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COMPTROLLER GENERAL OF THE UNITED STATES
WASHINGTON, D.C. 20348

B-164912

. The Honorable John C. Stennis $.o &
C Chairman, Committee on Armed Services
United States Senate ’

Dear Mr. Chalrman:

In your letter of October 4, 1973 (app. I), you asked us to
continue our examaination.of.contractorshl.independent research.and
development (IR&D), including followup on the recommendations in

the report o vou of April 16, 1973 (Payments for Independent Re-
search and Do el ‘lunment and Bid and Proposal Costs, B-167034).

C’L; “T  We subse quently received a letter from the Chairman, Research
: and Development Subcommittee, Senate Committee on Armed Services,
C% ‘hand the Chairman, suuvcommittee on Priorities and Economy in Govern- -
ment, Joint Economic Committee, requesting a comprehensive review
< of the IR&D prozram. This review is in process and we plan to submit
» ¢ reports ol cur inamnus and recommendations to the Congress in time
for the fiscal veer 1878 authorization and appropriation cycile.

This report basically updates the implementation of section 203
| of Public Law 91-411, bv the Department of Defense (DOD), including
' actions taken on recommendations in our April 1973 report. This re-
port also summarizes the comments of Federal agencies on the de-
sirability and procticability of extending DOD's IR&D policies to these
agencies on a uniform basis Government-wide,

IMPLEMENTATION O SECTION 203

Section 203 requ ires, among other things, that DOD (1) not pay
contractors for e or bid and proposal {(B&P) costs unless the work
has a petential relationship to a military function or operatlon, (2) ne-
gotitae cdvance ©oreoments to estabhizh dollar ceilings with all compa-
nies that received more than »2 militon of IR&D or B&P pavments from
DOD in the preceding year, and (3) base the IR&D portion of the agree-
ments on company plans that are technically evaluated by DOD before
or during the fiscal year covered by the agreements.

s -
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Our April 16, 1973, report made seven recommendations to the
Secretary of Defense to improve the implementation of these portions
oi section 203, During the first half of calendar year 1973, DOD is-
sued a series of memorandums which provided new guidance to the
services. The guidance included actions in all the areas covered by our
recommendations, as fnllows:

o
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B-164912

--To bring about more consistent determination of potential mili-
tary relationships, all services were directed to use the Air
Force method. Althougch this guidance is presently in force,
DOD advised us in Februaryl974 that new criteria for deter-
mining relevancy were being considered.

--DOD recognized the desirability of negotiating advance agree-
ments before cost incurrence or early in the contractor's fis-
cal year and of seeking alternatives to solve the problems of
untimely negotiations. The services were instructed to nego-
tiate 3-year advance agreements to the extent practicable.

--Negotiators were directed to meet and exchange views toward
achieving uniform values to be used in negotiating advance
repmentq to insure that all contractors are treated c:nuﬁ';:‘r_ﬂ_y=

fajor unsolved issues are to be submitted to DOD's Technical
Eval ation Group or the IR&D Policy Council for resolution.

|)1m

--Results of the technical gquality evaluation of contractors' IR&D
are to have a meaningful and traceable effect on the negotiated
ceiling. The eiiect should be demonstrable. Each service is
to use its own procedure as long as the desired effect is achieved.

-—DOD encouraﬂ:d the practice of maintaining negotiation files
vl e e rotisnale and effect of factors considered in es-
Lablib;:.mg wie ceiling.

--DOD eliminated a practice that violated its own regulations; i.e.,
negotiators requiring contractors to cost share by spending more
than the program ceiling.

--As part of DOD's guidance to insure that all contractors are
treated eonitablv, after-the-fact relevancy reviews are to be
conducied as soon as reasonably possible after the close of the

contr. ctor's fiucal year.
The new cuidan cc, if pro;‘z}} implemented, should improve the
services' admimstration of TRAD and B&P prosrams., However, not
cnough tieoe . Lol ronee s guidance was 1ssued for it to be

Qlﬁl‘(,ltl’l“\ 1:‘}“11‘”)en’[€‘d to enable us to evaluate its effectiveness.
DOD's IR&D [Policy Council is considering DOD's policies and proce-
dures and the need for further changes.

As you suggestied, we asked DOD and industry associations {Council
of Defense and Space Industry Associations (CODSIA)) for their opinions
and recommendations. DOD believes that elevating the relevancy re-
quirement to & Government-wide relevance test would be in the best in-
lerests of the Government. Industry officials, represented by CODSIA,
also support a broader relevance test.

) BEST DOCUMET AVAILABLF
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CODSIA believes that section 203 and DOD's implementation has
repressed IR&D and B&P effort. It also believes that data indicating
cost growth is misleading in that there has not been an increase in
manpower expended. CODSIA states that it is costly and time con-
suming to prepare program brochures, go through technical evalua-
tions and relevancy reviews, and conduct negotiations of advance
agreements, It contends that B&P expenses, most of which are be-
yond its control, cannot be realistically subjected to the consiraints
of section 203.

