CHAPTER 1


GENERAL INFORMATION


�
�
Purpose


�
Focus on the Goal


The statutory definition of “commercial item” was developed to trigger the statutory procedures and exemptions for buying commercial items in the Federal Acquisition Streamlining Act (FAR Part 12)—to make it easier for the government to buy them.


The overarching goal is to use commercial items to fill DoD requirements to the greatest extent practical.


This handbook is a guide for acquisition managers and personnel in other functional areas who are involved in buying commercial and nondevelopmental items (NDI). It is intended to help you buy these items without inhibiting your use of creative and innovative strategies. You should tailor the guidance provided to the circumstances of your particular acquisitions. 


We address the entire spectrum of acquisitions from systems to items, so you will also need to use sections of this handbook selectively. For example, the section on market research is generally applicable to all acquisitions while the chapter on logistics support is more relevant to system and repairable item acquisitions than consumable items.


Many acquisition principles are the same for commercial items and NDI because for both types of items:


the basic design is set.


design changes are not controlled by the buyer.


the maximum use of commercial practices is desired.


However, additional considerations apply when buying commercial items. Sections in this handbook that apply specifically to commercial items are so noted. �
�
Benefits and Challenges of using Commercial and nondevelopmental items�
In defining requirements for new needs, you must give first preference to the use of commercial items and second preference to the use of NDI.


The potential benefits to the Department of Defense from the use of commercial items and NDI to meet requirements have grown in number and significance over the last two decades as the defense environment has changed.


In the early 1980s, the sole incentive for DoD use of commercial items was seen as potential savings in procurement costs—the economies of scale of the much larger commercial market allow items to be sold at lower prices. In today’s environment of reduced budgets, cost savings continues to be a strong incentive. 


The reasons for using commercial items, however, have grown in number. In 1986, Congress passed legislation requiring the Department of Defense to give preference to the acquisition of nondevelopmental items. The passage of this legislation was a response to the 


increasing cost of developing systems.


increasing time to field systems.


technical risk associated with new development.


Use of existing, previously developed items, whether commercial or military, saves research and development costs, shortens fielding time, and reduces the risk associated with new development. Based on these incentives, which are applicable to any previously developed item, Congress broadened the preference for the acquisition of commercial items to preference for the acquisition of nondevelopmental items, coining the term.


In the 1990’s, two more compelling reasons for using commercial items specifically were recognized.�
�
�
The Benefits Of Buying Commercial and Nondevelopmental Items


Lower life-cycle cost


More rapid deployment


Proven capability


Increased competition


The goal is to get technology to the users when they need it—at an affordable price


First, the Department of Defense must buy from the commercial market to access state-of-the-art technology and products. In many of the technological areas significant for defense items, the defense department no longer leads private industry in research, development, and application. For example, in the fields of communications, electronics, and computers, the pace of technological evolution resulting from high commercial demand outstrips the capabilities of any government research and development (R&D) program.


A second important benefit from the use of commercial items is the integration of the defense and commercial industrial bases. DoD requirements that are integrated into commercial production are far more likely to have a stable and existing industrial base to draw from if there is a surge in requirements due to an emergency. Additionally, in times of reduced procurement, DoD business is not sufficient to keep many defense-unique suppliers in business. Integrated commercial and defense production is beneficial for the nation’s security and economy in the long run.


Additional Benefits of Commercial Items





Broader industrial base





Access to state-of-the-art technology


Buying and using commercial and nondevelopmental items also present some challenges and departures from acquisition “business-as-usual.” For example, items developed primarily for non-DoD sales may require performance trade-offs to meet DoD needs. Or it may be necessary to modify the item itself, which requires special management to handle the ramifications of the modifications.


Logistics support of commercial and nondevelopmental items can also be a challenge. Logistics support activities normally accomplished in pre-production phases of a development program often have to be accelerated for acquisitions with more immediate delivery. Using contractor logistics support or relying on commercial product support systems are frequently the best solutions. Defense logistics support systems may have to be replaced or at least supplemented by contractor support.�
�
�
Commercial Buying Practices versus Government Buying Practices�
Government and commercial buying practices differ in some fundamental ways. Commercial procurement attempts to obtain best value for the company to, in turn, maximize profit. Government procurement is geared, by public law, to:


maximizing opportunity for sellers through open competition and the protest forum,


effecting change through socio-economic provisions, and 


spending taxpayer dollars prudently. 


