms.  If the government is a minor customer, the terms will be appropriate for that class and size customer.  The government will not always be a “most favored customer”.  Another lesson is that the amount of profit or mark-up is irrelevant and is usually not known to the government. The overall price paid by the government together with payment and delivery terms determines fairness and reasonableness of commercial prices.  Commercial item negotiators are doing what pricers have always done - obtain a fair and reasonable price.  The techniques may change, but developing a strong negotiation position will still require analysis, effort, and ingenuity.  Appendix 3 is a table of commercial pricing methods that have been discussed and their applicability.

SECTION VII:  FINANCING COMMERCIAL ITEM ACQUISITIONS
7.1 Acquisition reform has highlighted the distinction between commercial and non-commercial financing.  FAR 32.2, Commercial Item Purchase Financing, allows for the use of commercial financing arrangements that have been determined to be appropriate or customary in a particular market segment when the item is being purchased under authority of FAR Part 12.  The government is not limited to the use of delivery payments, which are made after an item is delivered and accepted.  Financing payments, such as, advance and interim payments can now be used on contracts for the purchase of commercial items.

7.2 Commercial item financing is authorized only if the eight specific criteria at FAR 32.202-1(b) are met.

(a) The contract item financed is a commercial supply or service;

(b) The contract price exceeds the simplified acquisition threshold;

(c) The contracting officer determines that it is appropriate or customary in the commercial marketplace to make financing payments for the item; 

(d) Authorizing this form of contract financing is in the best interest of the government;

(e) Adequate security is obtained;

(f) Prior to any performance of work under the contract, the aggregate of commercial advance payments shall not exceed 15 percent of the contract price;

(g) The contract is awarded on the basis of competitive procedures or, if only one offer is solicited, adequate security is obtained if the financing is expected to be substantially more advantageous to the offeror than the offeror’s normal method of customer financing; and

(h) The contracting officer obtains concurrence from the payment office concerning liquidation provisions.

7.2.1 It is important to note that the item must meet the definition of a commercial supply or service under FAR Part 12 and that the contract price must exceed the simplified acquisition threshold.  The commercial item financing arrangement can be proposed by either the government or the contractor.  The contracting officer can develop the solicitation provision/contract clause describing the financing and payment terms under the contract or it can be based on offeror proposed terms subject to certain limitations.
7.2.2 Market research is required to determine what is customary and appropriate in the commercial market.  The contracting officer should consider such things as the extent to which other buyers provide financing in that market and the overall level of financing normally provided.  The events and amounts that are customarily used for commercial payments prior to delivery must be determined.  In addition, the frequency, and the amounts or percentages of the interim payments, as well as, the methods of liquidation and/or any special or unusual payments applicable to final delivery payment should be considered.

7.2.3 The form of financing must be in the best interest of the government.  It is the contractor’s responsibility to provide all resources needed for performance of the contract unless it is appropriate or customary in the market for the buyer to provide financing.  Contract financing payments are a cost to the government in interest paid by the Treasury to borrow funds for payment.

7.2.4 As always, the government must protect the taxpayers’ interest and obtain adequate security for any monies spent.  In some cases the offeror’s financial condition may be considered sufficient security for a sound company with a good past performance record.  If an offeror proposes a financing arrangement different from that in the solicitation, the government must determine its financing cost impact to the government and adjust the contract price for evaluation purposes.

7.2.5 Advance payments are allowed; however, they are limited to no more than 15 percent of the contract price.  Anything other than a final delivery payment is considered financing.  The FAR uses the term advance payments for pre-performance payments and the term interim payments for pre-delivery payments.  The acquisition of material for use on the contract constitutes performance, hence, payment at this stage of the contract would be considered an interim payment.
7.2.6 In a source selection for a commercial item, the government must determine its financing cost impact to the government and adjust the contract price for evaluation purposes.  Contract financing is a cost to the government and the contracting officer must recognize this cost in awarding the contract.  The nominal discount rate specified in Appendix C of OMB Circular A-94 is the rate used in the evaluation of offeror proposed financing. It is possible to consider the offeror non-responsive to the solicitation.  It is best to consider the commercial marketplace first, since the marketplace for your item may provide a number of acceptable finance alternatives.

7.2.7 Beware of the pitfalls when using commercial item financing.  The contract clause must be constructed in a way to facilitate administration.  Someone has to determine that the contractor has fulfilled the requirement for payment.  DFAS must be able to pay the contractor.  The frequency, and amounts or percentages of the interim payments, as well as, the methods of liquidation and/or any special or unusual payments applicable to final delivery payment must be considered.