See appendixes II and III for copies of DOD's and CODSIA's
letters.

NEED FOR A UNIFORM GOVERNMENT-WIDE POLICY

You also asked us to obtain the positions of Federal agencies hav-
ing research and development programs on extending DOD's IR&D
policy to these agencies on a uniform basis Government-wide. We
did so, principally throv-h correspondence. We contacted DOD; the
National Aercnautics and Space Administration; the Atomic Energy
Commission; the Department of Transportation; .ue Department of
Commerce; the Department of Health, Education, and Welfare; the
Depertment of Ilousin~ and Urban Develcpment; and the Environ-
menial t'roteciien aocacy.  we will be glad to provide you with
copies of their comiments if desired.

There s ro unanimity among Federal agency officials on the
need for a uniform Government-wide policy on IR&D and B&P nor on
whether that policy should be an extension of the DOD policy. Some
agencies do not leok upon IR&D as a major procurement problem war-
ranting special treatment. These agencies consider it a matter affect-
ing only the ucien=&/space/system-oriented agencies.

We concur wiih thwe recommendation of the Commission on Govern-
ment Procurcemont that IRED ond BAP receive uniform treztment,
Government-wide, with exceptions to be treated by an Office of Federal
Procurement {'clicy.

A requireinc at o UILD be relevant to exch individual agency's
needs is looked upon by some agencies as cumbersome to administer.
Industry spokemen also oppose such a requirement. If there must be
relevancy, a reguircment that the projects meet a Government need
would be more acceptable to most agencies.

The Commission recommended that only contractor cost centers
with morc than 50 percent cosi-type contracts be subject to an agency
relevancy reqquirenient. We do not agree but believe that all allowabie
projects should have a potential relationship to an agency function or
operation in the agency head's opinion.
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An exccutive agency task group is still studying the Commission's
recommenduations to arrive at a position on establishing a Government-
wide policy on [R&D and B&P.

OTHER MATTIERS

Small, faci-vrewing companies

In September 1973 we reported to DOD that a few small companies
had reccived whut they considered to be inequitable treatment in nego-
tiations wiin L3, Otker small companies were expecting to encounter
similar dif: cui*ics in the near future but hesitated to air them pre-
maturelv. e couid not locate a significant number of instances when
the reporica srisaaon hud occurred.

DOD to = the r;:'*' on that its regulations provide an adequate al-
ternative o ine fur.aula approach, including provision for analyses
to be uscd waere smell companies have not maintained adequate his-
torical recordz. A'so DUD does not believe it is a major problem but
has alericd i1 proonrement officials to the possibility of the situation

arising. ¢ plan to monitor the area.

IReD dar - Lonats

We ol o ~erlvreod vwork concerninge DOD's IR&D data banks. Cur
- E ote 2ol AT T U Lol 70 (-‘-J"O‘ czncees ior Independent Research
and Dos ey o7 : N oo Conrracts~--lesues and Alierna-
iives, B-iv v1g, bueo. 6. 1878), suggested that information on con-
tractors' (.. D »rcorams be recorded in a data bank to assist Govern-
ment scientists and engincers in selecting research projects. DOD
q1_1p5,3g}_}:-“‘;5" e 3l aned such a data hnnk at the Defense Documenta-

tion Cenioer ool It is si.n a trial period, which will end July 1,
1975,

The Arvyv ol~n b o 20 TRED dota bank at its Missile Command in
Huntsviile, =nduvpama,. Thne Command established this data b in
1870 to saw-rv the neoit o7 its ovin scientists and engineers.

In Av s 1 ; s oned the Srervetary of Bofense of the resut

s 10 rotar e :
of our study of the tuo buls. We conclu ided that there was duplication
of datla, Limutica vse of buniis' ouiputs, and low participation by contrac-
tors in providing input.

DOD expects thot evenmually no more than one IR&D data bank will
be required, but thie d.cision as to which bank it will be will not be
made until atter tr1al period for the DDC bank. Meanwhile DOD plans
to continue ‘Lh:ll ovirs ot bunkia, I is conceivable that neither bank
will prove to be chtI‘&Ulc and economically possible to retain, but

DOD does not believe this will be the decision.
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We will be glad tn provide you with copies of these reports to DOD.

CONCLUSIONS

Our work since our last report to you indicates that DOD is
trying, throush issuing new guidance, to improve the services' ad-
ministration of I1L&D and B&P. The effectiveness of its actions depends
upon the impl: mentation of the guidance by the services. Not enough
time has elavnsed for full implementation; consequently, we have not

1

yet evaluated the effectiveness of DOD's action.