The government’s goals are more complex than those of commercial sector, but the government can emulate, at least in part, many commercial acquisition practices.


Commercial practices include:  


extensive market research.


performance product descriptions.


Case Studies in Appendices C and D demonstrate the effectiveness of using commercial products and practices. 


emphasis on factors—in addition to price—in making award decisions.


consideration of suppliers’ past performance.


close and long-term relationships with suppliers.


just-in-time distribution systems.


electronic transaction processing.


reliance on warranties and supplier quality assurance. 


supplier retention of technical data rights.


This handbook addresses many of these practices. Use of these practices to the extent possible under the Federal Acquisition Streamlining Act (FASA) of 1994 increases the Department of Defense’s ability to tap the commercial market.


�
�
Definitions�
The Federal Acquisition Regulation (FAR) defines the terms commercial item and nondevelopmental item. The FAR definitions, further clarification, and illustrative examples follow. 


Commercial Item 


1. FAR:  Any item, other than real property, that is of a type customarily used for nongovernmental purposes and that -- has been sold, leased, or licensed to the general public, or has been offered for sale, lease, or license to the general public. 


Possible indications that an item is commercial—customarily used by the general public—are a com-mercial sales history, listing in catalogs or brochures, an established price, distributors, and availability to the general public. However, a new offering, with no sales history is also considered a commercial item, if it is offered for sale to the general public. Examples of commercial items that DoD buys include transport aircraft, computers, medicine, and fuel. The commercial market is global; commercial items are not limited to the domestic commercial market.


2. FAR:  Any item that evolved from an item described in paragraph 1, above, through ad-vances in technology or performance that is not yet available in the commercial market, but will be available in the commercial market in time to meet the delivery requirements of the solicitation. 


Commercial items that evolve from advances in tech-nology or performance include product updates, model changes, and product improvements. For example, new versions of software fall into this category.


3. FAR:  Any item that, but for modifications of a type customarily available in the commercial market or minor modifications made to meet DoD requirements, would satisfy the criteria in paragraph 1 or 2, above. 





�
�



�
“Minor modifications” do not significantly alter the nongovernmental function or essential physical characteristics of an item or component, or change the purpose of a process. In determining whether a modification is minor  consider the value and size of the modification and the comparative value and size of the final product. Dollar values and percentages may be guideposts, but are not necessarily conclusive evidence that a modification is minor. Commercial items with standard commercial modifications are items that are similarly customized for commercial customers. For example, car and airplane manufac-turers offer a standard set of options and routinely customize products for their commercial customers.


Use these guidelines in making your technical judgment whether an item is still a commercial item.


4. FAR:  Any combination of items meeting the requirements of paragraph 1, 2, or 3, above, or 5, below, that are of a type customarily combined and sold in combination to the general public. 


A commercial item can be the product of integrating commercial subsystems and components into a unique system. For example, a computer system composed of commercial subsystems integrated into a system would be considered a commercial item. A piece of industrial plant equipment that combines commercial components into a unique item based on customer needs is another example.


5. FAR:  Installation services, maintenance services, repair services, training services, and other services if such services are procured for support of an item referred to paragraphs 1, 2, 3, or 4, above, if the sources of such services:


offers such services to the general public and the Federal Government simultaneously and under similar terms and conditions, and 


offers to use the same work force for providing the Federal Government with such services as the source used for providing such services to the general public.


�
�



�
Item installation, maintenance, repair, training, and other services related to item support are examples.


6. FAR:  Services of a type offered and sold compet--itively, in substantial quantities, in the commer- cial market-place based on established catalog or market prices for specific tasks per-formed and under standard commercial terms and conditions.


Construction, research and development services, warehousing, garbage collection, and transportation of household goods are examples of services that meet the provisions of the statute.


7. FAR:  Any item, combination of items or service referred to in 1 through 6, above, notwithstanding the fact that the item, combination of items, or ser- vice is transferred between or among separate divisions, subsidiaries, or affiliates of a contractor.


For example, a commercial item transferred to a defense contractor from its commercial division or subsidiary for incorporation as a component in a defense system is a commercial item.