7.3 Requirements for solicitation provisions and contract clauses are set forth in FAR 32.206.  The contracting officer must construct a solicitation provision and contract clause if the contract provides for contract financing.  The following standard FAR clauses are available to facilitate this effort.

(a) FAR 52.232-29, Terms for the Financing of Purchases of Commercial Items.

(b) FAR 52.232-30, Installment Payments for Commercial Items.

(c) FAR 52.232-31, Invitation to Propose Financing Terms.

7.4 Finance arrangements are a key part of any negotiation. When the government offers more favorable financing arrangements than is common in the marketplace, then the government should receive something of value in return.  This can take the form of reduced price, better terms or delivery. One example of commercial finance arrangements is how large aircraft are purchased by airlines. According to market research performed by DCMA, the typical finance arrangement for a Boeing 737 airliner is a 5% advance payment, 10% at each of four milestones and the remaining 55% held until delivery with substantial penalties for late delivery.  If the government agrees to this arrangement, no adjustment to the price is needed.  If the government provides better terms, more milestones or 15% versus 5% advance payment, for example, then an adjustment to the price to reflect the reduced contractor finance cost and risk is appropriate.
7.5 In addition to advance payments discussed in 7.2.5 above, commercial acquisitions purchased under FAR Part 12 may have two other kinds of payments prior to delivery.  These are installment payments (to be used only when customary in the marketplace) and interim payments.  Installment payments are evenly spaced payments of line items that may not exceed 70% of the line item price prior to delivery.  Actual amount (percentage) of the installment payment should be linked to what is customary in the marketplace for that item.  Interim payments are customary payments that should be linked to an objectively determinable event.  Apply the principles of establishing performance-based payments milestones/events to the extent practicable.  It may not be possible to determine that the amount of payment (as a percentage of total price) is commensurate with value of effort completed at the time of the payment; that is, payment may be more or less than the value of the effort to date, especially when payment is based on the passage of time or specified times prior to the delivery date(s).  However, if the percentage and events/milestones/timing are verified as the customary ones used in the marketplace, reliance may be placed on custom as representing the interests of buyers.  
7.6 In summary, financing is an important part of any commercial acquisition.  It must be carefully reviewed and negotiated to obtain a fair and reasonable agreement for both the government and offeror.

SECTION VIII:  SOURCES FOR HELP

8.1 Acquisition Reform Net

http://www.arnet.gov/
8.1.1 Contains acquisition best practices information and links to other Acquisition pages including the Federal Acquisition Virtual Library.

8.2 SAF/AQC Training Home Page

http://www.safaq.hq.af.mil/contracting/training
8.2.1 This website provides access to self-study training, including:



-- Commercial Item Contracting Seminar



-- Contract Pricing Reference Guides

8.3 HQ AFMC/PK and AST Market Research/Commercial Acquisition Homepage and Commercial Pricing Homepage

https://www.afmc-mil.wpafb.af.mil/HQ-AFMC/PK/pkp/pkpc/mr-caqc.htm
https://www.afmc-mil.wpafb.af.mil/organizations/HQ-AFMC/PK/pkp/pkpc/com-aq.htm
https://www.afmc-mil.wpafb.af.mil/organizations/HQ-AFMC/PK/pkp/pkpc/cba.htm
8.3.1 Contains information on Market Research and Commercial Acquisition. 


8.4 Hill AFB FARSite

http://farsite.hill.af.mil
8.4.1 This is an on-line version of the FAR and supplements and is updated with all FACs, DACs, and AFACs.  Most recent versions of FAR 10, FAR 11, and FAR 12 plus all other parts can be accessed and downloaded.

8.5 Air Force Knowledge Management website

https://www.afkm.wpafb.af.mil/ASPs/Tabs/Entry_Subj.asp?Filter=O
8.5.1 Links to a multitude of acquisition sites, including ConConnect, Market Analysis and Pricing Centers of Expertise (Lightning Bolt 99-3), and warfighter support.