Concerning the need to revise section 203, the relevancy require-
ment continues to be the major area of criticism by indusiry and DOD.
Industry would like to see the relevancy test dropped completely, but
if there must be a test, industry would prefer that it be applied to
the naticnal interest rezibier than strictly to 2OD. DOD ziso believes
that a Governmen'-wide test would be in the Government's best in-
terests.

We have reported in the past that the relevancy requirement of the
law is not clear as to criteria and intent. However, we doubt that it
would be an improvement to revise the law to provide that IR&D and
B&P for whicn DOD pays the costs be relevant to interests of the
i'ederal Lo\ crnment, In our opinion, the relevancy requirement is
oalv one ~=m ~t of ‘' e entire guostion of hor ~oniractors' IR&AD and
B&P progZraii. waouid be treated by the Government.

An intera~ency task group, headed by a DOD official, is studying
the recommendations on I1R&D and B&P of the Commaission on Govern-
ment Procurement, including the recommendation for a Government-
wide policy. WWe believe that any action on this matter should be de-
ferred until the task grcup's study has been completed and the executive
branch position is finalized.

Due to timie limitations, we did not obtain formal comments from
the Secretarv of Defense or other agency heads on this report. How-
ever, we discussed it with DOD ofiicials,

As your office agreed, we are sending copies of the report to the
Chairmen of the House and Senate Committees on Appropriations and
Government Operations and the House Committee on Armed Services.
Also, as agreed, we are sending copies to the Director, Oifice of
Management and Budget; the Secretary of Defense; the Director of
Defense Research and Ercinecring; the Secretaries of the Army, Navy,
and Air I'orce; the Secretary of Commerce; the Secretary of Health,
Education, and Welfare; the Sccretary of Housing and Urban Develop-
ment; the Secretary of Transportation; the Chairman, Atomic Energy
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Commission; the Administrator, National Aeronautics and Space
Administration; the Administrator, Environmental Protection
Agency; and the Executive Secretary, CODSIA.,

We plan no further distribution unless you agree or publicly
announce the contents.

We responded o your question regarding the development of
major weapun sysiums under competitive costi~type contracts on
March 15, 1974, We expect to report to you on the other items
in your letter within 1 month.

Sincerely yours,

Comptroller General
of the United States
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T. EDWARD BRASWELL, IR. CHIEF COUNSEL AND STAFF DIRECTOR

WASHINGTON, D.C. 20510

October 4, 1973
B-167034 ’

Honorable Elmer B. Staats

Comptroller General of the United States
General Acccunting Office

k41 G Street, N. W.

Washington, DC 20548

Dear Mr. Stasts:

The conmitiee has completed and published its report (93-385) on
. ~—% . - -
the fiscal yesr 1uy74 procurement authorization bill.

There are a number of items in the report wnich involve actions to
be taken by the General Accounting Office. Information on each of these
items [ollows:

1. Irders:isnt Dacscopeh and Developreand

Pace 104 of the subject report states,

"While there is general satisfaction to date in the
Departrent of Defense and in industry, additional time is
ne=ded to ccrrlete the implerenting =zeticns and acquire
more exverience os o bacis for any changes which may be
indicatod ns necessary to existing law. The General
Accounting OfTice is in agreement with the need for addi=-
ticnel tinc, wad his expressed its intention to continue
with the examination of this subject.

“The cormittee intends to follow these actions closely
and concider thz rerulrercnt for cny possible Turther legis-
lative actions in conjunction with the review of the fiscal
year 1975 authorization request.”

Renquest that the General Accounting Office conduct this further
investization including follow-up on the recommendations contained
in your revort B-1lo7034, dated Anril 16, 1973. The opinions and
reconmendations of beth the Departrment of Defense and appropriate
industry associutions should ve obtained and reflected in your
report. Discussions should be held with other governmental agencies
such as the Department of Transportation, Atomic Energy Commission,
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Honorable Dlmor B. Staats
Page Two

and the Mational Aeronautics and Space Administration, all of
whom have substantial researci and development programs to
deteruine the desirabllity and practicability of extending the
iaderendent recearch and developrent policy to ineclude their
organizations on a uniform basis with the Department of Defense.
The investication of this subjeet also should include considera-
tion oi the possitility of broadening the definition and applica-
tion ol relevancy to include all Federal azencies while at the
same tire extordin,: the IRZD provisions as represented in the
applicotle llilitery Procurement Authorization Acts to these
various agencles. The results of these discussions together
with apvrovriate recommendstions also should be included in

your recort.

2. Increeental Prosraning of RDTEE

Parss 112-115 of the subject report cover this subject and
set forith 3 cousuiridated and current policy statement, ineluding
definitions which resulted Zrom the coordinated efforts of the
comnitice sturll, tha Departrment of Tefense, and the General
Accountin., oiiice. In Itcet, as the rercrd uUAuvo, Lhe rovised
iners- -1 orooramins poliey was worked out to the mutual

P - <~
Slvaelda oo 0L 2.

