Commercial Item Financing

Student Handouts

Lesson 1

Commercial Item Financing: Pre-Test Handout
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	1.
	Commercial Item Financing is a form of contract financing.
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	2.
	The ACO might receive an invoice from a contractor that contains both Advance and Interim payment requests.
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	3.
	An item that has been modified to meet Federal Government regulations is no longer a commercial item.
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	4.
	A commercial item is one customarily used for Governmental purposes.
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	5.
	The second risk phase in risk management is “risk assessment.”
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	6.
	The ACO must notify the PCO if he receives a contract with Commercial Item Financing that fails to adequately state the security assets or a description thereof.
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	7.
	There are seven criteria that must be met in order for commercial interim or advance payments to be used.
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	8.
	A contractor may request commercial financing payments every two weeks.
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	9.
	A Commercial Advance Payment is made prior to any work being performed under the contract.
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	10.
	A Commercial Installment Payment may not exceed 75% of the contract price.




Lesson 1

Student Agenda – Commercial Item Financing

	lesson title
	general topics

	Day 1


	

	1:  Module Introduction
	· Welcome and Introductions

· Module Overview

· Opening Exercise



	2:  Controls and

     Definitions
	· Commercial Item Financing

· Commercial Item Financing Contracts

· Commercial Item Financing Resources



	3:  Commercial Item

     Contract

     Administration
	· DCMA Review

· Risk Phases

· Risk Planning - Post Award Orientation

· Risk Planning - Risk MOCAS Data Entry

· Risk Assessment - Finance / Invoice Processing

· Risk Monitoring - Payment Processing

· Risk Documentation



	4:  Strategies for

     Success
	· Commercial Item Group Discussion

· Commercial Item Post-Test

· Module Evaluations




Lesson 2

	Customary Financing Methods for Commercial Items

	Financing Method
	Description
	Special Considerations

	Commercial advance payments (FAR 32.202-2)
	Payments made before the performance of any work under the contract.
	Aggregate of payments shall not exceed 15 percent of the contract price. Payments are not subject to the requirements covering advance payment for non-commercial items.

	Commercial interim payments (FAR 32.202-2)
	Payments made to the contractor after some work has been done, but before the item is delivered.
	Includes all payments that are not advance payments or delivery payments.


Lesson 2

	Comparison of Commercial Item Financing Contracts

	 
	Firm Fixed-Price (FFP)
	Indefinite Delivery (ID)
	Fixed-Price Economic Price
Adjustment (FPEPA)

	Principal Risk to Be Mitigated
	Costs of performance can be estimated with a high degree of confidence. Thus, the contractor assumes the risk.
	At time of award, delivery requirements are not certain.
	Market prices for required labor and/or materials are likely to be highly unstable over the life of contract.

	Use When
	• The requirement is well-defined.
• Commercial item Contractors are experienced in meeting it.
• Market conditions are stable.
• Financial risks are otherwise insignificant.
	Definite Quantity: The required quantity is known and funded at the time of award. Indefinite Quantity: The minimum quantity required is known and funded at award. Requirements: No commitment on quantity is possible at award.
	• Commercial item
• The market prices at risk are severable and significant.
• The risk stems from industry-wide contingencies beyond the contractor’s control.
• The dollars at risk outweigh the administrative burdens of an FPEPA.

	Elements
	Firm fixed-price for each line item or one or more groupings of line items.
	• Performance period.
• Ordering activities and delivery points.
• Maximum or minimum limit (if any) on each order.
• Extent of each party’s obligation on quantity.
	A fixed-price, ceiling on upward adjustment, and a formula for adjusting the price up or down based on:

• Established prices.
• Actual costs of the labor or materials.
• Labor or material indices.


Lesson 2

	Comparison of Commercial Item Financing Contracts, continued

	 
	Firm Fixed-Price (FFP)
	Indefinite Delivery (ID)
	Fixed-Price Economic Price
Adjustment (FPEPA)

	Contractor Is Obliged To
	Provide an acceptable deliverable at the time, place, and price specified in the contract.
	Provide acceptable deliverables at the time and place specified in each order at the per unit price, within any ordering limits established by the contract.
	Provide an acceptable deliverable at the time and place specified in the contract at the adjusted price.

	Contractor Incentive (Other Than Maximizing Goodwill)1
	Generally realizes an additional dollar of profit for every dollar that costs are reduced.
	Incentive will depend on the contract pricing arrangement.
	Generally realizes an additional dollar of profit for every dollar that costs are reduced.

	A Typical Application
	Commercial supplies and services.
	Long-term contracts for commercial supplies or support services.
	Long-term contracts for commercial supplies during a period of high inflation.

	Principal Limitations In FAR Parts 16, 32, 35, and 52
	Generally not appropriate for R&D. Firm fixed-price level of effort contract may be used for R&D if agreement can be reached on effort required at a price £ $100,000 or less.
	May use any appropriate cost or pricing arrangement that complies with FAR Part 16. Multiple awards preferred for most indefinite quantity contract items. Single award required for requirements contract items.
	Must be justified.

	Variants
	Firm Fixed-Price Level of Effort
	Definite quantity, indefinite quantity requirements.
	 


