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WHY 1'H;': Rt'Vlt'W WAS MA DE 

NEED FOR IMPROVED GUIDELINES IN CONTRACTING FOR 
RESEARCH WITH GOVERNMENT-SPONSORED NONPROFIT 
CONTRACTORS 
Department of Defense, et a1 B-146810 

On April 3D, 1962, the President transmitted to the Congress a report entitled 
"Government Contracting for Research and Development." Subsequently extensive hear­
ings were held by the House Government Operations Conmittee. The subject was and 
continues to be highly important. 

Research and development expenditures in 1962 total ed $10.3 billion; BO percent was 
administered through non-Federal Government organizations. For 1969 the total is 
est imated to be $17.3 billion; the ratio expended by non-Federal and Federal organi­
zations is about the same. 

GAO has reviewed one of the more difficult and controversial elements in the 1962 
report: the purpose, amount, and use of the "fee" or management allowance provided 
for sponsored, nonprofit organizations. Total expenditures for fees--to the extent 
of about $9 million annua11y- - i s less important than t he question: have the purpose 
of the fee and the 1962 guidelines been carried out? 

E'INDINGS AND CONCLUSI ONS 

GAO concluded t hat the purpose establi shed for the fee in 1962 has not been accom­
pli shed satisfactoril y and the fee has not been administered in accordance with the 
1962 guidelines. 

GAO found that the allowances paid to nonprofit organizations a~d the bases used for 
detenn i ning those allowances va r ied si gnificantly among Government agencies . In 
some ~hey were being accumulated to permit diversification into new fields. Allow­
ances were not being used to an appreciable degree to conduct independent research . 
(See pp. 21 to 44 . ) 

Tne issue of the purpose, amount, and use of the fee, in GAO's opinion, is a major 
one--although only one of severa1--in defining the appropriate role of the 
Government-sponsored nonprofit organizations . 

GAO noted, for example, that no action has been taken with respect to one important 
reconmendation in t he 1962 Pres i dential report: that consi deration be given to the 
establisnr,lent of Gov e rnment "Ins titutes . 1I The propos al envi s ioned that these in­
stitutes, although su bject to the supervision of a Cabinet officer or agency head, 
would be "a separate corporate entity directly managed by its own board of regents" 
and would "enjoy a considerable degree of independence in the conduct of its inter­
nal affairs." The objective would be to provide for in-house research and develop­
ment programs and needed flexibility while retainin9 "effective public accountabil­
ity and control." (See p. 59.) 

dfXOMfl£NDATIONS OR SUGGESTIONS 

GAO suggested in its draft report sent to various Government agencies and to the 15 
nonprofit organizations for comment that Government-wide guidelines as to the amount 
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and usage of fees be established (see p. 45) and that the establishment of Govern­
ment "Institutes" to administer certain research and development programs be con­
sidered (see p. 59). 

AGENCY AND CONTRACTOR RESPONSE"S 

Many agencies agreed that there was a need for Government-wide guidelines concerning 
manag~nent allowances for sponsored nonprofit organizations. Some agencies and con­
tractors did not agree. (See pp. 47 to 58.) Most of the agencies felt that consid­
eration of the establishment of Government "Institutes" was warranted. Contractors 
in general did not cOIlment on this. (See p. 59 . ) 

ISSUES FOR FURTHER CONSI DERATION 

In the 7 years since the executive branch policies on contracting for research and 
deve 1 opment were es tab 1 i shed, t here have been major advances in the capabi 1 ity, as 
well as increases in the number, of educational, sponsored nonprofit, and industrial 
organi zat ions to perfonn such work. At the same time, Federal Government capabi 1 i­
ties have likewise increased through improvement in salaries and implementation of 
other steps envisioned in the 1962 report. 

In view of these changes and the importance of the subject of the proper role of 
Government-sponsored nonprofit organizations, GAO believes that a Presidentia1-
directed interagency or c~lmission study is warranted. As an alternative, GAO rec­
ommends: 

--That the Bureau of the Budget prescribe Government-wide guidance to agencies in 
establishing and contracting with sponsored nonprofit organizations, designed to 
enable Government agencies to achieve a balance between the flexibility needed 
by the organization to perform capably and the amount of Government supervision 
required. The guidelines should limit the management allowance to the amount 
needed to enable the organizations to accumulate a reserve to provide operational 
stability during temporary reductions in contract work and to pay prudent busi­
ness expenses not otherwise reimbursable. 

- -That the Bureau of the Budget and the Civil Service Conmission conduct a 
follow-on study to consider what types of organizations could best assist the 
Government in fulfilling its research and deve1opn~nt missions, including con­
sideration as to the desirability and feasibility of establishing Government 
UInstitutes." 

LEGISLATI VE PROPOSALS 

None·. 
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NEED FOR IMPROVED GUIOEL ItJES IN CONTRACTING FOR 
RESEARCH WITH GOVERNMENT -SPONSORED NOllPROFIT 
CONTRACTORS 
Uepartment of Defense, et al 6-146810 

0.1 Apr i I 3D, 1%2, tile Presi dent tra.nsm i tted to the Congress a report entitled 
" 0overtllll~nl Contracti ng for Research and Uevelopment." Subsequent l y extensive ile ar­
ings "ere he ld by Lhe House Government Ovcrations COlllmittee. The subject ,,~s and 
continues to be hiyhlyimport an t. 

Research and development expendi tures in 1962 totaled SIO.3 billion; 80 percent was 
~ dministered through non - Fede ral Government organizations. For 1969 the total is 
estimaLed to be S17 . 3 billion ; the ratio expended by non-rederal and Fedcra'! organi­
zations is abou t the ~ anlt! . 

GAl) has r evie:>led on of the more difficult and controversial eletllents ; 1) the 1962 
re port: tile purpose , al1'ount, and use of the "fee" or management allowance provided 
for sponsored, nonprofit organizations . Total expenditures for fees--to Lhe ex tent 
of about ~9 mi Ilion annually--is less important t hen tile question: have the pu rpose 
of the fee and the 1962 guidel ines been ca ro-ied out ·! 

~J:.;S AND ,;(}NClJUSJONS - -. 
GAO concl uded thaL the purpose established for the fee in 19()2 h3S not be .. ,. accolII­
Itlished sat i s fac tori Iy and the fee has not been admin 'jste red in accordan ce with the 
1962 guidel in~s. 

wlO found thilt the allowances paid to nonprofit organizations and the b ~ses used for 
de termining Lllo~e allO'''anees varied signi fican tl y among Government agcllci e,. In 

orne they were being iiccumulat.ed to permit di ve rsification into new f ie lds . /\1 10w­
"fl ees "~re IIOt aCing used to an appreciable degree to conduct indepenaent r pse il,·ch. 
ISee PI'. 21 Lo 44 .) 

Ille i s sue of the purpose, amou nt , and use of tile fee. in GAO's Op,nl0:1 , is ~ maj or 
one- - alihougn only one of several - - in defining the appl-opriaLe r c le of t.llfr 
uovernment-sponsored "onprof it orgalli zati ons. 

GAO noted, for eu .rnpl e. tha t no act i on ha. been taken with respect. t o ollei purtant 
,'eco" .. nendation in tne 1%2 Pres ldenlia l repol·t: lhat consideration be giv ETI to the 
." tablis hhlent of (,ove rnmE: nL " Institutes . " The proposal env i .ioned that t her,e in­
" t i tutes , although subject to tile supe rvision of a Cab'ille t officer or age nc.y head, 
would be ' a sepal'ate corporate en tity directly managed by its O\>n board of r'cgents " 
,IIld would "enjoy a con$ider~ble degree of independence in tile condu ct of i t s inte r­
IId1 affairs. " The ob.iect i ve wou ld be Lo [lI'ovide for in-house I'€ se ar r.h ~nd de,e lop­
,,'ent programs and needed flexibility while re taining "effeclive publ ic aCtollntabil ­
I ty and con t r ol. " (See p. 59.) 

"AO suggested in i ts draft report sent t o va r icus Government agencies at"! t o the 15 
nonpr of it ol-ganizati ol's for cOITIllenL tnat Gove rnment-I·,jde gu i del' nes dS t l) . I:e ilJ1Iount 



and usage of fees be established (see p. 45) and that the establishment of Govern­
ment "Institutes" to administer certain research and d.evelopment programs be con­
sidered (see p. 59). 

AGENCY AND CONTRACTOR RESPONSE'S 

Many agencies agreed that there was a need for Government-wide guidelines concerning 
managenent allowa~ces for sponsored nonprofit organizations. Some agencies and con­
tractors did not agree. (See pp. 47 to 58.) Most of the agencies felt that consid­
erati on of the es tab 1 i shment of Government "I ns t itutes" was warranted. Contractors 
in general did not cooment on this. (See p. 59.) 

ISSUE'S FOR FURTIJE'R CONSIDe'HAT ION 

In the 7 years since the executive branch policies on contracting for research and 
development were established, there have been major advances in the capability, as 
well as increases in the number, of educational, sponsored nonprofit, and industrial 
organizations to perfonn such work. At the same time, Federal Government capabili­
ties have likewise increased through improvement in salaries and implementation of 
other steps envisioned in the 1962 report, 

In view of these changes and the importance of the subject of the proper role of 
Government-sponsored nonprofit organizations, GAO believes that a Presidential­
directed interagency or coomission study is warranted. As an alternative, GAO rec­
onunends: 

--That the Bureau of the Budget prescribe Government-wide guidance to agencies in 
establishing and contracting with sponsored nonprofit organizations, designed to 
enab 1 e Government agenci es to achi eve a ba 1 ance between the fl ex i bil i ty needed 
by the organization to perform capably and the amount of Government supervision 
requi red, The gui de 1 i nes shou 1 d 1 imi t the management allowance to the amount 
needed to enable the organizations to accumulate a reserve to provide operational 
stability during temporary reductions in contract work and to pay prudent busi ­
ness expenses not otherwise reimbursable, 

--That the Bureau of the Budget and the Civil Service Commission conduct a 
follow-on study to consider what types of organizations could best assist the 
Government in fulfilling its research and development missions, including con­
sideration as to the desirability and feasibility of establishing Government 
"Institutes." 

LEGISLATIVE PROPOSALS 

None. 
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INTRODUCTION 

The General Accounting Office has conducted a survey of the polici£ ­
nnd practices within the Government pertaining to the payment of fees l to 
1I0nprofit organi?ations on contracts award ed for research and development. 
rhe examination was made pursuant to the Budget and Accounting Act, 1921 
(31 U. S.C. 53) : the Accounting and Auditing Act of 1950 (31 U.S .C . 67); and 
I' he com:ract clouses prescribed by 10 U.S.C . 2313(b) . 

On Apri l 30, 1962 , th~ President transmitted to the Congress 0 r eport 
.'nt it led " Government Contracting for Research and Development ," commonly 
call ed the "Bell Report" after David E. Bell, Chairman of the Presidential 
" tudy commi t tee and Di rector of the Bureau of the Budget . Subsequently ex­
lensive h"arings were h eld by the P.ouse Government Operations Committee . 
I' he subj ect wa,; a nd con1: i nues to bE; highly important . 

Research and development expenditures in 1962 were approximately 
HO.3 billion, of which 80 percent was admini,;tered through non-Federal 
';overnmoznt organi<:atiolls . In fiscal year 1 9 6~ the tota l increased to an 
. ·s timated $l7 . 3 billion, and the ratio expended by non-Fed e ral and Federal 
fl rganizations is about the same . 

The objective of our survey was to revi e w one n~ . he more difdcult 
'lid controversial e l ements in the 1962 repor t ; the purpose, amount and the 

"" e of the" fee" or management allowance provided for sponsored , non­
I·rofit organizations . The lOLal annua l expenditure for fees of approxi­
'''. 'Lely $9 million is less important than the question of whether the pur­
I",se of the fees and the guidel ines established in 1962 hav'e been carried 
•• 111. • 

Our survey was directed primarily toward an examination of the prac-
, ices of the Department of Defense (DOD) in contracting ... ith certain spon­
I,red nonprofi t organizationB :-:' Tlo\\'n as Federal Cont ract Research Centers ; 
, . .wE'ver, we also examined into contractual arrangements entered into by 
"1'0r Government agencies with othe r se l ec ted sponsored nonprof i t organi-

II ions and by DOD and 0 her Government agencies \;ith three nonprofit in­
. i I utions which are independently organized and do not have a Government 
1","sor . 2 We identifi ed diff e rences in policies and practices and con-
, 10red justifications for the allowance of fees in each instance. 

Our examination was limit e d to obtaining information on the bases used 
d t- he determination of the amounts of fee s al lowed to the various typ-=s 

I I Lhis report the term " fee" \o,l' ith respect to nonprofi.t organizations is 
I I·d synonymously \vith "genera l s upport" or "ma~1.3.;;e.ment" allowances. 

', d <' ss specifically identified, the term " nonp' . ·f it" i s used in this r e ­
" to identify both sponsor e d and independen1 organizations. A spen-

., " d nonprofit organization i s defined f .'1' purposes of this report as on" 
.... hich a Govern~ent agency has assumed r~sFonsibility for providing 
'i cient work and revenues to ensur e re[ '~:l tion of acquired c apabilities 
IlI t'e t Government nee ds. 



of nonprofit organizations and to inquiring into the uses made of fees by 
the selected nonprofit organizations . We did not review other aspects of 
the operations or management of the nonprofit organizations and did not 
look into the efficiency with which the nonprofit organizations carried ou· 
their res earch contracts with the Government. 

The scope of our survey is described in more detail on page 65 . A 
list of the nonprofit organizations covered in the survey is included as 
appendix I of this report. 
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HIGHLIGHTS 

:; lGNIFICANT VARIANCES IN AGENCY 
POLICT ES ON FEES FOR NONPROFITS 

The fees paid to nonprofit organizations and the bases used for the de­
lermination of such management a llowances var y significantly among Govern­
"'ent agencies . (See p. 21.) 

DOD, in December 1966, adopted a weighted guidelines approach for f ~e 
lIegotiations on contracts with sponsored and nonsponsored nonprofit organi­
za tions. This approach included a special provision for adjustment in rate 
lpplicable to sponsored nonprofit organizations, to recognize their contin­
ui ng fin ancial support by the sponsoring Department or agency . 

Before weighted guidelines were used, the Air Force policy provided 
ro r payi ng fee s to sponso red nonprofit corporations, the negotiations of 
"hich took into consideration the corporations' special status and whi ch 
lailored fees to meet the corporations' reasonable needs for independent 
research and limited working capital and facilities. This "needs" policy 
"as not accepted by all the sponsored organizations, and fees were some-
I imes based on worth-of-task or other methods. 

In the absence of DOD policy prior to the adoption of weighted gUide­
lines , the Army, Navy and DOD components apparently based the fees on the 
"Lated needs of th e nonprofit organization. We found that there was gener­
" lly no statement setting forth the precis e basis on which fees had been 
lIegotia ted . 

In contrac ts awarded to educational institutions for the operation of 
r:o vernment facilit i es , the agencies did not fol low uniform practices in the 
determination of "bethel' fees were allowable . We found examples where the 
I\rmy and the Air Force al lowed no fee, whereas the Navy, the Atomic Energy 
r;omrnission (AEC) , and t he National Aeronautics and Space Administration 
( NASA) " dch allowed some fee to educational organizations for operating 
f;overnment installations . 

The National Science Foundation (NSF) policy concerning management 
rees paid to nonprofit corporations operating its national research centers 
is to determine fee s 01' the basis of need, to cover s uch items as corporate 
0xpenses and a reasonable corporate reserve to give t he contractors opera­
lional stability and flexibility . 

I'.£ES USED BY GOVERNNENT-SPONSOR ED 
',(; NP ROFJTS FOR VARIOUS PURPOSES 

The Bell Report , "Report to the President on Gover nment Contracting 
101' Research and D(~velopment. " i ssued Apri 1 30 , 1962, advoca t ed the payment 
,.r fees to nonprofit organ iza tions for the following reasons: (1) to pro­
vide some degree of operationa l stability and flexibility to organizations 
"l herwise bound to eh" p:ecise limitat ions of cost financing of s pecific 
"'Sks, the fe es to be used to even out var iations in the income resulting 
1 r om variations iI, t he level of contract work , and (2) to conduct some 
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independent, self-initiated research in order to obtain and hold highly 
competent scientists and engineers. 

Our survey showed that, depending on the financing arrangements agreed 
to between the sponsoring agency and the sponsored nonprofit organization 
and the amount of fees that the organization had been able to accumulate 
during its existence, fees had been used by management for various financial 
aspects of opera tions. Our survey showed a l so that many nonprofits did not 
use fees to an appreciable degree to conduct independent research. 

Fees used in some instances 
to provide working capital 

Ther e were 12 nonprofit organizations included in our survey that are 
considered to be Government-sponsored, that is, one or two agencies have 
assumed r esponsibility for the fi nancial support of these organizations . 
We found t hat the r equirements for working capital during periods of normal 
operation were being met in different ways for these organizations. (See 
p . 26 . ) 

Three of the organizations had received Government advances in the 
past, but were at the time of our review using their own funds, accumulated 
primarily out of fees . Two were using a combination of Government advances 
and fee accumulations . Five were financed primarily by the Government, 
either through the use of advance payments or letters-of-credit arrange­
ments. In two cases, operating capital was f urnished enti r ely by the 
contractor-operator and Government funds were provided only on a reimburse­
ment basis. 

On the basis of the experience of the f ive nonprofits included i n our 
survey that were bei ng financed primarily by the Government, we believe 
that the financing of the operations of Government-sponso r ed nonprofit or­
ganizations can be acc~mplished without furni shing large amounts of fees to 
accumulate reserves for this purpose. Ther e are economic advantages to the 
Government's furnishing working capital, thr ough advance payments or a r ­
rangement fo r the use of letters of credit, instead of allowing the non­
profit to accumulate fees . 

Fee accumulations u sed at times 
of delay i n renewal of Government 
contracts or temporary reductions 
in cont ract effort 

We found that limit ed amounts of fee accumulations had been used by 
some of the nonprofits to maintain normal operating levels during periods 
of de lay in contract r enewal . Fees had a l so been used to accumulate re ­
serves for use in case of reductions in the level of contract support ~See 

p . 28 . ) 

We believe that it might be necessary for sponsored nonprofits to re­
tain fees for a limited reserve to provide stability of operation during 
short periods of time when Government program funds have been reduced or 
are not available. Where contract renewal is not doubtful, the incidence 
of need for funds for renewal delays could be kept at a minimum by the 

6 



sponsoring agency ' s working with the nonprofit's management to plan funding 
and contract negotiation in an orderly and timely manner, and by the use of 
letter contracts when necessary . 

Contractual provi s ions for 
ter~ination liabilities 
reduce l,eed fo r re serves 

In our opinion the DOD-sponsored n~nprofits would not have to accumu­
late fees to cover costs in the event of contract termination. We saw no 
indication that the Government planned to dispense with the services of 
these organizations in the near future . Also, we found that t h e Air Force 
had includ ed a clause in its contracts with MITRE to reimburse it fo r all 
reasonable and allocable personnel severance and other related windup costs 
if the Air Force contract with MITRE was not renewed. We believe that sim­
ilar provisions could contractually cover such possibilities for other 
sponsored organizations and thus reduce the need for an accumulation of fee 
for this purpose. (See p. 29 .) 

Fees being accumulated to 
permit diversification and 
continuity of operations 

We E'xam ined into thE' r(>~E'rvE'S bei.ng accumulat0c by t he various DOD­
sponsoree nonprofits receiving fees . Some of the orgallizations had insti­
t uted programs of se tting up reserves to ensure stabilit)' in the event of 
reductions in the l evel of contract support . The stated purposes of some of 
these r eserves seem to indicate that they are intended n0t so much as a 
cushion against temporary fluctuations in the financial support of the spon­
sor agency . but rather as " fund wi th which to seE'k other clients at such 
Li me as the nonprofits ' servicE'S may no longer be required by their spon­
!;ors. (See p . 31 .) 

We ques tion whether fees should be provi.ded to a Government-sponsored 
'lonprofit organization for the purpose of creating a re serve to finance a 
"hift of the organization's operations to other fields of endeavor or to en­
" ble it to compete in the private secto r for non-Government business . Also, 
·;houlcl the organiz"tion not discontinue operation after the s ponsoring agency 
no longer requires its se rvices but go into other activities, any claims 
"hich the Government may have establishe':; on the assets of the organization 
w0uld tend to be negated since such claims are effective only upon the dis­
';o lution of the organization . 

leees u sed to p ay for 
Iionreimbursa ble 
husineBs costs 

We found that fees "ere being used by DOD- sponsored nonprofit organiza-
I ions to finance expenses of operation that were not reimbursed under Govern­
ment contracts because they arE deemed by the Armed Services Procurement Reg­
ulation (ASPR) to be unallo"able in whole or in part . (See p. 36.) Many of 
I hese expenses are of the type customarily incurred by commercial firms op­
"rating in a competitive environment and are paid from funds obtained from 
ontract profits Jr other sources of income . 



We believe that, in order to enable the nonprofit to pay an appropriat. 
amount of such expenses and, at the same time, ensure that the expenses are 
confined to necessary and prudent costs of doing business, the agency 
should base the amount of fees negotiated for this purpose on the reasonabl. 
needs of the organization. Consequently, although fees , once they have beel 
provided, are to be used at the discretion of the management of the non­
profit organization, the uses made of the fees should be a factor in the 
determination of the amount of fees to be allowed in subsequent years . 

Fees generally not used 
for independent research 

The Bell Report supported the payment to nonprofit organizations of 
fees for the conduct of some independent, self-initiated resear ch in order 
to obtain and hold highly competent scientists and engineers. However, our 
survey showed that some nonprofit organizations have not conducted any in­
dependent research, others have performed some research of this type but 
have funded it principally through direct or indirect charges to contracts, 
and relatively few have funded an appreciable portion of their independent 
research from fee income. Evidently there is little recognizable differ­
ence between the type of research funded as fee-sponsored and that funded 
as reimbursable contract costs . 

It appears that the overall research effort of these organizations is 
what attracts and holds scientific and engineering personnel. Although in­
dependent research is desirable, there is no necessity to furnish fees for 
such purpose to accomplish the objectives set forth in the Bell Report. 
(See p. 39 . ) 

Fees used in some instances 
for acquisition of facilities 

We found that DOD-sponsored nonprofit organizations have used substan­
tial amounts of fees for the purpose of acquiring capital assets. (See 
p. 41.) 

In the cases we reviewed, the facilities had been acquired , in many in­
stances, prior to the issuance of the Bell Report . The Bell Report stated 
that, where the Government furnished funds for nonprofit organizations to 
obtain facilities, it was equitable that rights be given to the Government 
to determine the disposition of the assets upon dissolution of the or gani­
zations. Certain residual rights to these assets have been acquired by 
DOD. It appears that the Government's claims upon dissolution of the orga­
nizations may be jeopardized should they elect to seek other clients, 
rather than dissolve, at the time their services are no longer required by 
their Government sponsors. 

Some Government-sponsored nonprofit institutions operate in Government­
furnished faci l ities and have utilized no fees for acqui r ing capital as­
sets . It appears to us that it is in the best interests of the Government 
to furnish required facilities to nonprofit organizations instead of fur­
nishing funds thr ough fees to enable the organizations to acquire capital 
assets. 



PROPOSED GOVERNME~~-WIDE GUIDELINES 

We proposed that a statement of gover nmental policy be establ ished to 
pr ov i de guidance in the negotiation of fees with Government-sponsored non­
prof it organizations , along the lines outlined in the preceding paragraphs. 
(See p . 45 . ) The proposal was contained in a draft repor t submitted to the 
organizations included in our survey and to Govprnment agencies expected to 
have an i nter es t in such a pol icy . 

All t he 15 nonprofit organizat i ons commented on the dr aft r epor t . AL­
though sever al of t he organizations di d not comment direct l y on our pro­
posal , most of t hose which responded expressed the opinion that our pro­
posal would r estr ict fees and such restriction would curtail the usef'llness 
of t he no npr o f its to the Government. 

These contractors contended that a limited fep policy would take away 
rhe financial resources with which they evid ,'nc:? the ir independence and 
flexibi l ity and t hus restrict their activities . Fees were considered neces ­
sary i n order that , among other activities , the~e organizations could 
(1) maintain an objective approach to sponsor~' needs, (2) attr act and re­
t a i n h i gh-cal iber talent to carry out sponsor s ' mi s';ions , (3) diverSify op­
erations to better anticipate sponsors ' needs , and (~) conduct research in­
de pend ently of sponsor s ' approval . 

However , t he nonprofit organ i zations includ.:-d in O'lr sur vey that uti­
lize Government-owned [acili ties and Govern'nent capital and per form indepen­
dent r esearch on a cost-r .. imbur~abl e basis apparently were abl e to perform 
t he i r s ponsors ' missions satisfactori l y without any fees or with minimum 
amounts of fees . 

We believe that nonprofit organl~3tions that arc established to setve 
continu ing Government needs 'lJ1d ·'re >;upported predominantly hy the Govern­
ment shoul d be subject to " cerLain amount of Gov"rnment supervision . On 
the other hand , the flexibility of these or gani.zations should not be re­
~tricted to t he extent that the charact:eristics which make it po>;sible for 
Lhem to per fo rm capably wou l d be dest r oyed . 

In our opinion , the proposed guidel ines should enable Gover nment agen­
..: i es t o ach ieve a ba l anc e betlve(,Jl t hese two obj ectives and therel'y to ob­
lain the services of thesp nonprofi t organizations .''It the l owest possible 
cos t t ha t would per mit them to f unction competently . 

The Government agenCies differed in t heir react:ions to the pr oposed 
guidel ines . DOD does not concur that guidelines should be prescribed as 
proposed; it prefer.s its current approach of modified weighted guidelines . 