L@ connittee and 4tho Lepzrvrant of Defense. In
cgesannr LitL ety ze report, you arc requested to con-
tinue ith your review oi the implementation of this policy as a

ollow-2n Lo your earlier erforts as reported in General Account-
ing Otfice rerorts B-10703Lk of April 18, 1973, end lay 15, 1973.
Your st g huli ineluCe 3 reevomination of the Trident weapon
s/otom LOSTOOT toagdr wewldn s)stems which would represent
an equituble sewiiin:s 0. the rograas o. eachh of the rilitary
Gepartoontes 1o esient to which Uirso-tier suw.contractors are
eoin L rl Jon osansi8 ez wzde o tter of swecific treatment
sinec thic is o ..ew c1bn1ucant item coverced under the revised
poricy . CoczInic o.olld be sinivied m the vosults of your find-
insc tofwether - ith o reconzencations which you may deem appronriate.

(.‘ Iz
b
1

4}

e
()

"1,

-~

Se Mudor Wenroot 3.stens De 2lovea Under Coroetitive Cost

Rells. rsel . L 0 F Jontractso

<

This subject it covered on pages 115 and 116 of the committee
report which includes un exprescion of the concern of the committee
that there wmuay Le & nced Jor the Departucnt of Detense to examine
the criteria, roliecy, and nrocedures contained in the Armed Services
Procurement ke, aluiisns ana ouvney dircctives to insure that the
source selection vrncess is bLeing uniformly apuvlied end that the
interests of' all parties involved incliding the government are
equitably considered and fully protected. The report requests that
the Depuartment or Defiunse conduct such ar examination and advise the

DCOT RANLRITNT AYAN ARIE
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Honorable Llusr B. Staats
Pace Three

cormittee what if any changes sghould be made as a result of

the commitbue's views. As indlcated in the report, the General
Accounting Oufice is requested to participate in this review and
‘submit its independent findings and recommendations to the
coznittee.

b, Us

e of Sreeial Tercination Costs Clause on Certain Research
end Develocaent Contracts

On vares 118 and 119 of the committee report the committee
explains the use of the spécial termination costs clause on
research and development contracts and encourages the use of
this clazuse to o greater extent by all of the military depart-
ments. The General Accounting Office is regquested to examine
the use of this clause to the extent that i1t has been included
in recent contructs and obtain the opinions of the various
industry associations and the Department of Defense on the
wider application of this clause in future Department of Defense
contracts. Comments with appropriate recommendations will be
sutnitted to the committee.

InTorz2l neetins have been held between the committee staff ani the
repregentitives of your arcency to disecuss each of the items contained I
thic letter. In order for your reports io be useful to the commitiee in
its concideration of the fiscal year 1975 nmilitary procurement authoriza-

tion request, such reports should be submitted by March 1, 19T7h.

Sincerely,

Jghn C. Stennis
airman

J
©d
i
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APPENDIX II

P T DIRECTOR OF DEFENSE RESEARCH AND ENGINEERING
3 WASHINGTON 25, D. C. C

12 FEB 1974

Harold H. Rubin
Deputy Director (Technology
Advancement)
General Accounting Office
Washingten, D.C. 205h

Dear Mr. Rubin:

forwards DoD's response to the questions raised in your
mber 1973 concerning independent research and develop-
responses have been coordinated within the Department
I3 rclicy Council composed of Assistant Secretaries of
R&D and =50 Irom OQD the Army, Zavy and Air Force. Representatives
rou o Aahe wad JAZA el as cbservarz to the Policy Council and, although

uney may diiier with our respconse in some places, they did participate
with us in developing this response.

Ve
PRSURN

Cur resncnce rerresentis current Dol policy which has evolved through

nearly eatinucus couly over thz rast 15 years. However, during the
doveaer Lt o) Ll oresrons in issues arose which seem worthy
ol Tiriher oorminaticn durdns sprinz and swmer. Accordingly,

taroush tnic ulo c varicus arces, we are exploring In greater

depol: these issues. They inzlule: a reexaminatioa of the benefits of

IRaD both to tne contracteor and to the Government; an analysis of

possible additional irprcvementz to the process of evaluation, negotiation
and ubillialin of IRGD and 113,11* an examinaticn or ctner alternatives
Tor acccerrlli..iny the objectives ol IRD.

Based both on oy industrial ané my government experience, I am a

STTOIYT fuNp- el (1 snir.  Loam convincesd toat the United States!
echnelo -y bare needc the frech, unfettered inderandent research that
IR&D provides, In tois iisht, each of the examinations montioned in
to provices tarncral ds cooding te mailindoe the return on our invest-
wment in IRed).

e

As we complete cur future studies, they will be available to the Congrecs
and the GAO. I belizve you may find them useful in your continuing
studies cn IR&D. If you have any questions regarding our responses to
your questions or on cur future studies, please call me or any member

of my staff.