Lesson 2

Controls and Information Resources

	name
	source/site

	DCMA Homepage 
	http://home.dcma.mil/


	DAU Homepage
	http://dau.mil/


	Federal Acquisition Regulation
	http://arnet.gov/far/ 

Hard Copy Desk Reference



	Defense Federal Acquisition Regulations 
	http://arnet.gov/dfar/
Hard Copy Desk Reference



	Defense Acquisition Deskbook
	http://web1.deskbook.osd.mil


	DCMA Guidebook
	http://home.dcma.mil/onebook/tblofcon.htm


	AFMC Commercial Acquisition Guide
	http://www.afmc-mil.wpafb.af.mil/HQ-AFMC/PK/pkp/guides.htm


	Commercial Pricing Practices, Unit IV, Commercial Item Financing
	http://www.safaq.hq.af.mil/contracting/captcommercial/unitiv.htm


	DoD Commercial Item Handbook, Version 1.0
	http://www.acq.osd.mil/ar/doc/cihandbook.pdf


	AF Customer Education Simplified Acquisition Handbook, 9/96
	http://www.il.hq.af.mil/aflma/lgc/lgccomp.shtml#Education


	DLAM 8000.3, MOCAS Users Manual
	http://home.dcma.mil/reference/Dlam8000/part2.pdf


	MOCAS Computer Based Training Modules
	http://home.dcma.mil/reference/Mocas/htm



Lesson 2

Commercial Item Financing - FAR and DFARS 

· FAR 2.101, Commercial Item Identification

· FAR 10, Market Research

· FAR 12, Definition of Commercial Supply or Service

· FAR 32.9, Prompt Payment

· FAR 32.202, General

· FAR 32.202-1, (Policy) Eight Specific Criteria

· FAR 23.202-2, Types of Commercial Payments

· FAR 32.202-4, Security for Commercial Financing

· FAR 32.206, Solicitations Provisions and Contract Clauses

· FAR 43.302(a)

· FAR 52.212-4, Termination Provisions

· FAR 52.232, Contract Financing Provisions and Clauses

· FAR 52.232-29, Terms for the Financing of Purchases of Commercial Items

· FAR 52.232-30, Installment Payments for Commercial Items

· FAR 52.232-31, Invitation to Propose Financing Terms

· DFARS 232.2, Commercial Items Financing

· DFARS 242.302, Contract Administration Functions

Lesson 3

To avoid payment problems, we recommend that commercial contracting payments be clearly marked in red. For specific marking instructions, click on the appropriate part of the table below. (Definitions of "Commercial Advance Payment," "Commercial Interim Payment," and "Delivery Payment" are at FAR 32.202-2.)
	 
	Contracts With Financing
	Contracts Without Financing

	Commercial Advance Payment
	"Commercial Item Financing Request (Advance)"
	N/A (Commercial Advance Payments apply only to Commercial Financing)

	Commercial Interim Payment
	"Commercial Item 
Financing Request (Interim)"
	N/A (Commercial Interim Payments apply only to Commercial Financing)

	Delivery Payment
	"Commercial Item Payment – Liquidate from Commercial 
Item Financing Only"
	"Commercial Item Payment (No Financing)"




To ensure payments go smoothly, we strongly suggest that the ACO mark the bottom right area of the request for payment with information following the sample below. This sample applies to requests for commercial advance payments for contracts with financing. 

[image: image1.png]COMMERCIAL ITEM FINANCING REQUEST
(INTERIM)
Request for Payment Number: CFI: _004

Signed: suzic@ Swith
ADMINISTRATIVE CONTRACTING OFFICER




  

  

 

*"Request for Payment" Numbering System: 

· "CFA" stands for "Commercial Financing (Advance)" 

· The 4th position should show "A" if U.S. and "B" if Foreign Military Sales 

· Numbers should be sequential for each contract 

P.S. If there are special payment instructions, make sure to include those too!


To avoid payment problems (continued)

To ensure payments go smoothly, we strongly suggest that the ACO mark the bottom right area of the request for payment with information following the sample below. This sample applies to requests for commercial interim payments for contracts with financing. 

[image: image2.png]COMMERCIAL ITEM ORIGINAL INVOICE
LIQUIDATE FROM COMMERCIAL ITEM

FINANCING ONLY



  

  

  

*"Request for Payment" Numbering System: 

· "CFI" stands for "Commercial Financing (Interim)" 

· The 4th position should show "A" if U.S. and "B" if Foreign Military Sales 

· Numbers should be sequential for each contract 

P.S. If there are special payment instructions, make sure to include those too!


To ensure payments go smoothly, we recommend that the bottom right area of the invoice be marked with information following the sample below. This sample applies to invoices for delivery payments on contract CLINs with commercial financing. 

[image: image3.png]COMMERCIAL ITEM FINANCING REQUEST
(ADVANCE)
Request for Payment Number: CFA* 004

Signed: Suzie@ Smith
ADMINISTRATIVE CONTRACTING OFFICER




  

 



To ensure payments go smoothly, we recommend that the bottom right area of the invoice be marked with information following the sample below. This sample applies to invoices for delivery payments on contract CLINs without financing. 

  

 

Lesson 4

Group Discussion:  Commercial Item Financing 

Scenario Question 1:
Your team receives a Performance-Based Contract that includes Installment Payments for commercial items.  These payments are authorized for Line Items 0001, 0002, 0003, 0004, 0005, 0012, and 0014 of the contract.  In addition, the contract authorizes a total of five (5) payments, with the total amount of each Installment Payment specifically identified in the contract.

· What actions should be taken by the CMO team upon the contract’s receipt and review to ensure it is properly administered?

Scenario Question 2:
· What kinds of effects might occur on a Commercial Item Financing contract when a contractor delivers early?  How might these be managed?

Scenario Question 3:
A contract with Commercial Item Financing provisions calls for the ACO to sign invoices before payment by DFAS.  However, the PCO states that he wants to review invoices prior to them being forwarded to DFAS.

· How can this contract be administered according to its requirements and the PCO’s request for invoice review, while ensuring that payments are not delayed?
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