AEC bel ieves that there is no need for Govetnmen1:-wid~ gUidelines for 
""got i ating fees with Government-sponsored nonptofit organizations . AEG be­
I ,eves a l s o that each agency should have sufficient flexibility to enable 
It t o determine fees based on its individual needs, conditions , and experi­
·'nee . 

NSF , the Office of Science and Technol ogy, and th~ Department of 
Ilealth , Educati on , and Welfare (HEW) g2nerally express",l agreem",nt tha t 



there WgS need for a statement of Government policy. 
informed us that NSF would be pleased to participate 
the establishment of such a policy. 

The Director of NSF 
in any study leading to 

The comments received from the nonprofit contractors are discussed in 
more detail, beginning on page 47, and replies received from Government 
agencies are discussed individually, beginning on page 52. 

ESTABLISHMENT OF GOVERNMENT INSTITUTES 

One of the conclusions of the Bell Report was that a new kind of Gov­
ernment research and development establishment was promising enough to war­
rant further study . The objective of establishing such an instrumentality, 
which might be called a Government Institute, would be to achieve in the ad­
ministration of certain research and development programs the kind of flexi­
bility obtained by Government corporations and yet retain effective public 
accountability and control. 

In view of the continuing and growing use of nonprofit organizations to 
assist Government agencies in carrying out their missions, we suggested that 
consideration be given to establishing Government Institutes to meet future 
needs . (See p. 59 . ) 

Six Government agencies and three nonprofit contractors commented on 
the proposal, generally expressing agreement . Some of these organizations 
withheld unqualified support in the absence of knowledge as to how the 
utilization of Government Institutes would affect the existing Government­
sponsored nonprofit organizations . Concern was expressed that these or­
ganizations would be converted to or replaced by Government Institutes. 

We recognize that, in the opinion of the sponsoring agencies , these or­
ganizations a re pcrforming essential functions, and we are not suggesting 
that they necessari ly be replaced or converted. We are proposing that con­
sideration be given to the creation of Government Institutes to meet future 
needs. If they are authorized and prove effective, some nonprofits co~ld 
conceivably be converted to or replaced by Government Institutes . 

The matter of establishing Government Institutes wou l d require a study 
involving considerations beyond those involved in establishing guidelines on 
fees for nonprofits. We believe that a special follow-up study to the re­
view that led to the 1962 Bell Report should be conducted for the following 
rea sons : (1) the recent increased use of nonprofit organizations to serve 
nondefense needs of the Government, (2) steps that have been taken within 
the Department of ·Defense since the issuance of the Bell Report to 
strengthen the competence of in-house research laboratories, such as in ­
creases in salary levels of professional personnel, authorization of labo ­
ratory directors' funds to permit flexibility in the selection and pursuit 
of research activities, and the establishment of direct lines of communica­
tion between laboratory directors and departmental officials, and (3) the 
growing number of private companies with analytical competence. 
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This follow-up study should consider the Government ' s need fo r contrac­
'or assistance in per fo r ming its research and development missions and the 
Iypes of or ganizations that would best accompl ish these t asks and should 
inc l ude c r iter ia as to the ci r c umstanc es unde r which s uch tasks should be 
pe r fo r med within the gove r nment , by a s ponsored nonprofit organization or 
I,y other or ganizations . We be lieve t ha t , in the eva luat i on of the various 
lypes of contractor r e l at i onshi ps ava i l a bl e to Gove r nment agenc i es , consid-
0rati on shoul d be given t o t he desi r abil ity and feasibi l i t y of establ ishing 
r;o ver nment Inst i t utes . 

RECOMMENDATIONS 

We believe tha t the subject of the pr ope r ro l e of 
"')Opr ofi t or ganizati ons is of sufficient i mportance to 
I'residentia l -d erected interagency or commission sLudy. 
.\ re r ecommendjng : 

Government - sponso r ed 
wa r rant a 

As an alter native we 

1. That the Bureau of the Budget prescribe Government- 'wide gUidance to 
agencies in establ ishing and contr acting with sponsor ed nonprofit 
or ganizations , designed to enabl e Gover nment agencies to achieve a 
ba l ance between the f l exibi l ity needed by the o r ganization to per­
form capabl y and the amount of Gove r nment supe r vision required . 

The guide li nes shou l d limit the management allowance to the amount 
needed to enab l e the organizations to accumulate a rese r ve to) pro­
vide operationa l stability dur ing temporary reductions in cont r act 
wor k and to pay pr udent business e xpenses not otherwise r eimbur s ­
ab l e . 

The al l m,ance should not inc l ude any amount for independent re­
~earch, since such research, Whel1 considered desirab l e, should be 
authorized as an allowable cost . Also, the all.owance should not 
inc l ude a ny amount for acquisition of capital assets since they 
s hou l d be provided by the Government or covered in the contract as 
an a llowab l e cost . Similarly, allowances should not be provided 
for accumulation of working cap i ta l since the sponsoring Agency 
shoul d f urnish the working cBl'ita l through use of an advan ce -payment 
p l an or a l ette r -of-credit arrangement . 

2 . That the Bure~u of the Budget and the Civil Service COllunission con­
duct a fo l low-on study to consider what types of organizn~ions 
could best assist the Government in fulfilling its r.esearch and de ­
ve l opment missions, inc l uding consideration as to the desirability 
and feaS i bility of establishing Government I nstitutes . 

The study s hould include criteria as to lhe circumslances under 
which '<a r k should be per f armed in-house, by s!,onsorE'd nonprof i t or­
ganizations o!:' by private organiZations. 



BACKGROUND 

The expanded respons i bi li ty assumed in the past 20 years by the Federal 
Gover nment in scientific resear ch has led to increased r e l iance on contract­
ing with nonpr ofit organizations . A substantial amount of Federa l ly fi ­
nanced research and deve l opment work in many fields has been accomp l i shed 
by means of ( 1) established nonprofit institutions' engaging in c ontract 
work for the Government, (2) gr ants and contracts with univer sities , (3) op­
eration of Gover nment- owned faci l ities by nonprofit contractors , including 
universities, and (4) the creation by the Government , principally the de­
fense agencies, of nonprofit corporations to conduct stud ies or per for m 
technical- managerial services . 

It is nonprofit organizations of the last type that have attracted con­
siderabl e attention both within and without the Government . A maj or ques­
tion associated with the continued existence of these Gover nment-sponsor ed 
nonprofits has been the propriety of the payment of fees to these organi­
zations and the uses made by them of those fees . 

Various Government approaches in obtaining 
resear ch and development 

Feder ally financed research and development work is accomp l ished 
through various approaches . About 20 percent is performed in-house by Gov­
er nment personnel, whereas the bulk of the research and development work is 
performed by industrial firms, educational institutions, and other nonprofit 
insti t ut i ons . 

Fr om 1962 to 1969 annual Federal obligations for research and develop­
ment incr eased from SlO . 3 billion to an estimated S17 . 3 bil l ion . The fol­
l owing tabl e s hows t he obligations for each year and the di str ibution by 
type of per former . 

Fe de ral ObligBt i ons f or Research and 
Development, by Type of Pe r former 

Es'ti matgs Actu!l obll &a~ lQn 
Pe rformer ~ 196B 1967 1966 .l.2§2 .ill! 

(000,000 omitt.ed) 

Federal Government S 3.B4O S 3 , 5SO S 3,400 S 3,400 S 3.090 S 2 , B3O 
Industrial f i rms ( note 0) 9 ,730 9 , 300 9 ,BBO B.BBO B,670 B, 570 
Federa l Contrac t Res earch Center s 

(FCRCs) adm1nistered by indus ~ 

trial f i rms 420 400 390 360 410 490 
Universit i es and Col l eges 

( no'te a) 1,700 1,510 1 ,450 1,330 1 ,190 1, 060 
FCRCs admdnistere d by univer si-

ties 740 710 670 640 5SO 540 
Other nonprofit i nstitutions 

(note . ) 4SO 400 400 390 3SO 300 
FCRCs admini s tered by ot.her non-

profi t i nst itut i ons 2SO 230 220 170 230 230 
Other ---1ZQ ----1JQ -UQ ~ --11Q -1lQ 

l2.21 l2il 

S 2,400 $ 2, 220 
7,620 5 ,900 

430 420 

B50 BOO 

640 560 

220 160 

210 ISO 
~ ~ 

Total S17 ,300 SI6 , 230 S16 , 530 S15 ,300 S14 ,60<1 S14,13O S12,460 S10,290 

"Excludi ng Federa l Contract Research Center s. 

Source: National Sci ence Foundation Repor ts enti t led "Federal Funds For Research . Development 
and Ot her Sc ient ific Ac t ivit i e s ,It Vo l ume s XII-XVI I. 
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Creation of DOD spon sored 
nonprofit corporations 

In the year~ following World War II, DOD brought into being a number of 
quasi-privat e , nonprofit companies to augment the in-house capabilities of 
Ihe mili tar y services . The Air Force pioneered i n t he use of these contract 
organization s . According to the Air Forc e , it had not had sufficient t im::! 
10 build competence wi Lh in its own organizat ion, and Civil Servic e r egula-
I ionA mad" it diffi cult to quickly r ecruit s taff s possess ing the capabili­
l i es r equ i r C'd . 

The fir s t of these 11 0llprofit corporations, managed by a group of private 
c itizens constituting a board of trustees, Wa R The RANU Corporation. A 
~roup was es tabli s hed at Dougl as Ai rcraft Company i n 1946, to provide sys­
t ems analy s i s through a Project RAND contract with the Army Air Corps. From 
lhis gr oup evolved The RAND Corpora tion in 1948 . However , it wa s not until 
t he late 1950 ' s and early 1960 ' s that the nonprofit corporations created by 
I he defen se aeenc i "" ex!,alld <' d [,r ea tly i n Il umbers . 

The increa sed need for s trategic analy s i s l ed to the formation in 1956 
of the Institute for DC'f e nse Analyses, u sed by th Joint Chief A of Staff and 
Ihe Director of Defense Research and En~incering; in 1958 of ru1alytic Ser­
v ices, Inc . , to provid e the Air Forc e a capability in Bll.llyzing immediat e 
problems ; in 1961 of the Logi st i cs Management Institule, fo r long range 
:;tudies primarily for the AAsistant Secrc:tary of Def e nse for Ins tallations 
,llld Logi s tic s ; ill 1961 of the ReAearch Ana l y"is Cor;' orati a l1 f C' r the Army ; 
~nd in 1962 of the Center for Naval. Analy!' !?:' for th <. NS\j . A~l the s e or­
gani zations are nonprofit corporations except the Center fo r Naval ~a lyses , 

which i s a r e~earch organi zation operated by a nonpro fi t contractor. 

Our ing t hi s period the Air Force ' s Ileed fo r systems e ngineering and 
lechnical management brought into existence another group of nonprofits . 
The MITRE Corporation was f ormed in 1958 , to serve in developing electr onic 
command and control systetnA ; the Aer ospace Corpor ation was formed in 1960 , 
Lo provide technical direction in missi l e and space programs; and the Sys­
lem Development Corporation was s pun-off from RAND in 1956, to prov i de com­
puter information progra mming and processing . 

The Johns Hopkins Univer si ty Applied Physics Laborator y , established in 
I 42, ha s been used by the Navy for technical advice on missile and space 
progr ams . The Laboratory is a Government-financed labora tory, operated as a 
d ivision of the iJniver s ity . 

In recent yea r s congreSSional scrutiny, as well as self-examination by 
<;over nment agencies, ha s r esulted in a halt t o the number s and the individ­
,,11 growth in size "f 000 nonprofit organizations . 

II:;e of nonprofi ts by 
llondefense agencies 

Nonpr ofit institutions also work exclUSive l y for Government agencies , 
, Ich as AEC, NASA , and NSF. Also, a recent compilat ion of Federally funded 

, r search and deve lopment centers shows that the Office of Education of HEW 
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is providing financial support for 23 nonprofit centers, eight of which ar 
administered by colleges and universities and 15 of which are established 
as separate organizations . The creation of The Urban Institute was recent 
announced. The relationship of this nonprofit corporation will be to the 
Department of Housing and urban Development somewhat like that of The RAND 
Corporation to the Air Force. 

Independent nonprofit 
research institutes 

Also involved in the Federal contract research effort are the indepen 
dent nonprofit research institutes that contract in varying degrees with 
Government agencies. These organizations do not depend upon either the 
Federal Government or a single sponsoring Government agency for revenues 
and fees to provide funds for support and growth, but compete with univer­
sities, sponsored nonprofi ts, and profit-making companies, as well as othe·. 
independent nonprofits, for contracts from many Government agencies and 
commercial firms. 

The Bell Report 

The 1962 Bell Report to the President on Government contracting for 
research and development pointed out that the rise in Federal research and 
development expenditures had altered the traditional patterns of organiza­
tion of private industry and the universities and had resulted in the cre­
ation of entirely new kinds of organizations. 

The report noted that new arrangements had been made with universitie, [ 
such as the Lincoln Laboratory of the Massachusetts Institute of Technolog} 
established by contract to respond to Air Force needs, and the Jet Pro~ul­
sion Laboratory, established at the California Institute of Technology to 
conduct research for the Army and later to supply services to NASA. 

The report cited other research institutions, such as Stanford Researc 
Institute, which were established to conduct research on contract for pri­
vate or public customers, but which do the major share of their business 
with the Federal Government. Also mentioned was the creation of analytical 
service organizations, typified by RAND, and of companies furnishing sys­
tems engineering and technical direction, such as Aerospace and MITRE, and 
the organizational arrangements used by AEC, wherein laboratories are owned 
by ·the Government but operated under contract by either industrial companie 
or universities . These new types of organizations and arrangements had, ae 
cording to the report, raised a number of criticisms and points of concern. 

lAccording to the California Institute of Technology (Caltech), the Jet 
Propulsion Laboratory (JPL) is a division of the Institute and therefore 
is not organized separately. However, unlike other Caltech divisions, 
JPL is housed and operated primarily in a separate Government-owned facil­
ity. 
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The report pointed out the inability to apply the classical distinc-
'ions between what is public and what is private and questioned whether a 
" rporation created to provide services to Government and receiving 100 per ­
,'Il t of its financial support from Government is a Ilpublic" or "private" 
"('ncy, and whether a business corporation doing nearly 100 percent of its 

I·\ls iness with Government is engaged in free enterprise. It was the opinion 
,I the study committee that the complex partnership between Government and 

," ivate institutions should continue, but one of ::he concerns of the study 
, ' ,mmi ttee was t he improvement of policies and procedures for contracting 
.i 111 these organizations . 

Concerning t he arrangements for contracting with nonprofit organiza­
,ons other than universities, the r eport stated that the practice in con­

' ,.!ct ing for research and development work with these organizations was to 
lIver all allowable costs and, in addition, to prOVide what is commonly 

I l ed a "fee." Although it points out that the term "fee" is mi.sleading 
• "' 11 the reasons for paying a "fee" to a proH t corporation are consider ed, 

I, ,' report s tated that, nevertheless, there are two sound reasons to jus­
', fy payment of a "deve lopment" or "genera l support" allowance to nonprofit 

, ,~ani zations , and it advocated continuation of these payments. 

One stated reaSon for paying a fee is to provide some degree of oper­
, ional stabi lity and flexibility to organizations that otherwise would be 

',),htly bound to the precise limitations of cost financing of specific 
, ,'ks; the allowance can be used to even ouL varial ions in the income re­
' riling from variations in the level of contract work . The second reason 

I hat most nonprofits must conduct some ind ependent , self-initiated re-
.,rch to obtain and hold ilighly competent scientists and engineers . Bu t, 

.. , ording to the report . the amount of the fee or allowance in each in­
'., nce still must be dctermined by bargaining between Government and con­
, ,<"t or, in accordance wi th the independent relat ionship that is essential 
. Muccessful conLracting . 

The Bell Report considered facili ties and equipment another important 
,·,,· ·<tion relating to contracting with nonprofit organizations other than 
"versities. It was the judgment of the study committee that the normal 
rI .. should be that, where facili ties and equipment are required to perform 

";!rch and development work desired by the Goverl ment, the Government 
, .. \l ld either provide the facilities and the equipment or cover their cost 

'he contract. However, two s pecial problems were recognized with re-
I"" I to nonprofit organizations. 

rirst, the committee felt that it was generally not desirable to fur­
l, funds through fees for the purpose of enabling a contr actor to acqu i r e 

I" r capital assets. On the other hand, the Government should not attempt 
, dictate what a contracLOl" does with hi s fee, provided it has been estab-

\r,'d on a sound and equi table basis. The committee saw no obj ection to a 
" ' ,"actor's using part of his fee for facilities for use in his self­
" iated research if he should so choose. 

Second, the study concluded that it was equitable, where the Govern -
, had provided facilities , funds to obtain facilities, substantial work-

, capital, or other resources to a contractor, that the Government should, 
.. , dissolution of the organization, be ent i tled to a first claim upon such 



resources. This matter should be governed, insofar as possible, by the 
terms of the contract or, in the case of a newly established organization, 
s hould be covered in the provisions of the organization's charter. 

The Bell Report was approved by the President and transmitted to the 
heads of Departments and agenc i es for - their guidance and action. The 
President noted that the report pointed the way to a number of improvements 
i n the conduct of the Government's research and development program, which 
could be undertaken by the executive branch under existing authority. 

Air Force policy statement 
on fees to nonprofits 

Before issuance of the Bell Report, the Air Force established basic 
policy guidelines concerning its relations with Air Force sponsored non­
profit corporations. In September 1961 the Air Force issued policies gov­
erning its relations with Aerospace, Analytic Services, MITRE, RAND and 
System Development Corporation. (System Development Corporation was re­
moved by policy letter in September 1964). Generally, the policy statement 
provided, among other things, for payment to the corporations of fees which 
took into consideration the corporations' special status and which were 
tailored to meet reasonable needs . 

The policy statement pointed out that these organizations had a close 
a nd continuing relationship with the Air Force, unlike that of other or­
ganLzations. Consequently, it was stated that the business aspects of the 
af a irs of these nonprofits must be open to Air Force scrutiny, "much as 
an actual Air Force operation." Such accountability , according to the pol­
i cy s tatement, "is not inconsistent with the freedom of thought and inde­
pendence on technical matter s " ~ought from such organizations. 

The policy statement took the position that these organizations have 
legitimate needs that can be met only through a fee . So that their stabil­
ity would be ensured, fees were deemed as the proper source of assistance 
for conducting independent research programs within reasonable bounds and 
as a reserve for limited working capital requirements. The Air Force was 
t o provide working capital, in the form of an advance payment pool, and 
f acilities in which to operate. In the event of dissolution of a corpora­
tion the a s sets of the corporation were to revert to the Government. 

This policy statement was issued unilaterally by the Air Force and 
met varying degrees of acceptance by the nonprofit corporations affected. 

Congressional hearings on the Aerospace 
Corporation 

In May 1965 the Subcommittee for Special Investi ~ations of the House 
Committee on Armed Services held hearings on the Aerospace Corporation. 
The Subcommittee reported that Aerospace had rejected the Air Force policy 
of a fee based on need and had insisted that its fee be determined on a 
wor th-of-task basis as provided by ASPR for commercial firms. Also, the 
Subcommittee found that Aerospace had consistently refused to disclose its 
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fee expenditures l and that fees based on presumed need had been awarded by 
the Ai r Force . Thus, fees were provided for purposes for which they were 
never used and were used for purposes never intended by the Air Force. 
The Subcom~ittee recommended that steps be taken to eliminate the use of a 
fee for Ae rospace . 

lhe Subcommittee considered the limited number of r easons for which a 
nonprofit corporation might need fees- - independent resea rch, operating 
capital, acqui sition of facilities and a margin to cover honest error. In 
regard to facilities, the Su bcommittee believed that the Bel l Report and 
the Air" Force policy s tat ement of September 1961 should be the Government 
poli cy in all cases , and t hat nonprofits , such as Aerospace , should be 
provided "ith needed faci li ties . Recommendation was made that tit le to 
facilities and r ea l property owned by Aerospace be vested i n the Govern­
ment of the United States. 

The Subcommittee saw 110 reason why all independent research could not 
be provided for under contrac t reimbursement. The Subcommittee felt that 
there was no r ea l necessity for a fee and that Aerospace ' s needs could be 
met through a combination of reimbursement and an advance payment pool. 
The Subcommittee believed t hat , in t he event t hat , contrar y to its recom­
mendation, t he fee was not abolished , at a very minimum Aerospace should be 
required to make regular, complete , and detai led disclosure to the Air 
Force of its fee e xpenditures . 

The Subcommittee a l so recommended that t he management concept of using 
outside organizations to he lp carry out the basic planning and subsequent 
managir.g of milita r y missile/space programs be reappra ised . 

Air Fgrce Ad Hoc Croup study 

Tbe Air Force responded by directing a special eight-man cOIluuittee 
compos ed of members of the Air Force Systems Command Board of Visitors t o 
revi~w the roles of three Air Force-sponsored corporations , two of which 
(MITRE and Aerospace) are i ncluded in our survey. This Ad Hoc Group of 
prominent citize ns examined t he r equirement s for the services of these 
spe cialized organizations, th~ envi ronmen t in which t he organizations op­
er ate, and the proble.ms a ssociated with their use. The Group also made 
extensive interviewfi of key ma nagement officia l s in the Government, indus­
t ry, and w 1iver sit i es . 

Po report by t he GL-OUp , dated December 1, 1965 , stated that t he contin­
uing us e of MITRE and Aerospace was jus tified but t hat it "as recognized 
thaL problems had arisen because of the ,,-nus ual r e l ationshi p of these or­
gan i.z.ations wi th the Air Force. 

In regard to fees, the Ad Hoc Group report stated that a fee should 
be , "el.1.t.ed t o legitimat e requirements that cannot be ml2t within the con­
Lr act . The report stated also t hat: there was no need for t1I TRE and 

--_._ .. _._-
IAero~pace Cor pora tion infor med us that i t started di s closing its fee ex­
pendit ur e s i n December 1960. 
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Aerospace to accumulate capital that would eventually make them financiall} 
independent . 

According to the r eport the fee should encompass, at a minimum, two 
items- - smal l amounts of legitimate normal business expenses that cannot be 
reimbur sed as costs under ASPR and sufficient funds to enable the corpora­
tions to meet termination liabilities . The report stated that no fee is 
required if funds accumulated for termination liability are sufficient to 
meet requirements and are invested with a return equal to or exceeding 
reasonable operating expenses that are not reimbursabl e . The report statee 
f urt her that the corporations have no reason to accumulate assets except 
for funds r equi r ed to meet those termination liabilities not covered by 
their contracts . 

The Ad Hoc Group r eport ed that, under Air Force policy, the facility 
needs of both Aerospace and MITRE had been recognized through "need" fee 
negotiations and the Air Force had financed the facilities without taking 
title, but , if the facilities were to represent convertible assets to be 
applied to termi nation obligations, they wer e probably in excess of cor­
porate need~ . The Group concluded that acceptance and appreciation of the 
vital roles of these corporations wa s the only key to assuring their sta­
bi l ity and that other symbols of s tability , such as buildings and accumu­
lated assets , were at best a facade. 

The Group felt that the Air Force must assume responsibility for rea­
sonable stability s ince t hese organizations are dependent on the Air Force. 
Thi s does not imply that the levels of funding may not vary, depending on 
t he Ai r Forc e ' s r equirement for services , but rather that the Air Force, in 
working wi th the corporate management, should see that funding variations 
are ant icipated and planned in an orderly manner . 

The Ad Hoc Group recommended that the Air Force should either obtain 
title to the facilities of Aerospace and MITRE or include in the contracts 
a clause which would provide that the corporations could not mortgage, 
lease, sell, or purchase any real property without the written consent of 
the Air Force. 

In regard to indepe ndent research, the Ad Hoc Group report stated that 
all the corporations' research programs should be related to the fields of 
interest of their customers so that they could be paid for directly or in­
directly under the contracts . 

ASPR revi sion applicable 
to nonprofits 

On April 14, 1966, commenting on the Ad Hoc Group ' s repor t, the Secre­
tary of the Air Force noted that the Group ' s recommendations on asset accu­
mulat ion and the financing of research had derived from the basic r ecommen­
dation of working toward a minimum- fee position. The Secretary stated that 
the Air Force policy of negotiating on the basis of the "needs" formula had 
not produced the lower fee levels envisioned and had made the Air For ce 
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l a ther than the Boards of Trustees the arb iter of how the fee was to be al ­
located among corporate demands . It was his desire to tryout the weighted 
1'.lI idelines of ASPR as a general framework for fee negotiations. 

On June IS, 1966, a n ASPR Subcommittee proposed a revision to ASPR--to 
' pply the weighted guidelines method of fee determination to all contractors, 
' ppropriat e ly adjusted to yield ra tiona l fee objectives for nonprofit or­

'~ dl1 izations, sponsored and unsponsored . The r evis ion stipulated a special 
IIl'gative factor for all nonprofit organizations in recognition of the ex­
"1I1ption of nonprofits from Federal income taxation . In addition, the revi­
'; ion prOVided for a reduction in the fee for sponsor ed nonprofit organiza-
I ions, in' view of the continuing financial support provided by the sponsor­
I llS department or agency . Tbe proposal became DOD policy with the issuance 
" f Defense Procurement Circular No . 50 on December 30, 1966. The provi­
. ions were incorporat ed into ASPR 3-808.4(f) on June 1, 1967 . 

I,,,fense Science Board studies 

On October 27, 1966, DOD received a r eport from a task force appoin ted 
I.y the Defense Science Board Chairman to study the Federal Contract Re­
·."arch Centers. The task force reviewed 6 r esearch centers, and the con­
,-lllsion from the study was that a management fee was the only proven method 
.. I' giving these organizations a desirable mea sure of independence and man­
'gerial flexi bi li t y . The r eport did not e l aborat e on what t he task force 

, onsidered necessary for achievement of independence or the method for de­
'l'rmining the amount of fees needed t o r each t hese goa l s . 