Sincerely,

BEST DOCL ZNT AVAILABLE %/z% T

/)2%9 Malcolm R. Currie

Fnclozure
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Questicn A - "The actions taken and your ccuments on our seven
recormendations relating to DoD's administration of contractor's
IR&D and I%P prosrans suwmarized on pages 36 and 37 of our report’
dated April 16, 1973."

Answer - Cur letter of 1 August 1973 responded to the recammendaticns
of the GA0 report referenced in this question (Report B-16703%, 0SD
Case 3003). We have only the following additional camments to add

.
+9m
w

Re the determination of potential milifary relevance

The DoD Technical Evaluation Group for IR&D has considered
alternate IR criteria proposed by Industry and the Services. A
draft of new criteria for MR determination to replace those of the
13 March ODDRE memo has evolved. The IR&D Policy Council will review
this study to determine whether further policy guidance is required.
This action will be taken during the first half of 1974.

Re uniform nerotiation procedures

Iy the joint DDRZ/ASD(ZGL) memorandum of 18 April 1973, the
Militery Lepartments! central offices and the DSA/CAS central offic:
were requessted te exchange views and informaticn in an endeavor to Zind

a basis for uniform treatment of centractors. The IR&D Policy Council
will consider the efforts to date to determine whether and what policy
guidance rmzy be required,

Re cuantificaticn of technical cuality of TR&D procrams for th~
purpose or uniformly recognizing technical guality in negotiated
ceilingzs -

~

The above referenced 18 April 1973 memorandum also provided
guidance for the achievement of this reccrmendation. The results ¢l
this guiamice have nct yet been assessed or reviewed by the Policy
Council. This will be done and the need for further action will
be determined.

‘Re elimination of cost sharing from the first dollar

This has been resolved and all Government negotiators have
eliminated the practice.

1t
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M3t T - "Yeur comments on the recommendatioms contained in the
repert of the Commission on Government Procurement.

Answer - The DoD has not yet adopted a position on the COGP recommenda-
tion ©-10 or cn the two dissenting positions. We, therefore, are
able to provide only limited comrents.

Poth the majority recormendation and the first dissent are
based on present procedures and differ primarily as to amount

o~ e T AR Y LRI Ce i l1le

control to be exerc1sed by the Government,

The majority position would provide the IR&D/B&P costs of any
contractor ccst center with 7u% or more fixed price Government and
commercial sales would be allowed without regard as to amount. Our
analysis cf this, based on 1972 costs, indicates that over $100
million wculd be added to DoD costs 1f this were adopted. The
recr"ﬁﬁﬂﬂ'**ﬂﬁ farther states that the DoD formula would be used to
nejotiate ceilinzs for the few remaining contractors. This would
add still —ore cost to DoD contracts. We do not believe such a
policy iz acceptatle to the Congress and we are not prepared to

absorb thcse additional costs.

the recommendation appears
procedures excent that the

exanine non-Govermment werk
underctand the ra LlC”llC ior this
we are very conccerned about the size of

: senerzted. COur major contractors may have

hund*eds of contracts that would be subject to review
by DoD technical personnel, and we simply do not have the manpower

resources to devote to the examination of these contracts.

iyl

Eoth the majcrity reccommendation and the first dissent include
*he cwrrﬂnt reguiraront for relevoiney; that is, relevant to a agency':s
verations. We believe in conjunction with NASA, that the
reqquevau ror relovancy to an azency mission or operation is an
illerieal and Inr--ly anrnqvc‘iv; cacrel which could, in some

e to the detriment of the overall, bebt interests of

-
v+hiay o149 omen -v]ﬂ = A avmpatr palasrannts ot
DNV SSNaI A Ul S-S S v e Rl el Vaaaey ¥

unwor«que in the ceontext of a Ccovermment-wide policy and procedure.
~ - “<4-
N R iL.

regulirenmen

instances, crera:

-~
TSRS A e

- f o~ P o - Py - ') s ~ L

Dissent #2 provides some ideas worth investigating more deeply
for possible inncvative approaches to handling IR&D and B&P. These
will be further studicd during this year.
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Question C - "Current Status of the Study and Recommendations of
the IR&D Felicy Council.”

Answer - Recommendations under consideration by the IR&D Policy
Courcil are not presently defined. The new Council, which firsi

met in October 1973 will be considering in its future meetings
current IRZD policies and procedures and the need for changes. Among
the topics for Council attention will te any recammendations offered
by the ad hoc worxing group reconstituted by Dr. Currie in October
1973. An updated report will be available where review is campleted
by the Folicy Council.

