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Understanding Domestic Source Preferences 
 
Buy American Act 

 

The purpose of the Buy American Act (BAA) is to provide preferential treatment for domestic 

sources of unmanufactured articles, manufactured goods, and construction material for public 

use unless a specific exemption applies. The act requires the federal government to purchase 

domestic supplies for use in the United States, if:  (a) the supply contract exceeds the micro-

purchase threshold; or (b) the supply portion of a contract for services that involves the 

furnishing of supplies exceeds the micro-purchase threshold. In determining what are domestic 

goods, the place of mining, production, or manufacture is controlling. 

 

The Buy American Act has separate provisions for supply contracts and construction contracts 

and applies to small business set-asides. 

 

The Buy American Act restricts the purchase of supplies that are not domestic end products. The 

BAA uses a two-part test to define a domestic end product: 

 

1. The article must be manufactured in the United States  

2. The cost of domestic components must exceed 50 percent of the cost of all the 

components. 

 

DoD has issued a final rule amending DFARS 252.225-7000 and 252.225-7001 provision and 

clause which includes a partial waiver to the two-part test. The waiver allows a Commercial Off-

The-Shelf (COTS) item to be treated as a domestic end product if it is manufactured in the U.S., 

without tracking the origin of the item’s components.  Exceptions that allow the purchase of a 

foreign end product are listed at FAR 25.103 and DFARS 225.103. 

 

Trade Agreements Act 

 

The Trade Agreements Act (TAA) governs trade agreements negotiated between the United 

States and other countries.  The TAA can restrict procurement of goods and services for federal 

contracts.  The TAA can supersede the Buy American Act, because the TAA allows the 

President to waive the Buy American Act under certain conditions.   FAR 25.4 includes guidance 

for TAA compliance. In general, a product is "TAA compliant" if it is made in the United States 

or a "Designated Country,” including:  

 

 Those with a free trade agreement with the U.S. (e.g., Canada, Mexico, Australia, 

Singapore, and others); 

 Countries that participate in the World Trade Organization Government Procurement 

Agreement, including Japan and many countries in Europe; 

 A least-developed country (e.g., Afghanistan, Bangladesh, Laos, Ethiopia, and others); 

 Caribbean Basin countries (Aruba, Costa Rica, Haiti, and others). 

  

A full list of Designated Countries is in FAR 25.003. 
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Balance of Payments Program 

 

The Balance of Payments Program restricts the purchase of supplies that are not domestic end 

products, for use outside the United States, and restricts the use of construction materials that are 

not domestic, for performance of construction contracts outside the United States.  

 

The restrictions set forth in the Balance of Payments Program are similar to those of the Buy 

American Act. It uses the same definitions and evaluation procedures, except that a 50 percent 

factor generally is used to determine unreasonable cost. Exceptions to the Balance of Payments 

Program, especially for construction materials, are generally determined prior to solicitation and 

assignment of contracting responsibility. The contracting officer must identify excepted supplies 

and construction materials in the contract. 

 

The Program, and its exceptions, are found at FAR 25.3.   

 

 