The task force, in a memorandum approved by the Defense Science Board 
,," January 10 , 1068, reiterated its pos ition that a management fee i s the 
"" l y proven method of giving the Federal Contract Research Centers a de­
,crable mea sure of independence and ma nagerial fleXibi lity. 

The task force stated that appropriate uses of fees include: 

1 . The accumulation of reasonable reserves , to assure stabi lity in the 
event of major fluctuations in the level of research support or 
sudden shifts in progr ams calling for changes in personnel. 

2 . The need for funds to cover di sa llowabl e but justifiable costs, and 
to ma ke manager ial decisions without prior approva l by auditing of­
ficia l s unfamiliar with admini strative practices in modern research 
laboratories . 

3 . For certain r esearch projects which are clearly in the long-range 
publiC interest, but possibly outside the curr ent mission defini­
tion of the principa l sponsor. 

The task force found it difficult to establish a recommended level for 
I", t otal amount of fees or for a balance among the uses to which the fees 
"" committed . They f elt that the fee s should be large enough to make a 
ignificant and meaningful impact on the styl e and culture of the labora-

,,,"y , and be typically smaller than the net fees (after taxes) to profi t­
,k ing corporations for de fense research and devel opment activities . As to 
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a balance among various uses, the task force concluded that the policies 
should be left largely to the discretion of the boards of trustees and re­
viewed at a policy level in the course of periodic reviews by the client­
agency. 

Federal Procurement Regulations 

Other Government agencies, in awarding contracts to nonprofit organi­
zations for research and development work, are subject to the Federal Pro­
curement Regulations (FPR) issued by the General Services Administration. 
FPR identifies certain factors for contracting officers to consider in ne­
gotiating fees, but does not specify weight ranges for assignment to the 
various factors. FPR does not provide special modifications applicable to 
the determination of fees allowed to nonprofit organizations. 

* * * * * 
The principal officials of DOD, AEe, and NASA responsible for the ad­

ministration of activities included in this survey are shown in appendix II 
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FINDINGS AND RECOMMENDATIONS 

" I(;NIFICANT VARIANCES IN AGENCY POLICIES 
,'N ALLOWING FEES TO NONPROFlTS 

As sho'Nfl below, the fees paid to nonprofit organizations and the bases 
, "d for determining such fees vary significantly among Government agencies. 

I'\"c ial DJD policie s have evolved 

When DOD undertook to s ponsor nonprofit organizations , policy state­
""IILS or specific inst ruction s were not promulga ted to guide procuring 
'i'., 'ncies in negotiating contracts with nonprofit organizations. Government 
,,,'urement officials and officials of the nonprofit organizations utilized 
III' ASPR provisions, which until recently, made no specific provision for 
"gotiating contracts with nonprofit organizations for re search and develop ­
, ilL work. As a result, there was a lack of uniformity in the contractual 
" ,."ngements entered into, including the payment of fees. 

In December 1966, DOD adopted a weighted guideline approach for deter­
"ing fees to be included in cont ract s with both sponsored and nonsponsored 
'''profit organization~. This approach included a spec ial provision for 
I' ,,-;tment in rate, applicable to sponsored nonprofi t organizations to r ec ­
'" ze the continuing financial support provided by the sponsoring Depart-
II or agency. 

I I Force pra cti ces "·.fur iC'd 

Tn September 1961 Lhe Secretary of the Ai r Force issued a policy state-
,"' app li ca b l e to the Ai I' Force-sponsored nonprof it corpora tions, inc lud­

,', The RAND Corporation, The MITRE Corporation and the Aerospace Corpora­
,,' . Broadly, til " policy statement provided for payment of fees whicl, 
",I into consid"rat ion the <'pecial sta tus of hese corporations and which 
", tailored to meet the (;orporaLions ' reasolla o le needs for independent 
"~ rch CI"d limited workin~ capital and facilities . 

At the Air Force- s ponsored corporations included in our survey, we 
,",d that thi.s policy sLatement was not applied uniformly. Fees were 
,'''' i.a ted wi th Aerospa ce and MlTRE on a need basi s , from 196 2 through 1966. 
'''' ' 'ver , Aerospace favored the ",,'orth of task" basis and refused to pro-
.1 , · information GS to its needs . As a res ult., the Air Force made its own 
oIt1tltion of Aerospace ' 5 tlpresumed needs" in arriving a the amount of the 

We were informed tha , from 1961 until 1966, the Ai r Force negotiated 
with RAND on a needs basis . RAND, however , informed us that from its 

Ipoint the fees had heen arrived at on the hasis of worth- of- cas k . 

, Navy, ana DOD components 
1 ,Illy used "need" basLc; 

,kfore weightco guicclines were a"opte" the nonprofits sponsored by 
"ments or agencies of DOD, other than the Air Force, apparently re­

I 1.1 fees basec. on their 'Sta te" neeCJs . However, at the organizations 
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included in our survey , we generally coul d find no statement or documenta­
tion that set forth the precise basis on which fees had been negotiated . 

The Institute for Defense Analy ses (IDA) , in its contract s with vari~ 
components of DOD, has jus tified it s r e quest for f ees as being needed to 
maintain a producti ve env ironment and assure corporate independence and 
stability . 

The Logi stic Management Institute's (LMI) basic contract is with the 
Office of the Secr etary of Defense. LMI has requested fees on the basis 
of need for fund s to cover costs not r eimbursable as contract costs and fo: 
working capital to provide operational stability and flexibili ty . 

Fees negotiated by the Army with Re search Analy s is Corporation (RAC) 
and by the Navy with Johns Hopkins University for operation of the Applied 
Physic s Laboratory (APL) apparently were based on the need s establisheu by 
the individual organizations and negotiated with the r espective se rvices . 
RAC' s fees have been used principa lly to accumulate working capital ; APL's 
fee s have been ut ilized pr i marily for the acquisition of faCilities and 
inves tments . 

Weighted guidelines for fees for nonprofits 

In April 1966 the Sec r etary of the Air Force noted that the needs bas 
for negot iating fee s wi th the Air Force-sponsored nonprofit corporations 
had not produced the l ow fee level s that he had hoped for and had made the 
Air Force rather than the Boards of Trustees the arbiter of how the fee wa 
to be a llocated among corporate demands . The Secretary, therefore, in­
structed that the weighted guideli nes of ASPR be tried as a general frame­
work for fee negotiations. 

In June 1966 an ASPR Subcommittee proposed the application of weighte 
guidelines , suitably modified , for determination of fees to sponsored and 
unsponsor ed nonprofit organizations . The proposal became DOD policy on 
December 30 , 1966, the first specif ic gU idance given to DOD procurement 
agencies in negotiating with nonprofit organizations. 

Contractor- operated Government faci l ities 

, The Government- sponsored institutions included in our s urvey that weI" 
non- DOD affiliated organizations included the Brookhaven Nationa l Labora­
t ory (BNL) , operated for AEC by Associated Universities , Inc . (AUI), and 
the Jet Propulsion La boratory (JP L) , operated for NASA by Caltech . 

AUI is a nonprofit corporation chartered under State education l aw an 
s ponsored by nine unive r sities . AEC contracts with AUI for operation of 
BNL, a Government-owned l aboratory . A fixed fee is negotiated to provide 
funds necessary to meet the direct corporate needs of AUI . The contracts 
do not provide for payment of a r ate of fee, and the fee is not related to 
operating costs of BNL . On the ba s is of the amounts of operating costs , 
however, fees have averaged about 1 percent. 

NASA's contract s with Caltech, a nonprofit educational institution, 
have, beginning with fiscal year 1961, contained a provision for a fixed 
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IInount of fee for operating JPL. Also, for fiscal years 1961 through 1964, 
':altech received a fixed amount for estimated allowable overhead cost. 
lSeginning with fiscal year 1965, allocable indir ect costs have been reim­
bursed through the use of a postdetermined negotiated overhead rate . Fees 
I,ave averaged less than 1 percent of estimated contract costs. This rate 
is much lower than the 4- to 6-percent rates, which generally have been 
l' 'Iid to DOD- sponsored nonprofit organizations that, in varying degrees, have 
.. equired their own facilities, their own working capital and have conductec 
Illdependent research . All of JPL's facilities are Government-owned. 

Included also in our survey were three DOD facilities operated by non­
peofit contractors. The contractual arrangements of each differed from 
• hose entered into by NASA and AEC. 

At the time of our survey, the Navy was contracting with Franklin 
Illstitute, a private nonprofit organization, for operation of the Center 
lo r Naval Analyse s (CNA) . Until 1967, contract estimates called for Frank­
I i.n to receive f ees of 6 percent. Franklin provided CNA's working capital . 
':NA operate s in lea sed facilities, utilizing Government-furnished equip­
",·' nt. Franklin he ld no interest in CNA I S assets. At July 31, 1967, the 
·ontract was terminated and operation of CNA was assumed by the Unive r sity 
" r Rochester. 

Li ncoln Laboratory is operated by the Massachusetts Institute of 
I,.c hnology (MIT) unoer a cost reimbursable contract with the Air Force . 
'IIT receives no fee . Facilities and operating capital are provided by the 
."vernment; allocable MIT overhead expenses are allowable as indirect con­

I I 'Jet costs . 

The Army has contracted with George Washington University (GWU) for 
.operation of the Human Re sources Research Office (HumRRO) under cost­
Icimbursement contracts with no fee. l The current operating contract pro­
', ides GWU with a fixed amount in lieu of overhead. HumRRO occupies leased 
I .Ic i li ties; the Gove rnment has provioeu l.fle equi;.>rnent required by HumRRO. 

t :lIlltracts wi th educational institutions 

In contracts awarded to educational institutions for the operation of 
I."vernment faci li ties , procurement regulations were not uniformly applied 
'" determining whether fees were allowable. 

In contract ing with MIT and GWU for operation of Lincoln Laboratory 
,,,d HumRRO, 1 respectively, contracting officers have applied the cost prin­

. i pi es of ASPR r e lating to contracts with educational institutions and 
"~ye provided no payment for a profit or a fee . However, the Navy has ne­

.. ,, 1 l ated cost-plus-a-fixed-fee contracts with Johns Hopkins Unive r s ity for 
'I,,' ration of the Applied Physics Laboratory . As noted above, NASA pays a 
,. ".agement fee to an educational institution for operation of JPL, and AEC 

I' ,ys a fee to a nonprofi t corporation chartered under a State educational 
I IW. 

' ;"c page 34 for r ecent changes in HumRRO' s contractual arrangements. 
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National Science Foundation 
fee policy 

NSF recently expressed the following philosophy concerning the manage­
ment fees paid to the nonprofit corporations that operate it s national re­
search centers : 1 

liThe research center contractors are not commercial organiza­
tions with the risk and profit requirements of a private 
company. Therefore, they do not require fees for such items 
as taxes, payment of diviuends, and the like. The resea rch 
center contractors are special types of nonprofit corpora­
tions utilized by the Foundation to construct, operate and 
maintain unique kinds of national re search facilities . 

"In keeping with the foregoing, the fixed fees pa id the re­
search center contractors should be determined on a need 
basis to cover such items as corporate expenses and a r eason­
able corporate reserve to give the contractors operational 
stability and flexibility . " 

Contracts with private 
nonprofit i nstitutions 

We included in our survey of nonprofit organizations three independent 
institutes that contract extensively with the Government but are not under 
the sponsorship of a single Government agency--that is they are not primar­
ily funded by inclusion as a line item in a governmental agency budget. W'" 
s urveyed these institutes for the purpose of contrasting the needs of these 
organizations for fees with those of the Government-sponsored nonpr ofi.ts, 
r ecognizing that the ind e pendent institute s were established with private 
funds, often compete for Government contracts as opposed to Government­
sponsored nonprofits which operate under sole-source contracts, furnish 
their own working capital. and accumulate funds for financial stability. 
acquisition of facilities, and expansion of operations. 

The Woods Hole Oceanographic Institution is a private, nonprofit elee­
mosynary organization. established in 1930 as a result of a recommendation 
by the National Academy of Sciences . A $3 million grant from the Rockefell f< 
Foundation prOVided initial funds. During the 3-year period ended Decem­
ber 31. 1966. Woods Hole performed 99 percent of its re search for the Gov­
ernment; the remainder was devoted to Institution-supported research. In 
addition to fees from Gover nment cont r acts. Woods Hole receives endowment 
fund income, donations, and membership fees. 

Woods Hole received contracts and grants from 1 2 Federal agencies. 
Ten agencies, both defense and c i v i l , awarded contr acts allowing fees up 
to 5 percent of t he estimated costs of t he contract . NSF and the National 
Institutes of Health (NIH) awar ded grant s that did not include a fee. 

IGAO repor t to the Congress, B- 133338 , September 1967. 
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Furthermore, since 1965 these two agencies have required Woods Hole to 
share the cost of research projects sponsored by them . 

Woods Hole officials advised us that it is their policy to request a 
fee if there is no statutory prohibition and the agency is agreeable . 
After funding costs not recoverable under Goverment contracts, Woods Hole 
uses most of its remaining fees for plant expansion, independent research, 
education of oceanographers, and scientific publications. 

Stanford Research Institute (SRI) is a nonendowed, nonprofit organiza­
tion, engaged in basic &nd applied research for industry, Government, and 
various nonprofit organizations. Founded in 1946 by business and industrial 
leaders in cooperation with the Trustees of Stanford University, SRI in 1966 
expended about 80 percent of its direct labor on Government contracts, most 
of which were of a cost-p1us-a-fixed- fee type. SRI's fee policy is to 
charge fees consistent with regulations and practices of the negotiating 
agency . SRI's sources of revenue also include Government grants, which, 
according to SRI, are performed at less than full recovery. 

According to SRI, fees from Government contracts constituted about 
60 percent of SRI's total gross fees for 1964. We estimated that such fees 
amounted to 78 percent for 1965 and 64 percent for 1966 . Rates of fees on 
Government prime contracts ranged substantially in 1966, averaging about 
6.67 percent of estimated cost. We found that SRI uses its net fees pri ­
marily to further its growth and development. 

The Franklin Institute of the State of Pennsylvania for the Promotion 
of the Mechanic Arts is a private, nonprofit organization founded in 1824. 
In support of its two major activities of science education and research, 
Franklin operates a science teaching museum, conducts seminars and work­
shops, publishes a scientific journal, and operates research laboratories. 
Its research laboratories were formally organized in 1946. About 80 per­
cent of Franklin's r e search activity is performed for the Government under 
cost-plus-a-fixed-fee contracts. Franklin has generally attempted to ob­
tain a 6-percent fee from Gove rnment agencies. Over the 3-1/2-year period 
ended June 30, 1967, negotiated fees have averaged about 5.6 percent. 

Fees received by Franklin on Government contracts are commingled in 
the general operating fund with receipts from other activities, donations, 
and investment income and are used for the operation of the activities 
mentioned above. 
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FEES USED BY GOVERNMENT SPONSORED 
NONPROFITS FOR VARIOUS PURPOSES 

The Bell Report advocated the payment of fees to nonprofit organiza­
tions for the following reasons: (1) to provide some degree of operationa 
stability and flexibility to organizations otherwise bound to the precise 
limitations of cost financing of specific tasks, the allowance to be used 
to even out the variations in income resulting from variations in the leve 
of contract work and (2) to conduct some independent, self- initiated re­
search in order to obtain and hold highly competent scientists and engi­
neers . 

Our survey showed that, depending on the financing arrangements agree 
to by the sponsoring agency and the nonprofit and the amount of fees that 
the nonprofit had been able to accumulate during its existence,fees have 
been u sed by management for various financi a l aspects of operations. 

Fee accumulations have been used for working capital in day- to-day 
operations, for reserves to finance oper~tions during a temporary reductio 
in contract work or delay in contract renewal, and for establishing funds 
to ensure continuity at such times as the services of the organizations 
may no longer be required by their principal sponsor. Fees were also used 
for expenses that were not reimbursed under Government contracts . In some 
instances, the organizations had not met the cash reserve goals set by 
thew, because they had used fees for the acqui sition of capital assets. 

Our survey also s howed that many nonprofits did not use fees to an 
appreciable degree to conduct independent research. 

Fees used in s ome instances 
to provide working capital 

There were 12 nonprofit organizations included in our survey that are 
considered to be Government-sponsored; that is, one or two Departments or 
agencies have assumed responsibility for the substantial portion of the 
financial support of these organizations . (See app . I. ) We found that thl 
requirements for working capital during periods of normal operation were 
being met in different ways for these organizations . 

Three of the organizations had received Government advances in the 
pas~, but were at the time of our review using their own funds, accumu­
lated primarily out of fees. Two were usi ng a combination of Government 
advances and fee accumulations . Five were being financed primarily by the 
Government either through the use of advance payments or letters-of-credit 
arrangements . In two cases, operating capital was being furnished entirel) 
by the contractor-operator and Government funds were provided only on a 
reimbursement basis . 

We found that Aerospace had retained funds of more than $2 million 
dollars, primarily out of fees, and no longer required advance payments 
from the Government for working capital . 

Although RAND initially received a grant of $1 million from The Ford 
Foundation, most of its funds have since been obtained through Government 
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co ntracts , including fees and reimbursed depreciation and use charges. 
HAND 's accumulated working capital at December 31, 1966, exceeded $3 mil­
I i.on , and RAND has had no advances from the Government . 

When Re search Analysis Corporation was organized in 1961, the Army 
provided it with a $1 million advance fund. RAC repaid the advance in 
1965, and at June 30, 1967, had accumulated, largely from fee income, work­
i llg capital in excess of $1.7 million. 

On the other hand, five of the organizations were being financed pri-
1I1.1rily by the Government, either through advance payments or letters of 
'Tedit . We found that these organizations had experienced no financial 
dlfficulties in operating under one or the other of these arrangement s . 

The Assistant Director for Administration at Lincoln Laboratory, 
"hich utilizes funds from an advance payment pool established by DOD for 
Ihe Massachusetts Institute of Technology, informed u s that funding ar­
r.1ngement s had been adequate. Officials of the California Institute of 
Techno logy advised us that they had not experi enced any difficulty in ob­
I ining sufficient working capital for operating the Jet Propulsion Labo­
ra tory . NASA provides working capital to Caltech through letter s of 
,·redit. Associated Universities, Inc. (AUI) ha s been supplied work> 
('apital for the Brookhaven National Laboratory by AEC through letters v. 
c redit, and AUI reserves are not used. 

The Johns Hopkins Univer s ity Applied Phys ics Laboratory ' s (APL) work­
i llg capital requirements have been primarily met by an advance payment ar­
,-angement with the Navy, and an advance payment pool provided by the Air 
force has been the primary source of NITRE's working capi tal. However, APL 
.,"d NITRE have made limi ted use of accumulated reserves for working cap i tal. 
The need for cash reserves to finance operations during periods when the 
r:overnment has not contractua lly assumed finanCing responsibility, such as 
during a delay in contract renewa l, is di s cuss ed in the following sect ion 
o f this report. 

Treasury Department Circular No . 1075, revised February 13, 1967 , 
': 1 ates that cash advances to organizations outside the Federal Government 
"onstitute a significant portion of the Federal budget . For example , 
Ic tter-of-cr edit advances during fiscal year 1968 exceeded $18 billion . 
I\('cause of the effect that the timing of advance payments has on the public 
debt and financing costs , the circular stipul ates that every thing possible 
':hould be done to preclude withdrawals from the Treasury sooner than neces­
·:.1ry to finance the operations of the recipients of advances . According to 
I he Circular, advances should approximate the amount of daily needs for 
1.1 rge organizations and should not exceed 1 month ' s needs for relatively 
':mall operations . 

The Treasury Department policy states that , whenever these objectives 
,· .mnot be met by advances, the let ter-of-credi t arrangement should be con­
.: i dered. 

We believe that making advance payments or letters-of-credit arrange­
"" nts offers advantages to the Government over allowing the nonprofit or­
",.1nization to accumula te working capi tal from fees. When either of the 
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f i rst two methods are used, funds a r e tied up over shorter periods of time 
the result being lower financing costs, and , in addition, the Government 
retains gr eater control over the use of these funds, since contracting of­
ficers authorize withdrawals of f unds. 

Some of the or ganizations included in our survey interpret ed Circular 
No . 1075 as favoring the eliminat ion of advance payments and, therefore, 
indirectly advocating t he accumulat ion of f ees for working capital . The 
Treasury Department policy stated in the circular is that cash a dvances 
shall be l imited to the minimum amoun t s possible , and be timed to meet 
only the actua l cash requirements of the recipient to carry out an approve 
program or project . Therefore , making such s hort-term, minimum a dvances 
seems to be a more economica l method of financing than either allowing the 
or gan ization to accumu l ate fees, which results in the Treasury Depar t ment' 
relinquishing the funds on a permanent basis, or al l owi ng the organization 
to borr ow the f unds at commercial r ates . 

Fee accwnulations used at times of 
delay in r enewa l of Government contracts or 
temporary reductions in contract effort 

We found that limited amounts of fee accumu l ations have been used by 
some of the nonprofit s to maintain normal operating l eve l s during periods 
of delay in contract renewal. The use of letter contr acts has kept the 
needs in some cases to a minimum . Fees have a l so been used to accumulate 
reserves for use in case of reduction s in the level of contract support . 

At The MITRE Corporation , we found t hat , even though contract r enewal 
was not doubtful, there were contract renewal delays during which funds 
were not made available by Federa l agencies . For example , MITRE experi­
enced Air Force contract renewal l ags of 23 , 20 , and 7 day s in 1964, 1965 
and 1966 , r espectively , and had to use its own funds to finance current 
operations. MITRE fo r the mos t part ha s invested its fee reserve money in 
Treasury and commercia l bills. On the occasions when MITRE has needed 
funds to finance operat i ons , it has used emp l oyee vacation reserve funds 
and , to some extent , fee reserves . 

At the Aerospace Corporation , contract renewal delays are covered by 
letter contracts . The letter contr acts provide for the same reimbursement 
cos t features as t he definitized contr act, and a llowable contract costs 
are, therefore reimbursable . However, no provisions are made under the 
letter contracts for partia l fee payments. Aerospace officials informed 
u s that operating costs not reimbursable under the letter contracts must 
be funded from Aerospace working capital previously accumulated from fees 
and accruals. 

According to officials at The RAND Corporation, because of periodic 
delays in contract r enewa l s, RAND's normal cash balances have not been 
a dequate to meet operating expenses during these delays . As a result, 
RAND has ha d to borrow cap ital to meet its current liabilities during 
these periods of delay . For example , RAND borrowed $725,000 and $300,000, 
respectively, during the contract r enewal periods in 1965 and 1966. Our 
examination of the Project RAND contract renewal during 1966 showed that 
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I letter contract having an effective date of September 1, 1966, was not 
,;igned until November 17, 1966. 

The Research Analysis Corporation has requested fees to provide, among 
.. ther things, for periods of interruption in Government contracts . We noted 
during our examination hat, on one occasion when negotiations for the Army 
I:ontract had been prolonged and t hus Army funding had been delayed, RAC 
I,orrowed funds necessary for operations rather than utilize its accumulated 
,oash reserveS held in the form of short-term investments . We were informed 
hy RAC that t hi s was done because it was cheaper to borrow than to cash in 
Lhe short-term investments, and that borrowing had been possible only be­
°ause of the existence of accumulated reserves. 

There have been a few occasions when contract renewal negotiations 
.' ere not completed in time to keep Government funding procedures operative 
in financing the operations of the DOD-sponsored nonprofit organizations . 
rhe u se of letter contracts in some instances has kept the need for re­
:erve funds during r enewal delays to a minimum. We believe that a more 
determined effort on the part of the sponsoring agency working with the 
1I0nprofit management to plan funding and effect contract negotiation in an 
.. rderly and timely manner, combined with the use of l etter contracts when 
lIecessary , could reduce the need for reserves even further . 

We recognize, however, that there may be short periods of time during 
,hich thE' Government is unable to provide financing to enable the nonprofit 
' 0 continue a s table operation . l We therefore believe that fees should be 
,vailable to the extent necessa r y to meet reasonable needs for maintaining 
' he organization for a short period. 

I:ontractua l provisions for termination 
liabi lities reduce need for reserves 

In our opinion, the DOD-sponsored nonprofit organizations included in 
" 'Jr survey would not have to accumulate fees to cover liabilities arising 
I rom contract termination . We saw no indication that the Government 
I,lanned to dispense with the services of these organizations in the near 
Illture . Also, we found that the agencies could mitigate the impact of 
ontr act termination by contractual provisions . 

The Report of the Air Force Systems Command Board of Visitors' Ad Hoc 
' :,' oup , dated December 1, 1965, stated that the Air Force had a definite, 
o nntinuing need for the services of MITRE and Aerospace . The report 
olated also that the Air Force must assume responsibi lity for rea sona ble 
lab ility of these organizations by working with the corporate management 

" J see that funding variations are anticipated and planned in an orderly 
·U:ll1ner. The report stated further, in regard to termination protection, 

I,at fees should be paid to these organizations only if available assets 
.. re not sufficient to meet termination liabilities not covered by con­
I~ acts . 