8.6 Contract Pricing Reference Guides, DPAP

http://www.acq.osd.mil/dpap/contractpricing/chap-index.htm

8.6.1 Contains Department of Defense pricing reference guides.
8.7
Commercial Item Handbook, OSD

http://www.acq.osd.mil/dpap/Docs/cihandbook.pdf
8.7.1 Office of the Secretary of Defense Commercial Item Handbook, Version 1.0, November 2001.
8.8
Commercial Off-the-Shelf and Commercial Item Guide, DPAP

http://www.acq.osd.mil/dpap/Docs/cotsreport.pdf
8.8.1 Office of the Secretary of Defense Commercial Item Acquisition Considerations and Lessons Learned. 
8.9
Federal Acquisition Institute

http://www.fai.gov/
8.9.1 Provides information and management tools in support of a professional federal acquisition workforce.
8.10
Commercial Advocates Forum

http://www.cadv.org/
8.10.1 Links to the Commercial Advocates Forum.  It was developed to assist Department of Defense commercial advocates in promoting the acquisition of commercial items and the use of commercial practices. Its primary purpose is to disseminate information to front-line buyers, to enable exchanges of questions and answers, and to share best practices and lessons learned. The Forum also enables feedback on new policy initiatives and legislation.
SECTION IX: CONCLUSION
FAR Part 12 describes the procedures for the acquisition of commercial products or services.  To summarize the definition in FAR Part 2, products may be commercial items if they are of a type customarily used by the general public or by non-governmental entities for purposes other than governmental purposes, and they have been sold, leased, or licensed to the general public, or they have been offered for sale, lease, or license to the general public. Services may be commercial if they are of a type offered and sold competitively in substantial quantities in the commercial marketplace based on established catalog or market prices for specific tasks performed or specific outcomes to be achieved and under standard commercial terms and conditions. This does not include services that are sold based on hourly rates without an established catalog or market price for a specific service performed or a specific outcome to be achieved. 
The Contracting Officer determines whether a product, service, or modification to an existing system is commercial.  This is accomplished with thorough market research.  Market research looks at price, delivery and finance terms, payment provisions, and other applicable terms and conditions.  The bottom line is that there are no customary terms and conditions in the commercial marketplace.  Everything is negotiable, and the contract reflects an agreement of the parties based on their relative positions in the marketplace.    

Appendix 1
MARKET RESEARCH REPORT TEMPLATE

Background Information

Describe the background of the procurement and circumstances/events leading up to the requirement, such as: 

Program Name, Organization, Type of Acquisition (service or product), and Expected Dollar Value of Requirement.  Describe any other pertinent information.

Initial User Requirements


- Describe the essential physical and performance characteristics/functions required to meet the government’s needs.  - Describe the requirement in performance terms function – what the product or service must do


- Performance – the qualities and attributes of the product or service


- Physical characteristic requirements


- Schedule requirements


-  Identify distinguishing characteristics
 
- Address any cost effectiveness issues associated with user requirements 

-- Any potential cost drivers? 

-- Any cost/performance tradeoffs? 

Functional Involvement in Market Research 

Describe the involvement of the various functionals (User, technical, contracting, financial management, logistics, etc.) in the market research effort, including office symbols and telephone numbers.  

Market Research Techniques
Indicate techniques used during market research investigation.

- Internet searches


- Industry days

- One-on-one industry sessions 


- Requests for Information (RFIs)

- FedBizOps


- Capability Survey



- Trade Studies


- Trade Shows, Conferences


- Journals, Publications


- On-Line Product/Service Info


- Professional Associations


- Test Reports 


- Other Market Research Reports


- Prior Acquisitions


- On Site Visits


- Other Government Sources


- Catalogs


- Other _________________

Available Sources  
· Identify potential sources contacted or known

· Identify whether they were large business, small business, small/disadvantaged business, Section 8(a) business, woman-owned business, qualified/unqualified sources 

· If sole source, describe efforts to locate additional sources

· Summarize the information obtained from each source contacted 

Product/Service Characteristic
Summarize product/service characteristics & capabilities

Extent of Commerciality in the Market
· Describe marketplace

· Assess government’s leverage in marketplace  

· Describe nature of other market participants, e.g. other governments (foreign, state/local), commercial firms, etc.

· Identify availability of commercial or non-developmental items that satisfy requirement (value or shortcomings of each) and sub components

Prevalent Business Practices 

· Identify standard/customary terms/conditions & business provisions for industry  

· Identify generally accepted business practices that differ from standard government practices

Market and Pricing Issues
· Identify pricing issues, price ranges, and price variations

· Identify trends - technical/pricing/business/etc.

Other Considerations

- Identify other considerations gathered from market research

Market Analysis Summary
· Analyze the data gathered during market research

· Summarize the market analysis

· Provide market research conclusions and recommendations.  Document the decision to satisfy the agency’s need with a commercial item/services, if market research so warrants 

Reminder:  Document the Market Research Report in a manner appropriate to the size and complexity of the acquisition.



Appendix 3

 Pricing Methods
	Method
	Data Source
	How to Evaluate

	Catalog Prices
	Offeror’s Catalog
	Review sales history of same or similar items. 

