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The Honorable Will ia,m Proxmize 
Chairman , Subcommittee on ?riorities ,, . 1 

and Econcmy in Government 
Joint Economic Committee 
Congress of the tinited States 

Dear fir. Chairman: 

We are responuing to 
r 

our letter dated September 30, 1975, 
asking for details on tne implementation of the concept of 
line-item contra-1 of contractors’ independent research a-n+ *- 
development +3X&-&j and bid and proposal FPj costsJ 

In Narch 1971 we reported :hat we believed a line-item 
control of payments to major defense sontractors could be 
developed. However, we stiggested that such controls not be 
imposed by legislation at that time pending evaluation of tile 
controls of section 203 of P..&lic Law 91-441, which h?d 
become effective January 1, 1971. Xe felt that. the statute ‘3 
restrictions might achieve results comparable to those sought 
by a line-item control mechanism. 

The Commission on Government Procurement studied the 4Q-f 
t controls developed under section 203 for IR&D and B&P. In 

its report, issued in December 1972, six Commissioners sup- 
ported a majority position b.+ich wiry directed toward a reduc- 
tion in the administrative activities related tc IR&D and B&i' 
by relaxing controls over some contractors. I was onl? of 
five dissenting Commissioi:ers who felt this recommendation 
would increase fR&D costs. We supported instead the procedures 
adopted by DOD pursuant to section 201, with certain modifications. 

In our report to you, dated June 5, 1975, we suggested that 
the issue be resolved by a statement of congressional policy. 
We recommended that this pal icy be based on a combination of the 
principles on which the Procurement Comlnissioners agreed and 
those contained in dissenting position 1. This posP:ion was the 
basis for our statement before your Subcommittee on SepLeznnSer 17, 
1975. 

Many of the questions which followed our prepared state- 
ment were directed toward the use of a line item for con- 
trolling 1.9&D and S&P costs. If the Congress desires advance 
cost visibiiity and more control than is provided under the 
present method, I said in my testimony that I did not think 
lt iiTIpOSSiS1s f3r an agency to come before the Congress and 
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outline its total requirement, t:,e general areas it. wants to 
emphasize. The Congress wouid then ?ave the option of putting 
on a ceili:tg or 3 iving guidance in :. committee report. I saw 
the question of a line item as being of lesser importance 
than full disclosure as to what the total amount would be. 

I responded favorably that there ought to be full dis- 
closure, an advance agreement by the Congress as it considers 
the budget, and an opportunity to establish limitations or 
give directions. I preferred the line item as being perhaps 
the simples, way to accomplish this objective. I saw no need 
or the feasibility of requiring the same detailed justification 
as you now have with respect to project authorizations. 

This method would provide greater assurance that IR&D 
would compete with other research activities for RDT&E funds 
and would be considered along with R&D in competing with i 

z other DOD acti17ities for DOD funding in the budget. In the 
absence of evidence of waste or lack of benefit under present 
practice, we assume that the amount of the line item that could 
be justified would be about the same as the Government now 
shares through the operation of the IR&D advance agreements. 

The Government could also contract directly with contractors 
for the IR&D it wants. The work statements for these contracts 
could be based on the IR&D brochures that are currently prepared 
by companies and are the basis of the IR&D advance agreement 
negotiations. The method of contracting for this effort should 
be a level-of effort type contract with flexibility on the 
part of the contractor to start projects, stop them, revise 
and reprogram them as necessary, thus giving the contractor 
the necessary independence required for these activities. 

All companies could be covered by the direct contracting 
for IR&D effort or as an alternative direct contracting coulrl 
Se limited initially to those major contractors presently re- 
quired to negotiate advance agreements. Smaller contractors 
not now covered by advance agreements could continue to receive 
reimbursements under the present method. 

Assuming a system of limiting payments by a statutory 
ceiling and entering into a special contractual arrangement 
for the contractor’s current year’s effort, there will be 
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a need in the initial year for a special provision to provide 
for amer,ding long-term contracts awarded in past years which 
provided for I&D and B&P payments through overhead. This 
could be accompliched by contract amendments negotiated with 
individual contractors as required. 