I 
:everal of t he nonprofits (Aero space, IDA, MITRE) informed us that they 

I,ave experienced unexpected reduc tions in level of program effort in one 
.r more rec ent years . 
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We found that MITRE had been protected against all termination lia­
bilities under its Government contracts, which contained specific clauses 
covering termination . MITRE had been further protected by inclusion of 
a clause in its Air Force contracts that provided that the Air Force would 
reimburse MITRE for all reasonable and allocable personnel severance and 
other related windup costs if the Air Force contract with MITRE was not 
renewed . MITRE's contract with the Air Force also provided that MITRE 
would be indemnified from liability on its bank loans in the event of con­
tract termination or nonrenewal . l 

In responding to our draft report, Aerospace questioned whether the 
Air Force could cover all costs associated with termination, especially 
if termination occurred in the latter part of the contract period or was 
associated with nonrenewal of the contract . In our opinion, however, the 
contracts with Aerospace and other Government-sponsored nonprofit organiza­
tions could include provisions similar to those in the MITRE contract to 
cover termination costs and thus reduce the need for fee accumulations for 
this purpose . 

lMITRE has informed us that the bank loans liability indemnification clause 
in its Air Force contract was deleted in September 1967, subsequent to the 
loans' being fully paid . 
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Fees being accumuloted to permit 
diversification and continuity of 
operations 

We examined into the reserves being accumulated by the various 000-
s ponsored nonprofits receiving fees . Some of the organizations had insti­
tuted progr ams of setting up reserves to ensure stabi lity in the event of 
reductions in the level of contract support . The stated purposes of some 
of these reserves seem to indicate that they are intended not so much as a 
cushion against temporary fluctuations in the financial support of the 
s ponsor agency, but rather as a fund with which to seek other clients at 
such time as the nonprofits' services may no longer be required by their 
sponsor . 

The Bell Report recognized the issue of whether an organization that 
has been established to provide services to a Government agency should be 
permi tted to seek contracts with other Government agencies or non­
Government customers . The report stated that there was not a clear consen­
s us among Government officials and officers of nonprofit organizations on 
the question. The Government officials participating in the study had con­
s idered the question far enough to have these tentative views: 

1. In the case of organizations in the area of operations and re­
search, such as The Rand Corporation, the principal advantages that 
they have to offer are the detached quolity and objectivity of 
thei r work . Too close control by any Government agency may tend to 
limit objectivity. Organizations of this kind should not be dis­
couraged from dealing with a va ri ety of clients, both in and out of 
the Government . 

2. A number of the organizntions established to provide systems engi­
neering and technical direction , such as Aerospace Corporation, 
were , at the time, of value principally because of their acting as 
agents of a single client . The report stated that, as programs 
change and new requirements arise, it might be possible fo r such 
organizations also to achieve a fu lly independent financia l basis, 
resting on multiple clients, but this seemed (in 1962) to be a 
later rather than earlier development . 

The Bell Report supports the payment of fees to be used to even out 
i ncome variations resulting from variations in the leve l of contract work . 
The report does not indicate an intention to support the payment of fees 
10 the extent sufficient to create a reserve to finance a transition by the 
Olonprofit to other fields of endeavor or to enable it to compete in the 
private sector for non- Government business . 

The Ai r Force Systems Command Board of Visitors ' Ad Hoc Group examined 
Ihe position of the sponsored nonprofit corporations providing systems 
<' ngineering and technical direction capabilities to the Air Force. The 
Group found that, as special, sponsored organizations, the nonprofits' es­
t a bli shment fo r a specific purpose was encouraged by the Government and 
t hot, in order that satisfaction of that purpose be ensured , in practice 
nonprofits shoul d remain contractually and financially dependent on thei r 
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sponsors. The Group found it inadvisable to allow the corporations to ac­
cumulate assets which could ultimately provide for complete independence. 

Some of the DOD-sponsored nonprofits included in our survey appear to 
be accumulating fees to enable diversification and to ensure continuity of 
oper ation in the event of nonrenewal of contracts by the sponsoring agen­
cies. 

The RAND Corporation 

The purpose of the RAND Corporati on is to further and promote scien­
tific , educational, and charitable purposes for the public welfare and na ­
tional security. A RAND offic i a l has stated that, to fulfill its charter, 
RAND will undoubtedly engage in a wider r ange of work, including more of a 
nondefense nature . RAND officials believe that fees are needed, among othe 
purposes, to establish and maintain a continuity fund . 

In 1951 RAND's Board of Trustees recommended that a continuity reserve 
fund be buil t up by setting aside each year one third of RAND's net income 
unt i l a r eserve approximating 25 percent of the annual rate of effort was 
established . We Were advised that such a fund would be used at times when 
RAND might experience a sharp reduction in its level of effor t by reason of 
reduction or te rmination of its Government contracts. RAND believes that 
only by having such a continuity fund would it be abl e to retain a small 
cadr e of scientif ic skil l s during the period that it would take for RAND to 
secure other sponsor s . 

We were informed, however, that RAND's bUilding construction and cer­
tain of its RAND-sponsored projects had preCluded establishing such a con­
tinuity fund . Accor ding to RAND, had this fund been established, it would 
have grown to slightly in excess of $5 million as of mid-1967 . 

Upon the fo rmation of RAND, the Air Force did not furnish bUildings 
for RAND to operate in. RAND received a $1 million grant from The Ford 
Foundation which enabled it to obtain commerc ia l financing and construct 
its own faCility . For this reason, RAND has not given the Governmen t 
rights to its assets upon its dissolution, although the principal sourc es 
of funds used by RAND to acqui r e property and r epay long-term loans relat­
ing to property acquisition have been fees and bui lding-use charges and de­
preCiation expense r eimbursed under Government contracts. 

The Aeros pace Corporation 

Aerospace's Articles of Incorporation state that Aerospace's purpose 
is to engage in, assist, and support scientific activities of the United 
States Government. 

During fiscal year 1964 Air Force and Aerospace offiCials discussed 
the financial goals that would permit Aerospace to achieve the objectives 
of financial independence and stability. On March 3, 1964,the Secretary of 
the Air Force accepted the financial goals of Aerospace, which included 
working capital accumulation of $4.5 million by the end of fiscal year 1967 
and the overall " stability " goal of $12.5 million in Aerospace cumulative 
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' tlnds b-j fiscal year 1969. The $12.5 million represents approximately 
months' operating cost at e n operational level of $75 million a year. 

Aerospace still performs almost al l its effort for the Air Force . 
u' ros pace's contract provides that the Government will receive any remain­
"g assets upon Aerospace's dissolution. 

Logistics Management Institute (LMI) 

L~I's Certificate of Incorporation provides that LMI may perform ser­
Ices for any Government unit as well as any nonprofit corporation, but to 

" te LMI has contracted exclusively with DOD. In late 1965 the LM! Trus­
' es instituted a policy aimed at accumulating through fees an increased 

,,"ount of working capita l to provide a reserve for contingencies and to 
I,<,rmit LM! to continue operation should 000 discontinue its support. 

According to LMI estjmates it will take a period of 3 to 4 months fol­
' ~ing discontinuance of the DOD contract to determine whether other gov-
; ,>mental units that previously asked for LMI assistance still have a need 

"11' LMI' s services . Its estimated working capital r equirement would be 
,hout $70,000 a month for the determination period, for a total requirement 
I about $250,000 . LMI has estimated that this level will be achieved by 

I lie end of fiscal year 1969. 

LMI does not own any real property. Its charter provides that assets 
," r) vided directly or indirectly by the Government shall, upon dissolution 

LMI, be tendered to the Government. 

Applied Physics Labor atory (APL) 

One of APL's stated purposes for fees is the establi s hment of the APL 
'abilization and Contingency Fund. The first objective of the Fund is to 

I, r ovide an environment of stability and permanence in an atmosphere con­
lucive to creative thinking and sound engineering . The other objective is 
''a provide a measure of protection in the form of real and liquid assets 
'" ensure the staff of a reasonable continuity or orderly transition in the 
.. vent of a sudden or unforeseen change of policy on the part of the Gov­
," rnment. II 

A formula has been devised through agreement between APL and the Navy 
'0 s et a ceiling on accumulations of liquid assets in the APL Stabilization 
" ,d Contingency Fund. The formula is based on routine operating costs for 
, 4- month period . APL calculated 4 months ' operating costs at June 30, 
1'16 7 to be $10,475,402. Liquid funds , represented by the market value of 
",vestments and operational capita l as shown by the balance sheet , totaled 
'1 , 998,257 on June 30, 1967 . This left $3,477,145 for APL to accumulate 

, f ore reaching the fund ceiling. 

The University has sta ted that, "*** when liqUid funds in the APL 
'abilization and Contingency Fund equal an amount as from time to time may 

"'present the Laboratory's routine operating cost for a period of four 
,,'nths , the rate of fee payable under the above contract [ Navy 1 may be ap­
,ropriately adjusted." However, APL has withdrawn funds to finance the 



acquisition of land and bUildings . Consequently, although APL has recog­
nized that funds should be accumulated for stabilization and contingencies , 
the use of such funds for facilities, in effect, defeats that purpose. 

The Navy contract with APL does not contain a clause covering the dis­
position of assets in the event of dissolution of APL. The University 
policy in this regard is that any material and financia l assets remaining 
after the discharge of obl igations will be held in a special fund to be 
utilized or di s posed of for such purposes as may be deemed appropriate and 
satisfactory by representatives of the Navy and the University. 

Research Analys is Corporation (RAC) 

In addition to serving its principal client--the Army--RAe has under­
taken a diversified program of independent research and studies for the Ad­
vanced Res earch Projects Agency of the Office of the Secretary of Defense, 
defense agencies, and nondefense sectors of the Government that demand the 
type of skills that RAe has developed . 

RAC officials consider that RAC requires fees, to accumulate a reserve 
for corporate growth, development , and stability. RAC has not acquired 
real property as a stabilization factor, but has accumulated working capi­
tal in exces s of Sl.7 million, of which about Sl. 6 million is from fee in­
come . RAC's monthly reimbursable costs amount to about Sl mi ll ion. 

Human Resources Research Office (HumRRO) 

Since its inception in 1951, HumRRO has been operated by the George 
Washington University (GWU) under sole sponsorship of the Army. On July 1, 
1967, a modification to the Army contract with GWU provided for multi­
sponsorship of HumRRO and made provision for the sharing of indirect costs 
among sponsors. On the same date HumRRO entered into a 5-year research 
contract with the Post Office Department . Although the Army will continue 
to be the principal sponsor of HumRRO work, HumRRO, under its Diversifica­
tion Program, is seeking to perform work for other sponsors, both within 
and without the Government. 

HumRRO has operated under cost - reimbursement-type contracts with no 
fee . GWU currently receives an annually fixed amount to cover overhead and 
indirect costs of the University. All of HumRRO's capital assets have been 
leased or Government-furni shed . 

In anticipation of the diversification of HumRRO work, GWU requested 
that, in accordance with the provisions of ASPR 4-116.4, title to all ac­
countable Government property presently in the possession of HumRRO be 
transferred to the University for the benefit of HumRRO . On June 27, 1967, 
the contracting officer gave his approval. We were informed that the ac­
quisition value of the property transferred was approximately $500,000 and 
that this property has been acquired since HumRRO's inception in 1951. The 
transfer was brought about largely in order that the segregation of prop­
erty and the keeping of separate inventory records, required under HumRRO' s 
multisponsorship program, would be avoided. This is one of the reasons 
stated in ASPR 4-116.4 for transferring Government-owned equipment to non­
profit educational or research institutions . 
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In HumRRO's proposal for allocation of costs under multisponsorship of 
HumRRO research, a management fee of 6 percent was proposed . The fee was 
to be determined on the basis of need for funds for independent research, 
acquisi ion of facilities , and operational flexibility . However , the Army 
did not want to give an educational institution a fee . Instead of a fee , 
HumRRO receives an amount approximating 1 percent of ,,:;timated costs on its 
Army and Post Office contracts for a HumRRO Director ' s Fund . 

The Director ' s Fund is to be used for operational flexibility and 
minor capital facilities, the type of expenditures which, because of the 
multiple sponsorship at~angement , can no longer be identified with a spe­
cific contract or a particular sponsor . The fund is to be administered by 
the Director of HumRRO at his sale discretion and is to pr ovide him with "a 
d~gre2 of operational flexibility which otherwise would be difficult to 
,:hieve wi thout direct Government involvement in the process of HumRRO in-
t ~rnal management ~ " 

Also , we have been informed that HumRRO has the right under its Army 
and Post Office contracts to devote not more than 5 percent of the esti­
mated annual funding for the performance of independent research . 

,'.- * * * * 
It appears that it would be somewhat incongruous to provide fees to a 

nonprofit organiza tion to enable it to shift to oth",r field s of endeavor 
'" hen the organization has received the bulk of its financing from a Gov­
ernment agency and has developed its capabilities through Government sup­
port und er a sole- s ource arrangement . To the extent that the services of 
Lhat organiza tion were needed by the agency, the potential loss of such 
<;ervices would be detrimental to the interests of the agency . 

If , on the o ther hand, the nonprofit organization wer e no l onger es ­
s ential to th e agency, the nonprofit ' s shift to other fields of endeavor 
,"ould result in compeLition with private industry, for Government or pri­
vate l"Js iness . Such competition would appear to be inequitable since the 
heretofore sponsored nonprofit organization would have an unfair advantage 
over an organization which has built up its own capital and faci l ities . 
,'urthermore, under these conditi ons any claims that the Government might 
have on the net assets acquired by a nonprofit from fees might well be ne­
gated since s uch claims are effective only upon dissolution of the organi­
zat.ion . 



Fees used to pay for nonreimbursable 
business costs 

We found that fees were being used by DOD-sponsored nonprofit organi­
zations to finance expenses of operation not reimbursed under Government 
contracts. These expenses a re not reimbursed under Government contracts 
because they are deemed by ASPR to be unallowable in whole or in part. 

ASPR contains cost-reimbursement principles for r esearch contracts 
with commercial organizations and for resea rch grants and contracts with 
educational institutions. Generally, we found that the commercial cost 
principles were applied to costs of nonprofits except in those few instances 
where the nonprofits were operated by educational institutions under no-fee 
contracts with the Government. 

Some of the expenses that ASPR deems unallowable in whole or in part 
a re advertising, except in certain circumstances, such as when the expense 
is incurred solely as part of a reasonable recruitment program; bad debt$; 
compensation , bonuses and incentive compensation to the extent that overall 
compensation is not commensurate with the contra ctor's established policy 
and not in conformance wi th compensa tion paid by other fi rms in the saJ"e 
area for similar !:)ervices; contributions and donations; employee food and 
dormitory ser vices not operated on a br eak-even basis; entertainment costs, 
except when related to Lechnical and professiollal meetings and conferences; 
fines and penalties; interest on bor r owings and olher financi.a l costs; r e­
location costs in excess of prescribed limits; excessive r ecruiting costs; 
and the difference in cost belween fi r st-c l ass and less than first-class 
air accommodations, except when less than fi r st class is not reas onably 
available. 

Commerc ial organizations having contracts with the Government f re­
quently incur many of these costs und pay them out of funds obtai oed from 
contract profits or other sources of income. Sponsored nonprofit organiza­
tions, however, generally have only the fees received f rom the Government 
as a source of funds for paying any expenses unallowable under ASPR. The 
question arises, therefo r e, as to what extent the nonprofits should be pro­
vided fees to pay for such unallowable expenses . 

The RAND Corporation, for example, has a policy of allowing its tech­
nical and profess ional employees to use first-class air travel in connec­
tion 'with company business where the trip exceeds 1-1/2 hours. This policy 
is currently costing RAND about $50,000 a year from corporate fees. The 
possibility of limiting air travel to less than first class and allocating 
the saved funds to independent research, waS considered at a RAND manage­
ment committee meeting on May 10, 1967. Management felt that a change 
would have an undesirable effect on staff morale and left the policy in 
effect. 

Bureau of the Budget Circular No. A-21, ASPR, and FPR restrict the use 
of first-class accommodations by Government employees and contractors ex­
cept where less costly accommodations do not meet reasonable and adequate 
quality standards and requirements fo r meeting appointments, connections 
with other scheduled transportation, speed, comfort, safety, or similar 
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I Ac tors. Previous reviews conducted by this Office have shown that sub­
. lantial savings have been realized by many major Government contractors 

I hrough use of this policy. Thus, by the continuation of its air-travel 
;.n licy. RAND is incurring costs beyond those recognized as reasonable by 
",th Government and indust r y officials. 

Also, we noted that Aerospace has used fees for executive sa l aries 
,)nsidered by the contracting officer to be excessive in r elation to sal­

,ri es rec eived by persons furnishing comparable services. Aerospace 
'i larged $50,835 against fees in fiscal year 1967 for that portion of sal ­
" Les that the Air Force did not approve as reimbursable contract costs . 
,\, 'rospace ' s expendi tures from fees fo r excluded compensa tion in fisca l 
,'a rs 1964 , 1965 , and 1966 amounted to $100,201, $99,284, and $82,361, 

,,'spectively . l The $82,361 for fiscal year 1966 r epresents disallowances 
I,,' the Air Force of compensat ion of 32 Aerospace employees, after consider ­
" F\ salaries and incentive compensation. These disallowances ranged in 

,,',nunt from $240 to $6,600. 

The Bell Report considered the question of whether standards should be 
, ~p lied to salaries and to related benefits paid to persons employed on 
I,'derally financed r esea rch and development work in nonprofit establish­
">,,,ts doing work exclusi vely for the Government. The repor t concluded 
'Iia t, where there was no cost control through competition, the basic stan­
Il rd for reimbursement of salaries and related benefits should be one of 

'mparabili ty to the compensation of persons doing similar work in the pri­
Ile economy. 

By using fees to pay to personnel salaries in excess of those paid to 
>unterparts in industry and Government, some nonprofits are in effect by­

i'"" sing the control contemplated by the agency review and the approval 
procedure _ 

The Defense Science Board Task Force on Federal Contract Research Cen­
', 'rs has stated that, apart from the use of fees to assure stability in the 
I Ice of unexpected fi nanclal crisis, the fee provides managerial flexibi l -
, I y , which is essential to the continui ng operation of the organization. 
'I',,, such requirement, according to the task fo rce, is the need for funds 
I , cover disallowable but justifiable costs. 

The Air Force Systems Command Board of Visitors ' Ad Hoc Group recog­
" zed the benefits to be derived from providing management with a limited 
1"l~ree of flexibility , in that certain legitimate business expenses are not 

I r'i mbursable under ASPR and, s ince no other funds are avai l able. must be 
", [ out of a fee . The Ad Hoc Group recommended that the Air Force and the 
po nsored nonprofit corporations work toward a minimum-fee position by de-
, loping sound policies and practices that would allow reimbursement under 
,PR of the majority of the expenses being funded out of fees. The Group 

",' rospace , in commenting on this report, pointed out that, in each of the 
,])ove years, the salary disallowances represented less than one quarter of 
I percent of the total wages and salaries paid. 
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SLated that , under 5'Uch d prc..ct 1ce , f aci l ities , retiearcb , sal.aries, and 
consultant fees shou ld be limited to expenses that can be appropriately 
recognized and reimbursed as costs under the contract . 

We believe t hat th .o <:0" t 5 allowed bl the prillcipl2S contained in ASPR 
e re :;uffic i ent ly broad t~, .:o,oer most neces5arl expenses. Consequently, 
vn i y limited amounts of fees would be needed to fund other necessary costs .. 
Ihese f ees could justifiab l y be u sed by the sponsored nonprofits to cover 

..)st s , i n r easondb l e amolints, of activities such as hus iness lunches and 
\ imited 2ntertaining , commun i ty relations, and i nterest e xpense . 

We believe tha t, in order to ena ble the nonprofit to pay such expense E 
and , a t the same time, ensure that the e xpe nses ar~ .:onf ined to necessary 
Ird prudent costD of doing bus iness , the agency should base the amount of 
f: c.,. negotiated on the r ea s onable needs of the organiz3tion. Consequentlv, 
although the fee s , once they have been provided , are to be used at the di ~~ 
c,etion of the management of the nonp rofi t organization, the uses made of 
fees should be a factor i n the determination of the amount of fees to be 
.. llowed in subsequent year s . 
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Fees generally not us ed 
for independent research 

The Bell Report supported the payment of fees to nonprofit organiza­
tions for the conduct of some independent , sel f-initiated research to en­
able the organizations to obtain and hold highly compecent scientists and 
",ng ineers . The study committee saw merit in the argument that these pay­
ments represent incentive to maintain the cohesiveness and the quality of 
the organization . 

However, our survey s!1owed that some nonprofit organizations had not 
conducted any independent research; others had performed some research of 
this type but had funded it principally through direct or i ndirect charges 
to contracts; and relativeiy few had funded an appreciable portion of 
thei r independent research from fee income . Evidently there is li ttle 
recogn izable d iff erence between the type of research f'Jnded as fee­
"?onsored and that funded as reimbursable contract costs. It appears 
that the overall research effort of these organizations is the attraction 
to scientific and engineering personnel. 

The Logistic~ Management Institute has not requested a fee for, or 
conducted, an independent research program. Officers stated that un had 
110t r eached the pOint where an internal study and research program was 
mandatory in ord.,r LO keep up with the state-of-the-art . 

MITRE oific ials stated thilt the purpose of its independent research 
program was to investigate idea s with high potential for future applica­
tion within MITRE ' s mission without having to compete with contract proj­
<ects for limited r eSources. However, MITRE ha s used less than 14 percent 
of its fees for independent research . l Furthermore, in fiscal year 1967 
t he Air Force negot i ated an agreement that 90 percent of MITRE's inde­
~encent researc)" up to $360,000 , would be an allowable contract cost . 

Research Analysis Corporation has spent about 52.7 million for in­
dependen t res earch from its inception in 1961 through 1967. Ho"ever, 
·,bout 98 percent of this research has been included as either direct or 
ind irect charges to Government contract s ; only about 2 percent, or 
$~8 ,OOO , has been paid from fees. 1 

Aerospace conducts three categories of research, one of which is 
runded from fee income . Aero s pace officials stated that fee-sponsored re­
'; earch generally relates to the long-range aspects or Aerospace's miss ion 
10 provide technical support to the Air Force, whereas the Air Force con­
Iracts for research for which there is a foreseeable need . In the 7 years 
rrom Aerospace' s inception through June 30 , 1967, the Aerospace Board of 
r ,ustees au thor ized $2.5 mill ion ane Aerospace expended $1. 8 mill ion on 
' ee-sponsored research. Aero s pace received Zees of $21. 7 million from the 

LAccordin6 to some of the organizations, notably MITRE and RAC, they plan 
to make increased use of fees for -independent research but have been un­
able to do so because of the commitment of funds to building programs, 
financial stability reserves, etc . 
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Government during this period. During fiscal years 1961- 64, Aerospace ex­
pended $82,548 on fee-sponsored research. 

The congressional hearing in May 1965 questioned the discrepancy be­
tween the amounts of the fee cited by Aerospace as needed for independent 
research and the amounts actually spent. Aerospace has informed us that, 
during this period from 1961 to 1964,it used fees for financing a large 
building program in San Bernardino and El Segundo rather than performing 
the independent research intended by the Board of Trustees. Aerospace ex­
pended more than $1.7 million in fiscal years 1965-67 for independent re­
search . 

The Institute for Defense Analyses informed us that it undertook re­
search with fees and grants in order to improve the capabilities of the 
organization and individual staff members and to contribute to the ad­
vancement of science or public policy. IDA has financed more than 75 per­
cent of its independent research through overhead charges to contracts. 
IDA has used about 5 percent of its income from fees for independent re­
search . According to IDA, it has been unable to perform all of its au­
thorized contract research because of the demand for direct contract ef­
fort and the limited manpower available . 

Dne of the four stated objectives of RAND's fee- supported research is 
to attract and retain professional employees with appropriate skills . 
RAND informed us that it has spent about 33 percent of its net income for 
independent research. However, in 1966 independent research represented 
less than 2 percent of RAND's tota l effort . RAND considers all its ef­
forts to be research. 

At the Applied Physics Laboratory and the Lincoln Laboratory, all in­
dependent research is funded as an allowable contract cost . At the Jet 
Propulsion Laboratory and the Brookhaven National Laboratory, all research 
efforts are performed under the respective contracts with NASA and AEC, 
and there is no independent research, as such, performed. 

At the above organizations, independent research, whether funded 
from fees or as contract costs, is generally related to areas of interest 
of the Government . We found little or no indication that fee-sponsored 
research was more of an attraction for getting and holding scientific per­
sonnel than research funded as a direct contract cost. 

The Ad Hoc Group, which made a detailed s tudy of Aerospace and MITRE, 
found that a vigorous and balanced research program was essential for 
these corporations , part of which should be accomplished at company dis­
cretion. The Group's report r ecommend ed that the company-selected portion 
be reimbursed under accepted costs of the contract. 

General B. A. Schriever, Commander of the Air Force Systems Command 
at the time of the Ad Hoc Group study, stated that the nature and content 
of about 10 percent of the research program should be decided solely by 
the corporation, although the results of the entire program should be 
avail able to the Air Force. He stated also that the independence of this 
part of the program was more important than the mechanism by which it was 
funded and, if it could be funded as a reimbursable without imposing 
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inhibiting restrictions on its content or conduct, he agreed with the rec­
ommendation. As a matter of practical experience, he doubted, however, 
that this would be the case . 

It does not appear necessary to provide fees for independent research 
to accomplish the purposes set forth in the Bell Report. A stated amount 
for independent research, such as a percentage of the overall research 
program, could be provided for as a reimbursable contract cost. This 
amount could be utilized by the nonprofit for research in a manner similar 
to the in-house laboratory directors' funds used by DOD. These funds were 
established to provide laboratory directors with the ability to initiate 
work in areas that they judge to be important and promising . At the end 
of each year, the uses made of the funds could be reviewed and the results 
made one of the bases for determining the amount of funds to be allowed in 
the subs equent year. 

Fees us ed in some instances 
for acquiSition of facilities 

The Bell Report issued to the President in May 1962 stated the posi­
tion that, where nonprofit organizations require facilities and equipment 
in order to perform research and development work desired by the Govern­
ment, the Government should either provide the facilities and the equipment 
or cover their cost as part of the contract. The Report recognized two 
problems . 