	Market Prices
	Market information, such as, newsletters, web sources, other customers, etc.
	Review entire market, compare prices to same/similar items sold by other firms.

	Historical Pricing
	Past government prices
	Compare to past prices (may need to escalate/adjust for changes).  Be sure current buy is for same item/items as previous buys and adjust if needed. 

	Comparison of offers
	Offerors price proposal
	Compare offeror prices against each other. Balance with other techniques as appropriate to assess realism and reasonableness.

	Parametrics
	Predictor variables using historical data to predict price
	 Select logical measurable price predictor variables.  Collect historical data about the variable and associated item price. Run a regression to establish a relationship. Input variable data for your immediate buy into the equation.  The equation produces a predicted price.   

	Comparison to Rough Yardsticks (See Parametrics)
	Internal estimates based on experience
	Rough calculation to determine if prices are “in ballpark”.  Be sure estimate is logical.  Does not establish reasonableness by itself. 

	Independent Government Estimate (See Historical)
	Internal government, usually FM organization 
	Sophisticated estimate usually for budget purposes used to determine if prices are realistic.  May have other purposes than negotiation.

	Cost-Based
	Contractor cost information (uncertified cost or pricing data)
	Used to prepare traditional cost analysis position, labor, material etc.  Not streamlined











PROPOSAL EVALUATION & AWARD





Verify Suitable Technology


Evaluate Proposed Business


Practices/Solution
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Commercial Buy Determination








Contract Type


Validate Commercial/Noncommercial Decision


Conduct Additional Market Research:


Business Practices


Additional Sources


Pricing Methodology


Determine Acquisition Approach


Synopsize as Commercial or Non-commercial (note 26)





GENERATION AND VALIDATION


 OF SPECIFIC REQUIREMENT





ACQUISITION


PLANNING





Market Research Activity Including:


Commercial Solution Available?


Modified Commercial?


Can requirement be modified to allow commercial?


Non-Developmental Item?


Use Market Surveillance Knowledge


Conduct Market Investigation on


Technology


Identify Potential Sources





DEVELOP &


RELEASE  SOLICITATION





Business Practices (finance, warranty etc.)


Revalidate Commercial Determination


Use FAR Part 12 procedures if commercial
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		SUMMARY OUTPUT

		Regression Statistics

		Multiple R		0.9913641144

		R Square		0.9828028074

		Adjusted R Square		0.9770704099

		Standard Error		13.1278970947

		Observations		5

		ANOVA

				df		SS		MS		F		Significance F

		Regression		1		29547.4778336122		29547.4778336122		171.4470780867		0.0009621234

		Residual		3		517.0250463878		172.3416821293

		Total		4		30064.50288

				Coefficients		Standard Error		t Stat		P-value		Lower 95%		Upper 95%		Lower 95.0%		Upper 95.0%

		Intercept		41.9014448669		12.8153208695		3.2696368116		0.0467898465		1.117336055		82.6855536788		1.117336055		82.6855536788

		Sq Ft		8.379581749		0.6399665846		13.0937801298		0.0009621234		6.3429205458		10.4162429523		6.3429205458		10.4162429523

				191.058

				7%





Sheet1

		Price		Thickness		Sq Ft

		79.26		0.25		6

		146.28		0.5		12

		184.95		0.5		15

		238.56		0.75		24

		306.24		0.75		32

				Price  =  41.9 + 8.38*(Sq Ft)
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F-16GreeceCOSTATdata

				(1000lbs)		(K miles)		($/gallon)		(#/month)		Actual

		DataPoint		Payload		Orbit Height		Fuel Cost		LaunchRate		Price

		1		30.0		3.2		44.3		2		23,400,000

		2		12.0		3.5		42.5		3		21,200,000

		3		18.0		2.7		40.6		4		20,000,000

		4		8.0		3.8		46.7		4		22,500,000

		5		55.0		3.1		39.8		4		28,200,000

		6		24.0		2.4		40.5		10		24,250,000

		7		26.0		3.4		43.8		6		26,000,000

		Your System		42.0		3.0		46.8		4

		Payload is the weight of the object being launched

		Orbit height is how high object is to be placed

		Fuel cost is the price per gallon of lauch fuel and does not include any other associated costs

		Launch Rate is the number of launches per month

		(1)  Price  = 19961207 + 149258 * (Payload)

		(2)  Price  =  -2298108 + 193634*(Payload) + 3158990*(Orbital Height) + 188190*(Fuel Cost) + 672915*(Launch Rate)

		The actual prices are normalized to FY2000