Comptroller General 
of the United States 

/cl-. cc: ./ The i-lonorable Thomas J. McIntyre 
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._ .__ -- --. ---- ----.--. - 
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The Honorable Thomas J. McIntyre 
Chairman , Subcommittee on Research . 

L \ and Development 
Senate Armed Services Committee 
United States Senate 

Dear Mr. Chairman: 

We are responding to your letter dated September 30, 1 75, 
asking for details on the implementation of the concept of 
line-item control of ccntractors’ independent researcn and 
development (IR&D) and bid and proposal (B&P) costs. 

In March 1971 we reported that we believed a line-item 
control of payments to major defense contractors could be 
developed. However, we suggested that such controls not be 
imposed by legislation at thatz time pending evaluation of the 
controls of section 203 of Public Law 91-441, which had 
become effective January 1, 1971. We felt that the statutz’s 
restrictions might achieve results comparable to those sought 
by a line-item control mechanism. 

The Commission on Gcvcr:1ment Procurement studied the 
controls developed under section 203 for IR&D and B&P. In 
its report, issued in December 1972, six Commissioners sup- 
ported a majority position which was directed toward a reduc- 
tion in the administrative actillities related to IR&D and B&P 
by relaxing controls over scme contractors. I was one of 
five dissenting Commissioners who felt this recomx,endation 
would increase IR&D costs. We supported instead the b’ocedurcs 
adopted by DOD pursuant to section 203, with certain modifications. 

In our report to you, dated June 5, 1975, we suggested that 
the issue be resolved by a statement of congressional oolicy. 
We recommended that this policy be based on a combination of the 
principles on which the Procurement Comaissioners agreed and 
those contained in dissenting position 1. This position was the 
basis for our statement before your Subcommittee on September 17, 
1975. 

lYany of the questions which followed OUT prepared state- 
ment were directed toward the use of a line item for con- 
trolling IR&D and B&P costs. If the Congress desires advance 
cost visibility and more control than is provided under the 
present method, I said in my testimony that I did not think 
it impossible for an agency to come before the Congress and 
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outline-its total. reqdirenent, the general areas it wants to 
emphasize. The Conaress would then have the option of putting 
on a ceiling or giving guidance in a committee report. I saw 
the question of a line item as being of lesser importance 
than full disclosure as to what the total amount would be. 

I resronde& favorably that there ought to be full dis- 
closure, an advance agreement by the Congress as it considers 
the budget, and an opportunity to establish limitations L\r 
g ive d ii ect ioils. I preferred the line item as be!ng .oerhaps 
the simplest way to accomplish this objective. I saw no need 
or the feasibility of requiri,lg the same detailed justification 
as you now have with respect to project authorizations. 

This method would provide greater assurance that IRhD 
would compete with other research activities for RDT&E funds 
and would be considered along with R&D in competing with 
other DOD activities for DOD funding in the budget. In the 
absence of evidence of waste or lack of benefit under present 
practice, we assume that the amount of the line item that could 
be justif ied would be about the same as trhe Government now 
shares through the Jperation of the IR&D advance agreements. 

The Governm,?nt could also contract direc:tly with contractors 
for the 13&D it wants. The work statements for these contracts 
could be based on the IRSrD brochures that are currently prepared 
by companies and are the basis of the IR&D advance agreement 
negotiations. The method of contracting for this Lffort should 
be a level-of-effort type contract with flexibility on the 
part of the contractor to start projects, stop them, revise 
and reprogran them as necessary, thus giving the contractor 
the necessary independence required for these activities. 

Al 1 companies could be covered by the direct contractin? 
for IRbD effort or as an alternative direct contracting could 
be limited. init ially to those majot- contractors presently re- 
quired to negotiate advance agreemtints. Smaller contractors 
not now covered by advance agreements could continue to receive 
reimbursements under the prc:sent method. 

Assuming a system of limiting payments by a statutory 
ceiling and entering i,lto a special contractual arrangement 
for the contractorfs current year’s effort, ther: will be 
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a need in the initial year for a 
for amending long-term contracts 

spec ial grov is ion to prov itit: 
awsrded In past years which 

provided for IR&D and B&P payments through overhead. ‘This 
could be accomplished by contract amenbs;ents negotiated with 
individual contractors as required. 

Comptroller General 
of the United States 

c,,; cc: The Honorable William Proxmire 
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