First, it is generally not desirable for the Government to furnish 
funds through fees for the purpose of enabling a contractor to acquire 
major capital assets. Second, where the Government has provided facili­
ties, funds for obtaining facilities, substantial working capital, or 
other resources to a contractor, it is eqUitable that the Government 
should, upon dissolution of the organization, be entitled to a first claim 
upon such resources. 

Our survey showed that Government agencies did not follow a consis­
tent practice in furnishing facilities to Government-sponsored nonprofit 
organizations, and, in those instances where agencies had furnished fees 
to permit Government-sponsored nonprofit organizations to acquire facili­
ties, rights were not always given to the Government to determine the dis­
position of these assets upon dissolution of the nonprofits. 

We found that many of the DOD-sponsored nonprofit organizations had 
used fees to acquire capital assets, although the use of fees for this 
purpose in recent years has declined as the requirements for facilities 
have been filled . 

One of the nonprofit organizations cited the restrictions and delays 
that may occur in budgeting for and managing Government-owned property . 
More general was the feeling that capital assets are part of the attain­
ment of financial independence and operational stability . On the other 
hand, the Lincoln Laboratory, Jet Propulsion Laboratory, and Brookhaven 
National Laboratory operate in Government-owned facilities. 



The MITRE Corpora ion has acquired $10.7 mill ion in land and facili­
ties f r om fee earnings and f rom loans that are r epaid from fee earnillg~ . 

MITRE has us ed 69 percenc of ics fees fo r this purpose . The Aerospace 
Corpora tion has applied 67 percenc of i ts fees coward acquir ing $19 . 6 mil­
lion of land, buildings, and other assets . RAND and the Applied Phys ics 
Labora~ory have utilized 43 percent and 46 percent , respectively, of their 
fees and other income, including depreciation and us e charges reimburs ed 
under Government contracts , to acquire facilities. 

The Ino titute fo r Defense Analyses , Logistics Management Insticuce, 
and Resear ch Analysis Corporation have acqui r ed no land or buildings, buc 
have utilized 30 , 27, and 18 percent, respeccively , of the ir Governmenc 
fees fo r equipment, fu r niture , and l easehold improvements. 

As noted above , three ins titutions have oper ated satis f actorily in 
Government-furnished facil it ies . It appea r s to us that it is not neces­
sary that , to maintain a creative and productive environment, the Govern­
ment furnish fees to organizations for acquiring l arge amounts of rea l 
property . 

Government 1 s rights to c apital 
assets acquired with fees 

As stated in the Bell Report, when the Governmenc has provi ded fac i l ­
ities or fund s to obtain fac ilities , the Government shou ld upon dissolu­
tion of the organization be ent itled cO a first claim upon such r esources . 
In the ca ses we reviewed , the facilities obtained through fees were in 
many instanc es acquired prior to the i ssuance of the Bell Report . The s e 
assets are not legal l y subj ect to retroactive recapture , except th rough 
vo l untary action on the part of the titleholding nonprofit organization . 
Attempts have been made by DOD, with some success , to acquire certain r es id­
ua l right s to these as sets . These r ights a r e pred icated upon the organi­
zations ' being di sso lved . If an organization does not discontinue oper­
ation after the sponsoring agency no longer requires its services, but goes 
into other activities , the r ights of the Government to the residual value 
of the assets may be jeopardized . 

The Bell Report stated t hat t he Government ' s claim on these faci l i­
ties should be governed , insofar as possible, by the terms of the con­
tracts or, in t he case of any newl y escablished organ ization , by the pro­
visions of che organizacion ' s charter . 

MITRE a nd Aero ~pace ha ve had provi.s ions ins erted in their contract s 
with the Air force, des igned cO protecc t he Gover nment ' s interest upon 
dissolution of the or ganizations . The Gove r nment ' s rights a r e based upon 
the organizations ' being di s solved when the Government no longer needs 
their serv ices . However, rather than dissolve, the organization could, 
without approval of the Federal Go ; ernment, elect to perform commercial 
work. It seems that the d i ssolution claus e would then be inoperative and 
MITRE and Aerospace could recain indefinitely che land and facilities 
paid for entirely out of fees. 

Logistics Managemenc Insticute has, by supplemencal agreemenc , pro­
vided in its contract wich the Office of the Secr etary of Defense fo r the 
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remaining corporate assets to be tendered to the Government upon LMI's 
d i ssolut ion. LMI has acquired no real property and has expended $76,800 
fo r equipment and improvements . 

The Navy ' s contract with Johns Hopkins University for opera tion of 
the Applied Physics Laboratory gives the Government an option to purchase 
certa in land and buildings held in the name of the Univer sity, but ac­
quired with fees and other Laboratory income. We were informed that the 
Navy consider ed obta ining funds in its fi s cal year 1970 budget to exerc ise 
the op tion. Al so , the Navy received an alternative proposal from APL that 
t he Government remove the option in return for a pledge from APL to make 
the facilities available for use by the Government for as l ong as r equired 
in the' national interest . 

One of the di sadvantages of Government- sponsored nonprofits' acquir­
ing assets from fees is pointed up by the added cost that the Government 
would incur shou ld the Navy exercise the opt ion . The average cost to APL 
for 250 acres of land subj ect to option was about $650 per acre when it 
was acquired in fiscal year 1963 and earli er. The valuation in the fiscal 
year 1970 budget es tima te of the Navy is $6,892 per acre. 

The Air Force did not provide Rand Corporation with facilities at 
Government expense . RAND informed us that it had a ccumulated $610,000 in 
gross f ees from the Government when it received a $1 million grant from 
The Ford Founda tion , which enabled it to obtain commerc ial financing and 
undertake a building program . However, RAND had an understanding with the 
Government that RAND would r ece ive a u s e charge and thereby recover its 
bu ilding construction costs on an acce l e r ated basis , which would reduce 
t he ri sk t hat it was taking. 

In 1962 RAND r e jected an Air Force r equest to consider amending the 
charter to provide that, in t he event of RAND's dissolution, the Air Force 
distri bute the assets. The RAND charter provides that, upon dissolution of 
the corporation,the assets a re to be distributed in accorda nce with the di­
rection of The Ford Foundation or, if The Ford Foundation does not exist, 
then by decree of the Superi or Court of California . RAND has received 
funds of nearly $20 million from fees and other income related to Govern­
ment contracts , i n c ont r ast to r eceiving only $1 million from The Ford 
Foundation . 

The Institute for Defens e Ana ly ses and the Research Analysis Corpora­
t ion have acquired no r ea l property , but have used fees for equipment and 
leas ehold improvement s . The charte r of RAC, and its contract with the 
Army, provide that r e maining corporate assets be turned over to the Gov­
e rnment. RAC has expended about $446,000 for equipment and improvements. 
I DA has amended its charter to provide that any assets remaining from 
funds paid to IDA as management fees on Government contracts be trans ­
f erred to the Government unless a s uccessor organization assumes some of 
I DA's responsibilities. IDA has expended $1.3 million from fees on equip­
ment and leasehold improvements . 
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Limited use of capital assets 
acquired with fees 

, 
At Aerospace we noted that 9 . 2 ac res of land at Cocoa Beach, Florida, 

and 38.95 acres of land at San Bernardino, California , having book values 
of about $266,000 and $261,000, r espectively, were not being utilized in 
normal operations. The land at COCO" Beach and San Ber na rdi no was origi­
nally purchased for possible future corporation expansion. Aerospace 
does not contemplate expansion in these areas in the foreseeab le future. 
The Cocoa Beach land has been put up for public sa l e . At the time of our 
survey, no decision had been made as to the future use or disposition of 
the San Bernardino l and. 

Dur ing a previous survey at MITRE, we noted that MITRE owned about 50 
acres of l and that were not being used, no r were there any plans for fu­
ture use of the l and . We pointed out that, if the land were sold, pro­
c~eds from the sale, estimated to amount to about 5900 ,000, could be used 
to reduce the cost of financing certain of MITR E's expenditures now being 
fi nanced through fees paid under Government cont r acts . 

MITRE replied that the 50 acres were an integral part of its 104-acre 
tract, the land had been and would continue to be used in experiments a nd 
test activities, and its probable use and appreciation in value justified 
its retentjon. 

During the current survey , the Treasurer of MITRE stated that there 
were stil l no permanent plans for using the land although temporary use 
had been made and would continue to be made. \'e we r e advised that two tem­
porary antenna towers were being erected on the land for the purpose of 
performing certain experiments and a permanent st ruc tu r e (small observatory 
had been built. 
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PROPOSED GOVERNMENT-WIDE GUIDELINES FOR USE 
BY AGENCIES IN CONTRACTING WITH SPONSORED 
NONPROFIT ORGANIZATIONS 

The results of our survey showed that there were many nonprofits en­
gaged primarily in Government work, operating for all practical purposes 
as extensions or adjuncts of the Government, in many cases performing for 
a single Government agency . Yet these organizations were operating under 
a variety of contractual arrangements, differing as to the allowances of 
fees and bases for determining the amount of fees . It appeared to us that 
there was a need for a Government-wide policy for the gUidance of Federal 
agencies in negotiating contracts for the services of nonprofit organiza­
tions sponsored by these agencies . 

The policy would be applicable to the so-called s ponsored nonprofit 
organizations that work primarily for the Federal Government and receive 
the substantial portion of their support from one or two agencies , as dis­
tingui shed from the pri va te, independent nonprofi t insti tutions. 

Th erefore, we proposed that governmental policy be established to 
provide gUidance to agencies in establishing and contracting with 
Government- sponsored nonprofit organizations . Our proposals were contained 
in a draft report submitted to the 15 nonprofit organizations included in 
our survey and to Government agencies expected to have an interest in such 
a policy, in order that we might obtain their comments. 

We proposed thal the policy include guidelines covering those items 
that normally would or would not be included in the fee . The policy 
should provide tha the fees, once they have been determined by negotia­
tion, belong to the contractor. However, to ensure that appropriate use 
is made of the fee, we proposed that each year disclosure of the uses made 
of the fees should be required and used as a factor for consideration of 
the amount of fees ro be negotiated in subsequent years. 

W~ suggested that the Government-wide policy formulated to guide 
agencies in establishing and contracting with s ponsored nonprofit organi­
zations include consider ation of the following: 

1. The fee negotiated with sponsored nonprofit organizations should 
be deSigned to (a) enable accumulation of a reserve to provide operational 
stability during temporary reductions in contract work, and (b) permit ap­
propriate flexibiliLy in operatiolls . 

a . On the basis of our examinatio n of the incidence and length of 
contract renewal delays, the level of effort that the nonprofit or­
ganizations have maintained , and the evidence that the Government 
agencies will be continuing to arrange for the services of these or­
ganizations, the reserve generally should be limited to an amount re­
quired to maintain operations for a specif ied short period of time 
during which contrac renewal is in negotiation or during temporary 
reductions in the level of programmed work. The agencies should , 
where timely negotiation cannot possibly be accomplished, provide 
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that letter contracts be used during periods of contract-renewal de­
lays. 

The reserve should not be available for purposes other than 
needs to temporarily stabi lize operations . Once the agreed level of 
stability r eserve has been reached, no further amount of fees should 
be negotiated for that purpose until the balance falls below the 
agreed- to limit. Income earned on such reserves should be considered 
in determining future fee allowances . The Government should be given 
residual rights to any balance remaini ng in the operational stability 
reserve upon dis solution of the organization. 

b. For flexibility in operations, the fee should include a suf­
ficient amount to enable the nonprofit to pay necessary business ex­
penses that are not reimbursable under the procurement regulations. 
In view of the lack of competitive restraint s , the amount of the fee 
negotiated for this purpose should be determined on a minimal basis. 

For assistance to negotiators, the guidelines should include ex­
amples of the types of expenses intended to be included in the fee, 
such as reasonable business luncheon expenses . 

The guidelines should include also exampl es of expenditures that 
are not considered appropriate for recognition in negotiating the 
fee. For example, the excess cost arising from the exclusive use of 
first-class air travel seems unnecessary in view of the general prac­
tice in industry, Government, and univer s ities of normally using less 
than first-class transportation . Similarly, if a nonprofit firm were 
to consistently pay salaries in excess of those approved by the Gov­
ernment representative, the excess costs would appear inappropriate 
for recognition in negotiating fees, although there may be circum­
stances where exceptions might be considered necessary to permit man­
agerial flexi bilit.y . 

2. No amount should be included in the fee for independent r esearch . 
Where it is considered des irable for the organization to conduct indepen­
dent research, the contract should s pecify the amount allowable . The 
amount to be paid by the Government should not , however , exceed the actual 
costs incurred . The research should relate to the purposes of the organi­
zation , but the nonprofit should have independent authority in selecting the 
re search to be performed , including the a uthority to acquire limited facil ­
itie s "needed for such research. 

3 . No amount should be included in the fee to enable sponsored non­
profit organizations to acquire capital assets. Where a nonprofit con­
tractor requires such assets in order to perform research and development 
work for the Government , the Government should either provide them or cover 
their cost as part of the contract. As noted above , reimbursable funds 
could be utilized by the contractor to acquire limited facilities and 
equipment for use in its independent research. 

In those exceptional instances where facilities or equipment are ac­
quired by the contractor wi th fees or other resources prOVided by the Gov­
ernment, the Government should have contractual rights to these assets upon 
dissolution of the organization. 
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4. Fees should not be provided for the purpose of enabling the or­
ganization to accumulate its own working capital . Working capital should 
be furnished by the sponsoring agency to the nonprofit organization 
through use of an advance payment plan or a letter-of-credit arrangement. 

5. Where the sponsored nonprofit organization performs services for 
more than one agency, one sponsoring agency should be designated to nego­
tiate the fee arrangement . Such a practice would enable the Government 
to apply a uniform rate of fee allowance and give one agency the respon­
sibility for determining and monitoring the limits of the fee reserve ac­
cumulations, a control which would be extremel y difficult wer e the orga­
nization to negotiate the fee contracts individually with many different 
Government agencies . 

Contractor connnents and 
our evaluation thereof 

Replies were received from all 15 of the nonprofit organizations in 
response to our request for comments on the draft report. Several of the 
organizations did not find it necessary to make significant comment s 
whereas the others replied at considerable length . In all, the letters 
and attachments came to more than 100 pages . For this reason , contrary to 
our customary practice, we have not included the contractors· comments in 
the appendix to this report, but we have incorporated pertinent comments 
in specific sections of the report. The major comments received from the 
contractors are summarized in the following paragraphs, along with our 
position . 

Sponsored nonprofit organizations need 
financial resources for independence 

The sponsored nonprofit organizations which in the past have re­
ceived the greater percentages of fees , primarily the DOD-sponsored non­
profit corporations, expressed the opinion that the proposed guidel ines 
would limit fees to the point of restricting the organizations ' indepen­
dence and objectivity, and , thus , the opportunity for the Government to 
recei ve maximum benefi t from these organizations woul d be jeopardized . 

The comments pointed out that these organizations were purposely 
created in varying forms to meet the diverse needs of the agencies of the 
Government, needs that could not be fulfilled within the Gover nment struc­
ture . These contractors contended that , if fees were limited to the ex­
tent contemplated in the draft report., such standardization would t.ake 
away the financial flexibility which had enabled the contractors to main­
ta i n an independent, objective approach to their sponsors ' needs and had 
allowed them t.o attract and retain high-caliber talent to carry out their 
sponsors I missions . 

We found that many of the va r ious uses to which fees had been put by 
these organizations in maintaining this independence- - facilities , cash re­
serves , independent r esearch, etc.-ohad been met by other sponsored non­
pr ofi t organizations by means other than a fee . Some of t.he r esear ch and 



development organizat i ons included in our survey a r e operated by univer­
siti es or other nonprofit or ganizations , utilize Government-owned facili­
ties and Government ca pital , and perform independent research on a cost­
reimbursable basis . It does not appear that it was any more difficult for 
these organizations to obtain capable personnel and accomplish their con­
tractual tasks, ",hi1e receiving a minimal fee or no fee at a ll, than for 
those organizations that claim that their usefulness would be gr eat ly im­
pai red without an accumulation of assets from fees . 

Sponsored nonprofit organizations need 
freedom from Government control 

I n stating their need fo r financial r e s ources to ensure meaningful 
independence, some of the sponsored nonprofit organizat ions objected to 
being c lassified as extensions or adjuncts of the Government for the pur­
pose o f setting fee gUidelines . We believe that any organization that has 
been establi shed to s erve the Federal Government and is receiving s ubstan­
tially a l l of its support from the Gover nment must be considered as quasi­
public and , therefore , more subject to Government constraints than a 
pr ofit-making organization . 

It seems that, as long a s the organization retains the status of a 
nonp rofit whose purpose is to serve the public and does so exc lusively 
thro ugh contracts with the Government, there is a justifiable basis for 
establi shing guidelines on the purpose s for which fees should be allowed, 
so that the resources accumulated or acquired thr ough fees from Government 
contracts will be kept within limit s rea sonably required to fulfill the 
objectives of these organizations. 

Some of the DOD-sponsored nonprofit corporations , maintaining that 
they a r e independent organizations, felt that any Government-wide guide­
lines should be a pplicable to a ll nonprofit s , including the private non­
profit institutions . However, several of the private , independent nonpro­
fit i nstitutions contended just the opposite , holding that thei r differ­
ences wer e significant e nough that they s hould not be treated contr actu­
ally or otherwise in the same manner as the Government-controlled and fi­
nanced nonprofit s , whi ch obtain their support through a line item in a 
government a l agency budget. 

Sponsorship offers no assurance 
of fi nancial stability 

Comments were raised to the effect that the different organizat ional 
s truc t ures of the sponsored nonprofits do not lend themselves to the es­
tablishment of uniform rules and , furthermore, the designation as "spon­
sored" is a label which carries with it no assurance of a stable level of 
support for an extended length of time . 

We noted, however , that in May 1968 the Director of Defense Research 
and Engineering , testifying before the Senate Committee on Foreign Rela­
tions concerning the Federal Contract Research Center s (FCRC's), stated 
that DOD or the Services have made an agr eement to provide long- te r m 
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support to these institutions . Later in his testimony the Director stated 
that : 

"*** The assurances that the Government gives these orga­
nizations are that over the years, as we see ahead, the sitUA­
tion is not going to change much in these areas of competence. 
For example, we see difficulties jn the area of st ralegjc or 
tactical wa rfa re and, therefore, feel that for at least several 
years we will have a need for their services , and for about a 
certain level of manpower and, therefore, provided they can 
contjnue to maintain competence and turn out first-class work, 
we make a commitment to attempt to fund them at about the same 
level of effort. It is a moral commitment that is made to the 
individua ls in and fo r services of these organiza tions ,II 

In defining the type of commitment made to the FCRC's, the Director 
stated : 

" Because of their unique value, it has been the policy of 
DOD to reco gnize a responsibility for the stability of support 
of the FCRC' s . 

"In effect, this means an annual determination by DOD of 
the support level for that year based on the projected work for 
the organization, and informing the FCRC of the level. This is 
the level furnished to the Congress in support of the budget." 

We also found that DOD and other agencies try to assure the spon so red 
nonprofits of long-term support by entering into long-term contracts with 
them . Although some of the organizations argued that this assurance was 
meaningless s ince actual funding must be furnished on an annual basis sub­
ject to congressional budget approval, we believe that the distinction 
between a reduction in funding and a complete termination of services 
should be recognized . The proposed guidelines would provide for the pay­
ment of fees to enable accumulation of reserves for use during periods of 
temporary reductions in funding. 

We do not believe that fees should be accumulated on the basis that 
the efforts of the entire organization may s uddenly be dispensed with and 
thus the organization will have to be lOO-percent self-supporting. None 
o f the pl,lblic st.atements by Government officia l s have give n any indication 
that the services of these organizations, individually or as a group, are 
in any les s demand now than they were at the time they were established . 
Furthermore, contractual provisions could be used to indemnify sponsored 
nonprofi t s "ga i nst possible costs of termination. 

Diversification furthers independence 
of sponso red nonprofit organizations 

Our proposed policy would provide that fees not be allowed for the 
purpose of creating a reserve to enable the sponsor ed nonprofit organiza­
t ion to enter other fields of endeavor or to compete in the private sec ­
tor for non-Government business . Comments against this proposal were 
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received f r om the DOD-sponsored co r porations that have fee accumulations 
and/or own their own faci l ities and, therefor e , are in a position to ef­
fect such a transition . 

These organizations l ook upon diversification as another means of 
furthering their independence. I n the main they fe l t that limited diver­
sification would ini tially be of benefit to their principal sponsor by 
broadening their capabilities to dea l with a wider range of the sponsor' s 
p r obl ems, and ultimately would benefit the Nation as a whole if , when 
thei r ser vices wer e no longer requir ed by the principal sponsor , the orga­
nizations r emained intact and the resources were app l ied to some other en­
deavor in the pub l ic good. 

General l y , the replies indicated that, were ther e transitions , ser ­
vices wou l d be furni~hed to other agencies of the Federal Government, and 
possibly , in some cases, to State and loca l governments. The ResearcC! 
Ana l ysis Corporation, however , informed us that its Boar d of Trustees has 
amended its charter to provide that RAe can now work fo r non-Government 
agencies i n the public inter",3 t . Such a change was made after a sugges­
tion by the Army that RAe might wish to work more broad l y fo r clients 
withou t , as we l l as within, the Government . 

We foresee that there would be problems if these organizatio n s that 
have opera ted on Government funds and acquired thei r capabi li ti es wi th 
Government support were to be allowed to move freely into the private 
economy . I t appears that were the heretofore sponsored nonprof i t organi­
zation to enter into competition with private industry for Government o r 
other business , it would have acquired an unfair advantage over an organi ­
zation that had built up its own capita l and facilities . 

Another of the problems associated wi th di versification concer ns the 
possible loss by the Government of c l aims to assets of these organizations 
that were to be effective upon dissolution of the organizations. Several 
organizations po i nted out that, as l ong as the diversification consisted 
of obtaining other Government sponsors , the Governme nt's claims woulu be 
merely postponed, not negated. It appears to us, however, that , the 
b r oader the r ange of clients of the nonprofit , the more difficult it would 
be for the Government to admini s ter and account for the nonpr ofit ' s assets, 
and that as a result the ultimate t r end wou ld be to let owner ship of the 
assets remain with the nonprofit . Shoul d diversification ultimately lead 
to the nonprofit ' s having clients outside the Government, there is a 
possibi l ity that these assets wou l d be i rretrievably lost to the Government. 

Sponsored nonprof i t organizations need to 
conduct r esearch independent of sponsor 

The comments from the sponsored nonprofits that have used fees in 
var ying degrees for independent research genera l ly expressed two points: 
(1) the financing of independent resear ch through fees rather than thr ough 
reimbursement of contract costs is essential if research is to be truly 
independent and (2) the organizations plan to conduct mo r e and mo r e inde­
pendent research as the demands on fee for financial stabi l ity decrease . 



During our survey we found that some of the sponsor ed nOl1profits con­
ducted all their independent. research e~ D r eimbur sab le: contract CO:3t. In 
conunenting on the draft r ':.~ pot· t. none of these organi za tion s expressed ~is­
satisfaction with thi:·, ar"['a '1g \: f'I1ell~. George Washington University , which op­
erat<!s HumRRO, ~pe<:ific-,lly COI,CtJLTeri tha t no f""" ~houlj b e provided , rather 
independent res~arch sh0uld be autl10rized 0n .) i.ejrnLu I:":i ahle bas i s . Other 
o rganizations conductc(! mi x tur es of f i:e - !)pon:;ored ana (:o!.::>t- r eimbur sab l e in­
dependent res ea.rch; in 1II0 S t <":<.15e~ both related to at'l~as of i nteres t of Gov­
er nment sponsors. 

We found some i",hcation l hat lhe dd.:JdraLiul1 o f the need for fee~ for 
conducting independelll J~c: ;earch was reliJ.Led to 'lhe object ive of preparing 
for fut.ur e diver!.::>ificdlion of activiLies , to jnclude ill some case~ non-
Gover nment a c tiviti es . III a previous s ecLion af this report, we pointed 
out the inequities that would retiulL from ..J ',,:poll,:,ored nonprofit. organiza­
tion ' s shifting its fi eld of endeavor, aile! ~L"Led our belief that fees 
should nol be provided to p"rmi t Lt.l s to !lapp 'I , Ther efo r e , we see li tt le 
need to conduct 1 ndepe l\<.Je llt res arch of a l .aLure \ ... hich would be so unre­
lated to tasks for Lhe benefi L of Lite Go vernmel ', t that it could not be 
charged t o a Goverl11110ld . COJl tr~ cl . 



Agency comments and our eval uat ion ther eo f 

Comments were received f r om eight Government agencies concerning the 
proposed establishment of fee guidelines . The Chairman , Civil Ser vice Com­
mission, commented orall y that he concurred general ly in our findings and 
conclusions . The rep l ies from the other seven agencies a r e summar ized i n 
this section, by agency , and the letter f rom each agency is included in 
its entirety as an appendix to this report . 

Some of the objections rai sed by the nonprofit contractors , and dis­
cuss"d previously , were also voiced by one or more of the Federal agencies. 
I n these instances, the pos itions of the agencies are presented without our 
f ur the r evaluation . Where new viewpoints are presented , we have added our 
comments. 

Department of Defense 

The Director of Defense Resear ch and Engineering commented on the 
gUide l ines proposed i n our draft repor t , by le tter dated April 24 , 1968 . 
(See app. III.) 

The Director pr e faced his comments specif ically related to the con­
tents of the dr aft report by notinl', that the re was no evidence in the r e­
port that DOD- spons ored nonprofit ori;anizations were app l ying fees to un­
warranted clas ses of use or were expel1ding fees within ttlese classes in un­
l awful or irregular ways . Thp Directo r <=I l so recognized in his comments 
that no GAO invest igation had been speci fic a lly conducted in r egar d to 
these a spec 1.s of the paymen t of fees to nonp rof its . In view of the limi ted 
scope of our survey , we canno~ nffirm that th e DOD- sponsored nonp r ofits 
have, or have not , used the ir fe<2s wlth the propriety implied by the terms 
us ed ahove. 