[See GAO note.]

Guestion E - "Your comments on the requirements of section 203, Public
DR B by - tn . - 73

Law 9i-iLul, bazed on enother yoar's expericnce, 2nd your recommends-
tions., if arny, of actions recuired by the Congress to improve

L - H "
implementation.

Ansver - Fased on our additional year of experience, we have no
suggestions for changing the statute. We do believe, however, that
elevating the relevancy requirement to a Govermment-wide relevancy
test is in the best interests of the Govermment.

As far as our implementatior of the current policy, we will be
studying ithe conversion of the memoracnun guildance into more permantni
type o d-zummmt.  As part of this cenversicn, the effectiveness of
the guidance will be consicdered and any lessons learned will be used
to improve the IR determinailions.

GAQO note: Question D and questions F through S and DOD's
answers have been deleted as not being pertinent
to the report.

13
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WATERGATE SIX HUNDRED, SUITE 420
WASHINGTON D. C. 20037
{202) 338-6212 and 6213

February1ll, 1974

Harcld H. Rubin, Deputy Director

U.S. General Accounting Office

Procurement and Systems Acquisition
Division, Technology Advancement

441 G Street, N. W.

Washington, D, C. 20548

Dear Mr. Rubin:

This is in response to your letter of January 10, 1974 requesting
the views of the Council of Defense and Space Industry Associations
(CODSTA) concerning various aspects of Independent Research & Develop-
ment (IT%D) and Bid and Proposal (B&P) costs, To give full significance

to our counments, you are respectfully reminded that CODSIA is a vol-
vatary coencil of seven indusizy trade associations vhene membersg have

interest in the defense and space fields. CODSIA member associ-
represent vivtuvalliyv :11 of the major defense and space contract:
ds well 25 wmany e-nller firms engaged in both prime and subcontracting
including the supply of components, parts and services. Over one
thousand small, medium and large companies, located in all areas of the
nation, are represented by CODSIA's current member associations. Most
of these companies, although contributing significantly to defense and

space efforts, are primarily commercially oriented. Thus, you may be
assured that our comwents fairly reflect industry's views on IR&D and
B&P,
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BROADER RILEVANCY DEFINTITION
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If there is to be an "application of relevancy'" (presumably this
refers to a

a statutory recuirement similar to the '"potential relation-
ship to a

military function or operation"), it should encompass the

total interests of the U, 5. Government, not limited to the mission of =
an individual agency., We believe very strongly that this broader def- :éz
inition would promote the best interests of the nation, whether applied =4
only by DoD or by other Federal agencies as well. This would be con-
sistent with interests expressed by Congress in defense/aerospace con-
tractors' diversification into other (non-military) areas of nationmal
concern, such as energy, pollution, health, and housing.
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Conversely, application by each agency of a relevancy test limited §%1
solely to its functions or operations would be prejudicial to the
national interest. Government contractors are being repeatedly asked,
both privately and publicly, what reasonably can be done to enable them

individmillyv and ecallectivelv o nartricrinate mare fullv in srimnlatine
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broadeninT wd ipployrr - nationil technology and thereby assist in im-
proving the deterio:r tiong bawince of payments, in encouraging diversi-
fication of government contractors, and in supporting other high
privrity n.ti.nonl citl and economic objectives, Certainly, basing
allowance of contractors' IR&D on any individual agency's needs to

the (xclusion of other government and national interests can not reason-
ably be expected to motivate contractors to address the multiple govern-
ment needs.

We would be remiss if we did not again point out that prices paid
for goods and services procured by all commercial customers and Federal
agencies, not just those which have substantial R&D programs, must
" reflect a portion of the suppliers' IR&D and B&P costs. Extension of
the IR&D policy to additional agencies with anything other than a broad
requirement for potential relationship to total U, S, Govermnment interests
would create a chaotic situation,

In considering this matter of the acceptance of IR&D expense based
on the relaticuship of those efforts to particular agencies' interests,
it should be recognized that the Government obtains the benefits flowing

from a contractor's total IR&D program while participating in only a

share of the costs For example. the raﬂnnf1v nnh11chod DaD vnncrf
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BROADER APPFLICATION OF DOD POLICY

You invited our comments on the desirability and practicability
of extending the IR&LD policy to other Federal agencies having sub-
stantial R&D programs, on a uniform basis with DoD.