8. FAR:  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. 


Examples are protective vests used by police depart- ments and rescue equipment used by fire and rescue units. Items developed for state and local governments at private expense are considered commercial items.


Nondevelopmental item is a statutory term describing items that have been previously developed for production.


Nondevelopmental Item


Nondevelopmental means “not requiring development.” The FAR definition of nondevelopmental item, clarification, and examples follow.


 1. FAR:  Any previously developed item used exclusively for governmental purposes by a Federal agency, a State or local government, or a foreign�
�
�
�
government with which the U.S. has a mutual defense cooperation agreement. 


NDIs include defense products previously developed by U.S. military services or defense agencies of U.S. allies. For example, the mechanical dereefer used with the Army’s cargo parachutes was developed for and first used by the Canadian army. Many trucks developed by the Army are also used by the other military services.


NDI Integration


The goal is to ensure a mature integrated system that returns the benefits of the NDI components, with the risks identified and managed with appropriate development, test, and evaluation.


2. FAR:  Any item described in subparagraph 1 above, that requires only minor modification to meet the requirements of the procuring agency.


 The Mobile Subscriber Equipment System, originally developed for the French army, was modified by the U.S. Army for use as its field communication system. The Army’s M-119 Howitzer was a modified version of the British Light Gun.


3. FAR:  Any item currently being produced that does not meet the requirement of paragraphs 1 or 2, above, solely because the item is not yet in use.


Items fully developed and in production, but not yet sold and in use, are considered nondevelopmental. This distinction is made in order to capture the latest product developments and new technology. It is not intended to include prototypes or experimental runs. This type of NDI presents greater risk than items that have a performance history.


The effort required for software development associated with integration is frequently underestimated, causing cost and schedule overruns.


A category of NDI not explicitly addressed in the FAR is integration. Integration is another viable way to use NDI. An item created by integrating non-NDI subsystems and components into a unique system is a nondevelopmental item. In these cases some develop-ment may be involved to ensure that NDI components and subsystems function as an assembled item and in the manner intended. The integration process also usually includes the development of software necessary for components and subsystems to work together. Any development required for integration should be manag-ed through a developmental acquisition strategy.


�
FAR Definition Summarized


�EMBED Unknown����
�
application of commercial and other NDI acquisition�
The use of commercial and nondevelopmental items applies to the entire range of goods and services purchased by the defense department. Acquisitions of major weapon systems, basic consumable items, and everything in between offer opportunities for the use of commercial items and NDI to varying degrees. Consider their application as a matter of degree rather than an all-or-nothing proposition. Although complex defense systems may not be manufactured as end items on commercial lines, their subsystems and components may well be. The following page displays the spectrum of acquisition approaches used by the Department of Defense—ranging from unmodified NDI acquisitions to complete DoD developments.


�
THE DEVELOPMENTAL SPECTRUM�
If an item can move from full development to unmodified commercial item or NDI, cost and time are reduced. Opportunities for commercial items and NDI include modifying an existing item (ruggedize, militarize) and incorporating commercial items and NDI into a system. Understanding the type of item you are buying is important. The type of item—commercial, modified, etc.—affects the entire acquisition from the acquisition strategy to the support plan.


The use of commercial items in military systems is no longer a question of “yes or no” but a question of ”to what degree.”


Don’t overlook the value of inserting commercial items and NDI at the subsystem and component levels in major development programs. The systems engineering and integration processes should explore commercial and NDI use. Use of commercial items can capture state-of-the-art technology and products available in the commercial market. This approach can provide significant savings in research and development dollars and provide increased technical capabilities.  Opportunities to use commercial items, especially at the subsystem and component levels, must be pursued and addressed at  each phase of development.�
The Commercial/NDI Decision Process








�EMBED Unknown���


�EMBED Unknown���


Examples of Acquisition Solutions


The following military systems illustrate the range of approaches available:


Off-the-shelf (unmodified)			Small Lightweight GPS (Global


						Positioning System) Receiver


						Water gel heat shield


						Law enforcement vehicles


Ruggedization					Commercial Utility Cargo Vehicle (CUCV)


Militarization					CUCV


						Precision Lightweight GPS Receiver


Integration of 					10-ton M.A.N. truck


commercial subsystems				Desktop IV computer


Inclusion of 					Pershing II Missile


commercial components				(e.g., guidance platform from F-15)
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