DOD does not concur that the Congress should prescribe guide l ines as 
proposed. DOD point s out that , after extensive study , it adopted the mod­
ified welghted gu idelines approach t o the negotiat ion of fees and that th i s 
procedure has not been in effect for a suffi cient period to assess its e f ­
fectiveness . DOD states that the draft r eport implies that the needs ap­
proach to setting fees i s the on l y acceptable on" , in contrast to modified 
,,,e ight ed gUide l ines which DOD adopted sp ec ifi ca lly to offset some of the 
weaknf'sses the needs method .... ras con !'-i ider ed to have . 

DOD's pri.mary obj ect ion to negotiation of a f l?e based on need is that 
it f a il s to g ive r ecognition to merit , excellence of effor t , past achieve­
men~s , and other such factors . We b" l i eve that the se consider ations should 
be r ecognized in the ~ a se of profi t - making companies that have an ob l iga­
tion to their stockholders to try to command greater f ees thr ough exce l­
lence . We believe a l so that these considerations a r e per t i nent to i ndepen­
dent nonp r ofit organizations , whose existence and gr owth i s dependent on 
doing a better job than the organ i zations with which they compete for the ir 
contracts. 

As f or Government- s ponsor ed nonp r ofits, the reason for the existence 
of these organizations is usua l ly attributpd to the ir ability to attract a 



body of high- caliber talent that would otherwise not be available within 
the Government. In our opinion, the prime prerequisites for attracting and 
maintaining a body of top talent are such factors as attractive salaries, 
an environment conducive to creative endeavor~ challenging assignments , 
etc . We doubt that the employees generally have knowledge of the amount or 
rate of contract fees received by the employing organization . We doubt 
that , in fact, the employee is concerned whether the costs of these induce­
ments a re being funded from fees or reimbursed as contract costs . 

Once it has been determined how much the Government- sponsored non­
profit requires i n the way of funds to maintain a normal degree of stabil­
ity, the r equirement for a fee becomes the amount needed for those require­
ments that cannot be funded as contract costs . It seems that to pay a fee 
that is in excess of basic needs would not be the most economica l u se of 
Government funds and would result in the nonprofit's either spending un l,eC­
essarily or accumulating excess reserves . 

DOD stated that it has a continuing concern with the accumulation of 
assets by sponsored nonprofit organizations and cited an instruction to DOD 
activities sponsoring such organizations to review their capital accumula­
tions at l east once every 3 years. The r esu lts of these rev i ews are to be 
forwarded to the Deputy Secretary of Defense, identifying any amounts that 
appear to be unreasonable or unwarranted and advising what action has been 
taken. 

DOD issued this memorandum in connection with its approval of the use 
of modified weighted guidelines , apparent ly to minimize any accumulation of 
fees negotiated under this method. However , the memorandum i ssued by the 
Deputy Secretary provides no guidance as to what constitutes an "unreason­
ab le or unwarranted" accumulation, or what action is expected of the agency 
identifying what it believes to be such an accumulation . 

It seems that, since DOD follows the policy that a fee , once it has 
been negotiated, belongs to the contractor , the agency ' s action would be 
limited to adjusting fees in some subsequent year or year s , which in turn 
would require an adj ustment to the modified weighted guidelines negotiation 
for recognition of fees al r eady allowed in excess of reasonable needs. We 
believe , however, that it would be better not to provi de unneeded fund s 
that would result in an accumu lation of assets and require subsequent ad­
justment. In our opinion the needs approach to negotiating fees would ac­
compli sh this objective . 

Atomic Energy Commission 

The General Manager of AEC commented on our draft report, in a letter 
dated April 9, 1968. (See app. IV . ) AEC did not agree that ther e is a need 
for Government-wide guidelines for Government agencies in negotiating fees 
with Government-sponsored nonp r ofit organizations . AEC states that spon­
sored nonprofit organizations provide a degree of independence in scien­
tifi c and technical operations that contributes to the Government agencies' 
ab ility to carry out their programs and , as essentially separate entities, 
are entitled to a commensurate degree of independence and flexibility. AEC 
s tates also that , consistent with this concept, fees should be paid to 
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these organizations to permi t them a certain amount of l a titude r egarding 
costs that may be incurred . 

AEC feels that i t would not be pra ctical or fea s i b l e to develop a 
Gover nmenc - wide fee policy which would be appropriate for a ll situations 
and that the considerations upon wh i ch fees a r e based will and should vary 
with the different types of nonprofit or ganizat ions and the di fferent envi ­
ronments in which t h e y op e r ate . AEC i s there fore concerned that such a 
p ol i cy may have the effect of reducing the nonprofits' i ndependence and 
f lexibi l ity and would be incon s i stent wi th the nature and purpose of these 
organizations. 

AEC agr ees with the objective of keeping fees r easonab l e but be lieves 
that the best way to attain this objective is for each agen cy to car efully 
r eview the details that the organiza tions submit i n support of their r e ­
quests for f ee , to determine if the i terns i nc luded a r e r easonab le in rela­
tion to s uch fac tors as the type of or ganization , mis sion , loca l condi­
tions , and past exp e rienc e . AEC ur ges that , if a dopti on of a Governrnen t ­
wide fee policy i s r ecommended by GAO , s u c h a policy be s tate d in broad 
terms that provide suf f i cient f l e x ibi lity to meet the va r ying needs of the 
differen t nonprofi t organizations and thei r s ponsoring agen cies . 

We find that the AEC obj ectives a r e in consonance wi th t he objectives 
sough t through the u Se of the p r oposed Gov e rnment-wi de gUide lines. How­
ever, AEC favo r s a l lowing each a gen cy to set its own guidance by which to 
dete rmi ne the rea sonab l eness of r equests for fees . 

In AEC ' s case , the proposed gu i delines may a ppear to be unnecessar y , 
but, i t seems tha t , Gove r nment-wide , the use of we i g hte d guidelines, worth­
of - ta sk , hi stori ca l , a nd other bases , with the r esul ting accumulations of 
l and , bUildings , and cash r eserves , ca ll s for setting for t h guidelines lim­
iting the extent to wh ich the Gov ernment should p a r tic ipate i n making these 
o r gan i zations f i nancia lly independent . 

Nat ional Aeronautics and Space Adm i nist r ation 

NASA c ommented by l etter dated Ap ril 5 , 1968 Cappo V) that it appea r ed 
desirab l e to evaluate the r esu l ts obtained in r e l ation to the va rious ar ­
rangements between agencies and nonprofits before attempting to estab l ish 
statutory criteria on fees . NASA stated that , in carry ing out i ts pro­
grams, it had established rela tionship s with industri a l, u niver s i ty , and 
Gove r nment instituti ons so that the capabi li t i es of these es tablished in­
s titutions to do NASA ' s work, as we ll as other work , had been s imulta­
neous l y strengthened . 

NASA obser ved that nonprofit o r ganizations do not readi l y l end them­
se l ves to easy c l assi fication ; for e xample , the Ca lif or nia Inst itut e of 
Techno l ogy cannot be cons i dered a nonprofit organization s ponsor e d by the 
Government. Al so , Ca ltech i nfor med us that, s i nce there i s but o ne corpo­
r ate entity-- the Jet Propul s i on La boratory i s a division of the Institute-­
it was concerned abou t be ing s u bject t o rules establ i shed fo r contractors 
that a re not inde p endent and are consi d e r ed to be spon sor ed by the Gove rn­
ment . 



We believe that in actual oper ation the Caltech- JP L fee arrangement 
with NASA closely resembles the fee ar r angements envisioned by the proposed 
gu i de l ines . JPL is operated in Government faci l it i es, and di r ect and ind i ­
r ect costs of operation are reimbur sed under Ca l tech ' s contr act wi th NASA. 
Al though Ca l tech ' s management fee i s not determined on the needs bas i s , i ts 
negotiation gives consideration to many pertinent facto r s that NASA pe r son­
nel consider to be reasonable and justifiabl e in re l ation to Ca ltech ' s op­
eration of the Laboratory . Consequent l y , it appears that the estab l ishment 
of such guidel ines would have little , if any , effect on the r elationship 
between Caltech-JPL and NASA . 

We have no comparative i nfor mation an the r esu l ts obtained f rom t he 
variou s arrangements between nonprofits and agenc i es . We doubt that su ch 
data , if avai l ab l e , would shaw a co r re l ation of the re l ative competence and 
achievements of each organization to the fees allowed . Many of the high l y 
respected organizations included in our survey received little or no f ee . 
Al so , we be l ieve that it would be near l y impossible to measure the r e lative 
d i fficulty of the tasks per fo r med by the many Government nonprofit or gan i ­
za ti ons . 

As l ong as there are no uniform c r iteria for determining fees, each 
agency may award fees on its own bases, including incentives for exce l ­
lence, which mayor may not be justified in the l ight of work accomp li shed 
by other organizations for a minimum fee. In our opinion, fees for s pon­
sor ed nonprof i ts should be based on the needs of the organizat ions and 
shou l d include l imit ed amounts to cover those necessary and prudent costs 
of doing business that are not a ll owal; l e under thei r contracts . 

Nationa l Sc i ence Foundation 

The Di r ec t or of NSF infor med us by l etter dated May 14 , 1968 (see 
app . vI) , that the Foundation ag r eed with the recommendation tha t a state­
ment of governmpnta l pol i cy be enacted to provide guidance to Gover nment 
agenc i es in negotiating fees with Gover nment - sponsored nonprofit or gan i za­
t ions. In his j udgment , any such po l icy shou l d be suff i c i ent l y f l ex ible to 
recognize differ ent cont r actua l arrangements and corresponding diffe r ences 
in r elationsh i ps and responsibi l it i es between the Government agencies and 
each contractor or ganization. 

It is the Director ' s further judgment that one of the pr imar y consid­
e rations i n the negotiation o f fees with nonprofit organizations is the r e ­
la tionship ex isting between the Gover nment and the nonp r of i t organi za ti on. 
rhis r e l at i onship is inf l uenced by the extent to which the or ganizat i on is 
dependent upon Gover nment funding fo r its programs . 

NSF be l ieves that , if the organiza t ion is on l y i ncidenta lly engaged in 
",ark for the Gover nment , the fee negot i ations shou l d be conducted with i n 
the policies pr esent l y establi shed fo r negot i ations wi th commer c i a l organi­
zat i ons bu t, if the nonprofit or gan i zati on der ives essenti a lly a ll of its 
revenues from progr ams suppor ted by Gover nment agencies , the f ee negoti a ­
' ions shoul d be conducted with i n the framework of a po licy deve l oped spe­
cifica lly fo r nonprofit or ganizations . 
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Therefore, NSF suggests that any policy guidance that i s developed 
s hould be applicable to any ~onprofit organization that derives essentially 
all of its revenues from progrnms supported by Government agencies and 
should not be limited to so- called s pon sored nonprofit organizations. This 
would permit the policy to be used in negotiating fee s with organizations 
that are primarily dependent upon Government funding, even though in this 
report they are identified as independent and do not fall within the cate­
gory of a s ponsored nonprofit organization. 

NSF believes tha t any policy should be f l exible , because the relation­
ships With, and the responsibilities to, nonprofit organizations sponsored 
by, or primarily dependent upon, the Government differ within and between 
Government agencies. Where different relationships and responsibilities do 
exist, the basis upon which a fee should be determined and what constitutes 
the appropriate USe of such a fee may differ s i gnif icantly. 

NSF's policy provides that fee s under the contracts for the National 
Research Centers sha ll be determined on a need basis ; a fee, once it has 
been paid to the contractor , become~ a corporate asset; and contractors are 
required to submit annua lly information 011 the ir fee exp end itures , for re­
view and use in determining fees prospectively . NSF recognized that strict 
applica tion of such a poli cy could pre~ent probl ems to other Government 
funding agencies when faced with different circumstances, and would eVen 
present problems to the Foundation in attemp ting to negotiate fees under 
its cost- reimbursable contracts with nonprofit organizations. 

NSF suggests that it might be advisable in any policy that may be de­
veloped to discontinue the term "fixed fe~' and use some other title such 
as "corporate feel! or "management fee." 

NSF concluded by endorsing our survey of fees of nonprofit organiza­
tions and stated the belief that the survey would be helpful in initiating 
a policy study and ultimately establi~hing gUidelines beneficial to agen­
cies concerned with such organizations. The Director informed us that NSF 
would be pleased to participate in any study which may be necessary to es­
tabli sh a Government-wide policy to provide guidance to Government agen­
cies i n negotiating fees with Government - s pon sored nonprofit organizations. 

Office of Science and Technology 

Th~ Director, in a l etter dated June 3, 1968 (app. VII), informed us 
that the draft report in general came to sensib l e conclusions. He ex­
pressed particular agreement with recommendations that the negotiated fee 
should provide a financial reserve for operational stability and for flexi ­
hility by permitting payment of necessa ry business e xpe nses not reimburs­
ab l e ; that the Government shou ld have contractual rights , upon dissolution 
of organizations~ to capita l assets acqUired with Government resources; and 
that fees shou ld be long to the contractor but that the contractor be re­
quired to fully disclose its use of fees. 

The Director stated that, he believed that if a uniform statement of 
Government poli cy was needed , it would be appropriate to make this a man­
agement issuance, a long the lines of a Bureau of the Budget Circular, 



rather than enact l egislation for this purpose. Also, in any case , he 
hoped that any statement would avoid excessive ill~libidon of the flexibil­
ity which the concepL of the Government-sponsored nonp r of it organization is 
intended to provide . 

Depart~ent of Healt!I , Education , and Welfare 

HEW informed u s by letter dated April 3 , 1968 (app . VIII), that it 
agr eed that there w~s a need fo r Govern~ent-wide guidel ines on establishing 
and contracting '.ith sponsored nonprofit organizations . HEW has only 11 

relatively small doll,;r volume of business with organizations such as those 
identified as the Federal Cont r ac t Research Cellters . Also , HEW does not 
genera lly cr eate corpo r ations to carry out its programs, a lthough some may 
be created as a r esult of program support which HEW provides . Never~JI<' 

less, HEW found that the r"port rai:;_'s policy issues Lhat have implic3ti ,.IS 
for and re l evance to HEW ' s general relationsh ip s with nonp r ofit orgRniza­
t ion s and there is much in the r epor t: with which ir concurs , 

In fact , HEW would go furt.her than til'" proposed gUidelines and sug­
gests that ther" is '" neCC'!;"ttv for "'!;L,,bli~hing guidelines on dealing with 
a ll nonprofit organizution:: wh i ch d:>rivIC Ihe prt'pond<'rance of their support 
f r om the Fedpra 1 \'overnmel1t . Such gu id .... 1 in('!; might include standard s for 
evaluating the financial res ponsibility of such organizat ions and a mecha­
nism for a coordi.nated approach to such t'vn luation wherp support is deriv<'d 
from severa 1 Fedcra 1 "gPr,c i es . 

HEW stated Lhat it appea r ed i nappropriat", to bilse the amount of the 
Fee on an analysiS of how the fee was being or had been used ; that: 1:his was 
inconsistent: wjth norma l fee concepts, which r egard a fee as r eturn on in­
vested cap it:a l and reward [or risk and entcrprise ; and that i1: would be un­
wise to create;) pot"enl i...1 L tor b lurri ng th( .. d i .::il i nClion LC::Lwcen fee!) and 
costs. 

As pointed out in the Bell Report, the r eason for pay ing a "fee" 1:0 
>l onprofit organiziltions is quite different f rom the reilson for paying a fee 
1 0 profit-mak i ng contracLor :; . In our opinion , ther e is a signi ficant dif­
t er ence between the no r ma l Gover nment /contractor relationship and the r e­
lationship existing between the Government and its s ponsor ed nonprofits . 
The sponsored nonprofit in most i nstances does not invest any capi ta l of 
its own initially, a nd any subsequent invescrnent is usua lly provided by the 

r: over nment , a lthough indirectly , through fE::'es . 

Recognizjng that fees, onCe t'lley hav t:.' ht.~en negotia ted , be long to the 
"ontractor and that it is tl,e contractor's choice as to how the fees are 
':pent , we be lieve thal there must be some con trol over the amount of fees 
I ha t: the s pon sor ed nonprofit receive s . We question whether fees can be 
lustified for purposes other than to stabi lize op~rations on a short-t:er m 
las i s and to provid e a limi ted amount of fleXibil i ty in operations. The 
I'.e l l Repor t did not in tend for the Government to l ose c l aim to its i nveS1: ­
'''ent in nonprofits; on the cont r a r y its findings sltow that , wher e the Gov­
"rnment has prOVided facilities , funds to obtain facilities , substantial 
working capi tal, or other r es our ces to the contractor , it is equitab l e that 
'he Government should be ent:itled to first c l aim to c.hese r esources upon 
li s~~]ution of the o~~anizativn . 
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We believe that it is just as important that these organizations not 
tie up the Government ' s resources over periods of time pending some indefi­
nite dissolution date. Assets not essential to the performance of the or­
ganization's mission for its Government clients should be restricted, and 
the providing of fees on a needs basis tends to hold accumulations in 
check. It is obviously easier not to provide the resourCes in the first 
place than to prove them excessive and exercise a disputable claim at a 
later date . 

Department of Housing and Urban Development 

In a l etter dated April 23, 1968 Cappo IX), HUD replied to our reques t 
for comments on the draft report. HUD concurred with many of our recommen­
dations, but suggested several matters for further consideration. 

HUD believes that additional consideration should be given to the mat­
ter of flexibility in operations so that the negotiated fee would not be 
designed to reimburse the nonprofit organization for unreasonable costs not 
a llowable under Government cost reimbur sement contracts . Also, the guide­
li nes shou ld give careful consideration as to what items should be included 
in overhead costs as distinguished from nonallowab l e costs. HUD feels that 
use of either of the terms "development" or "general supporttt allowance 
would be preferable to the continued use of "fee ." 

HUD believes that the guidelines s hould a lso contain criteria that 
will define sponsored nonprofit organiza ions as distinguished from those 
that are not sponsored and under what conditions they would change from one 
category to another. 



\U VISABILITY OF ESTABLISHING 
"cWERNMENT INSTITlITES 

One of the conclusions of the Bell Report was that a new kind of Gov­
,'nment research :" "' ~ development establishment was promising enough to wa r ­

, ,nt further study. The establishment, which might be called a Government 
I ,st i tu te, ;),-,U ld provide a means of r e producing wi thin the Government 
Iructur" some or the most positive a10tributes of the nonprofit corpor ation . 

I iJe objective of establishing such an instrumentality would be to achieve 
' " the adtninistra1Oiol1 of certain research and development programs the kind 
,I' flexibility obtained by Government corporations and yet retain effective 

I, ublic accountability and control. 

The Bell Re port proposed that each Institute be created pur suant to 
,u thori ty granted by the Congr ess and be subj ect to the supervision of a 
',lb inet officer or agency head . It would, as a separate corporate entity 
lirect l y managed by its own Board of Regent s , enjoy a considerable degr ee 
,f independence in the conduct of its internal affairs . An Institute would 
"we authority to operate its own career merit system and to establ i sh a 
vmpensation system based on t he comparability principl e , and would have 
"oad au thori ty LO us e fund 5 and to acquire ilnd d i " PO SL' 0 f propeLty . 

In view of the conLjnuing and growing use of nonprofit organizations 
u assist GO-J'ernment agenc ies in carrying out their missions , we suggested 
" our draft· r e port that consideration be given to establishing Government 

InstituLe" Lo meet future needs. Following is a summary of the comments 
, .. ce ived on the suggestion . 

"r 'tractor and agency comments 

Seven government agencies and thr ee nonprofit contractor s offer ed com­
',ents on the proposal, generally agreeing that consideration of the estab-
I ishment of Government Insti t utes seemed warranted . Some of these o r gani ­
',a t i ons withheld unqualified support in the absence of knowledge as to how 
l :1e utilization of Government Institutes would affect the existing 
';overnment-sponsored nonprof i t organizations . 

One organization was concerned that the proposal might intend that 
I,e creation of Government Institutes be accomplished by conver ting the 

,ronsored nonprofits to Government Institute" and felt 10hat this shoul d not 
I, ' the appr oach to take unti l ther e had been oppor t u nity for a ppropriate 
,'mparison . Sever al agencies , al though s upporting the idea of Government 
" st itutes, did not wish to be res tricted to the sole use of Insti10utes for 
Ile i r r esearch effor ts and opposed Institu tes as a r e pl acement for, or con­

'''rs ion from , sponsored nonprofi t organiza t ions . 

We recognize that the e xisting Gover nment - sponsored nonprofit organi ­
.Itions are, in the opinion of the sponsoring agencies, performing essen-

I i al functions, and we ere not suggesting that they necessarily be rep l aced 
v, or converted to, Gover nment I nstitutes . Our proposal is directed t o­

, Ird the establishment of Government Insti tutes in l ieu of the c r eat i on of 
" Id i tional sponsor,~d Government nonprofi ts L, the futur e . I t is of cour se 
oncei vab l e tha l .. if Government Institutes are 1uthori zed and prove 
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effective, some of the pre sent nonprofits will eventually be converted to 
or replaced by such Institut es . 

Several of the Government agencies that conceivably could need the as­
sistance of some type of nonprofit organization i n the future were recep­
tive to a study of the possibilities of using Government Institutes . Some 
felt that the matter should be handled separately f rom a study of nonprofit 
fees . We agree that the matter of establishing Government Institutes would 
require a study involving considerations beyond those involved in establish­
ing guide l ines on fees for nonprofits. In this connection, representatives 
of BOB and esc stated orally that they believed such a s tudy should be made 
a s a follow-up to the Bell Repor t . 

One contractor pointed out that , when the idea of a Government Insti ­
tute was originally proposed in 1962, ther e was a feeling that this new 
type of organization might lead to new problems and existing condit ions did 
not warrant their use. However, the recent increased use of nonprofit or­
ganizations to serve nondefense needs of the Government seems to indicate 
that conditions have changed . 

Another indicat i on of change in conditions i nvolves the s ignificant 
actions tha t have been taken since the issuance of the Bell Report to 
strengthen the competence of Government research and development laborato­
ries. For e xample : 

1. Salary l evels of profeSSional personnel have been rai sed substan­
tially and are now more closely comparable to salar y levels of outside or­
ganizations, and more flexibility has been prOVided to the laboratories, 
which enhances thei r ability to attr act and hold first-class scienti sts and 
technicians . 

2. Di r ector s of Army, Navy, and Air Force research and development 
laboratories have been authorize d to u se a portion of their annual budgets 
for work they consider to be of promise or of importance. Unlike that of 
the r egular laboratory programs, this work is e xempt from prior approval 
or review at higher levels . Instead , the results of the work financed by 
the Laboratory Director ' s Fund ar e r eviewed annu a lly through presentations 
directly to the Assistant Secretary for Research and Deve lopment of the 
cognizant Military Department . 

3 . An office of laboratory management , headed by a competent scien­
tist, was establi shed within the office of the Di r ector, Defense Research 
and Engineering, to ac t as a focal point for all DOD research and develop­
ment activities . Also, in each Military Department a highly qualified 
scientist or engineer was appointed to represent the re search and develop­
ment laboratories at the Department l evel. 

4. Laboratori es have been reorganized into new weapon centers and now 
have major assignments i n threat analysis and development of r equirements, 
planni ng for future weapons, assessment of vulnerability of proposed major 
sys tems, and other impor tant roles in the r esearch and developing cycle . 

A thirrl factor indicating a change in condit ions since the issuance 
of the Bell Report is t he emergence of numerou s profit-seeking companies 



having analytical competence. There are now over 30 such organizations in 
the \,ashi ngton area alone . 

Therefore, we believe that a special follow- up study to the review 
which l ed to the 1962 Bell Report should be conducted. This study would 
consider what types of organizations could best assist the Government in 
fulfilling its r esearch and development missions . The desirability and 
feasibility of establishing Government Institutes should be a part of 
this evaluation. Al so, such study should include criteria as to the cir­
cumstances under which such work should be performed within the Govern­
ment , by sponsored nonprofit organizations or by other organizations. 
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CONCLUSIONS 

Nonprofit organizations created for continuing Government work and 
supported predominantly by the Government, are sometimes referred to as ad­
junct organizations, or in some instances, as captive corporations. Yet 
these organizations enjoy a flexibility and independence generally not pos­
sible in a Government organization and are free from many of the r estric­
tions and limitations placed on Government agencies and personnel. 

Widespread recognition has been given to the claim that this indepen­
dence is necessary if these organizations are to serve their sponsoring 
agencies with objectivity. We found that the organizations claim that ob­
jectivity is achieved through financial independence, being able to accept 
or reject sponsors' assigned tasks and render decisions free from agency 
bias. Financial independence in this context means accumulated fees and 
other resources obtained through fees. 

These organizations claim also that diversification of interests and 
endeavors furthers objectivity and thereby provides the nonprofit with a 
broader view and greater knowledge with which to meet the sponsors' prob­
lems. They contend that, fees should be looked upon as the source of funds 
to support such a program . 

We believe that such organizations must of necessity be subject to a 
certain amount of Government supervision. It seems that the use of fees 
for diversification is one example of an area that requires control if the 
Government's interest is to be protected. On the other hand, the flexibil­
ity of these organizations should not be so restricted as to destroy the 
characteristics that make it possible to perform assignments capably. 
Otherwise, there would be no justification for their existence. We believe 
that there must be a r easonable balance between control in the Government's 
interest and flexibility of operations in order for the organization to 
capably serve to the ultimate benefit of the Government. 