It is our firm conviction that present statutory and regulatory
limitations imposed on suppliers under DoD contracts and subcontracts
are detrimental to the national interest., Extending the current DoD
restrictious to other agencies, therefore, would be equally undesir-
able. However, if there must be special restrlctlons, as for example,
cost ceilings as well as the test for potential relationship, we then
reaffirm our position in favor of a common policy for all Government
agencies, provided it is equitable and practical. 1In such case, broader
asplication of the DeD policy would be acceptable. It is our nndpr-

standing that your current comprehen51ve examination of IR&D and B&P
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ne ludes consideration of alternative nolicies, and we nlan to prov
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our inputs on alternative approaches later during the course of your

s

You solicited our comments on the benefits of IR&D and whether
any such benefits can be quantified and convincingly presented to the
Congress.
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Industry is now in the process of developing insformation and ex-
amples of the several types of benefits flowing from IR&D, which may
help secure a wider understanding of this fundamental and vital subject.
Upon completion of this effort, it is industry's intent to present this
information to you,

The complexity of the task of tracing the contributions of R&D
to operational systems or hardware fielded operationally many years
later is not widely understood. Perhaps the best documented study of
this nature is DoD's Project Hindsight which required 40 professional
man-years over a calendar period of 2% years beginning in 1964 to study
20 systems, Significantly, in the words of the Study Director, Dr.
Chalmers W. Sherwin:

"It is not the great breakthrough, but rather the cumulative,
synergistic effect of some 40-odd innovations which make the
radical improvement., Each of the innovatioms, taken by it-
self, would produce little or no improvement."

IR&D is that effort which a contractor undertakes at his own dis-
cretion for the purpose of maintaining and enhancing technical compe-
tence to serve future customer requirements, It is the fundamental
source of new ideas, new products or techniques which enable a con-
tractor to provide improved products or services to meet customer de-
mands. Prudent company management must tailor its research and develop-
ment prooram in accordance with such factors as the competitive environmentc,
its chosen fields of technical expertise, the most productive use of its
resources, an. Lie relevance of the prozram to the objectives of the
corpany and 1ts customers, ILn this process, company management must
have the irecdym to choose the fields of endeavor and to terminate pro-
jects or initiate new projects when judgment deems such action appro-
priate, The most successful breakthroughs in technology are usually
evolutionary and only through the continued efforts of many programs in
many companies can the nation be assured of realizing a sufficient num-~
ber of breakthroughs that will enable it to maintain technical superiority.

IR&D in this respect is thus quite different from funded effort.
Under funded programs the technological building blocks have usually
been established, frequently as a result of IR&D efforts, and a par-
ticular goal has been identirfied, The funded effort is much narrower
in ccope because each project is aimed at a specific task. Thus,
funded effort and independent eiiort are complementary to each other.
There is a need for each.

In our view, an underlying benefit of the IR&D program is the re-
duction of risk to the government, For example, industry rarely has
been successful in attracting contract R&D funding from DeD laboratories
to support new ''breakthrough" devices or emerging technologies without
some prior homework establishing feasibility. After all, Government
laboratory managers want to succeed, too, and it is natural for them
to favor projects which have demonstrated reasonable probability of
success, Similarly, proposals for large engineering development and

BEST DOCUMENT AVAILABLE
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production programs must include considerable proof by the contractor
that major technical risks have been identified and reduced to a prac-
tical minimum. Such proof will include error analysis under simulated
mission profiles, environmental studies, and sometimes the construction
and flight test of hardware, all before the government commitment to
the program has been made. In our opinion, this kind of forward pro-
jection is responsible for the technical superiority this nation has
achieved over the rest of the world,

IMPLEMENTATION OF SECTION 203

The third and last matter on which you requested comment was in
regard to DoD's implementation of Section 203 of the current law. 1In
view of the more extensive GAQ study now underway, we have chosen to
limit our comments to the following problem areas:

Redvction in Actual Effort - We continue to be concerned with the
arbitrary reductions of contractors proposed IR&D/B&P program costs
recoverable under government contracts, reported to you in our letter
of November 21, 1973 on the same subject, In commenting on this aspect,
GAO Report B-167034, Payments for IR&D and B&P Costs, dated April 16,
1973, stated that i~dustry views in this respect could not be supported
at the time of the GAO study. Nevertheless, industry is still of the
view that arbitrary negotiation objectives continue to erode the actual
technical offort av~ilable to apply to TR&D and therefore seriously
impact contractor's and the industry's long term ability to provide
needed techanolor v to DeoD and other government agencies, 1In this re-

spect, we ur:e that the GAO reexamine this matter as a part of its
current studies,

Further, with regard to B&P specifically, the government has a
powerful and direct influence on B&P costs through its procurement
policies, For exarple, industry's experience has been that more and
more recent solicitations are calling for a variety of program manage-
ment plans (configuration, reliability, maintainability, quality, etc.)
to be included in the proposals. These plans are often identified in
terms of Data Item Descriptions and might more properly be required as
post-award contract data items. Usually, the plans submitted with the
proposal are considered as drafts with revisions only required after
award, The net result is the shifting of what would be a contract ex-
pense to a B&P expense., Frequently, proposals often also require the
submission of one or more appendices. Therefore, a contractor is not
in sole control of the amount of B&P effort required to be responsive
to the Govermment's competitive procurement objectives. Congress and
the Government should understand that there is a major inconsistency

between ceilings on B&P effort and the Congressionally mandated policy
of competitive procurement,

