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Basic Rule of Human Behavior

ñAll Sales/Purchase decisions are 

EMOTIONAL!ò

ñFacts and figures are later used to rationalize an 

emotional decision previously arrived atò
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Seminal Question:

What is the ñbestò business model for 

procurement of defense articles?
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Well, What Are My Choices?

Centralized Economy Model

Pure marketplace

Hybrid of the two
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Centralized Economy Model

Govôt funds Procurement Agencyto develop single 
ñannointedò product

Contract with hourly contractor to develop 
software/hardware

Give away product for free to end users (source and 
executables)

Pay long-term maintenance to contractor

Start the whole process over again every 10 years

ñSerial Monopolyò model touted for ñre-useò aspect



©VT MÄK

Problems with Centralized Model

End Users - Little influence over features, quality. Product may be free to 
end user, but the wait is often years, quality poor, and follow-on support non-
existent

DoD - Purported fair competition in proposal effort, however, 0% of proposals 
reflect actual end product or development cost, winner often chosen for political 
reasons

Contractors - Bad product can live forever. No incentive to innovate, take 
risk, or improve products. Customer is Program Manager, not end-user. 
Financially incentivized to maximize cost.  Emotionally prefer to remake instead 
of reusing!

No competition - No choices for end users.  No price pressure, no 
pressure to innovate, the weak survive forever.  Actual cost of GOTS shielded 
from competition.  Better products that cost money are frozen out of market.
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COTS Model

Private Investor - funds entrepreneur to develop new, innovative 
product

Entrepreneur (COTS Vendor) - develops product to 
obsolete competitor

Offers Product for Sale - either directly to end users or 
government procurement agent

Pay short-term maintenance - to vendor until itôs time to buy a 
new product

Start the purchase process over - again in as short a 
period as months

Fine grained market allows new entrants to obsolete older products 
more frequently
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Benefits of COTS Model

Investors - Wonôt waste money on ideas which they donôt think will make a 
return.

Entrepreneurs - accountable to investors.  Vast wealth for 

entrepreneur if successful.  Strong motivation to succeed.

End Users - Purchase decisions are ñapoliticalò.  Spending own 
money on best product.  Collective marketplace determines winner

Government Regulators - Donôt need to interfere with the 
will of free market in determining winner.

Survival of the Fittest - Bad products die fast! Multiple 

differentiated products can win.

Price Pressure - If one product is too profitable, competitors will 

enter the market and drive prices down.
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Problem with COTS Model in Defense 

Acquisition

Investors and Entrepreneurs - Not willing to take risk if 

the existence of the market is in question

Government Regulators/Agents - Hard to resist 

politics and temptation to control a product

Defense ContractorsïReally, really like the old model and 

will do anything to keep it around
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Hybrid Model

DoD acts as Venture Capitalist ïseed funds 2 or 3 
entrepreneurs to develop new, innovative products to prototype stage, 
normal investors pick up after most risk is gone

Promote Open Standards - to enable rapid replacement of 
products when obsolete

GET OUT! - when self-sufficient market forms.  Government must 
not compete with vendor base

All the benefits of free market with the necessary up-front stimulation
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Ideal Commercialization Path for DoD 

Acquisition

$$$

COTS - DoD Market Only

100% development cost
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Commercial Transition

COTS - Broader Markets
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What Actually Happens

$$$

COTS - DoD Market Only

100% development cost
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US DoD Moving to Hybrid

SBIR Program ïSpecific goal of commercialization and exit

Training Capatilities Analysis of Alternatives (TC 
AoA)ïñAlternative #4ò a COTS-based marketplace business model for simulation 
and training.  Approved by RAND, being funded as a business model experiment

Navyôs ñOpen Architectureò InitiativeïNavy realized contractors 
cannot be óasked nicelyô to comply with open systems.  They must be required to.  Open 
Architecture Assessment Tool (OAAT) very interesting measuring device

OSJTF MOSAïinstruction manual on how to acquire with open systems.

DoD-Venture Capital Initiatives ïIn-Q-Tel, OnPoint, Chart.  
Partnerships with VCs pushing DoD towards marketplace model

Highest level of DoD now ógets itô.  Cultural change to marketplace model starting.  
Is bitterly resisted
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Open Standards Key to Market Creation

No GatekeeperïNo single vendor or Program can force a market to 

pay it a tax for access to an interface

Consensus ProcessïNaturally slower, but product reflects the 

diverse needs of the whole market.  No one organization has more control 

than any other

Low Barrier to EntryïOpen standards create markets and aids 

vendors in making plug-compatible products

Low Barrier to ExitïEnd user can easily switch from old obsolete 

products to new, innovative technologies

Open Standards enable free market competition 

to drive quality up and prices down

DIS, HLA, OpenFlight, SEDRIS, CIGI, SCORM have propelled 

the COTS M&S market 
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What is an Open Standard?

US Office of Management and Budget (OMB-
A119):

ñVoluntary consensus standards" are standards developed or adopted 
by voluntary consensus standards bodiesé

"Voluntary consensus standards bodies" :
4 Openness. 

4 Balance of interest. 

4 Due process. 

4 An appeals process. 

4 Consensus.

ñAll federal agencies must use voluntary consensus standardséò

Open Standards enable head-to-head competition 

driving quality up and prices down
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Voluntary Consensus Standards Bodies

Institute for Electrical and Electronic Engineers (IEEE)

International Standards Organization (ISO)

Simulation Interoperability Standards Organization (SISO)

Open GIS Consortium (OGC)

World Wide Web Consortium (WC3)

Hundreds more in every industry!

All have similar Policies and Procedures requiring openness, 

due process, democratic-style balloting, etc.
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What is NOT an Open Standard

Published Interface Control Documents (ICDs)
Just because something is published, control still resides with owner of 
Intellectual Property

Software or Hardware ProductsïOpen standards are 

written specifications that permit anyone to manufacture an 
interoperable product without dependency on any existing 
implementations

Open Source SoftwareïCompletely different concept, often 

confused (sometimes intentionally) with Open Standards
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Textbook Case of Doing it Right

SCORM
4 Grass roots effort by vendors with OSD catalyst

4 Moved from ADL co-lab to IEEE LTSC

4 Many SCORM-compliant products and tools on market

4 Demand for SCORM-compliant products coming from end-users

4 About as perfect a textbook case for a successful standard that 
could be imagined

4 Several SCORM/HLA integration projects underway to 
demonstrate simulation as a component of e-learning

DoD now sits back and cherry picks the winner from 

multiple COTS offerings it doesnôt pay to build!