In our opinion, the proposed gUidelines should enable Government 
agencies to achie_e this balance and obtain the services of these nonprof­
its at the lowest possible cost that would permit them to function compe­
tently. The management allowances, of course, would continue to be de­
termined through negotiations, in accordance with normal contract pro­
cedures . 

TIle guinelines would provide for negotiation of management allowances 
in order to create limited re serves that would enable the spo~sored non­
profit organizations to maintain a stable leve l of operation. Although 
they have exp~rienced occasional fluctuations in workload, such as cutbacks 
caused by a reduction in the annual appropriation or shifts in particular 
tasks to be performed, over the long term these organizations have shown a 
marked degree of growth and stability. 

We saw no indication in the statements of agency officials that the 
need for the services of these organizations would decline in the future. 
However, we see no reason why, in those instances where sponsored nonprof­
its are concerned about the possibility of contract terminations, 



Gover nment agencies should not mitigate the impact of s uch poss ible ter mi­
nations by contr actual provisions . Under t he proposed guidelines, manage­
ment a llowances would not be provided for r eserves sufficient to finance a 
complete reorientation upon an unexpected te rmination, since there is little 
likelihood that such an event would occur without ampl e notice and provis ion 
by the sponso"ing agency . 

Also management allowances would not be provided to the extent that 
would permit these organizations to accumulate r ese rves to finance a shift 
to other fields of endeavor and to compete in the private sector for non­
Gover nment business. 

All costs a llowable under applicable cost principles of Government 
procurement regulations would be r eimbur sed under Government contracts , and, 
under the proposed gu idelines , 3 llowances would be provi ded in limited 
amounts to meet necessary and prudent COSts of doing business that are not 
al lowable as contract costs. 

In summary , we question whether management a llowances should generally 
be pr ovided to sponsored nonprofits for purposes other than stabilizing op­
er ations on a short-term basis and providing limited flexibility in opera­
tions. 

RECOMMENDATIONS 

We believe that the subject of the proper role of 
nonprofit organizations is of sufficient impor tance to 
Presidential-directed interagency or commission study . 
we r ecorranend: 

Government - s ponsored 
warrant a 

As an alternative 

l . Tha t the Bureau of the Budget pr escr i be Government-wide gUida nce to 
agencies in establishing and cont r acting with sponsored nonprof i t 
or ganizations , designed to enab l e Go vernment agencies to achi eve a 
balance between the flexibility needed by the organization to per­
form capably and the amount of Gove rnment supe r vision required. 

The guidelines should l imit the management a llowance to the amount 
needed t o enable the organization to accumulate a res erve to pro­
vide oper ational stabi l ity during t empora ry reductions in contract 
work and to pay prudent business expenses not otherwise r eimburs ­
ab l e . I ncome earned on such r eserve shou ld be considered in deter­
mining the amounts of futu r e management allowances . Also, the 
guidelines should include samples of the types of business expenses 
to be paid from the reserve and examples of those expenses that are 
not al lowa ble. 

The al lowance should not include any amount for independent re­
search , since such r esearch, when considered desirable, should be 
author ized as an al lowabl e cost. Also, the a llowance should not 
include a ny amount for acquisition of capital assets since they 
should be provided by the Government or covered in the contract as 
an allowable cost . Similarly, allowances should not be provided 
for accumulati on of working capital since the s ponsoring agency 
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should furnish the working capital through use of an advance ­
payment plan or a letter-of-credit arrangement . 

The guidelines should prOVide, that, in those exceptional cases 
where facilities or equipment are acqUired from fees or other re­
sources provided by the Government, the Government have an enforce­
able equity in the assets. A similar provision should be made for 
assets held in the form of a stability reserve. The guidelines 
should also specify the circumstances under which the Government 
would exercise its rights to these assets, such as dissolution of 
the organization, discontinuance of sponsorship by the Government, 
or reduction of the Government's contracts to the point where they 
no longer represent the preponderance of the organization's sales . 

2 . That the Bureau of the Budget and the Civil Service Commission con­
duct a study to follow up on the findings of the Bell Report with 
respect to what types of organizations could best assist the Gov­
ernment in fulfilling research and development missions. 

This study should include consideration of the desirability and 
feasibility of establishing Government Institutes to meet future 
needs of Government agencies . Such study should include criteria 
as to the circumstances under which research tasks should be per­
formed within the Government , by a sponsored nonprofit organization 
or by other organizations, such as independent nonprofit research 
institutions, educational institutions, and profit-seeking 
companies. 

~I, 



SCOPE OF SURVEY 

Our survey was conducted at 15 no~profit contractor locations: 12 
nonprofit organizations sponsored by DOD, AEC, or NASA and three indepen­
dent nonprofit institutions. A li st of these nonprofit organizations is 
included as appendix I of this report. Also, we obtained informa tion on 
the use of nonprofit organizations by other agencies, including HEW and 
NSF . 

We inquired into the practices of Government agencies in the payment 
of fees to nonprofit organizations and the methods used to establish the 
emount of fee when fees were allowed; the uses made of fees by nonprofit 
organizations; the extent to which Gover nment fees were used by nonprofit 
or~anizations to conduct independent research and the measures taken by 
the Government to direct the research into areas of interest to the Govern­
ment; the extent to which fees have been provided by the Government in order 
for the nonprofit organizations to acquire facilities, and the rights the 
Government has to these assets upon contemplated disposition of the assets 
or dissolution of the nonprofit organizations; and the justification of the 
nonprofit organizations ' need to retain fees and accumulate cash reserves 
for use as working capital and for financial s tability in times of contract 
interruption or termination. 
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NONPROP'lT ORGANIZATIONS AT WIOl INFORMATION 

WAS OBTAINED FOR OUR SlRVD' 

Annual Effort 
operating for Income fro~ Government fees 

lewl sponsor KiiiOunt 
Org_nhed (1n tull1iona) SpoMor (note. ) Period (1n millions) ~ 

GOVERNMENT SPONSORED 
NONPROFIT ORCANtZAIIONS: 

A_roap.os Corporation, 
El Segundo. califor-
nLa 1960 $ 75 ALr force 99t 1961-67 $21.7 3.5~-6.0t 

Institute for Defense 
AN\y ... . Arllngton. 
Vlrglnta 1956 15 OOD 100 1963-67 2.8 4.1-~." 

Losletie. ~sement 
lnatitut.e. W .. hlng-
ton • .D.C. 1961 OOD 100 1962-67 .3 4.3-6.0 

a. ... rch Analyat. COr-
poration, Kcl.ean. 
Vlrainia 196\ 12 Army 83 1962-61 2.' 4.7-5.0 

The MITRE Corporatlon. 
Bedford, ~ ••• chu-
sette 1958 38 Air 

The Rand CorporaUon, 
force 95 1958 -67 14.2- 3.0 -6.6 

Sant. Honlca, c&ll-
fornh 1948 22 ALr Force 70 1946-66 LJ.6 4 .7 -6.0 

Applied Phyalca labo-
ratory. Sllver 
Spr1na. Haryland. 
(note b) 1942 50 Navy 90 19042-67 14.3 Ave. 3.1 

Brookhaven Natlonal 
Laboratory. lipton, 
New York (note b) 1946 48 AEC 80 1963-67 2. 3 1.0-1.3 

Center For Haval Anal-
ya ••• Arlington. 
Virginia (note b) 1962 9 Navy 100 1964-67 1.0 2.9-5.4 

Human R •• ources Re-
•• arch off ice. 
Alexandria, Vir-
slnh (note b) 19n 4 Army 90 No Fees (note e) 

Jet Propulsion Labo-
ratory, Pasadana. 
CaUfornb (note b) 1939 210 NASA 99 1961-67 8.7 O.6...().8 

Linco1n Laboratory, 
Lexington. Ha ••• chu-
HC'U (not.e b) 1951 64 Al'r Force 50 No Fa.a 

"aapr ... nta only the effort for ttw sponaor specified on t.hh scheeule. Most of tllese. nanproflu perform all, 
or practically all. their work for Government &gencles. 

bCovernment sponsoring agencles contract vith educational. org&nlu.tloN for the operation of the .. nonprofit •• 

tse&lnnlng July I, 1967. contract proYlc:t.s for &IlIOWlt aqu.l to about 1 p&Tcent of .stt_ted overhead coata , to 
~ used .s • Director's fund. (S.e p. 35.) 
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INDEPENDENT NONPROFIT 
INSTITUTIONS: 

Stanford Research 
Institute Henlo 
Park. Cal1for­
n10 

The Franklin In­
aUtut.e, Phila­
delphia. Penn­
sylvania 
(note a) 

Woods Hole Ocean­
ographic Insti­
tution, Vooda 
Hole, Ha..uachu­
setts 

I«>NPROFlr ORCANIZAIIONS A'I WHICH INFORMATION 

WAS OBTAINED FOR OUR SURVEY 

Fee. on Government contTacts 

Sales to Government -=t 
Organized ln12st (.!n....ml111ons) ~ Period 

1946 ' 1966 $43 801 1964-66 $7.7 mt 11 trIM 

1824 1964-67 18 89 1964 -67 898,000 

1930 1964-66 25 100 1964-66 720,000 

Of 
totd 
tncOlM! 

( no t e b) 

72"1 

87 

40 

6,67t 

5,2 

4 , 3 

ftrlgurea represent Frank11n's laboTatory research contr.e ta only; does not include fees from ccmtract for 
operatIng CNA or income from activities 1n which the Gove rnment does not particlpaLe. 

bTotal income includes, to the extent applicable. fee s on Government and commercial contracts. endowment 
income . donatlons, member.h i p fer •• etc. 
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SECRETARY OF DEFENSE: 
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DIRECTOR Of DEfENSE RESEARCH AND EN GI NEERING 

WA SHINGTON. 0 C. 20301 

Mr . William A. Newman, Jr . 
Direct.or , Defense Division 
U. S . General A count ing orn roe 
Washington, D. C. 

24 APR 1968 

:3ubject : (;AO Dra.fL Report of February 12, 19G8, 
"Jurv<ey of Fees of Nonprofit Organizations" 

Dear r·l,. . Newman : 

We have rpviewed the subjec t. draft report. and , although we r ecognize no 
GAO investi gation wac speci fi cally condw'terl in regard to the following , 
w~ are pleased to note that there is no evidence in the report to suggest 
chat : 

a . The vadou,.; classes of ut-e to "hieh be DoD sponsored not- for ­
pt'ofi I. (reR" ) ot'ganizations are applying their fee monies are 
unwa rr1ln1.pd, and 

b . Fn' 3 are bei ng expended wi t h in these classes in unlawful 
OJ" i J' I"t:L'Ular way:::; . 

We are also pleased to note that the GAO agrees that. it is appropria e 
that. those funds whi<:h are furnished to rCRC' s as a "fee" be expended at 

he discretion of t.he FCRr. manal?:ement.s , subject to disclosure of use awl 
Lo some degree of consideration i n 3ubcequent. contract negotiations . 

Specific ('onunent.s on the Report are as follows : 

a . The Report. implies that the "needs" approach to setting fees is 
thc only acceptable approach, in contrast to the modifi pd weighted 
guidelines approach now in use th r oughout. DoD under ASPR 3- 808 . 2 . 
Your attention is called to the fact that this latter approach 
was adopted in late 1966 specifically for he purpose of offsettirlj' 
some of the weaknesses the "needs" approach was considered to hav~. 
Our primary objection to negotiation of fee based on need is that 
:i't fai Is to give recognition to merit , excellence of effort , pa st 
achievements , quality of effort, and other such factors . 

He continue to be concerned with the accurnu1ati0n of assets by 
"sponsored" nonprofi t organizations . This concern has prompt.ed 
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us to instruct DoD activ i t i es sponsoring such organizations to 
provide to the Deputy Secretary of Def ense periodic reports 
identifying capital accumulations which appear to be unreason­
Rble or unwarr:mtf"l a::d advise him of the a~tion taken -:0 
correct the ('ondi tio,-, . These reports will serve "s a basic f or 
reviewing the adequary of our policies . 

b . Dol' ,loes not conr;u!' -t!"lat the covering of certain designa-:ed 
(:,lasses of :'CRC cxpe;;sE's on 0. cost - r('i!!1b~rsable basis rc.thr..: !~ 

t.han by f r e :-lutomatic:;l}'y givc~ DoD bett':'~' or ~O!· (· desi~2.bJ..'2 

~ontrol over thesF' expenc!:'. ":') ):,, 0::: . Nor doc~::; it con cur tha ~.:, 

F'CRC man"gement discretion reGarding certain types of otc,er­
wi :::e clj !:cretionf1.!'y f'Xl..l0!".r.i'':'' "u~,··~ sho'Jld ~ot be tJe~r1i t ted beyond 
some !' mo(le~~t amount ." 

~0D concurs tha-:, :'ldv,~ncC' -:-Ja~'i:F,~J'1ts and pos~i.bl y letters of credit 
::"bQuld be used wh~~reve""" : :!.' ~·_t''''.~:.: · i (' C: Y'(,1lrnstances indicate tha"':. 
,-:-;llr~ methods of f' i!!~rF' ~!1(: .' ~ ""r.:~ r_lr."'I~:!1"1b ~(· . 

c. . you~ 8 ttention j s ('~ l:~ ed to '1)1E:- fRct th:i.J.." 1 t :i s DoD poli cy to 
'.:TICO'l.ragE' ('ont rn( .... tcy:~ 1.0 fe·'~ ~i r;~ thcd!' ('\of!) ~'I-!"'::' J i t~l"':' , r,'1.~,her 

"'::han DoD do so , unlesG ::;rr;:(',: fl'" ci~~':""...I.ms+, ~'.n''''(-'s d:l,·~ .. ate -:0 the 
l:ont!.~ary • 

e :JoD que5tions thE--: im.:"lication thAt peRC "-j.vE'r~; ': !',: ' .. ' C'"' ~ ~ 

_~s i:lll1,omnt iL.:slly bad . P['operly cO:1trollet.l div(·Y's .i :r'icatjor! seems 
~:,o h;lve lx'en of beP..""'fit ~:o f'll' , in fact .. 

r;ov~~~"!.!nr:nt T~Lst . j tut.es do w~r!'ant f1...1.r .. ..:.h(~!" study . However , j~, "!,?pee.rs t:hn1. 
-:'1is :oric is out.sidE! of the SCOpt~ of ~;. r'2v~cw of !'!o!:pro:'jt fees . It 
·''''!ou.!.a :p,:"ob~ ~b} y be hand.:!.ed. sep3rately , th~~;?:·ore . 

'. ~ ..... _::~:.: ~:..:. .. 'y ; :~n. view of the extensive study .... rhil~h led Uf', ~,(.' ,".:'C";"",- '':':--P "c'.li ­
':'.:. -,,;,~ :.e :-:>.:.eo. guj lIe] ines HppruB.C'h and t.11" f',';i('t ~:.hat it :-',' ~:o": : ::.("'I~;~ ~: 

·: .... e'~· "t :['e:1" ~ .suff'ic:ic'nt pcr)_od t o a::",ser;s its t'f:'0C'ti VPl"~~'~ ' ' . .ff- del 1l0i, 
.:::~, ~'.., .. ':' l:':: YQU,!' proposD.l t.hat thl? Ccn~r(:,,':i ':; P!"l·::; c r..i.b~ ~ .· .... _'. ~~r_ ·~'0 aImlr; "tl:e 
,.'. ::'"_'2'':' :/0-';" :.;uc;c:ested . 

73 



I: 

APPENDIX IV 
Page 1 

¥\:~J 
~ ~ 

UNITED STATES 

ATOMIC ENERGY COMMISSION 
WASHINGTON, D .C. 20545 

~ 

APR 9 1968 

Mr. C. P. Pin 
Associate Director 
Civil Division 
U. S. General Accounting Office 
Washington, D. C. 20548 

Dear Mr. Pin: 

In accordance with the request in your February 12, 1968 , letter, 
we have reviewed the draft of the p rop osed report to the Congress 
on the r esults of GAO's survey of fees of nonprofit organizations 
and offer the following comments for your consideration. 

The only nonprofit organization referred to in the rep ort with 
whom AEC has a contract is Associated Universities, Inc. (AUI) 
which op erates the Brookhaven National Laboratory. The GAO 
s tatements r elating to AUI ar e factual and we have no comments 
or suggestions to make. 

The draft report concludes that the many different forms of 
nonprofit or ganizations being sponsored by agencies of the Federal 
Government, and the corresponding differences in the amount of 
fees allowed, indicate that there is a need to establish guidance 
to the agencies f or use in nego tiating fees with these organizations . 
To meet this need, the draft report r ecommends to Congress that 
a statement of governmental policy be enacted to p r ovide guidance 
to Government agencies in nego tiating fees wi th Government­
sponsored n onprofit organizations ~ The draft r eport recommends 
five points for consideration in developing this Government - wide 
policy. Before commenting on the details of the report, we 
would like to make some general comments about the basic recommen­
dation to establish a Government-wide policy. 

Sponsor ed nonprofit organizations provide a degree of independence 
in scientific and technical operations, which contributes to the 
Government agencies' ability to carry out their programs. Most of 
t hese nonprofit organizations are not "adjunc ts" or "extensions" of 

, . 
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the Government as suggested in the GAO dr aft report; they are 
essentially separate entities and , as such , entitled to a commen­
surate degree of independence and flexibility . Consistent with 
this concept the most impor tant reason for paying "fees" to these 
organizations is to permi t them a certain amount of l atitude 
regar ding costs t hat may be incurr ed . 

As your r epor t notes , the nonprofits vary conSiderably in organization , 
mission , and relationship to their respective sponsoring agencies . 
The use of nonp r ofit organizations enables the sponsoring agencies 
to tailor the organizations to their special programmatic needs . 
Even the nonp r ofirnsponsored by the same agency wi l l be different , 
depending on the mission and operating situation . The considera-
tions upon which the fees are based will and should vary with the 
different types of nonprofit or ganizations and the different 
environments in which they oper ate . For example , in one case it 
may be app r opr iate for a nonp r ofi t to acquir e capital assets or 
perform independen t research; in another case it may not be . In 
view of t he fo r egoi ng , we do not fee l that i t would be practical or 
feasible to develop a Government-wide fee policy which would be 
approp r iate for all these situa t ions . We ar e therefore concerned 
that the detailed Gover nment-wide fee policy proposed in the draft 
repor t may have the effect of reducing the independence and flexibi l ity 
of the sponsor ed nonprofit or gani zations and would be inconsistent 
with the natur e and purpose of these or ganizations . 

We agr ee wi t h the objective to keep fees r easonable . In our view , 
the best way to assu r e that fees are r easonable is not to establish 
detailed gr ound rules as proposed by GAO but rather for each agency 
to carefully r eview the details that the non-profit organizations 
submit i n suppor t of their requests for fee to dete r mine if the 
items inc luded are reasonable in relation to factor s such as the 
type of or ganization , mission, local conditions , and past experience. 

For the r easons discussed above , we do not agr ee that ther e is a 
need fo r Gove r nment - wide guidelines . In our opinion the draft 
repor t does not offer evidence that demons trates there is such a 
need . However, if GAO should dec i de to r ecommend in its final 
report that a Government-wide fee policy be adopted , we would urge 
that such a policy be stated in br oad terms that provide sufficient 
flexibility to meet the varying needs of the different nonprofit 
organizations and their sponsoring agencies . 
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Subject to the above general comments, we have the following comments 
on some of the specific points made in the draft report . 

The draft report s tat es that its proposed guidelines would be 
applicable to "sponsored nonprofits which perform work primarily for 
the GovernmenL, with One o r two agenc ies agreeing to be responsible 
for providing the major financial support, as distinguished from 
private, independent nonprofit insti t utions". After reviewing the 
detailed comments in the draft report , it is not clear to uS just 
what types of organizations are intended to be encompassed by this 
definit ion. For example, th e RAND Corporation wou l d not pr esently 
seem t o meet this definition, but since it is discussed in the report 
as being 3 spon so~ed nonp rofit organization, we assume GAO would 
intend any Cover nment-wide policy to apply t o RAND . In view of the 
many t ypes of Government - sponsored nonprofit organizations that do exist, 
we believ e the r epon should be very precise in defining the organi­
zations it intends its recoonnendations to cover. 

The draf t report re.commends five pu ints for consideration in 
developing a Government - wide policy . While we r ecognize that any of 
thes e pOints might have merit in a given situation, we do not believe 
they a r e appropriate [or uniform, Government- wide application . Only 
the individual agencies are in a position to realistically determine 
if these points shc>u1d be applied in a particular situation and, if 
so, the extenL and manner in which they should be applied . Our 
comments on the individual points are presented in the same order 
as they appear in the report . 

Item No. 1. The draft report stutes that: 

"The fee negotialed with sponsored nonprofit organizations 
should be designed to (a) en"ble accumu lation of a reserve 
to provide operationa l stability during temporary reductions 
in contract work, and (b) permit appropriate flexibility in 
operations . " 

We agree Lhat us a general rule it is appropriate that the reserve 
accumulated Lo prov i de op erational stability should be limited to 
an amount required La maintain operations for a specified short 
period of ti llle o r t o nn amount required for some other legitimate 
reas on, and that once the agr.eed level is reached no further amount 
should be negotiated for such purpose until the balance falls below 
the agreed- Lo limit. We also agree that as a general rule the 
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Government should be given residual right to balances remaining 
in the reserve. However, we do provide sometimes that a nonprofit 
contractor can retain a designated amount of the accumulated 
reserve upon dissolution. We would not want a rule that is so 
inflexible as to not permit this. 

Regarding the use of the fee to permit appropriate flexibility in 
operations, the report states that the fee should be sufficient to 
pay necessary business expenses which are not reimbursable under the 
procurement regulations, such as entertainment, advertising, bad 
debts, contributions, and so on; but fee should not be used for the 
payment of expenses which are of an allowable nature but exceed 
the limits for such costs es t ablished in the contract, such as first­
class air travel and salaries . We believe an unnecessary distinction 
is being made between these two types of costs. In our view, almost 
any type of business expense may be appropriate for inclusion in 
the fee, including direct or indirect allowable costs that are 
normally reimbursed under the contract. The key to control, as we 
see it, is not t o attempt to list expenses that are not appropriate 
for inclusion, but rather to carefully review the details supporting 
the request for a particular fee when it is being negotiated, 
including a review of the contractor's past fee expenditures, and 
evaluate the merits of each item requested in terms of the particular 
situation . 

Item No.2 . The draft report r ecommends that no amount for independent 
research should be included in the negotiated fee. The report further 
recommends that: 

"To the extent feasible and desirable, funds should be 
provided for the organization to conduct independent research 
on a reimbursable basis. The research should relate to the 
purposes of the organization, but the nonprofit should have 
independent authority in selecting the research to be per­
formed, including the authority to acquire limited facilities 
needed for such research." 

Independent research wbich would be conducted on a reimbursable basis 
and which must " relate" to the purposes of the organization would 
not truly be "independent". We r ecognize however that tbere are 
legal and budgetary problems when programmatic funds provided for 
contract work are used to reimburse contractor costs which do not 
"relate" to tbe contract work, 1. e . , are not necessary or incident 
to the performance of the contract. Since tbe ability to conduct 
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truly independent research is an attribute of the independence 
of the nonprofit organization , we believe the solution is to 
permit the inclusion of a modest amount in the fee for such 
r esearch when the circumstances warrant. If in a given case , a s 
the dr aft repor t suggests , a con tractor uses funds provide d i n 
t he fee f or independent resear ch for some other purpose , th i s 
fac t or can be taken into consider ation when negotiating a fee 
for a subsequent period . 

Item No.3 . The draft report states that no amount shoul d be 
included in the fee negotiated to enable sponsored nonprofit 
organizations to acquire capital assets . While we agree that as 
a general rule no significant amounts should be included in the 
fee for the purpose of acquiring capital assets, we believe thi s 
is an item that must be examined on a case-by- case basis . 
Fur thermore, we consider it appropriate to permit the use of 
fee to acqui r e office furniture , office equipment , etc . , so long 
as the amount is reasonable . 

We agree that in those cases whe r e significant capital assets 
a r e acquire d with f unds provided i n t he fees the Governmen t 
should have contractual rights to the assets upon dissolution o f 
the or ganization . 

I tem No . 4. The report states that fees should not be provi ded 
for the purpose of enabling the organization to accumulate its 
own working capital . We have no particular pr oblem with this 
item , apart from our general comments made at the outset of this 
letter. 

Item No . 5 . It is recommended that where the nonprofit or ganiza ­
tion per forms services for more than one agency, the sponsoring 
agency should be designated to negotiate the fee arrangements . 
This recommendation presupposes a degree of uniformity in var ious 
Government agency arrangements t hat does not exist . We bel i eve 
it is pr eferable to allow each agency to conduct its own 
negotiations . 

Use of Government Institutes 

The draft report states : 

"In view of the continuing and growing use of nonprofit 
organizations to assist Government agencies in carrying 
out their missions , we suggest that consideration be 
given to enacting enabling legislation for the establ ish­
ment of Government institutes to meet f.uture needs . " 
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We assume this statement is only intended to r eflect the proposal 
in the Bell Report that consideration be given to the es tablish­
ment of Gove r nment institutes as a means of achieving the kind of 
flexibi lity desired in the administr ation of certain research and 
development programs. However, the statement could be inter ­
pre t ed as suggesting that Gove rnment institutes be substi tuted 
for sponsor e d nonprofit or ganizat i ons. If this is the inte nt of 
the statement , we s tr ongly disagr ee with any pr oposal th a t would 
m~~e it manda t or y for agencies to meet f uture needs th r ough 
Government insritutes rather than sponsored nonprofit or ganiza­
tions. 