The data submitted by DoD with respect to IR&D and B&P costs in-
curred by major contractors indicated approximately a 10% growth for
1972 over the 1971 costs. However, that cost increase resulted from
mandatory expansion of definitions, mandatory changes in contractor
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cost daccountit.s systems, and inflaction - not froum an increase in man-
power expended on IR&D/B&P. Senator McIntyre, Chairman, Research and
Deve Llopment Cormittee, Senate Armed Services GCommittee, also discussed
this aspect in his report to the Senate on May 8, 1973 (see Congres-

sional Record of May 8, 1973, pages $-8582 and 5-8583).

We believe that the erosion discussed above is continuing and for
this reason, we are working on an up~date of the chart appended to our
CODSIA letter of November 21, 1972. Upon completion, the results of
this current survey will be submitted to the GAO.

Recommendation: Reports by DoD and the GAO to Congress should
show trends in technical effort, as well as cost, and should
include explanations of the factors causing changes in both
costs and levels of effort,

Recovery by Smaller Contractors -~ The regulations provide that
those contractors whose IR&D/B&P programs do not exceed the two million
dollar threshold, and hence, are not subject to mandatory advance agree-
ments, will be reimbursed on a formula basis. This provision recognizes
that it is not financially prudent to impose on the contractor or DoD,
the administrative burden of negotiating advance agreements within the
criteria of the ._.ent ASPR at this relatively low level of expendi-
ture. However, it has been the practice of some of the implementing
personnel in the field to require these contractors to submit data per-
tainiug to potential military relationship. As tnis data is not reaulty
available, or considered available, the contractors are subjected to
losses based upon unilateral determinations.

These regulations also provide that a contractor under this two
million dollar threshold may seek a negotiated ceiling in lieu of the
formula, recognizing that many small companies in a period of rapid
growth would be prejudiced by the formula allowance, However, no im-
plementing instructions have been issued defining the criteria for
negotiation under these circumstances or identifying the DoD official
responsible for the negoriation. The GAQO report and recommendations to
DoD (Office Letter B-167034 dated September 17, 1973) do not solwve
these problems as they basically endorse the application of the present
ASPR which requires historical detail not customarily kept by small
businesses. In this regard, perhaps GAO should also examine the total
practicobility of the statute,

It is recognized that these problems may involve a relatively
small number of companies, and represent only a small portion of the
total IR&D dollars. However, we are sure that many elements of Congress
have a keen interest in the small enterprising, technological companies
as important contributors to the American economy.

Recemnendation: Appropriate changes should be made in the
statute and regulations.

BEST DOCUMENT AVAILABLE
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IRED VERSUS B&P

There is another matter that concerns us in connection with the
several current Covernment activities related to IR&D and B&P costs~- - =
namely, the too-frequent practice of lumping B&P into IR&D and consi-
dering thum as one and the same for all purposes. Doing so causes
confusion and misunderstanding and frequently results in failure to
«sdas namkh Fsema ~F Affarrs 3nm d+e ~tom diaFinst marcnantire
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technologica apablllty and adequate competition within our priv
enterprise system, and both are normal costs of doing business which
must be reflected in the prices of goods and services sold to all
customers, commercial as well as government,

However, IR&D and B&P are not identical. In particular, they are
quite distinct as to their purposes and, as previously noted, as to
the extent of contractors' control over the timing and the amounts of
effort to be expended,

IR&D and B&P complement each other and both complement other key
elements in the Government's procurement policies and practices.

We hope that the differences between IR&D and B&P, as well as
their siziloriries and their comp nlomaentary acpocte will he arscorded
Lo L S L A A N -I-LLLJ, \.—U&lstl .I.\.alllbhll_!—s&] uuy\.—\-l—u N de de e L N b W A kA
appropriate consideration in the current Governmental studies.

In clesin’, we wish to e\press our appreciation for the opportunityv
to provide tao.o coomoents as the consensus of the opinions expressed -
the member associations of CODSIA. We trust that they will receive duz
consideration in the course of your review and, as has been your custom,
will be appended to your final report to the Chairman of the Senate
Armed Services Commitcee,

Sincerely,

P
J. A, Cariraus Jostph M. Lyle
Stafi Vice President President
Electronic Industries Assgn, Naticnal Security Industrial Assn,
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Eéri C. Harr, 3.
President

Aerospace Industries Assn,
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Shipbuilders Council of America

A G,

Francis P, Rooney, Managery/
Defense Liaison Department

Motor Vehicles Manufacturers Assmn,
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