Sincerely yours, 
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NATIONAL AERONAUTICS AND SPACE ADMINISTRATION 
WASHINGTON, D.C. 20546 

IN REPL. Y REFER TO: D 

tir . Cle r io P . l'in 
Associa t e UirccLor 
Civil Divi.si.on 
U. S . G~ncral Accoun Ling Office 
:;uc;h ingt on, D. C . 20:;48 

De.1r Nr . ['in: 

APR 5 1961 

\·Je .1ppr(>clntc lhc opp ort llnity to o,,('lllnxnt on tI l e' GAO drafL rep orl 
to the Congress on II SurvC'y of Fees of ~ont>rn1it Or f, oni. ? a t i on s . 
DOD, AEC, and NASA . " 

The oraft rep or t presents data indic;\ t i.l~g s i Bni rieant cli(iE!ren c~.·s 

in the bus i.n e t:s .:l1;"rc1nge ment s which characteri ze til e Gover nment I S 

work with vilriou~ nonpr of it org .:miz.:Jt- i Ol1S . It would .:.tppcar 
de!"i r;tblc to evaluate the results oht;)inf!d in relation 0 th e 
variOlls .:lrrangcments before .'1ttcrnpting t o cs:..u!Ji ish st.:1tutor y 
cr iLeria on fees . As N.O\SA h.:l s cu rried Otlt its :)rograms , we 
h:tvc worked to estClblish r ela tions hips wi.Lh i ndust ri.Jl , univc:" ­
si t y , a nd Government inst itutions so tholt tilt" capabil i ties o f: 
these establishe d illstituLion5 to do our work as wel l as other 
\.Jork \,'e r e simultaneously . tr c n g th e ned . Ou r objective has been 
to us c, develop , nnd odiust the capabilities of these ins titut i ons 
t o meet curren t needs ,)s \.Je ll ar. (he need s of evolvi ng Gov(~rnm(! n t 

programs . Establi sIlment of new t y pe s o( o rganiza tions, s u c h ~~ 

the Gove rnment i nst it utes referr e d to in the Be l l r e port and 
s ugges ted in the GAO draft r e port, may no t be desirabl e or 
necessa r y in providing t I, e capabi litieg need ed . 

l-le observe thot !:onprofit o r ganizations do not r eadily l end 
t he;nse lves to ens)" cla~sifi.ca ti.on ond that the d r aft r e port 
docs n ot r esolve the definitional pr ob lems which exist . For 
e;:ample , the C.:>Uforniil Institute of Technology cannot he 
cont"i.tie.:cd :1 nonp r ofit or ganization whi ch i s s ponsore d by the 
U. S . Gover nr,lcnt . Ti1C [ act thcJ t the In s titut 0 o perates the J et 
Propul s ion Laboratory fo r NAS A ilnd is p~id a manag<'ment fce 
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does not, in our opLnLon, justify the characterization of 
Cal tech as a Government sponsored organization. It is our 
view that statutory criteria on fees for nonprofit organizations 
could cause an inflexibility of approach that is unwarranted at 
this time. 

If you wish to discuss our views on any of the above matters in 
any further detail, we will be happy to do so. 

Sincerely yours, 

Harold B. Finger 
Associate Administrator for 
Organization and Ma.nagement 
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NATIONAL SCIENCE FOUNDATION 
OFFICE OF THE DIRECTOR 

W ASHINOTON. D.C. 20SSO 

Mr . Frederick K. Rabel 
Assistant Director, Civil Division 
United Statcs General Accounting Office 
Washington, D. C. 20548 

Dear ~lr . Rabel : 

May 14 . 1968 

This is in reply to your letter of February 16, 1968, furnishing 
thc Foundation copies of the draft of thc GAO proposed r epor t to 
the Congress entitled , "Survey of Fees of Nonprofit Organizations . " 

The following comm~nts are presented for tr.~ consideration of the GAO 
in preparing the final report . The commentz have been directed to 
the Recommendations to the Congress . Since the question of fees to 
nonprofit organizations is complicated somewhat when viewed on a 
Government-wide basis, we have also included some general observations 
which we believe are pertinent to the development of a policy for use 
in determining fees for nonprofit organizations. Our comments reflect 
primarily the r elevant experience of the Foundation with univer sity­
sponsored nonprofit organizations, such as Associated Universities, 
Inc . , who act ac management contractors for the National Research 
Centers supported by the National Science Foundation . 

One of the primary considerations in the negotiation of fees with 
nonprofit organizations, in our judgment, is the relationship existing 
between the Government and the nonprofit organization . Thi~ relation­
~hip is influenced by the extent to which the organization is 
dependent upon Government funding for carrying out its progr ams . We 
believe that if the organization i s engaged primarily in wor k in the 
private sector of our economy and only incidentally is engaged in work 
for the Government, f ee negotiati ons should b~ conducted within the 
policies presently established for negotiating fee~ with commercial 
or ganizations . If, on the other hand, t he nonprofit organization 
derives essentially all of its revenues from programs supported by 
Government agencies , we believe fee negotiations should be conducted 
within the framework of a policy developed specifically for nonprofit 
organizations . Therefore, we sugges t that any policy guidance that is 
developed for use in deter mining fees with nonprofit organizations 
should be applicable to any nonprofit organization which derives 
essentially all of its revenues from progr ams supported by Government 
agenc i es and not be limited to so- called sponsored nonprofit 
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organizations . This vould permit the policy to be used in 
negotiat~ fees vith organizations such as Stanford Research 
Institute (SRI) and Woods Hole Oceanographic Institution, both of 
vhich, as indicated in the report, are primarily dependent upon 
Government agencies for funding program activities even though 
neither falls into the category of a sponsored nonprofit organization 
as the term is used in the report . 

In addition, ve believe that any policy that may be developed should 
be flexible and recognize the different relationships existing 
betveen Government agenCies and nonprofit organizations sponsored by 
or primarily dependent upon the Government . The Foundation believes 
-that the relationships vith and the responsibilities to nonprofit 
organizations primarily dependent upon Government funding differ 
significantly vithin and betveen Government agencies . To illustrate, 
the Foundationts relationships vith and responsibilities to the 
contractors vho manage the National Research Centers are not the 
same as the relationships vith and responsibilities to organizations 
such as The RAND Corporation or SRI even though each is a nonprofit 
organization vhich derives either all or substantially all of its 
revenues from programs supported by Government agencies . 

Likevise, the Foundationts relationships vith and responsibilities to 
organizations such as The RAND Corporation or SRI differs from that 
of other Government fUnding agencies that have a predominant share of 
the vorkload or that may have been instrumental in the establishment 
of such organizations . Where different relationships and 
responsibilities do exist, the basis upon vhich a fee should be 
determined and vhat constitutes the appropriate use of such fee may 
differ significantly. The Foundation t S policy, as indicated on page 
30 of the report, provides that fees under the contracts for the 
National Research Centers shall be determined on a need basis . Once 
the fee is paid to the contractors, it becomes a corporate asset . 
The contractors, however, are required to submit information annually 
relating to fee expenditures. This information is revie;red and used 
to determine fees prospectively. While this policy vorks vell vith respect 
to the establishment of fees under contracts for the management of the 
National Research Centers, ve recognize that the strict application of 
such a policy could present problems to other Government funding agencies 
vhen faced vith circumstances different from those existing betveen the 
Foundation and contractors managing the National Research Centers, and 
vould even present prohlems to the -Foundation in attempting to 
negotiate fees under its cost-reimbl~sable contracts vith nonprofit 
organizations such ss The RAND Corporation and SRI. 

We question whether the f ees negotiated and paid to nonprofit 
organizations subject, 1,0 the proposed policy should be referred to 
as fixed fees since the term, as used in contracts with such 
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or~anizations, has a different connotation than it has when used in 
contracts Wiofl commercial organizations . In the case of our contracts 
for the National Research Centers , fee payments are intended to cover 
corporate eA~0nses and to permit the corporation to accumulate a 
reasonable reserve . The use of the term "fixed fee" to identify 
amount~ negotiated and paid to cover such corporate needs may in our 
opinion be somewhat misleading and, therefore, we believe it might be 
advisabl~ in any policy that may be developed to discontinue the term 
"fixed fee " and instead refer to the amountr; negotiated and paid by 
some other title such as "corporate fr-:e, 1I or "managerr.ent fee . 1I 

We endorse the suggestion made in ohe report that f ees negotiated with 
so-called sponsored nonprofit organizations enable them to pay 
legitirr.ate business expenses "lhich are unallowable under the applicable 
cost principles of Government procurement regulations, recognizing that 
the amounts negotiated for such purposes should be based on the 
reasonable needs of thc corporation . 

Reco~~endution (Unnwnbered ) 

A statement of governmen~~l policy be enacted to provide guidance to 
Government agE"ncies in negotiating fees >lith Government- sponsored 
nonprofit organizations . 

F01mdation Comment 

The Foundation agrees with the recommendation . As indicated in the 
introductory comment, however, the enactment of any such s taten:ent of 
Government policy will present problems . In our judgment any such 
policy should be sufficiently flexible to recognize different 
contractual arrangements and corresponding differences in r elationships 
and r esponsibilities between the Government agencies and each 
contractor organization . 

We beli.~vc SOlf,e clarificution rrcight be advisable with respect to the 
policy guidelines suggested by the GAO . The report states that 
"The policy should provide that the fees, once dete:nnined by 
negotiation, would belong to the contractor . However, to assure 
a~propriate use is ~de of the fee, disclosure should be required 
and used us a factor for consider~oion of the amount of fees 
negotiated in the subsequent year . " The Foundation has some c;,uestion 
"Iith r espect to the type of policy guidance that might be required to 
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assure appropriate use is made of the fee . The Foundation ' s own 
policy prOVides that the fee payment becomes a corporate asset . 
Limitations are placed upon the expenditures of such fees , ho-wever, 
since no portion of the fees are to be used to support Center- related 
activities which, because of statutory or regulatory limitation~, 
cannot be charged directly to the contract or would be contrary to 
the express wishes of the Congress . In addition, as a ~~her means 
of :-eviewing such expenditures, t he Foundation requi:-es an annual 
accounting of fee expenditures and establishes fees for subsequent 
periods on a need basis . We feel the type of review we now exercise 
assurer. app~opriate use of fees . In determining appropriate use, 
however, we concer n ourselves with categor ies of cost and the overall 
~easonableness of expenditures within such cost categories and are 
r.et concerned with a detailed review of actual expenditures as is 
:::e~essary with reimbursable cost . We would want any policy to cover 
tr~s pOint SO as to avoid any misunderstanding concerning the extent 
to -.. hich fee expenditures should be reviewed. 

In addition, we note that the policy statement cited above indicates 
tbat fees will be negotiated each year . The Foundation, as you know 
af~er many years of experience negotiating fees on an annual basi s 
negotiated a fee for a five -year period in one of its contracts for 
the National Research Centers . We believe, as we previously advised 
the GAO, that the time period to be used for fee negotiations i s a 
matter of judgment. I n some instances, in Olrr opinion, the negotiation 
of fees f or peri ode coverir~ two or more years i s advantageous and 
consequently we would want any policy developed to provide the 
agencies with some latit~Qe L~ the selection of time periods and not 
1;.e l i.':,i tea. to one year. 

RecC!"'.J!lendation (1) 

The f ee negoti ated with sponsored nonprofit organizations should be 
dc<i~r.ed to (a) enable accwnulation of a reserve to provide 
operational stability during temporary reductions in contract work, 
and (b) permit appropriate fleYibility i n operations . (Page 73) 

Foundation Comment 

The Fou.~dation i s in substantial agreement with the above recommendation 
as indicated in t he NSF fee policy quoted on page 30 of the draft report . 
We believe, however, gome clarification would be use~ concerning pOlicy 
prOvisions which permit the accumulation of a reserve t o provide opera­
tional stability during temporary reduction in contract work. Operational 
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stability as UGed in the policy statement by the Foundation concerns 
primarily the operations of the corporave activity and not the operations 
of the research centers which are funded under contract . 

The Foundation would be opposed to prOviding fee to contractors operating 
National Research Centers to accumulate a re~erve for use during temporar, 
reduction in contract work . I t is the position of the Foundation that 
the cost., of operating the facilities involved are properly a contract 
cost and ahould be provided fOr under the cOlltract awarded for the 
operation of the facilities . 

While the need to accumulate a reserve to provide operational stability 
u'~ing temporary reductions in contract work has not existed with 
re~pect to NSF contractorG manaeing the National Recearch Centers, we 
recocnize that the problem may exist with other nonprofit organizations 
who operate Government- owned facilities or arc primarily dependent upon 
Government furulLug to support their programs . Where such a need exists 
we would favor pOlicy proviaion:: enabling nonprofit ore;anizations to 
nc:cumulate reo.erve money which would help cover the cost 01' operations 
during rc:cluct:;.ons in contract workload. Thic need, as we see it, would 
exist primarily where the cost:: of operations are funded under several 
contractf; and the coct:: of operations arc: allocated thereto on a 
prorata lAl~lG , as oppoced to our Center contracts where all cost:; of 
operations arc charGed direct to an NCF contract . 

Recommenda~~on ( ~ ) 

No amount should be illcluded in the fee necotiation for independent 
re£earcr.. (Page 75) 

Foundation Comment 

';'ae Foundation ae;ree:, with the recommendation and wi tb ,;he idea 
exprec:;ed that to the extent fea5ible and desirable, funds should be 
provided. under COlltracts :for independent research . We do not believe 
,;r~t special provisions are needed to achieve these objectives under 
contractc for the National Research Centers . The directors of the 
?oundation- cupported National Resear ch Centers play a significant 
role in the processes of determining the broad guidelines governing 
the programs of their respective centers and have sufficient flexibility 
~ implementing these guidelines to achieve the objectives for which 
"independent research funds" are provided to other organizations . 
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No amount should be included in the fee negotiation to enable sponsored 
nonprofit organizations to acquire capital assets . (Page 75) 

Foundation Comment 

The Foundation does not agree with the r ecommendation. We believe 
that nonprofit organizations, sponsored and nonsponsored, frequently 
have the need to acquire capital assets in conducting their corporate 
activities and should not be restricted in this area because their 
only source of such funds is from fees . With respect to nonprofit 
organizations, particularly so-called sponsored nonprofits , that 
derive either all or essentially all of their funds for corporate 
activities from fixed fees under Government contracts, however, we 
would recommend that any fee policy developed provide that any charges 
to the Government for the use of capital assets acquired from such 
funds be exclusive of depr eciation or similar charges . 

The Foundation does agree that where sponsored nonprofit organizations 
acquire physical assets from fees or other resources provided by the 
Government, the Government should have equitable contractual rights 
to such assets upon dissolution of the organizations . The Foundation, 
however, is concerned with many questions that might arise in 
connection with the right s to such assets under many different 
possible sets of circumstances . We believe, for example, that any 
policy covering such rights should include provisions limiting 
(i) the right of contractors to convert such assets to cash in connection 
with contract completion or termination, and (ii) the rights to 
transfer such assets to any closely affiliated organization . The 
policy also should include some provision covering rights of the 
Government to assets of a sponsored nonprofit organization where 
fee s are der ived f r om many Government agencies . 

Reconnnendation (4) 

Fees should not be provided for the purpose of enabling the organization 
to accumulate its own working capital. Working capital should be 
fUrnished by the sponsoring agency to the nonprofit organization through 
use of an advance payment plan or a letter of credit arrangement, 
as prescribed by Treasury Department Circular No . 1075 . (Page 76) 

Foundation Connnent 

The Foundation agrees with the r ecommendation . The Foundation employs 
the letter of credit to provide contract funds to contractors operating 
the National Resear ch Centers . 
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Recommendation (5) 

Where the sponsored nonprofit organization performs services for more 
than one agency, the sponsoring agency should be designated to 
negotiate the fee arrangements . (Page 16) 

Foundation Comment 

The Foundation does not concur in this r ecommendation . The differences 
which currently exi st between the f ees provided to the same 
organization by several agencies r esult from the differ ences in the 
r elationship of the work under each contract to the programs and 
objectives of the or ganization and those of the agency supporting the 
wor k . An artificially imposed rigidity of f ee structure would deny 
the existence of these very r eal differences . We believe that the 
establishment of general principles governine fee negotiations and a 
r equir ement for coordination among the aeencies involved will achieve 
the basic objective of this r ecolfunendation while avoiding the 
undesirable effects which normally re~ult from ver y r igid restrictions 
on admini:trativp discretion . 

Suggested Recommendation 

In view of the continuing and gr owi ng us of nonprofit or ganizations 
to assist Government a genc i es in carrying out their miSSions, that 
cons ideration be given to enacting enabling legislation for the 
establishment of Government Institutes to meet future needs . (Page 77) 

Foundation Comment 

The Foundation believes it would he worthwhile to explor e this idea 
further but would pr efer to r eserve comment on the establishment of 
Government Institutes . While the question of Government Institutes 

. r elates t o sponsor ed nonprofit or ganizations, we believe it should 
be handled as a separ ate pr oblem . The Foundati on would be pleased 
to partici pat e in a revi~w within the Government of such Institute~ 
and how they might be eff ectively empl oyed in carrying out specific 
missions of Government agencies . 

Wh i l e we have limited our comment s on the report to the Recommendat i ons 
to the Congress, we endorse the survey of fees of nonprofit 
organizati ons and believe it will be helpful in initiating a policy 
study and ultimately establishing guidelines which will be benefi cial 
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to agencies concerned with such organizations. The Foundation would 
be pleased to par ticipate in any study which may be necessar y to 
establish a Government-wide policy to provide guidance to Government 
agencies in negotiating fees with Government-sponsored nonprofit 
organizations . 

8~ 

Sincerely yours , 

/s/Jj,)i~~ 
Leland J . Haworth 

Director 
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EX ECUTIVE OFFICE OF THE PRESIDENT 

O FFICE O F SCIENCE A N D T EC H NOLOG Y 

WASH INGTON. D .C. 20506 

June 3, 1 968 

D ea r Mr. Crawford: 

I very much a ppreciate your providing me with an oppo rtunity to 
comment on the draft r epor t on the GAO survey of fees of 
Government- spons o red n on-profit o r ganizati ons . The report is 
thorough and in general comes t o v e r y sensible conclusions . 

In pa rticu lar , I am in agreement with th e following recommendation! 
III the r eport : 

I. The negotiated fee should provide a financial reserve 
for ope rationa l stability , and should provide for 
flexibility by permitting paym e nt of necessary business 
expe nses which arc not r e imbursable. 

2 . The Government sho uld have contrac tua l rights , upon 
dis solution of a non - profit o r ganization, to capital 
assets acquired with G ov e rnm e nt resources . 

3 . F ees should b elong t o the contract o r, with full 
disclosure of use required . 

On the questions of use of fee to acquir e capital assets , or t o 
accumulate working capital, I defer t o th e ex perienc e d judgment of 
the agencies involved. On the question of use of fee to conduct 
independent r esear ch, I understand that GA O is preparin g a separatt 
report on this subject, and wo uld prefer to comment after h aving the 
b e nefit of that study. I t end t o agree that it is preferable fo r inde ­
pendent research t o be reimbursable, but this approach may i n SOrnt 
cases limit th e true independence of the r e search and cor r esponding 
decreas e th e organization's ability t o attract th e b es t people. 
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A primary recommendation of the report is that there be a statement 
of governmental po licy to provide guidance to Government agencies 
in negotiating fees . If such a uniform policy statement is needed, I 
would think it appropriate to make this a management issuance along 
the lines of a Bureau of the Budget Circular, rather than to enact 
legislation for this purpose . The gravity of the problems cited in 
the draft report does not seem to me to justify legislative status . 
In any case, I would hope that any statement of policy would avoid 
excessive inhibition of the very nexibility which the concept of the 
Government-sponsored non-profit organization is intended to provide . 

I was very pleased to see in the draft report a recommendation that 
consideration be given to enacting enabling legislation for the 
establishment of Government Institutes , along the lines recommended 
in the Bell Report , to meet future needs . This recommendation has 
my wholehearted support. 

Mr. Irvine M. Crawford 
Assistant Director 
Civil Division 

Sincerely , 

CjJ,,. ..... e,( 

Donald F. Hornig 
Director 

U. S. General Accounting OHice 
Washington , D. C . 
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f.···'" '::§:~~ 
%""@) DEPARTMENT OF HEALTH. EDUCATION. AND WELFARE . , ... 

OFFICE OF THE SECRETARY 

Dear ~Ir. Poskaitis: 

WASHINGTON. D.C. 20201 

APR 3 1968 

The Secretary has asked that I reply to you r draft report to 
the Congress cQverinB your survey of f~es of cert~in non-profit 
organizations sponsored by or doing business with the Department 
of Defense, the Atomic Energy Commission, and the National 
Aeronautics and Space Administration . 

The report contains the findings of a survey conducted by GAO to 
determine whether fees paid to non - profit organizations sponsored 
by the government were in accordance with the purpose of the 
Report to the President on Government Contracting for Research and 
Development (The Bell Report). 

The report is di!"ected primaril ), towartl an examination of Department 
of Defense contractors, now known as federal Contract Resear ch 
Centers . This Department has only ., relatively small dollar volume 
of business with such organizations . Additionally, the Department 
does not generally create corporations to carry out its programs; 
although some may be created as a result of program suppor t which 
we provide. Nevertheless the report raises policy issues that have 
implications fo r and relevance to our general relationships wi t h non ­
profit org~nizations. Consequently, the report is of interest to us 
and we are grateful for the oppor tunity to review it. 

There is much in the report with which we concur. We agr ee that there 
is a need for government-wide guidelines on establishing and con­
tracting with sponsored non-profit organiza tions. We would go further 
and suggest that there is a necessity for establishing guidel i nes on 
dealing wi,h non-profit organizations which derive the preponderance of 
their support from the Federal government. Such guidelines might well 
include standards for evaluating the financial responsibili t y of such 
organizations and a mechani sm for a coordinated approach to such 
evaluation where support is derived from several Federal agencies. 

Q? 
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We also agree that, as a general rule, medicare being a notable 
exception, fees should not be used to f und the acquisition of 
facilities or be provided for working capital. But, we do not 
agree that fee should be used as a means of reimbursing 
unallowable costs. 

As an al ternative, we would support a reassessment of the concept 
of allowability that might perhaps bring it more into consonance 
with the normal costs of doing business. It also appears 
inappropria te to base the amount of fee on an analysis of how fee 
is being or has been used. This is inconsistent with normal fee 
concep ts, which regard fee as a return on invested capital and a 
reward for risk and enterprise; and it would be unwise to create 
a potential for blurring the distinction between fee and cost. 

The costs of independent or self-sponsored research create special 
problems for this Department. We sponsor research to a very 
substantial degree and employ study sections and advisory groups 
of outstanding researchers to assist us in identifying those 
projects which have sufficient scientific or technical merit to 
warrant our support. Accordingly it has seemed inappropriate to 
us to provide support indirectly, by reimbursing the costs of 
self-sponsored research, to projects which we may have rejected 
as ineligible for direct support. 

We are endeavoring to develop policies which will guide us in our 
dealings with non-profit organizations and therefore appreciate 
the useful information and analysis which your report provides. 

Mr. R.J. Poskaitis 

Sincerely you rs, 

/ . , (V' ( ., .. t.£)-
~';' I"-' '., ~ 

I ~ James F. Kelly 
I Assistant Secreta • 

~I Comptroller 

Assistant Director, Ci vil Accounting 
and Auditing Division 

U.S . General Accounting Office 
Washington, D.C. 20548 
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DEPARTME N T OF HOUSING AND URBAN DEVE LOPMENT 

WA SH IN GTON. D. C. 20' 10 

( H '" FIt '" .. O. "THF hS'i IS TANT SF.CRE"TARY 

F n~ A') ""IIN''iT RA"T ION 
IN REP~V REF E 

ASA- 3 

APR 23 1968 
Mr . Max Hirschhorn 
Associate Director, Civil Division 
United States General Accounting Office 
Washington, D. C. 20548 

Dear Mr. Hirschhor n : 

At the request of Secrctary Weaver, I am replyinB to the draft report to the 
Congress on the survey of f ees of nonprofit organizations transmitted with 
your letter dated February 14 . 1968 . 

This Department concurs with the recommendations pertaining to the exclusion 
of fee for independent research, acquisition of capital assets , accumulation 
of working capital and the designation of the sponsoring agency to negotiate 
fee arrangements where more than one agency is involved. 

We believe additional consideration should be given to the matter of flexibil 
i n operations so that the negotiated fee would not be designed t o reimburse t 
nonprofit or ganization for unreasonable costs not allowable under Government 
cost reimbursement contracts . The guidelines should give careful considerati 
as to what items should be included in overhead costs as distinguished from 
nonallowable costs . The Bell Report recognized that the term "fee " as used i 
connection with nonprofit organization~ was misleading, and used the terms 
"development" or "general support " allowance. We feel that either of these 
terms would be preferable to the continued use of "fee ". 

The guidelines should also contain criteria which will define sponsored non ­
profit organizat.ions as distinguished from those that are not sponsored and 
under what conditions they "ould change from one category to another . 

This Department also concurs with your recommendation that consideration be 
given to the establ ishment of Government institutes at sometime in the future 
Such institutions may be organized as an additional or supplementary means of 
carrying out Government research and development, but not as a replacement 
for, or a conversion from nonprofit organizations . 
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The establishment of The Urban Institute will considerably strengthen the 
efforts of this Department . We now expect that the Institute will receive 
funds from the general research appropriations of this Department as well as 
from other Federal agencies and departments . Moreover, the Institute will 
develop a capacity to perform research for state and local governments as well 
as private bodies . 

The establ ishment of Government institutes should in no way restrict the spon­
soring governmental activity to the sole use of the institute for its research 
effort, but should provide for flexibility when selecting sources . 

We appreciate the opportunity provided us to comment on the draft report. 

Sincerely yours, 

U.S. C AO WI",h., D.C. 9 5 
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